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A study on zero-based budgeting technique and implementation method
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[bookmark: _Toc97935085]Executive summary
Zero-base budgeting is a method of budgeting that entails creating a new budget from the ground up each time. The procedures necessary in implementing ZBB in a company are outlined in this article, as well as the characteristics of ZBB that set it apart from typical budgeting approaches. This article shows how revenue forecasting, identifying a company's goals, resources, and costs are all tied to a successful ZBB implementation, as well as how the world's most well-known business giants are adopting the ZBB approach to improve profitability. This article also discusses the advantages of ZBB over standard budgeting approaches, as well as how ZBB might be used in a business. Finally, the study discovers that ZBB is all about discovering and redirecting unnecessary spending rather than aggressive cost-cutting.
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1. [bookmark: _Toc97935086]Introduction
Budgeting is critical in establishing how money should be spent. A budget is a financial plan for a firm based on predicted income and expenses over a period of time. It aids in the estimation of spending, the identification of capital sources, forecasting of income, and the measurement of the company's financial performance. There are various types of budgeting used in business organizations. Among them, the most popular methods of budgeting are incremental budgeting or the traditional approach of budgeting, value proposition budgeting, driver-based budgeting, activity-based budgeting, and zero-based budgeting. (Hughes, and Thompson, 2012)
2. [bookmark: _Toc97935087]Zero-based Budgeting
[bookmark: _Toc97935088]2.1 Zero-based budgeting
Zero-based budgeting is a popular budgetary approach in which a company's budget for the next planning cycle begins at zero. (Wohlner, R., 2019) Under this strategy, the budget amount for a corporate division or even a cost unit must be justified in terms of the budget's aim and the amount to be included in the budget. No item is routinely added in the next budget under ZBB. Any expenditure can be budgeted with zero-based budgeting. Operating costs, capital costs, administrative and other general costs, distribution costs, marketing costs, and so on. ZBB helps businesses save money while also releasing them from the shackles of established departments. (Liverant,  2011)
The characteristics of zero-based budgeting are as follows: 
· • With ZBB, spending levels can be determined based on a function's required actions rather than a previous pattern. It prohibits existing spending from being incorporated into the cost base.
· This method aligns spending targets with a function's required tasks. It focuses on the principle of "doing the right thing with the right amount."
· By assessing and prioritizing activities and expenditures, ZBB enables for more strategic allocation of anticipated spending.
· Although ZBB provides for better alignment of expenditures with overarching strategy and departmental missions, prioritizing operations across different functions can be difficult.

