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[bookmark: _Toc98673424]Executive Summary

Meaning of zero-based budgeting, the benefits of zero-based budgeting, and how an organisation might implement zero-based budgeting are the focus of this paper. As explained in the report's first section, the primary benefits of zero-based budgeting are cheaper costs, greater budget flexibility, and a laser-like focus on day-to-day operations. The primary method of zero-based budgeting implementation in an organisation is discussed too. This comprises the selection of a decision package, the allocation of resources and the formulation of a budget for zero-based budgeting. By developing a zero-based budget in the business, a manager may decrease superfluous costs and accomplish the ultimate purpose of the firm. An example of a zero-based budget computation is shown in the final section of the report.




















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	5
3. Conclusion	7
4.   Budget Calculations	8
Reference List	9



1. [bookmark: _Toc98673425]Introduction

Budgets are written statements of revenue and spending for a specific time. A company's performance is primarily dependent on how well it manages its finances and allocates its resources. An organisation may save money and maximise the efficiency of its resources by creating a budget. Based on the prior year's spending, traditional budgeting procedures are often based on the previous year's budgets (Mohr, 2015). Only little increases above last year's expenses are being discussed in the new budget plan. Because conventional budgeting does not identify activities that are not useful to the business, making the organisation more efficient, it is a major negative. Accordingly, many businesses may opt to use a zero-based budgeting system that requires all expenditures to be justified for each new period rather than relying on the past budget history (Ibrahim, 2019). Zero-based budgeting (ZBB) has several advantages, and this work tries to explain why and how an organisation may implement ZBB.

2. [bookmark: _Toc98673426]Zero Based Budgeting

2.1 [bookmark: _Toc98673427]Zero-based budgeting

It is referred to as "zero-based budgeting" when all costs for each new period are justified instead of past budget information being collected. In a zero-based budget, there are no past budgets to reference. Before creating a budget, all spending is justified and reviewed using zero-based budgeting. The "De Nova Budgeting Method" is another name for this approach. Zero-based budgeting has as its major objective the elimination of any company expenses that are not essential (Girsch-Bock, 2022).
A lot of attention isn't paid to how much an organisation will spend, but to why an organisation will need to spend. All the budgeted objectives will be related to the corporate objectives of the organisation (Gaille, 2022). It is possible to change the budget extremely fast if operational costs must be decreased in a short period of time. People in both the private and public sectors can use this method of budgeting to make sure they have enough money.
Many of the world's leading corporations, like Walgreens Boots Alliance Inc. and Philip Morris International Inc. have recently stated that they use zero-based budgeting approaches in their operations. Since its inception in 1970, this method has found widespread use across a wide range of sectors, starting with the manufacture of consumer goods (Lauth, 2014). If any company is trying to cut costs, they can use the zero-based budgeting method to do this. For zero-based budgeting, there isn't a set way to do things that most people can follow. Zero-based budgeting is very different from the traditional way of budgeting in a lot of ways. Accounting is the focus of traditional budgeting methods. But at the other hand, zero-based budgeting is mostly about making decisions (Nice, 2002). In the traditional method of budgeting, references are made to previous budgets. In the zero-based budgeting method, no references are made to any of the previous budgets.
2.2 [bookmark: _Toc98673428]Advantages of Zero-based budgeting over Traditional Based

For the goal of accomplishing objectives, budgeting is the act of developing a quantitative statement of revenue and spending for a given time, which will be followed within that time. To boost growth while also reducing expenses, many firms are looking for extra methods of doing so. Because of this effort by numerous organisations, zero-based budgeting, a budgeting technique that has been in use since the late 1970s, has being re-examined by them. The conventional budgeting approach and the zero-based budgeting method are the two most common ways of budgeting (McMillan, 2010). The traditional budgeting approach is mostly focused on the expenditures of the previous year, with the budget being established because of the expenditures from the previous year. It primarily incorporates the expenditures from the previous year in the current budget request; the only increases are a result of a change in focus. The costs for the new year are adjusted to account for inflation, competitive pressures, client demands, and a variety of other considerations (Pietrzak, 2014).
	Basis
	Zero-based Budgeting
	
	Traditional Budgeting

	Definition
	Rather of using data from prior budgets to estimate future spending, zero-based budgeting starts with a fresh sheet for each new period.
	
	In traditional budgeting, the budget is based on the previous year's expenditures and is therefore primarily concerned with what was spent last year.

	Basis
	A brand-new estimate of economic wellbeing
	
	A continuation of expenditures from last year.

	Responsiveness & clarity
	It offers a better level of clarity and responsiveness in comparison.
	
	It is less responsive and clear.

