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Task 2
[bookmark: _Toc106480235]Executive Summary
Analysis and evaluation of each cost aspect is carried out in zero-based budgeting, which assigns a budget based on its importance in a given period. This method's goal is to make optimal use of available resources. Traditional budgeting relies on prior budgets as a foundation. As a result, the implementation process is quite quick. Compared to conventional budgeting, zero-based budgeting is more directed, orientated, and justified, and has more transparency and flexibility. The five phases of a budgetary plan may be used to execute zero-based budgeting in an organization. The goals and ideals of an organization can be reached with the help of a well-structured and well-reasoned financial plan.
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1.0 [bookmark: _Toc106480236]Introduction
Any organization's budgeting process must be well coordinated. Budgeting is intimately linked to financial issues. Over time, financial issues are becoming more and more important. As a consequence, many firms do not adhere to the standard budgeting procedure, which includes specified financial elements automatically (Hopkins, 2015). Today, money is given to programs based on their efficacy and necessity. Zero-based budgeting is the name given to this approach. The budgeting components are not used in accordance with the historical records; rather, they are utilized in accordance with the effectiveness and requirements of the organization. As a result of the changing requirements of the global economy, more and more people are turning to this approach to budgeting (Wnuk-Pel and Christauskas, 2018).














2.0 [bookmark: _Toc106480237]Zero-based Budgeting
[bookmark: _Toc106480238]2.1 Traditional Based Budgeting
The most frequent and longest-standing kind of budget is known as the traditional budget. Traditional budgets are based on the previous year's budget and are established by a company for the current year. An updated budget may be created by using the prior period's budget as a starting point and adjusting it to reflect the current situation. It is then utilized the next time (Asogwa and Etim, 2017).
The typical budget of a company is changed based on inflation, market demand, and other outside factors. Most conventional budgets simply increase in accordance with inflation rates, and additional aspects are only addressed if they have significantly altered. Traditional budgets are easier to compile than zero-based budgets, which require firms to start from the beginning with all of their expenditures (Lorain et al, 2015).
[image: ]
Figure-01: Advantages and disadvantages of traditional based budgeting (Litke, 2021)
Preparation of the budget
Traditional budgeting begins with predicting a company's sales or revenues. The procedure begins by analysing the preceding period's budget and predicted income. The company may compare its planned and actual last-period revenues to see the difference. Once the variance is identified, the firm may adapt the new budget. First, a firm must estimate its revenues, then its costs and their behaviour. Production expenses, which are primarily variable, rely directly on company income. The company must adjust manufacturing costs to match sales. Fixed expenses, like rent, will carry over unaltered to the following quarter. If a company anticipates fixed expenses to rise, it will raise them. Profits may be approximated after revenues and costs are known. Profit is calculated by subtracting expenses from revenues. Each department will require its own budget. The company may also outsource departmental budgets to managers. Senior management must check these budgets for department manager errors. After departmental budgets are complete, the company creates a corporate budget (Stürze et al., 2021).
Example: The below is an example of such kind of budgeting system.
[image: ]
Figure-02: Example of traditional base budgeting (Schick, 2020)
[bookmark: _Toc106480239]2.2 Zero Based Budgeting
When using a budgeting method called zero-based budgeting, each and every expense must have a justification for each new period. The method of budgeting known as "zero-based budgeting" examines each and every element of an organization's expenditures and consumption, beginning from a "zero foundation." The costs are categorized and evaluated in relation to previous results and current expectations, which enables management to allocate money on the basis of current demand as opposed to spending based on historical amounts. During the 1970s, Peter Phrr developed this approach to the budgeting process (Hassan, 2016). 
Under the zero-based budgeting method, managers are required to provide justification for their work because the budget will not be approved until a budget can be produced that upper executives can validate, at least to some degree. This puts managers in the position of having to defend their work. There would be no such thing as unjustified spending or efforts if zero-based budgeting was used as it was intended (Trenovski and Nikolov, 2015).
Objective of the budget
The objective of the zero-base budgeting method is to attain a level of resource utilization that some other budgeting systems, such as the progressive method, are less likely to attain. The initial step in this methodology is asking managers to identify and describe their respective areas of responsibility in terms of business volumes (Hijal-Moghrabi, 2017). 

