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[bookmark: _Toc98111223]Executive Summary
Organizations start from scratch each time and rationalize spending based on the organization's objectives By using ZBB. In this article, the process of zero-based budgeting was detailed, as well as the companies that employ it. This study looks at how budgeters can use ZBB to overcome the drawbacks of incremental budgeting. This article also looks at how corporations might profit from this strategy by boosting productivity, accuracy, and communication. Finally, aspects to consider to maximize the benefits of ZBB in business are examined, such as changing opinions about ZBB use, the necessity for technology developments, and a ZBB calculation example.
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[bookmark: _Toc98111224]1. Introduction
A budget is a spending plan that takes current and future income and costs into consideration. Budgeting allows individuals and organizations to keep track of their expenditures and ensure that their savings are on track for the future. s a result, when it comes to money matters, budgeting is critical. (Vadapalli, 2021) In today's business world, there are numerous budgeting systems to choose from. But among them, zero-based budgeting or ZBB has become one of the most used and successful methods for planning a budget. Due to its various advantages, this approach is embraced by the world's 300 large companies. Among them, Philip Morris International Inc., Walgreens Boots Alliance Inc., Unilever PLC, Kraft Heinz Co., and Mondelez International Inc. are some. (Dickson, 2019)
[bookmark: _Toc98111225]2. Definition and evaluation of the process of zero-based budgeting
[bookmark: _Toc98111226]2.1 Zero-based budgeting
Zero-based budgeting, also known as ZBB, is a budgeting method that allows businesses to justify and approve all expenses for each accounting period rather than relying on the previous spending. Companies can create an effective process for analyzing and deciding where to allocate capital to gain maximum profitability by starting from a 'zero base' at the beginning of each periodical financial plan. in addition, business organizations can improve their return on investment (ROI) by employing ZBB, as they can determine where to invest money in what amount, and in which areas, financing is unnecessary. (Broughton, 2020) ZBB, according to Kellogg CEO John Bryant, allows companies to examine how they've done stuff and push everything out that isn't serving the customer." Companies can review whether expenditures are justifiable given the present environment and planned direction of the organization when they take the time to challenge assumptions that have shaped budgets in the past. (Cliffton, 2018) Both the corporate and public sectors can use zero-based budgeting. (Ibrahim, 2013) According to studies, ZBB is best suited for established businesses where development has slowed and cost efficiencies are required. Financial services, hospitality, marketing firms, internet merchants, and the healthcare industry are all examples of industries where ZBB can be used efficiently. (Westerfield, 2011) For example, Unilever PLC, and Campbell Soup Co.  However, some studies suggest that ZBB could be a valuable budgeting tool for small and expanding businesses. For instance, a growing family business wishes to hire a delivery driver for the upcoming fiscal year. Purchase of a vehicle, insurance, and the hire of a salaried staff with perks are examples of new costs. They will begin calculating the budget for the following year by setting the starting amount at $0. The company may then predict how much they're going to make and where to allocate income so they can pay for a delivery driver based on last year's budget and revenue.
ZBB can be implemented in a company by following a five steps procedure. The procedure is discussed below: 

[bookmark: _Hlk98110371]Figure 1: Five steps process to implement ZBB (Pyhrr, 2019)

