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Executive Summary
This paper discusses about zero based budgeting. Zero based budgeting is a budgeting technique that makes sure a company resources are allocated effectively. The paper aims to discus, the techniques uses, the advantages and disadvantages of zero based budgeting. In my research into this topic, I have found out that zero based budgeting is effective in the sense that it starts its budgeting from zero every year and zero-based budgeting is more reliable at cost reduction with certain segments of business actions. This makes it very easy to follow and execute. Although zero based budgeting is a resource consuming method, it is very effective tool for businesses to use for their budgeting needs. 

[bookmark: _Toc98282305]Zero-based budgeting
Zero-based budgeting or ZBB is a budgeting methodology that aims at aligning the Company’s spending with strategic goals. It was designed by Peter Pyhrr in the mid-1970s. In this form, all the expenditures must be identified and justified for each new period.
[bookmark: _Toc98282306]What is Zero-based budgeting?
The term, Zero-based budgeting, itself suggests that the budgeting here starts from the base zero or scratch at the start of every budgeting. After processing the budget from a zero base, every department present in the organisation is analysed based on their needs and costs. The budgets are then designed keeping in mind all the stuff that will be needed for the upcoming period. In zero-based budgeting, there is no emphasis on the fact that the developed budget is higher or lower than the previous one. In this form of budgeting approach, one needs to give a justification for each expenditure before adding it to the verified budget. The primary objective why zero-based budgeting was introduced is to reduce all the unnecessary costs by analysing departments where some costs can be cut. It involves an approach that focuses on designing a fresh budget from the beginning every time versus beginning with the budget of the previous period and adjusting it as per the need. The tasks involved in zero-based budgeting give the managerial an expanse to continually analyse the business with a methodical and innovative mind set being uninhibited from any foundation of assumptions, targets, and failures of the past. Although zero-based budgeting is primarily used in businesses it can also be used by individuals and small independent firms, etc. (Borad, S. B. 2022, January 19)
[bookmark: _Toc98282307]History of Zero-based budgeting
Zero-based budgeting was developed by Peter Pyhrr while he was working as an accounting manager for Texas Instruments and it was implemented at this organisation. Under this Pyhrr system of budgeting, all costs are grouped and are measured against previous outcomes and current expectations. This allows the managerial to assign funds according to the present requirements instead of by past expenses. The main motive behind the creation of zero-based budgeting was to compliment the involvement of high-level strategies into the budgeting process by fixing them to a particular functional area within the organisation. After Pyhrr published a journal on zero-based budgeting in the year 1977, the then president Jimmy Carter invited him to the White House to establish zero-based budgeting throughout the United States federal government for the states budgetary process. Although this form of budgeting became famous and grabbed eyeballs the methodology was initially dismissed and was criticised for being illogical and highly time consuming. But, despite this initial setback and scrutiny, vast numbers of businesses have started implementing it over the last few years and the budgeting form is experiencing a huge amount of renewed popularity. (Markus Dam. 2021, September 29) 
[bookmark: _Toc98282308]An example to understand Zero-Based Budgeting 
Suppose a company involved in the construction of machinery instruments implement a zero-based budgeting process to keep closer monitoring of all the expenses of the manufacturing department. The managerial department of the company analysed that the cost of certain equipment used in its final products and externalisation to another manufacturer goes up by a value of 7% yearly. After this report, the managers suggested that they can construct that equipment inside the company using their workers.
After contemplating both the positives and negative aspects of manufacturing inside the company the managerial found that they can get the equipment constructed inside at a much cheaper rate than importing it from any outside company. Despite increasing the budget staggeringly by a specific percentage or hiding the increase in cost, the company can go for a condition in which it can decide to construct the part on its own or buy the part from the external supplier for its end products. No other form of budgeting allows identifying the cost-increasing component within the departments. Thus, Zero-based budgeting is a more practical and transparent process allowing the companies to identify and justify the expenses.
