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Executive Summary
Depending on the orientational variations, there is a range of approaches for developing and implementing the governing mechanism in the form of a periodic budget. In terms of determining the future direction and attaining strategic goals, firms of all sizes can benefit from the creation of a budget. Zero-Based Budgeting (ZBB) is a relatively recent budgeting strategy in the theoretical and practical literature for facilitating the strategic implementation of diverse initiatives. This paper delves into the many aspects of ZBB and its applicability in an organisation. It also elaborated the five-step process of ZBB implementation which are, starting, evaluating, justifying, streamlining, and executing.  
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[bookmark: _Toc98246336]1. Introduction 
Based on the orientational differences, there are multiple techniques to prepare and implement the controlling mechanism in the form of a periodical budget (Wilson, 1998). For organisations, no matter their type and size, the preparation of a budget can be helpful for setting future direction and implementing strategical objectives. To facilitate strategic implementation of different actions, Zero-Based Budgeting also known as ZBB is one of the newest budgeting techniques in the theoretical and practical literature (Ibrahim and Management, 2019). In the following section of this report, different aspects of ZBB and its applications in an organisation has been discussed. 
[bookmark: _Toc98246337]2. Zero-Based Budgeting 
In the following section, the definition of Zero-Based Budgeting or ZBB has been provided. Then, the discussion on how it is different from the traditional budgeting system has been presented along with the critical evaluation of each system or approach. To conclude this section, how this ZBB approach can be introduced in a real-life organisation has been mentioned.  

[bookmark: _Toc98246338]2.1 Zero-Based Budgeting 
ZBB is a budgeting process that ties the functional areas of an organisation in terms of their required costs (McNally, 2017). In other words, ZBB starts with zero and gradually adds up all the individual expenses for each new period of which data has been collected from different functional areas and reported on a periodic basis. ZBB starts with a null balance cost and analysing each estimated requirement of the organisation, then adds them to the whole budget form or statement (Beredugo et al., 2019). The managers can apply a top-down approach of analysing the performance using this budgeting technique which is unparalleled with other budgeting techniques like incremental and value proposition budgeting (Vries and Nemec, 2019). For example, if this budgeting technique has been implemented in a manufacturing organisation, it can be used to identify the increment or decrement of the unit price of each raw material used in the production facility. After identifying the increment or decrement, the managers of the organisation can easily and more rapidly change their direction and strategical position in the market. If the price increases, the managers will have an option of finding alternative solutions or acquiring the associated producers of that raw material. These types of decisions made by the managers will be more logical and data-driven rather than blindly increasing or decreasing the budget over periods. The zero-Based budgeting technique has been discovered by Peter Pyhrr in 1960 (Wilson, 1998). However, it was not popular until the late 90s. Now it is widely applied for strategic goal implementation (Martí and Finance, 2006). The relation of ZBB and strategic persuasion is multi-directional and multi-layered. With this budgeting technique, the strategic managers of an organisation can identify each cost driver and can increase and minimize any particular cost driver according to the market need and strategic manoeuvre (Kagan, 2019). Along with strategic implementations, the accounting departments of any type of organisation can exercise their activity-based costing system that is completely aligned with the whole organisation’s annual budget report. This alignment makes the accountants and the accounting departments more reliable (Beredugo et al., 2019, Ibrahim and Management, 2019, Levitt, 2011).
[bookmark: _Toc98246339]2.2 Advantage of Zero-Based Budgeting over Traditional based  
The benefits of ZBB are multi-directional as mentioned earlier. The counterpart of ZBB, the traditional approaches, mainly the liner increment budgeting technique and of its kind, are dramatically different in terms of application and utility. In traditional budgeting, the accounting department utilizes historical data to predict the future increment of decrement of the expenses and revenue streams (Chitkara, 1998). This prediction then gets applied in terms of percentage change in the resource allocations for each functional department. Traditional budgeting techniques are relatively simpler than ZBB. But with the added level of simplicity, it minimizes the utility and potential of the controlling mechanism (White and Fortune, 2002). The major advantages of ZBB which are not to be found in traditional budgeting techniques are as follows. 
1. Focused operation: As all the individual cost drivers are separately reported, extra cost or drag in the value chain can be easily identified. Which makes the operations more focused and efficient? As a result, the organisation become more profitable. On the other hand, the traditional budgeting technique includes the activity or function as a whole which makes the findings of inefficiencies within the system illogical (Dali, 2021). 

2. Flexibility: One of the major benefits of ZBB includes the flexibility it provides to managers. As managers are informed about each activity, they can adjust these activities, particularly with pinpoint accuracy. This flexibility is the primary tool for strategic managers. Contradictorily, the traditional based budgeting techniques, as do not identify and acknowledge each activity separately, reduce that change implementation potentiality which results in the decrement of the flexibility level of the controlling and monitoring mechanism of the organisation as a whole (Martí and Finance, 2006, Dali, 2021, White and Fortune, 2002).

