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1. [bookmark: _Toc98924381][bookmark: _Toc98952727][bookmark: _Toc98955595]Introduction


In this report will be mentioning the Zero-based budgeting, the definition of ZBB. Will be identifying the advantage of Zero-based budget over traditional based.  It will be described how the organization introduce Zero based budgeting also how the budgeting will be calculated. At the end of the report will be some conclusion what will summarize what have been written in this report.

[bookmark: _Toc98924382][bookmark: _Toc98952728][bookmark: _Toc98955596]2. Zero based Budgeting (ZBB)

The zero-based budget represents a system for preparation of the financial budget which includes all the expenses that must be allocated for each new fiscal year.  The process of zero-based budgeting starts from the “zero points or base” and every function within an organization is analysed according to their needs and costs, regardless of whether each budget is higher or lower than the previous year.
The explanation of zero budgeting is basically is a process  that allocates  funding based on program efficiency and necessity rather than budget history.
[bookmark: _Toc98924383][bookmark: _Toc98952729][bookmark: _Toc98955597]2.1 Zero based budgeting

The idea of zero-based budgeting was developed by Pete Pyhrr in late 1960’s and early 1970’s. The following years both Fortune500 and private equity companies have adopted this budgeting technique.  There was a study from Accenture Strategy on zero-based thinking published in 2018 and was found that this budgeting method grew exponentially among the world’s 85 largest companies such as Kraft Heinz Co, Mondelez International Inc., and Unilever PLC.
Zero-Based budgeting diverts from traditional budgeting in that the budget for each new period is build starting from a “zero base”. As a founder of ZBB Pete Pyhrr (1977) identifies four basic steps that constitute the ZBB process: 1. Identification of decision units in each organization. 2. The analysis of decision units in terms of decision packages, 3. The evaluation and ranking of decision packages, 4. The preparation of a detailed operating plan. It is necessary when preparing a zero-based budget all level of management is involved in the budgeting process. There are many literatures written on the implementation of zero-based budgeting methods is substantial. According to Ahmed (2007) used questionnaire to examine and understand how employees in the public sector perceive the impact that zero based budgeting will have on their organization. the result of this questionnaire was positive on ZBB as will significantly improve their ability of management to make effective and evidence-based management decisions.

[bookmark: _Toc98924384][bookmark: _Toc98952730][bookmark: _Toc98955598]2.2 Advantages of Zero-Based budgeting over Traditional Based

The major advantages are flexible budgets, focused operations, lower costs, and more self- controlled execution. There are benefits of Zero-based budgeting such as managers must justify all Operating expenses and consider which areas of the company generates revenue. As it has been mentioned above many organizations re-examined zero- based budgeting as they looked for additional ways to improve growth and reduce costs. 
Traditional or old-style budgeting approached starts with the previous year’s budget and look for areas to pinch. Compare with zero-based budgeting managers have challenged the most cost-effective way to deliver their activities while they made sure their capitals remain in step with changing workloads. While zero -based budgeting was difficult to approach in the past nowadays businesses enable to re-evaluate the opportunity of Zero -Based budgeting (ZBB) and successfully implement within the organization. Many companies using ZBB, focusing on doing the right things in the most cost-effective way. Could be provide a low-risk approach to transforming the cost base while leaving companies adequately resourced and well-financed for future growth. Also, the other advantage or benefit of zero- based budgeting is to focuses management attention to organisational objectives, managers are concerned with the future rather than the past. Can increases staff motivation through participative management and responsibility for decision making. Can improve the organization communication and coordination.
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[bookmark: _Toc98952731][bookmark: _Toc98955599]2.3 How the organization might introduce zero based budgeting

Organizations can introduce zero budgeting with Five steps. Also provide a baseline for applying these steps. Starting also, begin at ground zero. Build a new annual budget from scratch without using last year’s actuals as a zero. The next step can be the evaluation. Eliminate and reduce unnecessary activities or services. Following justify account for all components of the budget. Identify cost effective, relevant also cost saving arears. Streamline such as focus what activities should be presented and how. The last step is execution, communicate clear plans, roles also responsibilities.
Zero based budgeting requires that all the activities of an organization be subject to a periodic review. Introduce of zero-based budgeting started around 2008, to number of organizations. Faced with an economic recession, both public and private corporations began to use ZBB.  Also, zero-based budgeting can apply to any of costs such as capital expenditures, operating expenses, sales general and administrative cost, marketing, and variable costs. ZBB offers appealing opportunities for reducing costs for those organizations who’s looking to grow by releasing capital through improved cost management. 

2.4 Budget Calculation

The budget is a management instrument used by an entity, financially ensuring the dimension of the objectives, revenues, expenses, and results at the management centres level, and finally evaluating the economic efficiency through comparing the results with those budgeted for. According to CIMA Official Terminology (2005) a budget is’ a quantitative expression of a plan for a defined period. Include planned sales volumes and revenue, resource quantitates, costs and assets, liabilities, and cash flow’.  Budgeting is the key to financial management, that assist the plan develop and use budgets effectively in the organization.  There is the opportunity to increase its ability to survive through foresight and planning.
Basic budget calculations are entry to applied budget analysis for budget analysis for budget supporters. The calculations can be used to test hypothesis of wastage, underspending and under funding and identifying execution. Basic data Budget include shares, averages, inflation, growth. 
The budget tells you how much money you need to have in your activities, also budget force you to be rigorous in thinking through the implications of your activity planning. Also, assist to re thing your action plan, properly used budget tells you when you need certain amount of money to carry out your activities. Budget also monitoring your income and expenditure or any other issues. 

3. [bookmark: _Toc98924385][bookmark: _Toc98952732][bookmark: _Toc98955600]Conclusion

It can be said that Zero-Base Budgeting is a systematic logical approach to allocating limited resources where they will do the best. Also, the advantages of zero-based budgeting are more focused operations, lower costs, managers justify all operating expenses and consider the area which generates revenue. The organization introduce ZBB with 5 steps such as staring, Evaluation, justify, Streamline and execution. The budget is essential key to financial management while assist the plan develop and using budget effectively in the business. Dealing with how much money you should carry out for your activities, also helps re-think your action plan, however monitoring your income and expenditure or any other issues.
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