[bookmark: _Toc98282309]Processes for Zero-based budgeting:
Companies have the prerogative to design or alter an approach to zero-based budgeting in their unique way. Below are a few steps that can provide an outline for the implementation of zero-based budgeting. (Corporate Finance Institute. 2021, January 7)
· Start:  In zero-based budgeting, we always start from ground zero. Start by designing a fresh yearly budget from scratch without using any previous year data or expenses as a baseline.
· Identify your business goals:-
After the starting of a fresh accounting year, the first step is to identify the goals of your business and state them clearly and specifically. Emphasis on the fact that whether your main motive is to be a bit harsh on costs and cut it or is it to increase the shares and profit or both?
· Adopt activities to achieve the business goals:- 
The fundamental demand of zero-based budgeting is that it requires the intervention of activities that you need to adopt to achieve the business goals you have intended to achieve. For this, you need to use your intellect in taking a look at choosing the best way to assign the expenditure for achieving the set goal.

· Evaluate all the cost drivers 
In the next step, you need to closely evaluate the cost of all the resources that will be associated with the operations which you need to perform to achieve the set business goals. If any additional costs that are already linked with operating and maintaining the business are inevitable then add that also. Going by zero-based budgeting you need to prompt the actions that are most crucial and follow the budget as you have drafted. After the action period is over, you need to weigh the actual result with the expected or perceived results to determine if the goals are accomplished. After this, the next budgeting period will again start with zero and the cycle will continue in this way.
[bookmark: _Toc98282310]Advantages of zero-based budgeting over traditional budgeting:
Zero-based budgeting has numerous advantages over the traditional method of budgeting. Some of them are as follows:-
1. Zero-based budgeting does not consider the budget that was drafted in the past years. It always starts the budgeting procedure from scratch which is zero. Thus, zbb has a completely fresh outlook towards the budget. Whereas, the traditional method of budgeting takes into account the budgets that were created in the previous year by making adjustments so they are close to the real expenditures that take place in the business.
Traditional budgeting always has an outlook over what and how things were done in the past.
2. Zero-based budgeting demands more endeavour and time because everything is started from scratch and analysed deeply before the preparation of a budget. Moreover, the guidance of an expert is required to make sure that the budgeting is implemented correctly.
Whereas the traditional method is very generic in nature and comparatively requires less effort and time. Implementation of traditional budgeting methods is very easy, allowing every type of company to easily try it.
3. In zero-based budgeting all the decisions regarding the expenditure are taken by the managerial department. The expenditure relies on how the actions should be executed to make it more cost-beneficial. The primary focus here is more on optimising the costs rather than just the increase of revenue. Whereas, in the traditional method of budgeting the expenditure decisions are taken by the top management of the business. It inclines more towards how the business actions should be executed and doesn’t go in deep on facts such as which actions should be executed first.
4. Zero-based budgeting is more reliable at cost reduction with certain segments of business actions. This makes it very easy to follow and execute. ZBb very clearly bifurcates the actions according to the departments which would perform the action. Whereas, the traditional method of budgeting focuses more on determining a change that is applied to all such as an increase in spending by 1%. The nature of traditional budgeting methodology is such that it doesn’t give any specific detail about how the actions are correlated to the budgets making it slightly confusing to follow or execute. (Google2019, April 12)
[bookmark: _Toc98282311]Disadvantages of Zero-Based Budgeting
Although, Zero-based budgeting has a lot of perks but it has some disadvantages as well. First, it is a time and resource-consuming method. Because every time a new business is set a new budget is developed from scratch. Secondly, it may generate some short-term perspectives in the company by assigning more resources to actions with the highest revenues. As of consequence of which areas such as research and development or others which has a long-term spectrum may get ignored.
[bookmark: _Toc98282312]Conclusion
Overall, zero-based budgeting is a cost and revenue control technique and it is very important to ensure that the process to implement zero-based budgeting is properly and wisely followed. In zero-based budgeting, there should always be ample information about how the assigned funds would be used by each department of the company and how each department will be benefited from it.
Although zero-based budgeting is quite complicated and time-consuming involved but it gives the most standard method for the allocation of a company’s funds.
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