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[bookmark: _Toc341883013]Executive Summary

This report summaries zero based budgeting with traditional based budgeting and outlines the advantages zero based budgeting has over traditional based. It gives an outline what zero based budgeting is and how it operates along with some advantages and disadvantages. 
Zero based budgeting is a budget that starts with zero and examines every cost by departments without any previous year’s activities.
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1. [bookmark: _Toc341883014]Introduction
  
Zero based budgeting starts with a zero base (Kagan, 2022).   It is a budget starting from scratch (Corporate Finance Institute, 2022).        Zero based budgeting expenses are justified for each new period and does not matter if the previous budget was higher or lower. Each expenditure that will be incurred will have to be justified by each department. As zero based budgeting starts with zero there are no past sales or expenditures. Zero based budgeting is not based on past trends, it is based on current needs so is distributed between relevantly. 
Each department manager has the responsibility to justify the entire budget in detail and needs to detail why any money should be spent, this whole process falls onto the manager of the actual department. The mangers compile the budget once assessed each activity from scratch, the zero base budget. 
By adopting Zero based budgeting bloated bottom lines are eliminated. Zero based budgeting can be focus the attention onto budgets, resources and threats and opportunities in the marketplace (Smart Insights, 2020).

Zero base budgeting began in early 60’s by the US Department of Agriculture (Dunn, 2022). 



2. [bookmark: _Toc341883015]Zero Based Budgeting

2.1 [bookmark: _Toc341883016]Zero-based budgeting
Zero Based budgeting can be used by individuals, businesses and families for budgeting purposes. This is a method where budgeting starts with a zero and is based on creating monetary needs for upcoming periods i.e. monthly. This method is to allocate all money to expenses and all debt payments (Schwahn, 2020).  Zero based budget is easy to keep track of your money and feel in control of the spending, also can make adjustments to suit your needs, and set clear goals that you want to achieve along with customising to suit your needs. If you have variable costs then this can be hard to follow a zero based budget as variable costs are more difficult to budget for and can be time consuming.
With this budget formula you can keep an eye on what you are spending and be able to spot where you need to cut back and where you need to allocate more.
Zero based budgeting has three main parts which are firstly how much will you spend, how much will you earn, and the target profit after all expenses (Cleartax, 2022).
Steps for zero based budgeting is firstly identifying the item in the proposed budgets item of expenditure and next step is preparing the proposal, then the ranking needs to be done which is  based on the cost benefit analysis  and lastly the funds are allocated to ensure maximum results.
Zero based budgeting present’s true expenses incurred by departments this method is a more appropriate way of budgeting.   Zero based budgeting users have appeared more successful than companies not using this budgeting method in meeting their target costs (Deloitte, 2022). 
Zero based budgeting enables companies to improve resource planning along with organisational skills and employee engagement as zero based budgeting involves all departments (Anaplan, 2022).
The zero base budgeting process is quite straight forward it is where the end balance has to be zero so all money less expenses and any debt payments along with any savings should amount to zero. 
2.2 [bookmark: _Toc341883017]Advantages of Zero-based budgeting over Traditional Based
Advantages of zero based budgeting over traditional based is that traditional based budgeting is a simple method and used for all departments of a company where zero based budgeting is based on estimated data. One main difference between zero based budgeting and traditional based is traditional budgeting is where the costs are minimal as the previous year’s expenditure is always considered where as in zero based budgeting the costs start with a zero and are minimal (Mukhopadhyay, 2022).
Zero based budgeting is a popular budgeting method as this starts on a zero base on the other hand the traditional budgeting method is a common budgeting method where the company sets its expenses forecast based on the previous year’s expenditure. Traditional budgeting is quite simple while at the same time zero based budgeting is very complex. The traditional based budgeting emphasises on the previous year expenditure and the zero based budgeting is considered as the new economic appraisal (Surbhi, 2017). Zero based budgeting is based on the estimated information given whereas Traditional based budgeting is always based on its historical information.  Traditional budgeting does not encourage cost effectiveness where zero based budgeting ensures its cost effectiveness. Traditional based budgeting depends on the effectiveness of who had done the previous year’s budgeting and zero base budgeting is dependent on the current management of the company. Traditional budgeting is based on assumptions of previous year where zero based budgeting estimates where you can bring in more profits. 
Zero based budgeting is far better than traditional based budgeting when it comes to transparency and observance.  Zero based budgeting follows a straight forward method whereas traditional budgeting follows a routine method.  
An advantage for zero based budgeting is you are fully aware of how much money is going in and out of your account each month. Your budget can be customised to fit your needs (Gaille, 2020). Spending decision reasons are taken into account with Zero based budgeting. Each month can be improved. Obsolete processes can be removed so the business can achieve better costing and pricing which brings in more profit to the company. Zero based budgeting can detect issues quickly. With zero based budgeting you are always in control.
When the budgeting for traditional budgeting takes place the top management decide on what amount gets spent on a particular unit, whereas for zero base budgeting the managers get to decide what amount gets spent on a particular unit.
[bookmark: _Toc341883018]2.3 How the Organisation Might introduce Zero-based Budgeting
Zero based budgeting method set strategic goals to help company spending, it requires companies each year to list their annual budget starting from zero to show that they are relevant, cost effective and that they improve savings. 
This method can be introduced to the organisation on the basis that it wants to show that it is cost effective and can improve savings. 
By using zero based budgeting the company can save costs as research shows that companies can save costs between 10 and 25% (Anaplan, 2022).
Zero based budgeting method is the most cost effective way by focusing on the right things.  Zero based has a low risk approach which can transform the cost base and leave the company in a good financial position for future growth. 
Zero based budgets allow the necessary activities to be set rather than historical. Using zero based budgeting you are in control and can keep track of any obsolete processes. 
Zero based budgeting has an advantage by making sure that the departments are assessed and funded appropriately (British Business Bank, 2022). It inspires the company to determine all departmental goals and to select them whilst assessing all expenses. 
Managers of each department have the reasonability of justifying the expenses for a zero based budget, which in return can optimize costs (Amar, 2020).
Some points why zero base budgeting will be used is it manages expenses more effectively, this makes the company take a look at what is actually working and what is not, it increases accountability and understanding of the cost, its increases efficiency while reduces costs, you maintain control over the budget, you drive continuous improvement in the company and encourage initiative and agility (Severn, 2022). 

3. [bookmark: _Toc341883019]Conclusion
In using Zero based budgeting method the business is able to start from zero every year and calculate cost effectively and is based on true expenses, it may be more time consuming but on the other hand this budgeting method is more appropriate (E Finance Management, 2022). Zero based budgeting is extremely flexible and also can be applied to all expenses i.e. operating, marketing, administrative and cost of goods sold etc (Murphy, 2022). You are in control with zero based budgeting which is always a benefit for the company. Zero based budgeting makes room for new projects, encourages efficiency, Eliminates redundancies and focuses on the mission (Merritt, 2022).
[bookmark: _GoBack]Zero based budgeting is a far better approach than the traditional budgeting process, zero based budgeting is becoming more popular as it is cost effective and is detailed, where traditional budgeting is now becoming out dated and is time consuming as quite a few spreadsheets are used in this process. Since Zero based budgeting is cost effective it helps the company by profiting and saving, also in investing more money.  Every company looks for a simpler and cost effective process so zero based budgeting is far better than traditional budgeting.  
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