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This report is about describing zero-based budgeting, its advantages versus traditional budgeting and how can an organization implement the different techniques for zero-based budgeting.
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What is Zero-Based Budgeting (ZBB)?

Zero-based budgeting is a method, that’s used for budgeting, i.e. all expenses for each period must be declared. The way the process works is that the budget is given a “zero base”. After which an analysis of all the functions, happening within the organization, is going to be performed so that the next budget is going to be based on the current needs of the business. (Kagan, 2013) Zero-based budgeting literally means that the base of a budget is at zero. Meaning that each year a company is not given any money, unless the company can describe why it requires it. (Davis, 2017) The Zero-Based Budgeting processes can be divided into four stages:
1. Transparency – By using data and the available digital tools we have, that are used for analysing the how much one or more business units spend. Within the analysis are taken into account vendors, cost within a category and company department. (Böhm, 2019)
2. Finding opportunities – The second stage is about finding ways for process improvements and change the levels of how much the company spends so that the business could align with its goals. (Böhm, 2019)
3. The next stage is to get enough budget to cover the cost of the requirements. (Böhm, 2019)
4. And the last stage is to compare the outcome to the period before the first stage and make sure that the zero-based budgeting is established within the business. (Böhm, 2019)




Advantages of Zero-Based Budgeting versus Traditional Budgeting

The most significant difference between zero-based budgeting and traditional budgeting is that traditional budgeting (unlike zero-based budgeting), cannot start from zero, due to the fact that last year’s funds are taken into account, while with ZBB, the budget can start from basically nothing. (Vaidya, 2017) There are some differences between Zero-Based Budgeting (ZBB) and Traditional Budgeting (TB):
1. Meaning
a. Zero-Based Budgeting -> The budget is calculated with a starting point of zero. (Vaidya, 2017)
b. Traditional Budgeting -> The budget is calculated, using last year’s budget as starting budget. (Vaidya, 2017)
2. Preparation
a. Zero-Based Budgeting -> The process for achieving ZBB is quite complicated. (Vaidya, 2017)
b. Traditional Budgeting -> The process TB on the other hand is quite easy and doesn’t take too much effort. (Vaidya, 2017)
3. Emphasis
a. Zero-Based Budgeting -> Since ZBB has absolutely no finances at the beginning to back it up (hence the name), in order to fulfil the goals with this method, funds must eventually be raised. (Vaidya, 2017)
b. Traditional Budgeting -> The nice thing about TB is that it can be financed, using the funds from the previous year. (Vaidya, 2017)
4. Approach
a. Zero-Based Budgeting -> ZBB can be done, using estimated information. (Vaidya, 2017)
b. Traditional Budgeting -> TB can be done, using historical data. (Vaidya, 2017)
5. Can they be cost-effective in any way?
a. Zero-Based Budgeting -> ZBB can be really useful when trying to build or create something from the ground up and require less funds. (Vaidya, 2017)
b. Traditional Budgeting -> TB may not be the best choice when trying to work on a budget. As a matter of fact, it’s not really recommended to use TB if there are not enough funds. (Vaidya, 2017)
6. Preferred by?
a. Zero-Based Budgeting -> ZBB is most commonly preferred by profit centres. (Vaidya, 2017)
b. Traditional Budgeting -> TB can be applied to every department within a company. (Vaidya, 2017)
7. How effective is it?
a. Zero-Based Budgeting -> The effectiveness of ZBB depends on what the current management is of the business. (Vaidya, 2017)
b. Traditional Budgeting -> The effectiveness of TB depends on the people who did the budgeting a year early. (Vaidya, 2017)





Recommendations

Depending on the task itself both methods can be very useful in many ways. Some of the advantages of Zero-Based Budgeting are:
a) It has zero budget. The funds can come from practically anywhere.
b) If the budget must be done, using estimated data, then ZBB may prove useful in such a case.
c) If cost matters, ZBB is the better choice in this case

Some of the advantages of Traditional Budgeting are:
a) When trying to accomplish a task, TB can be have much more simple ways of implementation.
b) It’s the better choice if historical data is available.

Companies that have already started using Zero-Based Budgeting claim that they managed to save between 10 to 25 percent. Unlike other methods that were used, Zero-Based Budgeting proves to be the best choice when trying to complete a task in the most cost-effective way possible. (Anaplan, 2018) Some advice when planning on using the Zero-Based Budgeting method would be to be to use ZBB software. That way it’ll be easier to design better tracking and brings much more positive results. Also, using the software, you can both manage and monitor the budgeting process at the same time, which makes decision-making much easier and helps reduce errors. (Board, 2018)
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