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[bookmark: _Toc98275509]Executive Summary
Zero-based budgeting (ZBB) is a budgeting system that regulates the money supply by evaluating program success and necessity rather than prior expenditure trends. Budgeting is started from zero in every period, regardless of previous company aims, and is hence referred to as zero-based budgeting. Setting goals, establishing decision units, building decision packages, ordering decision packages according to importance, allocating resources to the packages, and regulating the budget are all steps in the process. Traditional budgeting is accounting oriented, where decisions are made based on historical data and the goal is usually to increase profit. Zero-based budgeting is decision-focused, taking decisions based on cost-benefit analysis and the goal remains to minimize costs. The global pandemic has created a situation in which patterns have shifted and previous data is no longer relevant for forecasting the future in the hotel business. As a result, the Continental hotel may use zero-based budgeting to cut costs, improve resource utilization, and prioritize aimed at benefiting the hotel.
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1. [bookmark: _Toc98275510]Introduction
Zero-based budgeting is an approach where budgeting starts from zero which mean without any historical data in consideration that allocates funding based on the program’s functional competence and needs instead of budget history (Libby and Lindsay, 2014). A new budget is planned in every accounting period where the budget remains independent of past goals. The system is considered as the restart button of budgeting for any organisation (Woo, 2019). When the market trend is changing fast, demand has become unpredictable, there is a rapid growth in technology, changes in demand becomes faster, etc. external environmental changes take place, past data are not a reliable source to plan for the future. Covid-19 is such a shock to the hotel industry that is changing demand, market, expectation, technology, buying behaviour etc. where hotels should no longer rely on what they did in the past rather should start from the beginning. The writing will elaborate on the advantage of Zero-based budgeting along with its advantages and process of execution for the Continental Hotel in London. 


2. [bookmark: _Toc98275511]Zero Based Budgeting
2.1 [bookmark: _Toc98275512]Zero-based budgeting
Zero-based budgeting (ZBB) is a mechanism for aligning a business's expenditures with its strategic objectives. Its method demands firms to start from scratch every year to ensure that all components of the annual budget are cost-effective, relevant, and result in increased savings (Crossman and Fischer, 2015). The process of zero-based budgeting is given below. 

Figure 1: Zero-based budgeting process 
Source (Hill, 2014) 
A business should start zero-based budgeting by determining measurable and attainable goals that must include financial goals that an organisation wants to achieve in an accounting period (Jones, 2013). The goals could include increasing profit, decreasing cost and expenditures, increasing investment, increasing return on investment, increasing market share etc. Continental Hotels has forecasted a room-selling target for each month to earn the expected profit. That target can be mentioned as the goal that will guide the further process of budgeting. Considering the goal, the continental hotel has to identify active decision units that have a direct or indirect relationship with the goals being set. Decision units are business functions that are independent, mutually exclusive and collectively exhaustive for business operation (Pietrzak, 2014). The most common business units are finance, accounting, marketing, human resource management, production unit, etc. Each decision unit can have multiple activities going on such as human resources to hire, deploy, promotion, commission, etc. So, decision units are broken down into a bundle of necessary activities that supports the goals each of which is called a decision package (Lauth, 2014). Each package is a proposal that has distinct functions, benefits, costs etc. to implement. As a unit can have multiple decision packages each offer different benefits as well as require a different amount of investment, each must be evaluated so that the best one gets enough resources to maximise return on investment (EISEN, 2019). The evaluation must be on cost-benefit analysis where a side-by-side comparison will be conducted to see what benefits a package is going to offer and the amount that requires. The highest profit with highest investments vs. higher profit with minimum investments will come into light in this step. Based on the findings, in the next stage, the packages will be prioritised so that best packages like that’ll cost less but offer more in both short and long-term will be ranked top so that funds don’t remain stuck rather can generate more money to fund later ideas (Kimmel, 2018). Continental hotel group have a restricted number of employees and financial and non-financial resources that should be devoted to the most promising ones. Such as the hotel can prioritise investing more in linens and other room essentials to assure cleanliness for post-covid-19 confident stay there. Finally, the scarce resource will be allocated to packages finalised for the period’s budget and will be monitored if that is helping achieve the set goals. 
2.2 [bookmark: _Toc98275513]Advantages of Zero-based budgeting over Traditional Based
The advantages of zero-based budgeting over traditional based are given:
	Traditional based budgeting 
	Zero-based budgeting 

	This approach is accounting oriented and emphasises the cost, 
	This approach is decision-oriented and emphasises on reasoning allocating cost to each decision package or cost canter, 

	It monitors expenditures, 
	It works towards the achievement of the objective, 

	Study the changes in expenditure considering past data, 
	Study cost-benefit analysis, 

	It communicates in a vertical direction, 
	It communicates in both vertical and horizontal directions, 