[image: Advantages and Disadvantages of Zero-Based Budgeting]
Figure-03: Benefits and drawbacks of a zero-based budgeting approach (Agraval et al., 2020)







Example: The following is the example of Zero-based budgeting.
[image: Zero based budget example]
Figure-04: Example of Zero-based budgeting (Coffin and Cooper, 2017)
[bookmark: _Toc106480240]2.3 Process and implementation of zero-base budget
There is a process of zero-base budgeting system based on which an organization implements its budgetary system in a time period. The process and implementation of zero-based budgeting are highlighted in the next phase.
[image: Steps in Zero Based Budgeting (ZBB)]
Figure-05: Process for implementing Zero-based budgeting (Ryu, 2015)
Identifying the decision units
Setting a decision unit is the first step in zero-based budgeting Decision units may be as simple as a single action, or as complex as a collection of actions that can be distinguished from one another. "Independent" means unrelated to other tasks. So each decision unit will be unique. A firm has numerous decision areas. Each cost object (marketing, manufacturing, HR, R & D, etc.) is a decision component (Anderson, 2017).
Making decision packages
A decision unit is broken down into a series of smaller decision packages in the second phase of the process. These decision packages must meet organizational goals. Each decision bundle is a request for funding. Each decision bundle explains the proposal's duties, actions, and activities, its necessity, economic and intangible rewards, and lost opportunity if funds aren't granted.
Ranking decision packages
The zero-based budgeting process now moves on to its third stage. All of the packages of choices inside a single unit and between multiple units are now rated in order of importance and relevance. With limited resources, prioritizing decision packages is a sensible strategy.
Allocating available resources
The previous phase of zero-based budgeting is being continued here. This stage allocates funding to the rated decision packages from the previous step. As a result, financing choices are made at this stage. The grading of decision packages determines the distribution of financial and other resources. Decision packages with more potential for success are given more funds. As a result, limited resources are used to their fullest potential (BENSLIMANE and BOURAHLA).
Controlling and monitoring
The process of establishing a budget using a zero-based starting point is now complete. During this stage of the process, decision packages are evaluated and measured for both their effectiveness and their outputs. Measuring how well the decision packages work helps management figure out if the resources are being distributed in the right way (Emo, 2019).
[bookmark: _Toc106480241]2.4 Sustainability of budgeting control
When a customer's revenue is equal to or more than their spending, the budget is considered to be sustainable for the business. It is possible for it to be based on real or predicted revenue and costs. Controlling the budget requires delegating separate managers' responsibilities for the budgets of their respective departments. Managers look at how much money was actually spent and compare it to what was planned in the budget. They then make changes to future spending to bring it in line with what was planned (Mujennah et al., 2019).
Organizations that are focused on profit are called corporations. They will not be able to continue operating if they do not generate enough profit. The decisions that are made are heavily influenced by both expectations and projections. A scenario is formed by the use of such expectations and projections. If a scenario includes financials, then a budget has already been developed for that scenario (Letcher, 2020). A budget may be thought of as a kind of financial simulator for an organization. Budgeting is an essential instrument in the context of responsible financial management for sustainable development. The efficiency of the company's use of its capital and resources may also be maintained via budgeting. There are a variety of spending patterns within the budgets of each business and area. There are sector-specific disparities in budgeting among industries such as manufacturing, logistics, aviation, aviation, construction, and hotels, among others (Fitzpartick and Hawke, 2015). So, budgeting control can support sustainability if the management of the corporation wants so.










3.0 [bookmark: _Toc106480242]Conclusion
Due to the fact that zero-based budgeting is a method for keeping costs in check, it is vital that the processes involved in putting it into practice be carried out in an intelligent and methodical manner. There has to be a comprehensive explanation of how each department plans to spend the money that has been allotted, as well as how the company as a whole will profit from this. Even though the processes required in the zero-based budgetary process take a lot of time, it is the approach that results in the most methodical distribution of a company's cash (Pratolo et al., 2020). The sustainability of budgetary control depends on the decision-taking and management effectiveness of an organization.

















