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[bookmark: _Toc341883013]Executive Summary

This report examines the advantages of zero-based budgeting and the way in which companies can begin to start using this budget technique rather than traditional-based techniques. 



























Table of Contents
Executive Summary	1
1.	Introduction	3
2.	Zero Based Budgeting	4
2.1 Zero-based budgeting	4
2.2 Advantages of Zero-based budgeting over Traditional Based	4
2.3 How the Organisation Might introduce Zero-based Budgeting	4
3.	Conclusion	5
4.	Reference List	6



1. [bookmark: _Toc341883014]Introduction

There are a lot of budgeting systems that have been introduced over the last few decades, a few examples of this are incrementalism and Planning Programming Budgeting Systems (PBBS) which have ‘seen continued popularity and resilience’ (Ibrahim, 2019). Budget technique incrementalism makes the budget process much simpler by using the last year budget as a base for estimating the next year’s budget. Zero based budgeting on the other hand, is a budgeting process that begins with a “zero-base” and must justify each expense as its various expense as its various needs and costs are analyzed and then put into the budget (Amar, 2020). Zero based budgeting was created in 1970, the founder Pyhrr said ““it rather than tinker endlessly with its existing budget, Texas Instruments prefers to start from base zero, view all its activities and priorities afresh, and create a new and better set of allocations for the upcoming budget year” (Pyhrr, 1970). This is done through very thorough breaking down and evaluation of the processes to see the end goal. Although budgeting techniques such as incrementalism and Planning Programming Budgeting Systems are more popular, this essay looks to see how zero-based budgeting is the better budgeting technique and should be used in the future.













2. [bookmark: _Toc341883015]Zero Based Budgeting

2.1 [bookmark: _Toc341883016]Zero-based budgeting
Zero-based budgeting is ‘a repeatable process that organisation use to rigorously review every dollar in the annual budget, manage financial performance on a monthly basis, and build a culture of cost management among all employees’ (Callaghan, Hawke and Mignere, 2014). Zero-based budgeting looks at a program’s efficiency and importance rather than the past budget history. In zero-based budgeting, ‘budgeter review every program and expenditure at the beginning of each budget cycle. They must justify each line item- and its contents- in order to receive funding’ (O’Brien, 2020). Zero-based budgeting can stop any money from being lost because it starts from a zero base. This means that the past budgeting decisions will not have an impact on the new budget because. It stops any risk of bad spending and any bad cost cuts. The founder of zero-based budgeting Phyrr said there are four basic steps that are made up of zero-based budgeting, these are: ‘1. Identification of decision units in each organisation 2. The analysis of decision units in terms of decision packages 3. The evaluation and ranking of decision packages 4. The preparation of a detailed operating plan using approved decision packages’ (Ibrahim, 2019). In doing so, zero-based budgeting helps with ‘remarkable spending visibility, helps achieve relentless cost discipline, encourages managers to reallocate resources in an agile fashion, and unleashes a culture of continuous improvement’ (Hueter, Mignerey and Tan, 2018). Zero-based budgeting is made to look at every single penny, and in an environment where there is low growth, it is easy to see how costs are being kept low. The way the current business world is, and how quickly it keeps changing, zero-based budgeting is very important to use because they show how a company’s resources are best shared and used, the decisions are made faster, and results are much quicker than other budget techniques.