1. Determine decision unit: A decision unit is a single activity or a group of activities that may be identified meaningfully and independently. Each decision unit will be distinct from the others. R&D departments, marketing departments, production departments, and HR departments, for example, can all be decision units. (Pyhrr, 2019)
2. Prepare decision Packages: In this stage, the decision units discovered in the previous steps are split down into discrete decision packages. Decision packages are a type of proposal that asks for a certain amount of money to be allocated. Each decision package discusses the proposal's functions and operations, the need for the offer, the benefits connected with its execution, the opportunity lost if funds are not granted to the proposal, and so on. (Pyhrr, 2019)
3. Evaluate decision packages: Decision packages are rated according to their importance and priority at this level. With finite resources, the idea for prioritizing decision packages is to have the proper allocation to the right area. (Ekanem, 2017) For example, Companies can use cost-benefit analysis to assess the importance of each decision package and its alternatives. As a result, customers can choose the most cost-effective and superior solutions.
4. Distribute resources available: The best use of scarce resources is assured at this step by assigning funds based on the evaluation of decision packages.
5. Controlling and monitoring: During this step, the performance of financed decision packages are evaluated. It aids management in determining whether or not the funding distribution was correct. (Drokina, 2020)
[bookmark: _Toc98111227]2.2 The difference between ZBB and traditional budgeting, and the perks of ZBB over traditional budgeting
Both ZBB and the standard approach to budgeting are popular budgeting methods. In many ways, these budgeting methods differ from one another. (Heath, 2014) For example, ZBB sets the base to zero, as though no historical data exists. While only the items that are over and above the previous year's budget must be justified when preparing a conventional budget, only the items that are over and above the previous year's budget must be justified when preparing a traditional budget. Traditional budgeting focuses on incremental improvements, but ZBB focuses on creating a budget from the ground up. (Mikesell, and Mullins, 2011) The benefits of ZBB over traditional budgeting are as follows:
· Traditional budgeting leads to random modifications to the previous year's budget, whereas with ZBB, each department examines all items that affect profitability and calculates its operating costs. As a result, it provides the accuracy of expenses vs desired performance. (Chan, 2013) For example: Assume that a company's production department budget for the previous year was £20 million. The management decides to reduce/increase the production department's spending by 10%. They can do it through traditional budgeting, in which management decides whether to give the department the same amount as the previous year by raising production or not recruiting new personnel in the department. Another option is for management to use ZBB, which does not require the prior year's budgets for calculation. Rather, management will total all department expenses and justify each one. It will reflect the production department's actual needs, which may be £19.2 million.
· ZBB leads to more cost-effective ways of doing things by eliminating all the useless or redundant operations that the traditional methodology overlooks. (Brandt, 2011)
· Because every item must be justified in ZBB, it can overcome the shortcomings of incremental budgeting in terms of budget inflation.
· Companies can improve communication by using ZBB because it enables open discussion among all departments. Representatives from each department, for example, must justify their costs in connection to the firm's objectives.
· ZBB helps companies to gain efficiency by allocating resources in the right amount in right place.
[bookmark: _Toc98111228]2.3 Implementation of ZBB in the organization in practical terms
Following a few steps will help budgeters adopt ZBB. First and foremost, management must establish a strategic cost objective, targets, and Indicators. Second, management establishes and assesses the business units of the organization. Each decision unit provides decision packages that include the unit's goal, financial requirements, the rationale in terms of company objectives, viability, and alternative options. (Spohr, and Clark, 2019) Finally, management must assess each decision package to see whether it adds value to the organization and whether the whole cost is appropriate. The return on investment must also be examined by the company. Consequently, the company should prioritize costs following corporate goals, cut or eliminate expenditures as needed, and allocate funds according to priority. Finally, the organization will keep track of and manage the performance of decision packages. (Woo, 2019)
However, following the stages isn't always enough to reap the benefits of ZBB in practice. Other issues must also be considered by the organization. The following are the factors:
· ZBB should not be viewed as a cost-cutting strategy by the company. The ZBB method should be used to detect and redirect wasted costs. A positive mindset can be achieved in a variety of ways. Outlining essential KPIs, training and engaging employees, rewarding employee engagement, and building a feeling of cost management accountability are just a few examples. (O'Brien, 2020)
· Technology is essential to keep track of vast amounts of financial and operational data, therefore having it available is critical for a company to use ZBB. Excel, cloud-based ERP, and other technical advancements can be cited as examples. (Penning, 2012)
· Companies can use ZBB tactically and efficiently with a more concentrated approach. Instead of decreasing expenses across the board, a corporation should focus on one or two categories, such as those with consistently rising costs or high indirect costs that are unclear. (Hoang, P., 2019)  For example:  reducing promotional spending on hand sanitizer when demand is volatile and supply is limited.
[bookmark: _Toc98111229]3. Budget calculation of ZBB: Example
ABC Home Appliance Company
	Expenses
	2021
Amount
	2022
Growth Factor
	2022
Projected amount
	Justification

	COGS
	200000
	10%
	220000
	Cannot be reduced

	Payroll
	120000
	5%
	126000
	Employee’s expense of a living increase

	Lease Agreement
	250000
	-50%
	125000
	Lease costs can be reduced based on storehouse layout

	IT
	8000
	-100%
	0
	New investment is not necessary

	Office Supplies
	400
	-50%
	200
	Surplus available from the prior year


Figure 2: Budget calculation (Callaghan, 2017)
[bookmark: _Toc98111230]4. Conclusion
[bookmark: _Hlk98110998]Zero-based budgeting is a budgetary approach in which private or public, small or large businesses can start from zero each time and rationalize spending based on the organization’s goals. (Surianti, 2016) The process of zero-based budgeting and the companies that use it were described in this article. Furthermore, this article examines how businesses can benefit from this method by increasing efficiency, accuracy, and communication. Finally, variables to consider to optimize the benefits of ZBB in business are explored, along with an example of ZBB calculation. 
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