3. Business Risks: The ZBB identifies all operating expenses which makes it easier to recognize any disproportionate costs that are affecting the entire organisation and risking its sustainability. The traditional approaches to budget, on the other hand, fail to acknowledge disproportionate costs separately. For example, if a manufacturing plant utilizes a traditional approach it will not able to identify the increment of a particular raw material and so will not be able to move on to other available alternatives. Therefore, with traditional budgeting techniques, managing risk is more complex than with the ZBB technique (Dali, 2021, Collier and Berry, 2002, Kagan, 2019). 

4. Legacy Cost Recognition: In conventional budgeting, legacy costs may not be resolved for years until there is some form of economic shock that compels the firm to participate in unplanned operations. Expenses tend to rise with time, with each department sticking to its budget in the case of a budget decrease. This strategy has the potential to be myopic, resulting in significant resource misallocation over time. Zero-based budgeting, if done effectively, may prevent this from happening (Dali, 2021, Levy, 2018, Hijal-Moghrabi, 2019).
[bookmark: _Toc98246340]2.3 How the Organisation Might Introduce Zero-Based Budgeting in the Future 
Despite being extremely effective and helpful for the organisations, the implementation of ZBB is unparalleled simple. However, it requires critical evaluation skills for the accountants of the organisations trying to implement it or have implemented it previously. According to McNally (2017), the Zero-based budgeting system consists of five distinguishable but interdependent steps. With these steps, any organisation will be able to implement ZBB within it. The five steps are: 
1. Starting:  The accountants preparing the budget should start from scratch. No previously available data or historical financial statements should be used, and all the values of each cost associated with a particular functional department should be set at zero. It is suggested that the accountants start a new accounting budget book or spreadsheet (White and Fortune, 2002). 

2. Evaluating: After the accountants have started with a zero cost for each associated functional unit, they should analyse the activities or operations of these units thoroughly to estimate the costs at the highest breakable structure possible. Evaluation of every cost driver is required and the redundancies and inefficacies within the system should be excluded to make the ZBB successful (Dali, 2021, Vries and Nemec, 2019). 

3. Justifying: After all the associated cost drivers are acknowledged, the accountants are required to identify the major accounts or cost drivers. As all the detailed information or data of different cost drivers is available at disposal, the recognition of cost-effective, cost-saving and relevant areas can be useful for strategic action implementation (Beredugo et al., 2019). 

4. Streamlining: In the second step, as the inefficiencies and the redundancies have been identified, the budget should be prepared in such a way that all of these inappropriate activities get eliminated. The accountant should suggest automation and standardization wherever applicable which will make the ZBB more accurate and effective for the organisations (Ostaev et al., 2019, McNally, 2017). 

5. Execute: With the detailed costing estimations, the comprehensive ZBB has to be rollout and must be available to all the functional units in the organisation. This statement of the budget will provide a guideline for the functional units. Besides, the executives or upper-level managers will be able to execute control mechanisms after the end of the period and even within the period whenever is necessary (Clough et al., 2000, Ibrahim and Management, 2019, Kagan, 2019). 

However, the accountants implementing the ZBB should acknowledge its drawbacks too. These acknowledgements can help them avoid the unnecessary and unwanted pitfalls in the process (Ibrahim and Management, 2019, Hijal-Moghrabi, 2019). The drawbacks of ZBB are:
1. Incline towards short-term initiative: One of the most significant drawbacks of zero-based budgeting is that it encourages short-term thinking by allocating resources to parts of a company that will generate revenue in the following fiscal year or budgeting period. As a result, departments inside a company that are generally considered as long-term expenses that aren't immediately linked to income, such as R&D or employee training, may find themselves with less funding than they require. This could be detrimental to a business since, while these areas may not generate revenue in the short term, they are often required for long-term competitiveness (Martí and Finance, 2006, Clough et al., 2000, Hijal-Moghrabi, 2019, Kagan, 2019).


2. Disproportionate Allocation of Resources: The influential and manipulative managers of particular functional unit can draw more resources towards them by showing false or misleading expenses. As a result, it can cause inequality and dissatisfaction among the people within the organisation along with inefficient utilization of resources (Kunnathuvalappil Hariharan, 2020, Levitt, 2011). 
[bookmark: _Toc98246341]3. Conclusion
The introduction of ZBB was a successful maneuverer towards approaching the most efficient control mechanism for business and non-business organisations around the globe. It is the most effective for strategy-focused organisations (Ostaev et al., 2019). It provides necessary insights for implementing immediate changes. All the steps required to introduce ZBB in the organisation has been presented in this report. It is suggested that any organisation trying to introduce ZBB acknowledge the drawbacks, which is also mentioned in this paper and prioritize the utility it can provide to the organisation. 


