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Abstract  

Zero-based budgeting (ZBB) is a technique for aligning business spending with strategic objectives. The 

approach requires organizations to build a zero-year annual budget to verify that all components of the 

annual budget are economical and relevant and contribute to better savings. Effectively applied, ZBB is 

expense strategies which can help companies strengthen their resource allocation, dedication to employees 

and organizational teamwork. ZBB also gets praise for cost reduction initiatives, but its strategy cannot be 

focused solely on efficiency and checking hypotheses, solving problems, and ensuring the spending remains 

consistent with the organization's development goals. If performance does not fulfill expectations, ZBB can 

help companies to determine the best approach in the coming months. This paper shows the importance of 

ZBB, with the approach of budgeting; each expense needs to be justified before its addition to the budget. 

The main objective of this budgeting reducing the cost which is unnecessary by cutting each cost possible.  
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Introduction 

The annual budget of the public sector of every 

economy in the world is directed towards the 

country's growth process. It is a policy mechanism 

and a medium for channeling money into particular 

initiatives and initiatives. Budgeting from the zero- 

basis, also known as ZBB, started in 1969 with 

Texas. The submission has been attributed to Peter 

Pyhrr. The Zero Base Budgeting technique for the 

management of fiscal pressures in Texas 

Instruments was developed by Peter Pyhrr and an 

analyst team in 1969. 

Using the ZBB-like procedure, the study identified 

major resource distribution and strategic objective 

mismatches as well as numerous coordination 

deficiencies across business units. Process was really 

successful that it established standards for a more 

systematic zero-based budgeting process, which was 

carried out to the whole organization for the 1971 

budget year. The new procedure involved an 

annual comparison of activities and resources to 

ensure that the funds were distributed according to 

operational goals and that the activities were 

managed as cost-effectively as calculated. 

The budget has tremendous resources for affecting 

growth and relies in large part on the reputation and 

practice of the budget system. The standard 

budgeting system, as designed by most public sector 

organizations around the globe, is related to as line 

item budgets (incremental budgeting system). Zero-

driven budgeting means designing a budget without 

any relation to what has gone before, driven on a 

basic reassessment of goals, methods and capital. 

 It focuses on the overall budget demand and is the 

distinctive and essential characteristic of zero-bases 

budgeting. The present amount of investment is not 

considered a violent basis and is predisposed to 

thorough analysis. In comparison to conventional 

incremental budgeting schemes, current programs 

are analyzed and potential new programs 

demonstrate that each spending agency must justify 

all the things in its funding proposal. 

Zero-based management accounting financial 

planning involves a zero-base budget preparation 

from scratch. It includes the reappraisal of each 

cash-flow statement and the justification for all 

expenses that the department is to incur. Its 

definition is form of making budget whereas, in 

view of change in operational actions involved, all 

expenditure for the New duration is deliberated as 

of actual expenditure that is sustained and not on a 

basis of differential. According to this method, each 

activity must be justified, explaining the revenues 

generated by each cost to the company. Unlike 

traditional budgeting, which expects to continue 

past trends or past sales / expenses, zero-based 

budgeting assumes that no balances are required or 

that expenses are pre-binding. It is a way to create a 

budget with a nil theoretical basis, basically[1]–[3]. 

1. Difference among Zero Base Budgeting and 
Traditional Budgeting: 
 

 Budget for the last year is selected as the basis 

for development of budget in traditional budgeting. 

But operations will be reassessed and therefore 

started from scratch every time budget is created for 

zero-based budgeting. Standard budgeting stresses 

the previous level of spending. On the contrary, 

when the budget is established, null budget focused 

on developing an updated proposal for economics. 

 It is not necessary to justify line items and 

expenses in traditional budgeting. Whereas it is 

necessary to do so in budgeting based on zero. 

 The decision for spending any amount on any 

project is taken by top management in traditional 

one. Whereas for the other case this decision is 

taken by the managers.  
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 When there is requirement for better response 

and clarity, latter is preferred than the first one. 

