
Companies often shy away from the method because they 
fear it or believe it means “budgeting from zero.” In reality, it’s a 
structured process that can build a culture of cost management.

As many companies watch growth in sales, general, and administrative costs outstrip 

increases in revenue, controlling expenses has become an even greater priority. As a result, 

executives are under ever-increasing pressure to deliver productivity improvements, and almost 

all companies have sought to reduce costs, whether through traditional programs, such as 

RXWVRXUFLQJ��R̆VKRULQJ��DQG�VWUDWHJLF�VRXUFLQJ��RU�RWKHU�RQH�R̆�FRVW�UHGXFWLRQ�HYHQWV��%XW�LQ�PDQ\�
cases, these are still not enough. Executives need bigger savings that can be sustained over time. 

Unfortunately, the typical approach to identifying cost-reduction opportunities—examining 

RSHUDWLQJ�H[SHQVHV�LQ�WKH�DJJUHJDWH²LV�SRRUO\�VXLWHG�WR�GULYLQJ�UHDOL]DEOH��ODVWLQJ��DQG�VLJQL¿FDQW�
EHQH¿WV��7KH�¿QGLQJV�DUH�RIWHQ�WRR�KLJK�OHYHO�WR�OLQN�WR�WKH�DFWLRQV�UHTXLUHG�WR�XQORFN�WKH�VDYLQJV��
0RUHRYHU��PDQDJHUV�FDQ�DYRLG�DFWLRQ�E\�UHIXWLQJ�WKH�XQGHUO\LQJ�GDWD�RU�FLWLQJ�XQLTXH�EXVLQHVV�
QHHGV��*LYHQ�VXFK�FRQVWUDLQWV��ZKHQ�VDYLQJV�DUH�UHTXLUHG��H[HFXWLYHV�RIWHQ�IHHO�WKH\�KDYH�QR�FKRLFH�
EXW�WR�VODVK�DQG�EXUQ��PDNLQJ�DUELWUDU\�EXGJHW�FXWV�ZLWKRXW�DQ\�FKDQJHV�WR�WKH�XQGHUO\LQJ�ZRUN��
regardless of how prudent or sustainable those choices may be. 

Fortunately, there is a sustainable alternative to cost management that is appropriate for many 

companies: zero-based budgeting. We have heard of many versions of zero-based budgeting, 

LQFOXGLQJ�WKH�OLWHUDO�LQWHUSUHWDWLRQ�RI�WKH�ZRUGV��³D�WHFKQLTXH�IRU�EXLOGLQJ�D�EXGJHW�IURP�]HUR�́ �
:KLOH�WKDW�LV�FHUWDLQO\�D�IXQGDPHQWDO�SDUW�RI�WKH�SURFHVV��RXU�H[SHULHQFH�KDV�VKRZQ�WKDW�H̆HFWLYH�
zero-based budgeting is much more than that.

Five myths, five realities 

Zero-based budgeting is a repeatable process that organizations use to rigorously review every 

GROODU�LQ�WKH�DQQXDO�EXGJHW��PDQDJH�¿QDQFLDO�SHUIRUPDQFH�RQ�D�PRQWKO\�EDVLV��DQG�EXLOG�D�FXOWXUH�
of cost management among all employees. A world-class zero-based-budgeting process is based on 

developing deep visibility into cost drivers and using that visibility to set aggressive yet credible 

EXGJHW�WDUJHWV��7KH�DQQXDO�EXGJHWLQJ�SURFHVV�GRHV�LQ�IDFW�VWDUW�IURP�]HUR�DQG�LV�YHU\�GHWDLOHG��
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VWUXFWXUHG��DQG�LQWHUDFWLYH�LQ�RUGHU�WR�IDFLOLWDWH�PHDQLQJIXO�¿QDQFLDO�GHEDWH�DPRQJ�PDQDJHUV�DQG�
H[HFXWLYHV��7KURXJKRXW�WKH�\HDU��PXOWLSOH�RZQHUV�DUH�WDVNHG�ZLWK�PDQDJLQJ�SHUIRUPDQFH�DQG�
FRQWLQXLQJ�WKH�KHDOWK\�GHEDWH�RQ�FRVW�PDQDJHPHQW��7KURXJK�QHZ�V\VWHP�DQG�SURFHVV�FRQWUROV�DQG�
DOLJQHG�LQFHQWLYH�SURJUDPV��DOO�HPSOR\HHV�PDNH�FRVW�PDQDJHPHQW�D�SDUW�RI�WKHLU�GDLO\�URXWLQH�

