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This paper mainly defines the meaning of Zero-based budgeting, the advantages of zero-based budgeting and how an organization may implement zero-based budgeting in the organization. In the first part of the report, the meaning of zero-based budgeting is described precisely, and the advantages of zero-based budgeting, such as lower cost, more flexible budget, and focused operation, are the main benefits of zero-based budgeting. The main process of implementing this method in the organization is also presented. An organization can introduce zero-based budgeting in the organization, which includes selection, formation of a decision package, allocation, and preparation of the budget. A manager can reduce the unnecessary cost and achieve the ultimate goal of an organization by preparing a zero-based budget in the organization. 
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1. [bookmark: _Toc98241519]Introduction

A budget is a written statement of income and expenses for a particular time. The success of any organization largely depends on the management of funds and the proper allocation of resources. By preparing a budget, an organization can reduce the unnecessary cost of the organization and make the proper use of the resources (Coyte, Messner, and Zhou, 2021). Traditional budgeting methods are mostly based on the previous year's spending, with budgets being made on the basis of the previous year's spending. In the new budget proposal, it primarily includes last year's expenditures; only incremental increases are a topic of attention (Ibrahim, 2019). The main drawback of the traditional budgeting method is that it cannot identify those activities that are not beneficial to the organization, thus making the organization more efficient (Gaille, 2022). To deal with this drawback, many organizations may follow a zero-based budgeting method where the budget is prepared by justifying all the expenses for each new period rather than collecting from previous budget history. 

2. [bookmark: _Toc98241520]Zero Based Budgeting

2.1 [bookmark: _Toc98241521]Zero-based budgeting

When a budget is prepared by justifying all the expenses for each new period rather than collecting from previous budget history, it is called "zero-based budgeting." A zero-based budget is prepared from scratch without any references to any previous budgets (Lauth, 2014). In zero-based budgeting, all the expenses are justified and evaluated by a concerned person before formulating the budget. This method is also called the "De Nova Budgeting Method." The primary goal of zero-based budgeting is to eliminate all unnecessary costs in the organization (McMillan, 2010).The following are some characteristics of zero-based budgeting:
Figure 01- Features of Zero-Based Budgeting (ZBB)
Source: (Pietrzak, 2014)

The main focus is given not simply on "how much" an organization will spend but "why" an organization will need to spend. For example, if the research and development department demands one million dollars for any particular activity, then that department will be asked why they need this money and what they will do with that money. The objectives that are being budgeted for will be linked to the company’s corporate targets. If operating costs need to be reduced abruptly, this method can be used to adjust the budget very quickly (May, Khoury and Winokur, 2019). This method of budgeting can be applied to the private and public sectors. In recent years, many of the largest companies have said that they adopt zero-based budgeting techniques in their organizations. This technique was introduced in 1970 and was first utilized in consumer product production, but now it is used in many different industries. If any organization is trying to eliminate unnecessary costs, they may follow the zero-based budgeting method to cut their costs (McMillan, 2010). For zero-based budgeting, there is no predetermined procedure that can be adopted largely (Nice, 2002). Zero-based budgeting is different from the traditional budgeting method in many aspects. Traditional budgeting methods are accounting-oriented. On the other hand, zero-based budgeting is mainly decision-oriented. In the traditional budgeting method, references are made based on previous budgets, but in the case of the zero-based budgeting method, no references are made to any of the previous budgets. 
2.2 [bookmark: _Toc98241522]Advantages of Zero-based budgeting over Traditional Based

A budget is the process of creating a numeric statement of income and expenditure, which is going to be pursued within that period with the main purpose of achieving objectives (Pietrzak, 2014). Many organizations are trying to find redundant ways to enhance the growth rate and reduce cost. There are mainly two types of budgeting methods. The traditional budgeting method is mainly based on earlier year’s expenses, where the budget is prepared on the basis of last year’s spending (Shim, Shim and Siegel, 2012). It mainly includes the last year’s expenditure in the new budget proposal. The New Year’s expenses are modified based on inflation, market conditions, customer demand, and many other factors.
	Basis
	Traditional Budgeting
	Zero-based Budgeting

	Definition
	Traditional budgeting is mostly focused on the previous year's spending, with the budget being prepared on the basis of the previous year's spending.
	Zero-based budgeting is a form of budgeting in which all spending for each new period is justified rather than accumulating data from previous budgets.

	Based on
	Expenditure at the previous year’s level
	New economic appraisal.

	Justification
	No justification is required preparing budget.
	Before preparing budget, justification or cost and benefit analysis is compulsory. 

	Responsiveness & clarity
	It has lower clarity and responsiveness.
	It has comparatively higher clarity and responsiveness.  