4.0 [bookmark: _Toc106480243]Budget Calculations
The following are some possible ways to calculate a zero-based budget for one month at a hotel that is already very well established (Dauda, 2019):
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Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total

£ £ £ £ £ £ £ £ £ £ £ £ £

Receipts :

Cash sales 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 81,600

Payment at business 

account

85,000 66,000 85,000 40,000 42,000 49,000 56,500 66,900 74,000 49,000 50,900 50,800 715,100

Interest Received 180 2,554 4,424 6,926 8,053 9,323 10,829 12,616 14,751 17,167 18,971 20,879 126,673

Total Receipts 91,980 75,354 96,224 53,726 56,853 65,123 74,129 86,316 95,551 72,967 76,671 78,479 923,373

Payments :

Alcoholic beverages 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 36,000

Premier league 3,000 3,000

Sky 250 250 250 250 250 250 250 250 250 250 250 250 3,000

Virgin Active gym 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 18,000

Vehicle valeted 140 140 140 140 140 140 140 140 140 140 140 140 1,680

Vehicle insurance 4,000 4,000

Magazines 250 250 250 250 1,000

Freehold  

Fixtures and fittings              

Property expenses                        

Wardrobe         1,750 1,750 1,750 1,750          7,000

Energy costs                        

Payments to suppliers                        

Wages 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 72,000

Beverages       350   350 350   350   350 1,050

Vehicles  275 275 275 275 275 275 275 275 275 275 275 275 3,300

Building insurance                 2,500       2,500

Petrol and diesel 500 500 500 500 500 500 500 500 500 500 500 500 6,000

Rates 300 300 300 300   300 300 300   300 300 300 3,000

Newspapers 150 150 150 150 150 150 150 150 150 150 150 150 1,800

Overdraft Interest            

Utility bills 700 700 700 700 700 700 700 700 700 700 700 700 8,400

Total payments 12,815 13,065 12,815 16,165 14,515 14,915 14,565 15,165 15,015 13,165 13,065 17,165 171,730

Balance b / f 6,000 85,165 147,454 230,863 268,424 310,762 360,970 420,534 491,685 572,221 632,373 695,979 4,222,430

Net cashflow in 

month

79,165 62,289 83,409 37,561 42,338 50,208 59,564 71,151 80,536 60,152 63,606 61,664 751,643

Balance c / f 85,165147,454 230,863 268,424 310,762 360,970 420,534 491,685 572,221 632,373 695,979 757,643 4,974,073
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COMPANY ABC 2018 BUDGET

REVENUE BUDGET ACTUAL DIFFERENCE
Operating Revenue 200,000 226,000 26,000
Non-Operating Revenue 12,000 11,000 (1,000)

Total Revenue 212,000 237,000 25,000
EXPENSES BUDGET ACTUAL DIFFERENCE
Advertising 10,000 17,000 (7,000)
Office Supplies 9,000 7,000 2,000

Payroll Expense 70,000 70,000 0
Professional Fees 10,000 8,000 2,000
Repairs & Maintenance 9,000 10,000 (1,000)

Rent 24,000 24,000 0

Utilities 5,000 3,500 1,500
TOTAL EXPENSES 137,000 139,500 (2,500)
PROFITS BUDGET ACTUAL DIFFERENCE

Net Income 75,000 97,500 22,500
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Example of Zero Based Budget
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Revenues
Expected Hotel Revenue £100000

Expected Expenses

Salaries and Wages 60000
Utility Bill 2000
Newspapers and Magazines 1000
Complimentary Room 500
Beverage

Insurance Cost 600
Equipment 14800
Vehicles 600
Furniture 4000
Rent 500
Beverage Cost 10000
Other Cost 6000

Total Expenses £100000
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