2QH�FRPSDQ\�UHFHQWO\�UHDOL]HG����SHUFHQW�VDYLQJV�LQ�LWV�RSHUDWLQJ�EXGJHW�ZLWKLQ�WKH�¿UVW�IRXU�
months of a new zero-based-budgeting program. In this instance, immediate savings came from 

increasing visibility into labor costs and executing new approval thresholds to control demand for 

FRQWUDFW�ODERU��UHODXQFKLQJ�SURFXUHPHQW�LQLWLDWLYHV�WR�UHQHJRWLDWH�SULFHV��DQG�FKDQJLQJ�³PDNH�
YHUVXV�EX\´�GHFLVLRQV��0RUH�WKDQ����SHUFHQW�RI�WKH�VDYLQJV�ZHUH�VWUDWHJLFDOO\�UHLQYHVWHG�LQ�QHZ�
WHDPV�DQG�VDOHV�VWD̆�ZKR�VSHQW�DOO�WKHLU�WLPH�ZLWK�FXVWRPHUV��:KLOH�WKLV�FRPSDQ\�FKRVH�WR�
reinvest those savings in the customer-facing parts of the business, other companies use the 

savings to fund and therefore amplify the next wave of productivity. And, of course, some let the 

savings fall to the bottom line.

When properly implemented, zero-based budgeting can reduce sales, general, and administrative 

FRVWV�E\����WR����SHUFHQW��RIWHQ�ZLWKLQ�DV�OLWWOH�DV�VL[�PRQWKV��-XVW�KRZ�]HUR�EDVHG�EXGJHWLQJ�LV�
capable of delivering and sustaining these results remains a bit of a mystery for many executives. 

7KH�RSDTXHQHVV�RI�WKH�WHUP�DQG�WKH�GLUH�WRQH�RI�PHGLD�VWRULHV�RQ�WKH�VXEMHFW�FDQ�EH�LQWLPLGDWLQJ��
sometimes causing companies to avoid the process as an option for improving productivity. What 

IROORZV�LV�DQ�DWWHPSW�WR�H[SORUH�VRPH�FRPPRQ�P\WKV��GHEXQNLQJ�WKHP�DQG�KLJKOLJKWLQJ�KRZ�D�
well-run zero-based-budgeting program can drive sustainable impact in leading organizations.

Myth one: Zero-based budgeting simply means building your budget from zero 

Reality: Zero-based budgeting is a repeatable process to build a sustainable culture of cost 
management. 
 
Zero-based budgeting is much more than building a budget from zero. World-class zero-based-

EXGJHWLQJ�H̆RUWV�VXFFHVVIXOO\�EXLOG�FXOWXUHV�RI�FRVW�PDQDJHPHQW�WKURXJKRXW�WKH�RUJDQL]DWLRQ�E\�
using a structured approach to facilitate cost visibility, cost governance, cost accountability, and 

aligned incentives. Fortunately, the culture shift isn’t left to chance. We believe that there is a 

proven, step-by-step approach to implementing successful zero-based-budgeting programs, and 

ZKHQ�WKLV�LPSOHPHQWDWLRQ�LV�GRQH�ZHOO��WKHVH�SURJUDPV�PDNH�FRVW�PDQDJHPHQW�D�SDUW�RI�WKH�ZD\�
HYHU\�HPSOR\HH�ZRUNV�RQ�D�GDLO\�EDVLV��

Myth two: Implementing zero-based budgeting requires cutting ‘to the bone’ 

Reality: The degree of cost reduction is based on the company’s top-down target. 
 