[bookmark: _Hlk97936632]Figure 1: Characteristics of ZBB (Liverant,  2011)
There are some steps for preparing a ZBB. The steps are given below:
· For the future budgeting season, the company needs to forecast the organization's revenue or financing levels. (Rubin, 2021)
· Determining the company’s objectives for its current and future fiscal year. For example, objective to boost sales by a percentage for the entire business or any specific operating unit inside a larger corporation. (Ibrahim, 2019)
· After deciding the top-line goal, management must go back to see what resources the company will need to achieve it. For example, this could include recruiting more individuals or realigning the company's workforce.
· calculating the cost of these resources and determining whether or not investing this money will assist the organization to achieve its top-line objective.
· Examine all expenses to verify if they fall within the budgetary constraints necessary to meet the organization's goals.
· If everything looks good, management should implement the budget.
[bookmark: _Toc97935089]2.2 Benefits of Zero-based budgeting compared to traditional based budgeting
[bookmark: _Hlk97936715]ZBB is different from the traditional budgeting approach as it is against the increase in the current expense level. (Ibrahim, 2019) A company's prediction of spending is based on the previous year's expenditure in traditional budgeting. However, ZBB makes no assumptions; instead, it bases its assumptions on budgeting as zero. When a budget is produced using zero-based budgeting, the activities are re-evaluated and thus begun from the beginning, whereas traditional budgeting focuses on the prior expenditure level. Because ZBB offers various advantages over incremental budgeting, it is becoming increasingly popular among large corporations. According to research published in 2018 by Accenture Strategy on zero-based budgeting, from 2013 to 2017, this budgeting strategy grew at a rate of 57 percent per year among the world's 85 top companies. Among them are Unilever PLC, Kraft Heinz Co., and Mondelez International Inc. (Austin, 2019) The advantages of zero-based budgeting over traditional based budgeting are as follows:
· In traditional planning, recurring costs for employee benefits and retired pensions could not be evaluated for years until the company is forced to take drastic measures due to an economic crisis. (Broughton, 2020) This approach is unsophisticated, and it can lead to serious financial unequal distribution over time. If done correctly, ZBB can prevent this from occurring. Companies like Signet Jewelers Ltd., and General Motors Co. for example, employed zero-based budgeting to cut employee benefits expenses during the economic downturn caused by the Coronavirus outbreak. (Rubin, 2021)  This strategy assisted businesses in lowering travel and store labor costs.
· ZBB is a more strategic approach to marketing program planning than the traditional approach. (Chisnall, 2012) Unilever PLC, for example, employs ZBB to efficiently implement new marketing plans. Unilever's marketing team conducts research, develops a marketing strategy, and concludes with a budget that requests a specific amount of investment. Senior management evaluates the plan and either approve the amount or rejects it and requests that the team make revisions. In reality, senior managers focus their resources on better marketers with better plans and prospects while reducing investments in mediocre marketers with mediocre plans. (Ritson, 2016) 
· With ZBB, managers need to justify all expenses related to business operation. This process also requires them to justify all operating expenses such as equipment purchase, rent, and inventory costs, employee’s payroll, marketing, and insurance, and funds set aside for R&D. (Cheng, 2021) Kellogg's implemented a ZBB strategy to streamline its supply chain by consolidating sites and eliminating superfluous capacity. The savings from the process are used to employ in brand-building activities, in-store execution, aggregate supply, and innovation to stabilize sales. Kellogg's has been able to combat a steady fall in sales thanks to cost-cutting strategies. (Cliffton, 2018)
[bookmark: _Toc97935090]2.3 How a company might implement Zero-based Budgeting
Budgeters analyze every program and expense at the start of each budget cycle in ZBB. Few planned procedures are required to implement ZBB for the company. These are the details:
· First, the organization must develop a strategic strategy for ZBB. In this instance, the organization must establish target costs, related KPIs, and objectives. (Britton, 2013) For example, a hotel can plan zero-based budgeting by estimating the highest cost that can be expended on per night hotel service to maintain an attractive margin and by managing the sales price as well as the projected profit. Apart from this, hotel management should also measure the performance of specific sectors of hotel operations or the entire property. By offering clear visibility on the functioning and sustainability of a hotel within the hospitality landscape, measuring KPI aids in the planning of ZBB. (Fleisch,  and Fischer,  2012)
· To choose candidates for ZBB, businesses must examine business divisions. Service businesses must review their service categories in the case of the service industry. (Acost, 2012) For example, a hotel that wants to use ZBB must assess its service categories' budget and profitability. Restaurants, retail stores, casinos, business catering services, recreational and outdoor catering services, and so on are examples of such categories.
· The organization can then begin picking budgets from scratch in the next round. In the case of a hotel, budgeters can analyze each activity in terms of target, financial needs, technical viability, and the alternative course of action after reviewing service categories currently accessible in the hotel business. (O'Brien, 2020) For example, if the hotel has three leased vehicles and must pay a large sum for third-party insurance and lease fees, the budgeter must assess the goal of the vehicle lease, funding requirements, justify the goal, and consider alternative courses of action such as purchasing vehicles or reducing the number of vehicles if necessary.
· The company must then assess each suggested item to see if it adds value to the firm and if the total cost is defendable. In addition, the value of spending to the company must be determined. (Kotler, and Keller, 2016)  For example, before devoting a certain amount of funding to a gym or swimming pool, it is necessary to assess the profitability and how having a gym or swimming pool can add value to the leisure catering service.
· • Finally, the company must allocate depending on its goals, removing expenses that no longer contribute value, and allocating funds to areas that are productive and consistent with the company's growth strategy.
To implement ZBB in the organization, the corporation must concentrate on areas that will aid in the execution of the stages outlined above. Instead of implementing extreme cost-cutting strategies, the organization should implement ZBB as a cultural transformation. (Hall, 2021) The company can use technology accessible to examine the volume of financial data and operational data easily. (Hoang, 2019)  Finally, to implement effective ZBB, the organization must refine its focus and prioritize long-term value development. (Brandt, 2011)
[bookmark: _Toc97935091]3. Budget calculation example
X Retail Company
	Expenses
	2021
Amount
	2022
Growth Factor
	2022
Projected amount
	Justification

	COGS
	200000
	10%
	220000
	Cannot be decreased

	Payroll
	20000
	15%
	22500
	Increase in employee’s expense of living 

	Lease Agreement
	250000
	-50%
	125000
	can be reduced based on storehouse layout

	Insurance
	8000
	0%
	8000
	Unavoidable 

	Utilities
	4000
	0%
	4000
	Not possible to avoid


Figure 2: Budget calculation (Hoang, 2019) 
Conclusion
The zero-based budgeting technique is a popular budgeting strategy that helps organizations to budget for the next budgeting cycle starts at zero. (Wohlner, 2019) This article outlines the steps involved in implementing ZBB in a corporation, as well as the characteristics of ZBB that distinguish it from traditional budgeting methods. This article explains how revenue forecasting, identifying a company's goals, resources, and costs are all linked to a successful ZBB implementation. This article also demonstrates the benefits of ZBB over traditional budgeting methods, as well as how a corporation might implement ZBB. Finally, the paper finds that ZBB is all about detecting and redirecting wasteful expenses, not aggressive cost-cutting.
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Zero-based Budgeting


Prior year spending is not connected with budget


Budget gains and decreases are not fairly distributed across all budgets.


More cash goes to activities that are in line with the strategy.


levels of service and specific activities are considered to make budget
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