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[bookmark: _Toc98011099]Executive summary:
Budgeting is one of the vital elements for conducting business. The emerging demand for cost efficiency and hardcore recording for business activity has paved the way for Zero-based budgeting. Being a different approach from traditional budgeting this new type of budgeting has an increasing demand.
In this report, the complete definition of Zero-based budgeting along with its process is being demonstrated with examples. Also, the advantages it has over traditional budgeting and practical implementation have been illustrated. This will help out our account directors to understand the necessity of Zero-based budgeting and how it will become an emerging way of designing business strategy. 
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1. [bookmark: _Toc98011101]Introduction:
Budgeting is a crucial part of a business. Every business must maintain a comprehensive alignment with its costs and income figures. Therefore, many forms of budgeting techniques are seen today. The zero-base budgeting method is one of modern budgeting techniques. The companies in late 2008 started to go for this approach when they started to face an economic recession. In the modern era of business budgeting starting from scratch makes the last of the alternatives, but with the introduction of zero-base budgeting, the budgeting technique of maintaining business expenses has become more efficient. 
With proper budgeting comes the proper maintenance of business expenditure. In comparatively small businesses ZBB processes are being used, as there is a lack of time and labor for conducting a traditional budget. Also, some of the public and private sectors use ZBB. 


2. [bookmark: _Toc98011102]Zero-base budgeting
[bookmark: _Toc98011103]2.1: Introduction of Zero-base budgeting and the illustration of its process
A zero-based budget is a modern budgeting method where all the budgeting decisions are being examined and all the aspects of funding and the expenses start from zero-base. These reviewed actions and programs are called decision packages (Ibrahim, M.M., 2019) and these decision packages lead to all the strategies of the future session. 
Peter Pyhrr introduced the concept for cost reduction, more than five decades ago. It’s different from the traditional form of budgeting where budget takes after the previous budgeting (Ibrahim, M.M., 2015) where Zero-based budgeting does not have any relation to the previous budget.
Example: In India, ZBB was adopted in their department of science and technology in 1983 (Snell, R., 2015). In 1986, the country's government made the fundamentals of ZBB to review all the programs and projects of the country compulsory (Al-attara, H.A., and all, 2020). 










The Zero-base budgeting process:
ZBB process can be classified into some categories and they are demonstrated below:

Sources: (Pyhrr, P.A., 2017)

1. Pinpointing business goals and objectives: to shift or start the ZBB process one must find out the major goals and objectives (Pyhrr, P.A., 2017). If business goals and objectives are being introduced then managers can easily shift their budgeting decision to their respective business units.
2. Locating business units: business units can make decisions that can shift the balance while conducting business (Callaghan, S., and all, 2018). In ZBB, the process starts with determining an individual business unit deciding whether or not they should take a project or not. The business unit reviews each of the projects and program's pros and cons and decides to adopt them or not. 
3. Prioritizing the decision packages: after reviewing the activity of each of the decision units they are broken into smaller phases to eliminate the flaws within. After that account directors must prioritize the decision packages available based on their profitability and importance (Ibrahim, M.M., 2019). 
4. Allocating the resources available: after gathering enough funding and aligning them with their designated decision packages, the gathered funds have to be distributed (Beredugo, S.B. and all2019). They will be distributed in such a way that the outcomes and consequences will be more profitable. 
5. Controlling and monitoring: after the funds have been disbursed according to their importance and effectiveness, the only thing remains how to control and monitor their directions and output (Ma & J., 2019). At this point, managers will look after if any of the actions taken are being out over costing or somehow inconvenient to the budget.


[bookmark: _Toc98011104]2.2: Advantages Zero-base budgeting over traditional budgeting

Making budget decisions can make major shifting due to the shifting of the market and business policy (Ho, 2018). Zero-base budgeting makes the budget from scratch, by not taking assistance from any previous budget. On the other hand, the traditional starts by following the prior budget.
Following here is a descriptive analysis on how zero-base budgeting is preferable over traditional budgeting:
	Zero-base budgeting
	Traditional budgeting

	1. Every operating cost is reviewed and checked whether to spend over them or not. 

	1. As in traditional budgeting, there is no trend for checking cost decisions (Smith and Jensen, 2017). Budgeting is done on the previous period’s actions.

	2. Built-in cost-benefit analysis. Meaning when every operating cost is examined based on ROI (Ibrahim, 2019)
	2. No systematic analysis of benefit over the costs. There is no systematic way of analyzing cost and benefit for each of the operating expenses.

	3. Keeps legacy expenses check. Here legacy expenses mean the number of total expenses that are carried on for a long time without contributing to the income (Lauth, 2014). 
	3. Keeps around the legacy expenses, as they are being run around for a long time (Coyte, Messner, and all, 2021). 

