Zero-base budgeting—an attempt to reevaluate
all programs, activities, and expenditures in terms
of cost-benefit.

Ly Thomas J. Francl,
W. Thomas Lin,
and Miklos A, Vasarhely
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ZBB does not supplant the corporate budget. it is not suited
to all organizations nor ail activities of an organization.

In preparing dectsion packuages. a unit
manager bepias with the specitication of the
aumit s objectve and purpose. After a deserp-
tion of how the unit curreatly operates and the
resoirees uiiized, the munager then develons
workload  und perfomunce mvasurement
techmigues, vonsaders alternatn e nethods ol
operatng, and performs incremental anal-
ysts  The final decision packige will be
pliaced i one of the following three suppori
level categonies (L different methads of re-
duced levels of cttort to do each activity, (2)
“business as sl levels of etfort, where
there are no other alternatives: (3) new activi-
ties and programs,

Onee the manager has defined all the
obligutory and discretiopary activities into
packages. u ranking process occeurs. Usually
the manager ranks all package s i order of de-
creasing benctit ta the company on a4 cost-
benetit hasis. This ranking activity hegans al
the cost center level. A committes is formed
by wll managers in the cost cemer. The com-
mittee review s all the packages presented to it
and ranks them in importance by means of 4
voting mechanism. The packages considered
most beneficial to the cost center as a whole
receive the lughest rankings, while the least
imponant receive the lowest. A cutolfpoint is
now established. Given the general level of
funds avarluble 1 the coming fiscal year. all
packayes above a given runking are accepted
by the group und all those belew o certun
pomt are reiccied.

These dectstions are then passed ap to
the aext hugher munageent ool Here the
mitiger revics s the ranking s to determine ot
they it mio the organization’s gaals and o
droide whethey the reected packages ottor
eaough benefins o expand the [ovel ot fand
mg Upper nuaagers bricfly ¢xammne valy 3
preestablichoed pereentage of the packages to
conteel volaine: This process is tepeated uinl
all the woepivd activities wre Dltesed throueh
o the top of the organtzanion . v nere the bid
2t for the entrre organization s then created

i Joos aor supplant the carporate
Padget 1o netsutted o all orvamizations pen
all sotnatios o an organizavon fe has hingke
use e badyeing Lot producion costs such as
ditzet nhor dircctmaternials and direct over
hoadl wiich are hacgely  Rternmined by
aroductes ard sales sotuime s ety ap
preabhs e the servier and sappert area ot an
oy maation anch Dos disereteanry conis

o i e o recens apphic ations of
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quences of pot funding cach ReD program.
The progrums were then runked according to
potential benefits, und limited funds were
allocited 1o those with the highest priority.

In 1971, management at Texas Instru-
ments decided fo use the new technique in
other nonproduction or staft sctivities in the
company. Since then, ZnB has become stan-
dard operating procedure tor all statf and re-
scarch activities, which consist of over one-
third of the company s annual budget.

The Chicago office of Peat, Marwick,
Mitchell & Company made o survey of 391
business execwtives and government offi-
cials  Some 819 of the responses indicate
that “"certain ispects of zero-based budgeting
waould improve our prescitt budgeting proce-
dures”" and 474 state that “*we are likely o
serivusly consider implementation of a re-
vised budgeting system using the ZBB ap-
proach or cements of it Stonich
mentioned the favorable results of a question-
maite in his book? In general, the responses
show that 288 is a good process to change the
totul budget level, to reatlocate costs and
manpower. to learn more about the organiza-
tion. o improve efficiency and effectiveness
within the organization, and to be used as a
management plunning and control system.

In summary, ZuB has been adopted in
many U8, companies with an overall mea-
sure of success.” The budgeting tool offers a
meians of objectively allocating funds to ob-
tair maximem benefit in nonproduction de-
partiients. However,  the  demands  of
additional time and paperwork are not accept-
able in many fims I would be beneficial o
obtain whditional  feedback from those
companes that have tried the technique and
sitbsequently cast it aside us impractical This
information would give added insights into
the usefulness ot 288
BB Most o the lierature re-
IN DP port /iR ;‘:pplu'anun\ in

RY nianufactoring companies.
INDUST tor exaunple. Dudick sifus-
trated a 288 spplication for o typical small-to-
mcdinn nenutaciuring company  or divi-
st ™ s secnon describes an actual imple-
mentation of Zu8 for an infermation service
undtistry 0 Souathemn Calitorn, where data
processing had fong been plagued with the
problem ob rivme ot parbcutardy person-
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nel costs. The pressure to reduce these ilems
was so great that an analysis of the depan.
ments’ activities was conducted by the indi-
vidual technical services managers in carly
1979. Although a slight reduction was agreed
upon after some arm twisting, it was difficult
1o isolate any significant head count reduc-
tions. In u service industry, the relationship
between inputs and outputs are lacking, and
therefore the management decided that a sec-
ond analysis of its activities utilizing zBp
techniyues was necessary, The computer
operations depariment was not included dur-
ing this test run of ZBB.

The management team spent a total of
five days developing a decision package for
every activity they were responsible for
whether or not they were actively working on
them. Thus, all outstanding user requests,
program enhancements. and pet projects
were included. A total of 221 decision pack-
ages were developed, and one example is
shown in the sample form on the opposite
page. The most important sections of the
form are those that document manpower re-
quirements, expertise levels, advantages of
retaining the activity, and consequences of
climinating the activity.

The second step was to rank them ac-
cording to a priority scale. The rankings
ranged from | to 6 (see Fig. 1).