Although very little has been written recently about zero-based budgeting, the published content 

that exists often associates it with cutting costs to the bone, using any means necessary (for 

H[DPSOH��HOLPLQDWLQJ�PLQL�UHIULJHUDWRUV�LQ�ṘFH�NLWFKHQV�WR�VDYH�HOHFWULFLW\���:KLOH�WKLV�PD\�



VRPHWLPHV�RFFXU��LW�LV�E\�QR�PHDQV�QHFHVVDU\��6LPSO\�SXW��WKH�GHJUHH��DQG�DJJUHVVLYHQHVV��RI�HDFK�
FRPSDQ\¶V�FRVW�FXWWLQJ�UHÀHFWV�WKH�VL]H�RI�LWV�WRS�GRZQ�VDYLQJV�WDUJHW��)RU�LQVWDQFH��LQ�WKH�PRVW�
DJJUHVVLYH�VLWXDWLRQV��ZH¶YH�VHHQ����SHUFHQW�UHGXFWLRQ�WDUJHWV�LQ�\HDU�RQH�YHUVXV�RWKHU�VLWXDWLRQV�
WKDW�DLP�IRU����SHUFHQW�UHGXFWLRQ�WDUJHWV�ZLWK�DQ�DJUHHPHQW�WR�UHLQYHVW�KDOI�RI�WKDW�LQWR�PRUH�
SURGXFWLYH�DUHDV��WKHUHIRUH�RQO\�WDNLQJ���SHUFHQW�WR�WKH�ERWWRP�OLQH��

Myth three: Zero-based budgeting will overwhelm your business and prevent it 

from doing anything else  

Reality: Initial rollout of a new zero-based-budgeting program can be led by a central team and 
completed in four to ten months. 
 
5HFHQWO\��RQH�H[HFXWLYH�ZH�PHW�ZLWK�VDLG��³,�VLPSO\�FDQQRW�D̆RUG�WR�DVN�WKH�HQWLUH�FRPSDQ\�WR�VWRS�
ZKDW�WKH\¶UH�GRLQJ�IRU�WKH�\HDU�WR�LPSOHPHQW�]HUR�EDVHG�EXGJHWLQJ�́ �7KH�LGHD�WKDW�WKH�SURFHVV�
UHTXLUHV�GHGLFDWHG�IRFXV�IURP�HYHU\�HPSOR\HH�IRU�D�\HDU�RU�PRUH�LV�VLPSO\�QRW�WUXH��:KLOH�LW�WDNHV�
time to embed a new cost-management culture into any organization, the setup and rollout of a 

QHZ�]HUR�EDVHG�EXGJHWLQJ�SURJUDP�KDV�PXFK�PRUH�OLPLWHG�UHTXLUHPHQWV�� 
 

During the initial setup, a central coordination team develops deep visibility into costs and sets 

GHWDLOHG�VDYLQJV�WDUJHWV�IRU�WKH�QH[W�EXGJHWLQJ�F\FOH��7KDW�WHDP�DOVR�HQVXUHV�WKDW�WKH�FRPSDQ\¶V�
systems and processes are in place for the detailed reporting, governance, and performance 

PDQDJHPHQW�WKDW�D�ZRUOG�FODVV�]HUR�EDVHG�EXGJHWLQJ�SODQ�UHTXLUHV��,Q�RXU�H[SHULHQFH��WKLV�VHWXS�
SHULRG�FRXOG�WDNH�DQ\ZKHUH�IURP�IRXU�WR�WHQ�PRQWKV�DQG�LV�SULPDULO\�OHG�E\�IXOO�WLPH�VXSSRUW�IURP�
¿QDQFH�DQG��,7��ZLWK�SDUW�WLPH�LQYROYHPHQW�IURP�SUR¿W�DQG�ORVV�RZQHUV�DQG�FRVW�FDWHJRU\�RZQHUV�
across  the company. 

