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Executive Summary

The current report is aimed at providing a detailed overview of the various budgeting options for the organization. The process of zero-based budgeting will be discussed, and the last section will be related to the role of budgeting in sustainability. Traditional budgeting depends on the allocation, absorption, and apportionment of the overheads while making the products. Budgeting employs the incremental approach in which the previous year's figures are used to forecast or prepare the budget for the current year. Additionally, the increase or decrease percentage is applied to the figures from the previous year’s budget. The expenses from the previous budget are adjusted according to the rate of inflation and market conditions.
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Introduction

The data analysis of budgeting is extremely important for all the business units. This exercise will allow the managers to classify every expenditure made by the company in the accurate category. The information is crucial for identifying the opportunities to improve the processes and redefining spending levels. It is important for the business leaders to think jointly about the targets and benchmarks. Additionally, they should also assess what a reasonable budget would look like.

The budget planner (cash flow forecast) for the hotel for the forthcoming year



Traditional based budget and Zero-Base budge

Zero-based budgeting requires the preparation and analysis of each budget from zero. All the activities in this method have to be reassessed at every instance when a budget has to be prepared. In other words, every cost component in this method requires to be justified separately. It is assumed that the budget has been prepared for the first time. The burden of proof of any specific activity will be on the manager for any expense to be incurred. Additionally, the manager will also explain the consequences of the proposed activity on the overall organization. If the activity is not approved by the concerned authorities, the budget allowance is zero. This kind of budgeting requires an assessment of activities in decision packages, which are measured through systematic analysis and ranked according to their relative significance. 


Figure 1: Different Budgeting Methods (Sharma, 2022)
The major difference between traditional and zero-based budgets is the process of planning and budgeting. The traditional budget uses the last year’s budget as a base to prepare the current budget whereas, in the zero-based budget, the budget is started from scratch every time it is created. The activities will have to be re-evaluated and started from zero.


Figure 2: Zero-based Budgeting vs. Traditional Budgeting Techniques (Borad, 2022)
The main focus of traditional budgeting is the level of previous expenditures, whereas the zero-budget is focused on preparing a new economic proposal whenever a budget is set. Additionally, a traditional budget is more oriented towards accounting as it works on the basic principles of cost accounting. On the contrary, zero-based budgets are more decision-oriented. The traditional budget does not require any justification related to the existing project. However, in the zero-based budget, a detailed justification is required about the existing project, including the overall cost and benefit analysis of the project. 



The process of zero-base budget and how can this be implemented

The process of zero-based budgeting starts with identifying the decision unit. It can be a single activity that can be identified independently and meaningfully. The term independent signifies that an activity can be performed separately and there is no overlapping activity with it (Kieso et, al. 2018). Thus, every decision unit will be handled differently from the others. There are many decision units within an organization, including all the cost centres like marketing, human resources, and finance. This step has an important role in justifying all the items in a budget. The manager from each unit will be responsible for justifying the amount of every expenditure (Kimmel et, al. 2019). This justification should not be based on the expenditure made on the item in the previous year . Since the budget is prepared from scratch, the justification provided for the budget should also be fresh. At this stage, the management has to go through the company’s spending at the smallest level. Thus, it is important to look at the individual cost categories across all the business units. 


Figure 3. The process of zero-base budgeting (Ueland, 2020)
The next step in the process is to develop the decision packages. A decision package is a smaller unit as compared to the decision units identified in the first step. The decision packages should be in line with the organizational objectives. These decision packages are separate proposals appealing the funds from investors (Mowen et, al. 2014). The functions, activities, and operations of the proposal are identified within the proposal. Additionally, the actual need for the proposal, different benefits associated with it, and the loss of opportunity if adequate funds are not allocated to the proposal. A typical decision package will include the following items:
The task for which a specific decision package is developed
The goals and objectives of the bigger unit comprising the decision package
Objectives and goals of the decision package itself
A need analysis related to the task
Assessing the viability of the task from different perspectives
Analysing the other possible courses of action
Another step in the process is to rank all the decision packages in a single decision unit and within different decision units within the organization. The major reason to rank the decision packages is to ensure that resources are allocated efficiently among these packages. The criterion to rank the decision packages is the cost-benefit analysis. While conducting such an analysis, all the alternative options are analysed so that all the cost-effective options are selected. The decision packages are only approved if they help the organizations in achieving their pre-set objectives. Accurate and realistic costing is also ensured in all the decision packages by the management. 
The final step of the process is an extension of the previous step. The ranked decision packages are given the funds in this step. Thus, a funding decision takes place in this step. The higher-ranked packages will be given priority during the allocation of resources. Thus, optimum allocation of resources will be possible. 
Furthermore, there should be a sense of transparency within the whole process, and it can be increased by using the digital tools to analyse the spending data.

