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[bookmark: _Toc341883013]Executive Summary

The aim of this report is to discuss the effectiveness of zero-base budget implementing by Continental Hotel. The discussion will address the advantages and disadvantages of using a zero-base budgeting technique by Continental Hotel. Zero base budgeting technique is transparent, more effective on allocating resource between departments and it helps centralise the decision making.
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1. [bookmark: _Toc341883014]Introduction

Using zero-base budgeting means that a business creates a budget starting from zero. Though the high popularity of zero-base budgeting in the late 1970s is past, there has been renewed attention in the usefulness of zero base budgeting in the current setting of fiscal restriction, not only because the “zero” in zero-base budgeting send a strong message that tax and spending will be kept at a minimum. However, from the high popularity of zero-base budgeting and today, as well as the political discourse around this type of budgeting, has eclipsed the theory and practice of zero-base budgeting technique for a number of potential users.
The purpose of this report is to offer a different interpretation on this every so often debated and unappreciated budgeting technique. For the first part, the report will explain the theoretical method of zero-base budgeting, including the advantages and disadvantages. However, because theoretical zero-base budgeting is rarely used in practice, the report will describe how Continental Hotel has implemented this budgeting technique into business-as-usual accounting. The report will then explain the potential value of zero-base budgeting and how Continental Hotel management team can decide if zero-base budgeting is the right decision going forward. As zero-base budgeting is not a one size fits all technique, the end of the report investigates different preparation and budgeting techniques that accomplish some of the same fundamental objectives while avoiding the shortcomings of the method.


2. [bookmark: _Toc341883015]Zero Based Budgeting

2.1 [bookmark: _Toc341883016]Zero-based budgeting

Zero-base budgeting has a long and every so often debatable use in the private economic sector. Zero-base budgeting has been introduced in the 1970s when U.S. President Jimmy Carter agreed to stabilize the United States federal budget during his first period at the White House and reform United States budgeting system by turning to zero-base budgeting, a technique he used in Georgia while governor. 
Interest for zero-base budgeting had been in decrease for a extended period of time. The sizable quantity of documentation and data zero-base budgeting needs to be filled, in conjunction with the fears about the technique capability to completely meet its abstract pledges, were at least partially responsible (Cheek, 1979). 
Nevertheless, authentic zero-base budgeting has mostly vanished, but its principles have not been forgotten; remnants have carried on (Goertz, 1993).  The main reason why it had made a comeback is the fact that the private sector experienced the deepest economic stoppage in decades (Moore, 1980). These difficult times have created major fiscal challenges on local authorities (Rubin, 1992) and, therefore, have demanded important changes, for many companies, to how resources are distributed (Rubin, 1991).
Zero-base budgeting pledges to get the business away from augmentation budgeting, which is created based on the previous year figures. As an alternative, the budget starts form zero, implying that previous models of expenditure will no longer be taken for granted. To accomplish this pledge, Continental Hotel departments are initially split into decision units – the minimum level at which budget assessments are made. Managers in each decision unit set up a comprehensive description and assessment of all activities the department is involved in, including alternatives for existing service, supply procedures and the expenditure strategies required to achieve the decision unit targets. This data is used to create a specific number of decision-packages, which indicate minimal expenditure level tiers that account for different levels of effort and expense. Continental Hotel must have at least three decision-packages for every decision-unit, although there may be as many as ten or even more. The three basic classifications of decision-packages are presented below. 
Base package
The base decision package fulfils only the most basic service requirements of the decision unit of the Continental Hotel and exemplifies the minimum amount of funding necessary for the division services to stay feasible. There will be more than one base packages, very one of them tackling a distinct way to deliver the base service. This is an essential divergence from traditional budgeting method in that a traditional budget never takes into account the lowest level of finance a plan might exist on. Instead, the present level of expenditure is generally considered to be in fact the minimum.
Current service package
Current service package clarifies what is needed to maintain the level of service currently supplied to the division business. The base package differs from the current service level as it has multiple decision packages, with every package indicating one side of what is required to get from bottom financing to the existing level of service. The current service package could also be defining various means for attaining the same service level.
Enhanced package
The enhanced package focus on the resource necessary to develop the service ahead of current levels. There is no limit to the number of enhanced packages the Continental Hotel management team can use.