 First one will follow monotonous while later 

follows straight- forward approach [4], [5]. 

 

2. The advantages of zero based budgeting: 

Efficient: 

It lets an organization effectively (departmentally) 

distribute money because will not recognize the last 

budget estimates, but in spite keep record at real 

numbers [6]–[9]. 

Accuracy: 

Traditional budgeting makes random arbitrary 

changes to previous budget, later one will compute 

every cost of operation. 

Budget inflation: 

All expenditures should be justified, as mentioned 

above. Zero-based expenditure compensates for the 

vulnerability in economic growth gradual budgeting. 

Communication and Coordination: 

Latter one offers departmental communication and 

coordination and inspiration through including staff 

in making decisions. 

Reducing the repetitive activities: 

All repetitive and non-productive activities are 

removed and thus best opportunities are identified 

by this approach. 

3. Disadvantages of Zero Based Budgeting: 

Turnover of High Manpower: 

The foundation is zero. Budgets are planned and 

developed from scratch in this framework and 

involve the input of a significant employees. Most 

agencies might not have ample personnel resources 

and even time to do so. 

Consuming Time: 

The first one requires lesser time and thus an easier 

method. While latter one requires a lot of time and 

thus is highly intensive as compared to the first one. 

Expertise Lack: 

Managers need to be given training since there is a 

need to provide explanation for every task. 

4. Steps To Create a Zero Based Budget: 

Integrate ZBB with core FP&A: 

ZBB should not be seen as an addition to 

traditional processes of preparation and budgeting 

but as a supplementary mechanism to refocus 

expenditure on strategically important programs 

and projects every few years[10,11-15]. 

Focus ZBB initiatives for maximum returns: 

Most businesses are restricted to SG&A and other 

operating fields, which are not known by large 

amounts of indirect costs. This allows specific parts 

of the company to be optimized with significant 

benefits to a small cost without affecting the 

operations of consumers too much. Some plan to 

confine ZBB to new business projects and 

additional funding demands while using different 

budgeting strategies for continuing operations. 

Unify operational and financial data on a single 

platform: 

To provide clarity ensures that the statistics on task 

levels, profitability and resource use are easily 

available right through to a particular employee, a 

vacation, or a marketing campaign. 

Make modeling easy: 

Causal partnerships are critically important for 

administrators, as they have to be aware as to how 

shifts in numbers of services and different service 

rates influence the cost of operations and the 

subsequent resources / hospital needs. 



 
 
Sci. Educ. Innov. Context Mod. Probl.| ISSN p(e): 27900169; 27900177| Issue 4, Vol. 8, 2025                                Atricle -11 

 
 

89 – www.imcra.az.org 

 
 

Re-use ZBB models for routine FP&A process: 

The first enterprising concept of causal 

relationships that connect the actions of various 

business units is a ZBB model, if an organization 

utilizes a gradual preparation and budgeting strategy 

based on current statistics from the previous year. 

FP&A teams will adapt the model when necessary 

in order to facilitate a more effective and 

informative annual budgeting process as well as 

rolling redesign. This suggests ZBB is no longer an 

autonomous activity, but an intermediate phase in 

the process of business planning and budgeting that 

can contribute to fully integrated business planning. 

Conclusion 

It is target of Zero-based budgeting for presentation 

of true expenditure that needs to be incurred by any 

department. In the traditional budgeting previous 

expenditure and sales are continued but in zero 

based no balances or expenses are carried forward. 

Although latter on consumes more time but is a 

better way of budgeting. All the analysis work of 

budget is done and exposure of managers happens 

if any irrelevant changes are done by the managers. 

Zero-based budgeting will reflect true expenses to 

be incurred by a department or a state [if budget is 

made by government]. The final decision will be of 

the company whether it will invest manpower and 

time while making budget in order to obtain 

accuracy. 
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