2.2 [bookmark: _Toc341883017]Advantages of Zero-based budgeting over Traditional Based
During the pandemic, companies were losing lots of money, zero-based budgeting helped companies evaluate where their money was the most important place to go and would budget according to what the numbers are telling them. Due to zero-based budgeting needing to evaluate every cost, the budget is very detailed and is filled with lots of information that will help companies invest their money without any waste. Moreover, zero-based budgeting is seen as very flexible compared to tradition-based budgeting as ‘it is evident that budgets are prepared taking into account the changes in inflation, the fluctuations’ (Mohamed et al., 2016). This means that unlike traditional-based budgeting, zero-based budgeting is able to keep up with the changing business world and be able to change the budget as it goes on, it is not restricted by a yearly budget and tight costs. Zero-based budgeting as mentioned before includes all elements as they have to be inspected, this means that the ‘budget is distributed in the most efficient manner- based on current needs, rather than past trends’ (Heath, n.d.). However, for traditional-based budgeting, budgets are usually looked at yearly, so it means that they cannot keep up with the changing business world and companies may lose out on money because it is harder for them to change budgets that they had originally stuck to. Before in the 1970s, zero-based budgeting may have been harder as a result of budgeters having to do with by hand and look at every single thing within the business, but thanks to new technology, it makes zero-based budgeting even easier. This is because the data can be put onto spreadsheets and can be done much more quicker than doing it by hand. This means that companies can go by more data even quicker every month and can evaluate their budget spending much more easily. This also means that companies do not literally need to start their budget from zero every time too, if they have tools such as Hyperion Planning or Oracle’s Planning and Budgeting Cloud Service (PBCS) it can turn zero-based budgeting into a repeatable process very easily. This just makes the budgeting process a lot easier and although traditional-based budgeting can also use tools for their budgets, zero-based will be more helpful for companies and organisations. Zero-based budgeting is very good for cutting costs for companies, but it does not mean one branch of the organisation will have their funding cut, zero-based budgeting also helps with the amount that can be cut, as it gives the companies control over how their funds are allocated. Furthermore, it allows departments to cut out activities that are not productive towards the company’s growth. Hence, by cutting costs which are not important to a company, it allows them to redirect their money towards better uses.
 

[bookmark: _Toc341883018]2.3 How the Organisation Might introduce Zero-based Budgeting
While zero-based budgeting has many advantages, as shown beforehand, it is important that a company puts it into play properly so that it is most efficient for them. ‘This implies that the process itself is well designed and that the organisation has the right technology enablers to support it’ (Serven, 2018). If not done correctly using the right programs, the program can collapse upon itself and completely breakdown and not work. Just starting with a blank base, may not be entirely helpful, even though it is called zero-based budgeting. In order for a company to implement zero-based budgeting, they first need to be clear about what they want to achieve exactly. Unlike traditional-based budgeting, zero-based budgeting demands a whole new look to the budgeting since it does not follow the same template. This means that budgets need to make sure that they are clear about what they want the budget to do. The next step is making sure the company has the right technology to put zero-based budgeting to use. As mentioned before, there are programs such as Hyperion Planning or Oracle’s Planning and Budgeting Cloud Service (PBCS) which are better than Excel and will make the process of using zero-based budgeting easier. This includes creating the budget and making sure the right numbers are being used after much thought and working out. Making sure the right amount of money is going towards the departments and working out each and every cost. The next step would be training for the budgeters. Companies will have to train their employees on how to use the zero-based budgeting and making sure they’re implementing it correctly. Companies may consider using someone from outside the company to help them with the implantation of zero-based budgeting because they may be more experienced and can help the company get used to the budgeting technique. 
 


3. [bookmark: _Toc341883019]Conclusion
In recent years, zero-based budgeting has become more useful due to how fast the business world is changing. For example, the pandemic. Caused many companies to lose money, so if they had the zero-based budgeting, they could have used to budget to evaluate their spending. And allocate their money to the things that are the most important for their company. Zero based budgeting means that every single cost is analysed and every month it is discussed whether it is worth investing more or less money into. Unlike traditional-based budgeting which can be all over the place, because it looks at past budgets, zero-based budgeting will look at every aspect of a business individually and can help a business put money into places where it is most needed. Zero-based budgeting is not perfect, for example, due to them looking at new budgets from zero every time, anytime a company uses zero-based budgeting, the decisions must be ‘collaborative [and] unanimous’ (Corporate Finance Institute, 2018). Zero-based budgeting is still the best for companies as it means it can keep up with the fast pace of the business world and can help companies grow by directing money in the right places. 
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