Figure 4. Benefits and Drawbacks of a Zero-Based Budget (Thakur et al., 2022)
The digital economy provides an even better opportunity to implement Zero-Based Budgeting. Most companies have a centralized system of collecting, analysing, and using financial data (Stenka et al. 2008). This increases the level of transparency across all the departments. Management of different departments keeps their independent financial data cheat sheets to break down the projects within their portfolios. A common digital budgeting tool will allow all the managers to input their data. Based on this data, the organization will be able to make informed decisions. 

Can Budgeting control support sustainability

Sustainability is an ideal situation in which the business operations of the organizations allow them to operate over a long time. The budget control can help organizations in attaining sustainable development. The major reason for budgeting is to benefit from scarce financial resources and assure that these scarce resources are put to their best usage. The concept of budgeting and sustainability is more closely related in the public sector because it uses much more resources as compared to the private sector. Additionally, the budgeting process allows the organizations to prioritize some projects over others. Sustainability considerations will allow the organizations to prioritize the options that eat up minimum resources. 
The traditional budget can help the organization in achieving sustainable development because all the figures are based on the previous budget values. This is especially true in the case of budgets made and implemented by the cities and other similar authorities. They can assess the patterns in the different expenditures to see whether they are increasing or decreasing. The organization will also have to assess whether some expenses are more closely related to sustainability or not. The expenses including the usage of non-renewable resources should be inspected more carefully and reduced. 
A Zero-Based Budget may not be used to assure sustainability for the organization because it starts from scratch every time. It is not possible for the organization to compare the current expenditures to the previous ones. Thus, there is a lower possibility of improvement with this kind of budget. On the other hand, a traditional budget allows the decision-makers to compare the present expenses to the past ones. The management should also assess the variability among the expenses. The expenses with higher variability should be analysed in detail to see the reason for the variability. The major reason for this assessment is that variability among expenses does not allow the company to plan successfully for sustainable development. This is especially true if there is higher variability in the operational expenses incurred by the organization.

Conclusion 

The above analysis has been undertaken to see whether the company can use zero-based budget or not. Since the exact nature of the company operations has not been mentioned in the details, it is very difficult to comment on the effectiveness of any type of budgeting. A major issue related to zero-based budgeting is that it cannot be used in the future to predict any expenses. Additionally, the sustainability aspect is also more closely related to traditional budgeting as compared to zero-based budgeting. 
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April  May June July August Sept  Oct Nov  Dec  Total
£ £ B[ £ £ £ £ £ £
ceipts
Payment on business accounty 85,000 66,000 85,000 40,000 42000 49,000 56,500 66900 74000 49,000 50,900 50,800 715100
Cash sales. 6800 6800 6800 680 6800 6800 6800 6800 6800 6800 6800 6800 81600
Interest Received 180 2547 4415 6910 8029 9299 10729 12505 14636 17.032 18815 20718 125815
Total Receipts 91,980 75347 96,215 53,710 56,820 65099 74,020 86205 954% 72,832 16,515 78,318 922,515
Newspapers 15 150 150 150 150 150 150 150 150 150 150 150 1800
Magazines 250 250 250 250 260 250 260 250 250 260 250 250 3,000
Beverages 350 350 350 350 360 1750
Mini Bar 3000 3000 3000 3000 3000 3000 3000 3000 3000 3000 3000 3000 36000
Freehold
Fixtures and fitings 1750 1750 1750 1750 7,000
Property expenses
Laundry
Energy costs
Payments to suppliers
Wages
Salaries 6000 6000 6000 6000 6000 6000 6000 6000 6000 6000 6000 6000 72000
Vehicles 215 215 215 215 215 215 205 275 215 215 215 275 3300
van
Petrol and diesel 500 500 500 500 500 500 500 500 500 500 500 600 6,000
Rates 300 300 300 300 300 300 300 300 300 300 300 3300
Marketing
Building Insurance 2,500 2,600
Vehicles Insurance 4,000 4,000
Entertaimment/TV/SKY 250 250 250 250 260 260 260 250 250 260 250 250 3,000
TV Licences 3,000 3,000
Vehicles Valeted 40 140 140 140 140 140 140 140 140 140 140 140 1680
Fitness Costs 1500 1500 1500 1500 1500 1500 1500 1500 1500 1500 1500 1600 18,000
Overdraft Interest
Utilty Bills 700 700 700 700 700 700 700 700 700 700 700 700 __8.400
Total payments 13,065 13,065 13,065 16,415 14,515 17,435 14815 15165 15,565 13,415 13,065 17,415 174,730
Balance b /T 6,000 84,915 147,197 230,347 267,642 309,956 357,620 416,834 487,874 567.745 627,162 690,612 751515
Net cashflow in month
78915 62282 83150 37,295 42314 47664 59214 71040 T9.871 59417 63450 60903 747785
Balance c/f 84,915 147,197 230,347 267,642 309,956 357,620 416,834 487,874 567,745 627,162 690,612 751,515 1,499,300
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