	Approach
	Most of the time, it takes a simple approach.
	
	It is primarily a routine approach.

	Justification
	Prior to constructing a budget, it is essential to do a justification or a cost - benefit analysis.
	
	When constructing a budget, there is no need to provide justifications.



An organisation may benefit from using a zero-based budget instead of a traditional one. There are several advantages to zero-based budgeting, such as flexible budgets, concentrated operations, and lower expenses. Zero based budgeting is said to be superior to traditional budgeting in terms of precision and efficiency (Chan, 2008). In this case, it presents the business with an opportunity for cost reduction at the bare minimum. The biggest disadvantage of zero-based budgeting is the time and management resources it consumes (Andrews and Hill, 2003).
[bookmark: _Toc98673429]2.3 How the Organisation Might introduce Zero-based Budgeting

When a corporation uses zero-based budgeting (ZBB), its expenditure is in line with its long-term objectives. There must be a detailed justification for the organization's expenditures, which must be backed up by evidence (Horngren, 2016). Managers prepare a zero-based budget in the organization to eliminate superfluous expenditures and reach the final aim. Preparation of a zero-based budget involves several phases, including selection, the creation of a decision package, allocation, and budget preparation (Ostrovska, 2020). A zero-based budget may be introduced by following these steps: 
1. Selection of decision unit: Choosing a decision unit for which a zero-based budget is being developed is the first stage in developing a zero-based budget for an organization. The actions of decision-making units cannot be evaluated by organizations unless they can identify them (Bunch and Tang, 2006). Decision-making units can be big or small, depending on the decision of the people who run them. Each unit's budget will be prepared by a different manager after the decision unit has been selected.
2. Analysis of decision unit activities: Following the selection of a decision unit, this is the second stage in implementing a zero-based budget across the company. The operations of a certain unit must be examined by organisations (RIVLIN, 2012). Managers will go through these procedures to identify activities that aren't required for the organization's goals and don't contribute to those goals in any way.
3. Formation of decision packages: When it comes to making financial decisions, nothing is more important than having a zero-based spending plan (Kelly and Rivenbark, 2003). During this phase, a short report is compiled that includes all relevant information about the various options and their advantages. Alternatives are identified and evaluated by the organisation in terms of both their costs and their advantages. Managers choose the most acceptable activities for which budgets may be allocated after weighing the costs and advantages of many choices.
4. Allocation of resources: The resources of every organisation are limited. During this phase, companies must distribute resources based on the relative merits of multiple decision packages (Ma, 2006). Resource constraints force businesses to focus on the most effective and efficient components of each decision-making unit.
5. Preparation of budget: Immediately following the distribution of money, the decision is made to develop a zero-based budget plan (Adilli, 2020). In it, the overall allocation of various decision packages is displayed, and it serves as a declaration of preparedness for the next. 
6. Approval: A zero-based budget is completed in this last phase, after which it is given to the appropriate management team for approval. Each department receives a copy of this budget when it has been approved by senior management at the business entity (Morunova et al., 2018). 


[bookmark: _Toc98673430]3. Conclusion

Traditional cost accounting is a key component of traditional budgeting. When it comes to the concept of a zero-based budget, it is founded on the idea that every dollar spent must be justified and examined (Kren and Fetzer, 2013). Rather of using data from prior budgets to estimate future spending, zero-based budgeting starts with a clean slate for each new month. In the context of zero-based budgeting, this means that there are no past budgets to reference. One of the primary flaws of the old budgeting process is that managers deliberately inflate their budget recommendations so that they may easily meet their objectives. According to the premise of zero-based budgeting, managers who make tiny adjustments to achieve their objectives will be exposed (Glass et al., 2014). When a corporation uses zero-based budgeting (ZBB), its expenditure is in line with its long-term objectives. By establishing a zero-based budget, a manager may decrease superfluous expenses and accomplish the organization's aim. 

















[bookmark: _Toc98673431]4.   Budget Calculations

Following is an example of a zero-based budget for a restaurant:
Zero-Based Budget
	Income

	
	Expected (in thousand)
	Actual (in thousand)

	Sales
	$300 
	$320 

	Total Income
	$300 
	$320 

	Expenses

	
	Expected (in thousand)
	Actual (in thousand)

	Rent
	$100 
	$100 

	Raw materials
	$25 
	$27 

	Salaries
	$12 
	$11 

	Utilities
	$8 
	$7.43 

	Advertisement
	$10 
	$10 

	Personal 
	$5 
	$5 

	Phone
	$3 
	$4.58 

	Miscellaneous
	$138 
	$156 

	Total Expenses
	$300 
	$320 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Income-Expenses
	$0 
	$0 
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