[bookmark: _Toc98246342]4. Budget Calculations
	The Continental Hotel Budget Planner

	Monthly Cashflow Budget Forecast

	January 2022 to January 2023
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	 February 
	 March 
	 April 
	 May 
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	 July 
	 August 
	 Sept 
	 Oct 
	 Nov 
	 Dec 
	 Total 
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	 £ 
	 £ 
	 £ 
	 £ 
	 £ 
	 £ 
	 £ 
	 £ 
	 £ 
	 £ 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Receipts :
	 
	 
	 £   75,000 
	 £     46,000 
	 £     75,000 
	 £     30,000 
	 £     32,000 
	 £     39,000 
	 £     46,500 
	 £     46,900 
	 £     54,000 
	 £     39,000 
	 £     40,900 
	 £     40,800 
	 £      565,100 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Payment on business accounts
	 £          -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £             -   
	 £                -   

	Cash sales
	 
	 
	 £     6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £       6,800 
	 £          6,800 

	Interest Received
	 
	
	 £       1,380 
	 £          920 
	 £       1,500 
	 £          600 
	 £          640 
	 £          780 
	 £          930 
	 £          938 
	 £       1,080 
	 £          780 
	 £          818 
	 £          6,800 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Receipts
	 
	 
	 £ 81,800 
	 £   54,180 
	 £   82,720 
	 £   38,300 
	 £   39,400 
	 £   46,440 
	 £   54,080 
	 £   54,630 
	 £   61,738 
	 £   46,880 
	 £   48,480 
	 £   48,418 
	 £    657,066 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Payments:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Freehold
	 
	 
	   
	
	   
	
	
	
	
	
	
	
	
	
	

	Fixtures and fittings
	 
	   
	
	   
	
	 £       1,750 
	 £       1,750 
	 £       1,750 
	 £       1,750 
	   
	   
	
	   
	 £          7,000 

	Property expenses
	 
	 £     1,500 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £       4,000 
	 £       1,500 
	 £       1,500 
	 £       1,500 
	 £        20,500 

	Laundry
	 
	 
	   
	   
	   
	   
	   
	   
	   
	   
	    
	   
	   
	   
	

	Energy costs
	 
	 
	 £        800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          800 
	 £          9,600 

	Payments to suppliers
	 
	 £        250 
	 £       3,700 
	 £       3,400 
	 £       6,650 
	 £       3,700 
	 £       3,650 
	 £       3,400 
	 £       3,950 
	 £       3,400 
	 £       3,650 
	 £       3,700 
	 £       3,650 
	 £        43,100 

	Wages
	 
	 
	 £     3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £       3,000 
	 £        36,000 

	Salaries
	 
	 
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	

	Vehicles 
	 
	 
	 £        415 
	 £          415 
	 £          415 
	 £          415 
	 £          415 
	 £          415 
	 £          415 
	 £          415 
	 £       4,415 
	 £          415 
	 £          415 
	 £          415 
	 £          8,980 

	Van
	 
	 
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	   
	

	Petrol and diesel
	 
	 £        500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          500 
	 £          6,000 

	Rates
	 
	 
	 £        400 
	 £          400 
	 £          400 
	 £          400 
	 £             -   
	 £          400 
	 £          400 
	 £          400 
	 £          400 
	 £          400 
	 £          400 
	 £          400 
	 £          4,400 

	Marketing
	 
	 
	
	    
	   
	   
	
	   
	   
	   
	   
	   
	   
	
	

	Overdraft Interest
	 
	 £        348 
	
	
	
	
	
	
	
	
	
	
	
	 £             348 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total payments
	 
	 £   7,213 
	 £   10,315 
	 £   10,015 
	 £   13,265 
	 £   11,665 
	 £   12,015 
	 £   11,765 
	 £   12,315 
	 £   16,515 
	 £   10,265 
	 £   10,315 
	 £   10,265 
	 £    135,928 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance b / f
	 
	 
	-£    6,000 
	 £     68,587 
	 £   112,452 
	 £   185,157 
	 £   210,192 
	 £   237,927 
	 £   272,352 
	 £   314,667 
	 £   356,982 
	 £   402,205 
	 £   438,820 
	 £   476,985 
	 £   3,070,326 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net cashflow in month
	 
	 £   68,587 
	 £     43,865 
	 £     72,705 
	 £     25,035 
	 £     27,735 
	 £     34,425 
	 £     42,315 
	 £     42,315 
	 £     45,223 
	 £     36,615 
	 £     38,165 
	 £     38,153 
	 £      515,138 

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance c / f
	 
	 
	 £ 68,587 
	 £ 112,452 
	 £ 185,157 
	 £ 210,192 
	 £ 237,927 
	 £ 272,352 
	 £ 314,667 
	 £ 356,982 
	 £ 402,205 
	 £ 438,820 
	 £ 476,985 
	 £ 515,138 
	 £ 3,591,464 
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