The decision line between 3 and 4
sepurates the recommended activities, (4 and
above) and those not recommended at this
time (3 and betow). If the budget is constrain-
¢d, a rank four activity would be eligible for
deletion, and, conversely. if the budget is in-
cretised, rank three activities could be added.

All ol the recommended activities
wuere summarized according ta level of exper-
tise und compared o the available staff. A
spectal graphic analysis program was written
o spread these activitics across the next 12
months o order 1o visualize the workloud
peaks. in some departments. the peak for the
immedisle future required 20 individuals,
when in fact only seven were available to do
the work . The involvement of the senior man-
agement from all user departments  was
necessary to reevaluate work requests, to re
schedule start and completion dates. and
suggest madifications to the rankings. After
receiving their aput, a presentation wus
mude to top management that indicated a 20%
devrease in personnet

The author was requested by top man-
agomest to further reduce head count in his
partnient by five people. In order to mec
thas request. ¢ listof activitdes with low rank-
ings was prepared. and it was estimated tha
up to seven positions could be eliminated 1
whorad renk 4 and § activities were repriorn.
gzed Pop munagement clected to eliminate
-t ent number of these activities to allow
- eedoction of five posibons.
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ZERO-BASE PLANNING | DEPARTMENT | ACTIVITY NO.- | &vmwm—

; e )
DEC@!ON ﬁACKAGE Programming e
TITLE S RANK | PRODUCT * PROJECT.
! ’ . CLASS ] CONTINUING
Gompuler Brl'mg Syste'n - 5 7 h

SUPPORTLEVEL ™

Standaed Raquﬂed

MANPOWER LOADING-
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COST cosT SAVINGS
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Desugn and install a new billing system
~lnat utifizes soitware physics theory,
pfoduu! pricing, ar-d natural business unit

F pnc'ng

DESIRED HESULTS (OBJECT IVES)

Be cost effective.
Change to fit evolving technology
Provide for incentive pncmg

Attaln compsltive pricing position.
-inuentove pricing will enciurage users 1o
‘adopt less expensive fechnologies.
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will requnrs a product costing system. -

;.,_
SALTERNATIVE APPROACHES

“Bilt sach computer run ulitizing a single
fysege raie

CONSEQUENCES IF ACTIVITY NOT
PERFORMED

Continuad dependency upon occupancy
time billing.
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ol manpower was greatly facititated by the
use of za8. The user depurtinents, typically
the loudest complainers of poor service and
high cost, accepted further reductions in ser-
vice levels because they parucipated in the
prioritization of activitios and benefited frem
lower charges. Management coukl. for the
fiest fime, pmmrh evalugic the cost amd
necesaity of any given activity: The activities
with i rank:ng of § were channated mostiy
becanse wi the desired reduction in postiion
hm would probably be the frise o be wdbded
shoudd the nced arise.

ZRry is typically wwed in the Bdb ot =uch
year in preparation for the annuel budeet Be
S of the tremendous ettfont reguened 5

develop decision packages, it is recommend-
ed that after the initial analysis of activities is
completed an annual update of the decision
packages be made, thus eliminating much of
the clerical eftfort, Each package should be
ranked again according to the current prior-
ities of the company.

The result of identifying and classity-
ing all activities within systems and program-
ming has been so helpful that it was decided
to maintain those packages and prepare addi-
tional ones for newly identified activities.
This process would supplement a project
initiation request procedure that controls sys-
tem change requests. Managers and staff are
encouraged to add new activities to the sys-
tem even though they might be blue-sky (in
this industry, wild ideas tend to become real-
ity within a short period of time).

The evidence of past applications of
788 indicates substantial value in the concept
of reevaluating budget programs and activi-
ties to determine relevant costs, benefits, and
alternatives, ZBB has been successfully
implemented in a growing number of service
industries. Obviously, many of these compa-
nies feel that the benefits of ZBB outweigh the
cost of increased time and effort. The benefits
include the greater understanding of how
funds are being used, increased participation
of lower management in budgeting, and
elimination of inefficient programs. How-
¢ver, because the budgeting tool involves the
costs of increased time, paperwork, and ef-
fort, the implementation decision must be
carefully considered.

z88 is not, and should not be consid-
ered, a panacea for management's budgeting
problems. The technigue should not be built
up to prinise more than it can realistically
provide. In order to apply zBB successfully,
the fullowing guidelines should be observed
carefully:

. Review the zB8 methodology
and determine its appropriatenes.

2. Analyze the need of your organi-
zation before implementing ZBB; that is, one
should ask. *'Is my organization ready for
7BB?

3. Detine resources required before
inplementation. This includes obtaining ade-
quale ~taff for the budgeting department, set-
ting up a top-management steering
committee, and appointing local budget coor-
dinator

4 Sell high-level management on
B8 advance of its implementation.

5 long-range or strategic planning
shound 2lwass precede ZBB.

¢ Developazas method. including
creview procedure. tailored to your orgam za-
tion’s enviconnient.

7. Allow adequate time for traiming
gt geesannel and users.

% Communicate o all levels of

SFRPTEMBI R 10 178
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management the objectives and goals, and
provide clearer assignment of responsibility
for justifying cxpenditures and setting prior-
ities.
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Test ZBB in 4 single department
before implementing it throughout the orga-
nization.

10. Link z8B to existing financial
control systems, providing effective and
timely management reports.

1. Encourage all levels of manage-
ment partictpation. especially top manage-
ment’s cooperation and commrtment. &
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