 

Organizations that are unsure about zero-based budgeting’s upside are well suited to pilot the 

SURFHVV��7KHUH�DUH�PDQ\�ZD\V�WR�EXLOG�WKHVH�SLORWV��HDFK�RI�ZKLFK�FDQ�EH�FXVWRPL]HG�WR�PHHW�WKH�
FRPSDQ\¶V�REMHFWLYHV��2QH�FRPSDQ\��IRU�LQVWDQFH��LV�SLORWLQJ�D�]HUR�EDVHG�EXGJHWLQJ�UROORXW�DFURVV�
LWV�JOREDO�¿QDQFH�IXQFWLRQ��7KLV�DSSURDFK�EXLOGV�FDSDELOLWLHV�ZLWKLQ�WKH�WHDP�WKDW�ZLOO�KHOS�GULYH�
WKH�SURJUDP�DFURVV�WKH�HQWHUSULVH�ZKLOH�KDYLQJ�WKH�DGGHG�EHQH¿W�RI�KHOSLQJ�WHDP�PHPEHUV�
achieve their existing budget targets. 

Myth four: Zero-based budgeting only focuses on sales, general, and 

administrative costs 

Reality: Zero-based budgeting can be applied to any type of cost: capital expenditures; 
operating expenses; sales, general, and administrative costs; marketing costs; variable 
distribution; or cost of goods sold. 
 
7KH�IXQGDPHQWDO�HOHPHQWV�RI�D�]HUR�EDVHG�EXGJHWLQJ�SURJUDP²JRYHUQDQFH��DFFRXQWDELOLW\��
visibility, aligned incentives, and a rigorous process—form a comprehensive cost-management tool 
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NLW��+RZHYHU��FHUWDLQ�DGMXVWPHQWV�QHHG�WR�EH�PDGH�ZKHQ�XVLQJ�WKLV�WRRO�NLW�LQ�SDUWLFXODU�DUHDV��)RU�
example, when zero-based budgeting is applied to variable costs (such as cost of goods sold or 

YDULDEOH�GLVWULEXWLRQ��WKH�EXGJHW�QHHGV�WR�EH�YROXPH�DGMXVWHG�LQ�PRQWKO\�SHUIRUPDQFH�UHSRUWV��
When zero-based budgeting is applied to capital expenditures, costs are categorized by discrete 

investment choices rather than types of expenses, as they are with operating expenses.

Myth five: Zero-based budgeting is not designed for growth-oriented companies 

Reality: Zero-based budgeting is successfully used by growing companies to redirect 
unproductive costs to more productive areas that drive growth. 
 

Zero-based budgeting is a powerful tool for any company, whatever its orientation. Even if the 

RUJDQL]DWLRQ¶V�SULPDU\�IRFXV�LV�RQ�JURZWK��SUR¿W��RU�WDOHQW�UHWHQWLRQ��FRVW�PDQDJHPHQW�UHPDLQV�
crucial to its success. Eliminating unproductive costs allows the company to be redirected to more 

SURGXFWLYH�DUHDV��$V�ZH�PHQWLRQHG�LQ�WKH�HDUOLHU�H[DPSOH��EDFN�ṘFH�FRVWV�FDQ�EH�UHGLUHFWHG�WR�
customer-facing activities.  

 

Zero-based budgeting is not a slash-and-burn exercise that cuts costs without regard for the 

expense. With deep visibility into costs, changes can be made to surgically cut the fat and help 

build up organizational muscle. 

=HUR�EDVHG�EXGJHWLQJ�FDQ�GULYH�VLJQL¿FDQW�DQG�VXVWDLQDEOH�VDYLQJV��EXW�LW�LV�PXFK�PRUH�WKDQ�
simply building a budget from zero. World-class zero-based-budgeting programs build a culture of 

FRVW�PDQDJHPHQW�WKURXJK�XQSUHFHGHQWHG�FRVW�YLVLELOLW\��D�XQLTXH�JRYHUQDQFH�PRGHO��DFFRXQWDELOLW\�
at all levels of the organization, aligned incentives, and a rigorous and routine process. Zero-based 

EXGJHWLQJ�IUHHV�XS�XQSURGXFWLYH�FRVWV�DQG�DOORZV�WKRVH�VDYLQJV�WR�EH�WDNHQ�WR�WKH�ERWWRP�OLQH�RU�
redirected to more productive areas that will drive future growth.
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