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[bookmark: _Toc27733808]Executive Summary

Zero-based Budgeting was developed by Pete Pyhrr (Pyhrr P. , 1970) when he was account manager at Texas Instruments in the 1970s, he defines the technique as: ZBB is a cost-cutting strategy designed to eliminate wasteful spending. (Pyhrr P. , 1977) The key to this technique is the grouping of all activities to be carried out in “decision packages”, which must be prioritized and evaluated. Zero-based Budgeting ensures that managers think about how money is spent, every budgeting period. Also forces them to justify all operating expenses and consider which areas of the company are generating revenue and which not. 
The technical is focusing on goals, Zero-based Budgeting encourages you to determine your principal goals and priorities, while evaluating your expenses every budgeting period. Also is presented as an efficient alternative for allocating resources within an organization. 
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1. [bookmark: _Toc27733809]Introduction

In the usual way, in the definition of any budget, public or private, the expenditure needs of the previous year are taken as the starting point and that level of expenditure is extrapolated the following year. Used techniques or method for budgeting, considered as a useful and efficient technique to achieve a more justified development of a Budget. 
The purpose of this document is define, identify advantages y how to introduce this technique in a company. 
The document is divided into three blocks: in the first block it is about the definition, advantages and how to use this budgeting technique, the second point detail the procedure for preparing the budget with the example company and in the last block the conclusions about strengths and weaknesses are technique.


2. [bookmark: _Toc27733810]Zero Based Budgeting

ZBB one of the most used techniques or method for budgeting, considered as a useful and efficient technique to achieve a more justified development of a Budget.
This technique was developed by Pete Pyhrr (Pyhrr P. , 1970) when he was account manager at Texas Instruments in the 1970s, he defines the technique as: ZBB is a cost-cutting strategy designed to eliminate wasteful spending. (Pyhrr P. , 1977) The key to this technique is the grouping of all activities to be carried out in “decision packages”, which must be prioritized and evaluated. The aim of ZBB is to continually refocus funding on key business objectives, and scale back or cancel any activities which are not related to those objectives (Market Business News, n.d.). 
Usually budgets, only need to account for increases or decreases in spending, compared with previous year's budget. In ZBB the process starts from zero every year, must be consider and justify each expense. In this way, you examine all expenditure, rather than just additional costs.

2.2 
These are different steps:
· This technical is focusing on goals, ZBB encourages you to determine your principal goals and priorities, while evaluating your expenses every budgeting period.

· It help us to eliminate waste. As part of this methodology we have to review company activities, and decide which are necessary and which you could drop.

· Keeps Legacy Expenses in Check (Investopedia, 2019). In traditional budgeting, Expenses have a tendency to grow over time and legacy costs may not be examined for years.


· ZBB helps determine an improvement for the next period. For each year, shall be the same assumption of not taking a base for any previous period. Each department of the organization have to analyses the expenses every year. 
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[bookmark: _Toc27733813]2.3 How the Organisation Might introduce Zero-based Budgeting
 A difficult process but not impossible. The first step must be to identify the influencers people of the company that must be participate together in making and analysis budget, not necessarily only people of the top levels of the company. Must be show to top levels of the company that the most important benefit of ZBB is allow put their money where it matters most. Three important aspects have been identified to introduce this technique:
· Understand and interpret the concept of "decision package" that must be developed by each manager for every project or activity, which includes an analysis of cost, purpose, alternative courses of action, performance, consequences and the benefits.
· The decision packages must be ranked in order of importance. This allows each manager to identify priorities, decide about old and new projects, and allows top management to evaluate and compare the needs of individual to make funding allocations. ZBB is quite different than traditional rolling budgets that have a tendency to create conflict; they can create an incentive to spend money carelessly. With ZBB each dollar spent by management must be justified with a detailed account of what will be purchased, how many labour hours are needed, what problems will be faced, and so forth.
· Also we can apply current ZBB trends, such as periodic reviews, this reviews help to provide additional information about the program’s efficiency to the top level management.


 


3. [bookmark: _Toc27733814]Conclusion

In this document we have analysed a budgetary method, the Zero Base Budget, which is presented as an efficient alternative for allocating resources within an organization. The hierarchy of the Decision Packages, main point of this budgetary technique, allows the prioritization of the parties according to their relevance, so, finally, the expenses are allocated to the most necessary activities within organization. Its proper implementation would avoid wastefulness, reducing the deficit, both from the expense section and through fiscal pressure to finance them, without requiring additional budgetary adjustment efforts.
However, as we have seen in this document, this method has drawbacks, the difficulty of its implementation due to the excessive documentation and detail that it entails (Decision Packages). But, we must not ignore that nowadays we have new technological tools that if we will combine it with current ZBB modification trends, such as periodic reviews, may lead to a large reduction in workload, making the process more feasible for implementation.
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