	Approach
	It mainly follows routine approach 
	It mainly follows a straight-forward approach. 



If a zero-based budget is prepared, an organization may take some advantages over traditional budget. Flexible budgets, focused operations, and lower cost are the main benefits of zero-based budgeting (Chan, 2008). It is considered that zero based budgeting is more accurate and superior over traditional budgeting (Bakhshi and Touran, 2014). It provides the organization an opportunity to cut their cost at a minimum level. Consumption of time and requirements of managerial resources is the main drawback of zero-based budgeting. There are many advantages an organization can take such as;
· Emphasize on decision making 
· Allocation of resources efficiently.
· Elimination of unnecessary cost.
· Enhancement of strategic growth and transparency.
· Based on Cost-Benefit Analysis.
· Improvement for the next period. 
[bookmark: _Toc98241523]2.3 How the Organisation Might introduce Zero-based Budgeting

Zero-based budgeting (ZBB) aligns a company's spending with its strategic goals. Managers of the organization have to evaluate the entire budget properly and justify why the fund should be spent (Kelly and Rivenbark, 2003). A manager can reduce unnecessary costs and achieve the organization's ultimate goal by preparing a zero-based budget in the organization (Ostrovska, 2020).There are some steps involved in preparing a zero based budget, which include selection, formation of a decision package, allocation, and preparation of the budget. To introduce a zero-based budget, an organization can take the following steps.
 
Figure 02- Process of Zero-Based Budgeting (ZBB)
Source: Author’s Creation

Selection of decision unit: organizations have to select a decision unit for which a budget is being prepared, and the selection of a decision unit is the first step in preparing a zero based budget. Organizations cannot evaluate the activities of their decision units if they cannot determine them (RIVLIN, 2012). The size of the decision unit largely depends on the determination of management. After selecting the decision unit, managers will decide for each unit who will be liable for preparing the budget for that particular unit.
Analysis of decision unit activities: This is the second step of introducing a zero-based budget in the organization after selecting a decision unit. Organizations need to analyse the activities of a selected unit. In these steps, managers will analyze the activities carefully and identify those which are unnecessary to the organization and do not have any contribution towards achieving the main objectives of the organization. Organizations may evaluate the activities of the decision unit on the following basis:
· Performance ability of that unit.
· The requirement of human resources for efficient and normal operation
· Excess quantity of human resource.
·  Unnecessary activities in that unit.
Formation of decision packages: This is the most significant function of preparing and establishing a zero-based budget in the organization and budget decision largely depends on it. Under this stage, a short report is prepared where all information regarding various alternatives and benefits is recorded (RIVLIN, 2012). Organization identifies different alternatives and evaluates their cost and benefits. After analyzing the cost and benefits of other alternatives, managers decide the most appropriate activities for which budget can be made. 
 Allocation of resources: All organizations have limited resources. In this step, organizations have to allocate resources on the basis of benefits of various decision packages. As resources are limited, so organizations should allocate resources to the most suitable and beneficial packages of each decision unit (Ostrovska, 2020).
Preparation of budget: After allocating of funds, the decision of preparing a zero-based budget is taken. It is a statement of preparation in which total allocation of various decision packages are shown. 
Approval: This is the last step in preparing a zero-based budget where budget is presented to the concerned management team for approval.  When the management team of the organization gives approval, a copy of this budget is sent to various departments.
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3. Conclusion

The traditional budgeting method largely depends on traditional cost accounting. On the other hand, zero-based budgeting is founded on the concept that every dollar that is going to be spent must be justified and evaluated. Zero-based budgeting is a form of budgeting in which all expenditure for new fiscal year is evaluated rather than accumulating data from previous budgets (Girsch-Bock, 2022). A zero-based budget is one that is created from the ground up with no references to previous budgets. One of the main weaknesses of the traditional budgeting method is that managers increase budget proposals purposefully so that they can easily achieve their goal. Zero-based budgeting implies a proper evaluation of the proposed budget, and managers who make trivial alterations to pursue their goals are evaluated. 
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4. Budget Calculations

An example of a zero-based budget for a family is given below..
Zero-Based Budget
	Income

	
	Expected 
	Actual

	Income
	$4,000 
	$4,200 

	
	
	

	Expenses

	
	Expected
	Actual

	Rent
	$1,500 
	$1,500 

	Groceries
	$450 
	$467 

	Phone
	$140 
	$131 

	Utilities
	$105 
	$104.25 

	Gym
	$150 
	$150 

	Personal 
	$95 
	$95 

	Extra Debt Payment
	$30 
	$45.75 

	Restaurants
	$1,530 
	$1,707 

	Total Expenses
	$4,000 
	$3,200 

	Income-Expenses
	$0 
	$0 
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