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Introduction
Zero Based Budgeting is used by many companies that prefer to take an innovative approach to budgeting. When thinking about zero based budgeting it is important to know that the current years budgeting is started from nothing. Activities are ranked by their level of importance and because of this the resources are allocated only if needed. 
Traditional budgeting methods include preparing the budget where the previous year’s budget is the base. The current year budget is prepared by making changes by changes to expenses based on inflation, market situations and consumer demand. When traditional budgets are prepared previous revenues and costs are an important part of the formulation of present year budgeting plans and this is the basis of the current financial years plans.
According to (Borad, 2022) when companies choose their method of budgeting, they must choose wisely depending on what the company is planning to achieve. Both traditional and zero-based budgeting have their advantages and disadvantages and companies should understand their budgeting methods and make informed decisions.
Within this report zero based budgeting will be defined and an explanation of the process of zero-based budgeting and Traditional budgeting will explained in depth. The advantages and disadvantages will be identified within a table and a comparison between traditional and zero-based budgeting will be made. Finally, there will be recommendations for the company to improve budgeting strategies and performance.






Zero based Budgeting 
 According to (Zero based Budgeting, 2022) Peter A. Pyhrr developed the idea of zero-based budgeting in 1969 while he was an account manager at Texas Instruments in the US. In 1977, he wrote his seminal book on the subject, ‘Zero-Base Budgeting: A Practical Management Tool for Evaluating Expenses’. Jimmy Carter, the then Governor of Georgia, was the first to adopt the process of zero-based budgeting within government when preparing the 1973 budget. This method became very popular and was used by many states and government organizations.
Zero based budgeting is defined as “a method of budgeting whereby all the expenses for the new period are calculated on the basis of actual expenses that are to be incurred and not on the differential basis which involves just changing the expenses incurred taking into account change in operational activity.” (EFinance Management, 2022) When thinking about this method of budgeting companies need to think about all activities involved the costs need to be explained and the revenue that is going to be generated from each cost incurred. When using zero based budgeting there is an assumption that no balances to be carried over or any form of expenses that a company is committed to, this method is solely because the method is to start from a zero base. 
Zero based budgeting involves identifying goals and objectives for the company and identifying a plan and budget for the upcoming financial year, this includes finding ways to achieve goals more efficiently and evaluating whether budget reductions and expansions of budgeting are possible, this can allow the reallocation of budgets which depends on the priorities of the company (Zero Based Budgeting: Key Elements and 5 Steps To Implement It - CFAJournal, 2022).Zero based Budgeting allows organizations to make a yearly report and add additions or removals of unnecessary spending.
According to (Ramsey Solutions, 2022) there are five steps to zero based budgeting, step one is to list the yearly income, this is calculating the expected yearly income to get an understanding of the amount of money the company must work with. Step two is to create a list of expenses because at this stage the incoming money has been calculated and the outgoings need to be explained, it is best to do this either by hand, or using a budgeting tool at this step everything outgoing should be included for example food, utilities, and shelter. Step 3 is to subtract your income from your expenses to equal zero, If the expenses minus income leave the business with a minus amount it simply means the company is spending too much and the budget needs to be cut further. Step 4 consists of tracking expenses from month to month this is so the business can stay on top of spending and avoid overspending. Step five consists of making a new budget while most companies will not see many changes to the budget from month this can help a lot with the tracking of incoming and outgoing monies, step 5 is also important for tracking performance and the output.
(Callaghan, Hawke, and Mignerey, 2014) suggests that there are many myths when it comes to zero based budgeting some businesses think that using this method from zero every time when in fact zero budgeting is repeatable enabling the culture of cost management to be built on.

















Advantages of zero-based budgeting over traditional methods
According to (Define Traditional Budgeting, 2022) Traditional budgeting plans are usually begun with planning a budgeting plan from results of a previous financial year(forecasting)and updating the plan because of a variety of different things like inflation and actual spend data. Zero based budgeting consists of starting from zero. Traditional budgeting methods concerns where the money is being spent whereas zero based budgeting concerns itself with why the money is being spent.
Zero based budgeting is offers businesses with the opportunity to minimize costs by reducing budgets and unnecessary expenses. Zero Based Budgeting is also important for decision making and reallocation of resources it allows companies to develop strategic budgeting plans.
Advantages include:
According to (S, 2022) there is a big difference between traditional budgeting and zero-based budgeting, below is a comparison table to identify differences between the two types of budgeting.
	Traditional Budgeting
	Zero Based Budgeting

	
Focuses on previous years financial information

Current costs justification is not required. Based on past finances.

Traditional budgeting does not encourage cost effectiveness

Traditional based budgeting involves all departments 

Traditional based budgeting effectiveness depends on the person or persons that did the previous year’s budgeting.

Traditional budgeting links to assumptions of the previous years


Traditional Based budgeting does not offer much clarity






	
Focuses on the upcoming years expenses.

Based on justifying costs and proposed upcoming plans.

Zero based budgeting encourages cost effectiveness.

Zero based budgeting only involves profit departments 

Zero based budgeting depends on the current management of the company.



Zero based budgeting links to estimations of which departments can bring in the most profits.

Zero based budgeting offers a high amount of clarity



(Traditional Budgeting vs Zero Based Budgeting | Top 10 Differences, 2022), 











Conclusion 

To conclude Zero based budgeting has become a popular budgeting tool recently with businesses wanting to eradicate wasteful spending, zero based budgeting is an innovative method of budgeting. Zero based budgeting can be a key tool in the decision making and help with introducing the culture of cost management.as discussed throughout the report there are advantages and disadvantages to zero based budgeting and management should really think about which budgeting method best fits the company’s mission. When using zero based budgeting managers should ensure that other lower-level employees have a clear road map of the companies missions and objectives, and decision packages should be accurate and reflect the work that must be done within the organisation. The managers should also be able to effectively identify objectives and set measurable goals, this is important when presenting budget proposals.
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