	4. As the ZBB process focuses on making strategic decisions and adjusting their costs according to business strategy, it strengthens growth and transparency. 
	4. Traditional budgeting focuses on a pre-structured strategy by the company and sets the budget on a prior session.

	5. Budgets are tied with specific activities and levels of service.
	5. Creating budget is repetitive process due to using the cost segments. 

	6. As all the business expenses are to the point, ZBB promotes optimization.
	6. All the business expenses are congested within the pre-designed budget. 

	7. No chance of making redundant activities, as there is proper record for performing all the activities. 
	7. The chance of performing redundant activity is high, as there are no records for listed projects.



Some examples of implementing zero-base budgeting:
Zen corp. is a car manufacturer, where major of the car manufacturing part is either outsourced or being manufactured. With the help Zero-base budget, the company is now taking decisions for whether they will outsource the parts externally or they will manufacture the parts internally.
X space is an online book-selling company that used to have physical outlets. Now they have completely shifted to an e-commerce platform. Through ZBB they have reduced their outlet renting by around £8000 (Schick, 2019). Not only that but also, they have decided to increase their advertisement costing due to high competition on the market.

[bookmark: _Toc98011105]2.3: How the organization might introduce zero-based budgeting.

Many companies are now implementing the ZBB approach for reducing costs and economizing their business model with maximum profitability (McMillan, 2020). After 2008 due to the economic recession period many of the companies are dealing with their budgeting issues. So, they started to implement the ZBB process.
Shifting to the ZBB process means that starting the budgeting from Zero. Some of the companies do this to align their business strategy according to their budgetary planning. Following are the steps to implement the ZBB process in a company (Sahana, Khowas and all, 2018).
1. The first step is to find out the business goals and objectives to fulfill. The strategic managers will find out which way they want to proceed, what will be their core competencies and how they will provide value proposition.
2. Then the managers will determine the business unites aligned with their core objectives and evaluate what kind of activities each of the unites will carry out. They will also evaluate any kind of alternatives.
3. The next step is to determine the decision packages of every decision unit. This step includes the review of every cost and budget decision, justifying the alternatives and the courses of actions with their consequences. 
4. Then the managers must look out for alternative courses of action for each activity and conduct their ROI to get the maximum out of it. Here the managers evaluate the cost benefits, outsourcing or producing, centralizing or decentralizing. The main objective of this step is to make sure the company is gaining max profit while spending the least.
5. After recognizing the decision packages, they will be prioritized according to their importance and effectiveness (Zimmerman, 2016). This helps the managers to take an effective economic decision. After that, they can set their priorities.
6. Then the available funds are being allocated to their respective costing and they are being controlled and monitored continuously. So that each penny spent is justified with the amount spent for materials and labor.
An example of implementing the ZBB process in business is provided below:
Suppose a small hair saloon also sells shampoo. According to the previous budget, the business would need around £30000. 
The clear goal here is to reduce the costing of the shampoos and cutting overall costing. For that, the business manager will look for ways that can reduce overall costing.
After implementing ZBB it is realized that the shampoos can be manufactured and around £20000 can be saved. And £7000 more can be saved from advertising expense. 
For the first action, the working business unit is production unit and the marketing unit. So, the decision packages regarding are with these two units.
Again, it was found out that, around £500 can be saved from another supplier. Also £500 more can be saved by delivering the product, if used business-owned transport.
So, ZBB can save around £28000. Now, these alternative means of doing the business are allocated funds. Thus, justifying every dollar spent.
[bookmark: _Toc98011106]

3. Conclusion: 
Despite the popularity in the business ZBB still has some lacking. ZBB is not much suitable for all sectors. Like in most public sectors have some fixed costs and some private sectors have some predetermined costs from the start. Though economic development and certain rules and regulations have updated the requirement of the ZBB process, a more efficient and cost-effective approach might be available for different organizations for different situations. Overall, ZBB will be very demanding and well coordinating to the modern era of business as well as government, public and private sectors. 

Budget calculation: 
Personal Budgeting
	Income
	Expected (£)
	Actual (£)

	salaries
	3000
	3500

	Expenses: 	
	Budgeted (£)
	Actual (£)

	Rent 
	1000
	1000

	Groceries 
	400
	550

	Utilities 
	250
	290

	Phone 
	100 
	140

	Restaurant 
	250
	300

	Entertainment 
	200
	250

	Personal expenses 
	300
	350 

	Gadget 
	300
	420

	Debt 
	200
	200

	Total expenses
	3000
	3500

	Income-Expenses
	0
	0
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