Figure 2: Traditional budgeting vs. zero-based budgeting 
Source (Horngren and Harrison, 2015)
Traditional budget entails adjusting previous budgets so that they are more closely aligned with actual business costs (Srithongrung, 2017). Traditional budgeting usually considers what has already been performed and how it has been executed. Zero-based budgeting ignores budgets from the previous year or preceding years. It always begins with a zero budget. This implies that budgeting should always be approached with a fresh perspective, with no assumptions or expectations from past years (Ibrahim, 2019). Traditional budgeting is permissive, and it is mostly utilized to increase revenue rather than look for ways to cut costs from specific units. Accounting for every dollar isn't as precise as it seems. It entails either a raise in expenditure or a reduction in costs, but not to the extreme of zero-based budgeting (Phaup, 2018). The reasoning of expenditures is required for zero-based budgeting. This method of budgeting is more detailed and practical because every dollar is accounted for. This sort of budgeting requires a high level of transparency into the many cost drivers, allowing it a more long-term cost-cutting strategy. Top management of a company makes traditional budget expenditure decisions. It focuses on how business operations should be carried out. It doesn't go much farther, for example, in terms of prioritizing activities (Penning, 2014). Managers are responsible for making zero-based budget spending decisions. The amount of money spent is determined by which operations are carried out and how they should be carried out to be cost-effective. Rather than increasing revenue, the emphasis is on cost optimization. The generalized character of traditional budgets makes them difficult to implement because they don't clarify how activities are linked to budgets (Guilding and Lamminmaki, 2017). But zero-based budgeting is more effective at linking cost reduction to groups of business operations. This makes it much easier to follow and put into practice. It splits the tasks based on whose department is responsible for them, and so forth.
[bookmark: _Toc98275514]2.3 How the Organisation Might introduce Zero-based Budgeting
Zero-based budgeting can be introduced following the steps of the method discussed earlier. How Continental hotel can introduce it is discussed: 
Business objectives can help to introduce the process easily (JOYCE, 2012). Continental hotel group has decided to improve their room selling rate each month which can be considered as their objective. 
Continental hotel has to determine the decision units and each units’ measurable objectives. The decision units of Continental hotel are human resources, service purchase, material purchase, production, repair and maintenance, sales, administration, capital expenditure, etc. Such units can be prepared from the general ledger account of the continental hotel (Kreul, 2015). Each general ledger includes information regarding the name of items, vendor, units purchased, per unit price etc. The hotel has a general ledger on purchasing customised wardrobes, leasing, insurance etc. 
Continental hotel has to prepare an expense budget parameter based on forecasting for each item found in the general ledger, where the hotel can take a look into previous data. For example, the monthly finance cost of £275 hotel purchases customised wardrobe for of £7,000, building insurance for £2500, etc. Such expense budget parameter helps each decision unit to determine the costs of their desired activity (Deloitte, 2015). 
Consequently, the hotel will get an accumulated forecasted expense for each department for the next budget which will be submitted to the finance manager who’ll communicate the data with other departments to form a unified budget. 
Each department may be found to present huge expenditures, unreal considering the organisation’s scarce resources (Kosturakis and Eyster, 2013). Each decision will be asked to adjust their expenditure considering the scarce resource and sometimes may be given a specific amount to design the decision packages. The units will create decision packages and rank them based on cost-benefit analysis to allocate the best amount to the most important package. Decisions package for Continental hotel’s Sales could be: 
	Sale

	Decision package A- Room selling rate increase
A1- Offering discounts from direct booking,
A2- Offering discounts in both direct and third-party booking,
A3- Offering credit options+ flexibility of cancellation,

	Decision package B- Service selling rate increase
B1- Selling our menu via food delivery app,
B2- Hiring specialised employees in advance level cleaning and offering their service in exchange for extra charges,


Figure 3: Decision package examples 
Source (Own) 
From A1 to B2, all fives are 5 alternatives will be analysed based on their benefit and cost and ranked for budget allocation. The most benefited ones will be considered as minimum needs that are must consider in the upcoming budget, and some will be ranked below for the future budget. 
Minimum needs
For future budget 

Figure 4: Order of priority 
Source (A zero-based look at zero-base budgeting, 2012)
Following the order of priority, Continental hotel can decide on which decision package is to allocate resources, and after allocation, the hotel can start taking necessary steps keeping the decided budget and resource in mind. 
 


3. [bookmark: _Toc98275515]Conclusion
Because everything is thoroughly examined to prepare, zero-based budgeting takes more time and effort to plan and implement. It allows you to identify which activities need to be completed and how they should be completed to be cost-effective and ensure resource utilization. Until the globe is free of Covid-19, the hotel industry's future is dubious. As a result, for uncertainty, zero-based planning is preferable, as it is more decision-based and based on cost-benefit analysis rather than previous facts. Hotels can rent or purchase software to make work easier and save time and effort.
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