2.2 [bookmark: _Toc341883017]Advantages of Zero-based budgeting over Traditional Based

  	Advantages of zero-base budgeting are detailed below:
· Zero-base budgeting takes Continental Hotel away from incremental budgeting. This budgeting technique helps the management team to see the whole budget, not just the increases.
· Zero-base budgeting improves budget cuts. The service-level budgeting variety of zero-base budget technique works well for displaying alternative financing levels for policy makers.
· Zero-base budgeting makes the balance between inputs and outputs more transparent. Zero-base budgeting underlines differences in what departments would offer in connection with the money spent.
· Zero-base budgeting can be used to centralize budget decision-making, The information given by zero-base budget aids top management understand better department financial plan requirements and the decision-packages allow them to make more documented decisions on funding of departments.
· Zero-base budgeting is effective for distributing resources within department. The companies that have used zero-base budgeting to reallocate resources between units managed to do it based on a more personal, less formal purpose on the part of the authorized management.
· Zero-base budgeting does not exclude use of other budgeting techniques. Companies that use zero-base budgeting also can use other techniques of balancing the budget such as improving employee allowances, enhancing revenues, or pursuing a more effective way of delivering services.

The zero-base budgeting technique has a number of weaknesses as follows:
· [bookmark: _Hlk98144436]Zero-base budgeting is administratively focused. 
· Zero-base budgeting does not directly address the issue if a company should be offering a service in the first place
· Zero-base budgeting has a better efficiency when good productivity measures are in place. 
· Zero-base budgeting is perceived to require a considerable amount of documentation. 
· Zero-base budgeting does not focus on different service delivery options. 
Zero-base budgeting does not clearly address effectiveness of services. 

2.3 [bookmark: _Toc341883018]How the Organisation Might introduce Zero-based Budgeting

The management team of Continental Hotel have seen considerable expansion mixed with growing requirements for service, liability and expenses which have triggered the management team to reassess their budget method. The management team has chosen a new path in the way the hotel replies to all challenges by adopting a zero-based budget process. Continental Hotel is able implement a zero-base budget process in four straightforward stages. 
The first step is to design decision packages that involve examining and explaining each separate action (Carter, 1977)”. Following the developing of the decision packages, they are positioned using five necessary components according to Peter A. Pyhrr, the author of zero- based budget technique. Once a zero-based budget is effectively applied, the management team can anticipate the benefits in the effective distribution of resources, waste eradication and reduces overblown budgets.
In drafting a zero-base budget for Continental Hotel, department managers must understand that the current situation for budgeting should be forgotten and that a new thinking process should take precedence. In a zero-base budgeting technique, the budget is not created on the basis off the previous year expenditure arrangements or total budget. On the contrary, each element on budget should be analysed, re-reasoned and projected into a particular package on a yearly basis. With a zero-based budget, managers are expected to assess several programs and activities and be able to make difficult decisions regarding policy, programs, personnel, etc. (Carter, 1977).
In the creation of the decision packages, Continental Hotel management team must analyse all options from a returns point of view. According to Pyhrr, assessing the packages require the consideration of four actions. The first step in developing the decision packages is to assess all existing programs, departments, service providers, procurement strategies and projects. The emphasis of the assessment should be directed to its effectiveness, cost and the projected benefits for the Continental Hotel in the next year.
When the programs and procedures are assessed, Continental Hotel must move to the second step in Pyhrr zero-base budget model. Second step in developing the zero-base budget the management team should take a look at strengthening, removing, or substituting procedures that are unproductive or outdated. The third step in the creation of decision-making packages is to establish goals or objectives for each department or program.. Furthermore, the aims or objectives must be feasible. While it is good to have moral goals, few companies will continue to finance programs that are widely inefficient irrespective of the goals.
The  final stage in creating the decision packages for Continental Hotel is making sure every division manager is given ownership of the policy development that will oversee their department. The guidelines should cover the finances, activities that are linked with each cost, as well as any other situations that will enable the business to stive. The management team acknowledges any selling points or adjusting goals between partially or completely achieving the required or recognised goals as they relate to cost (Carter, 1977)”. In the last part of this step, the management team has to create a realistic budget for the department on which the business can rely on while creating wealth for the company.


3. [bookmark: _Toc341883019]Conclusion

In summary ContinentalHotel will benefit from zero-base budget if implemented correctly. In this process, “zero-based budgeting will combine the planning phase with the budgeting phase of an agency (Carter, 1977)”. Managers will have to defend all the expenditures of each unit through the perspective of efficiency and profitability. With an effective levelling of all decisions, Continental Hotel would be able to lower their running costs and grow into a leader of the hospitality sector.
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