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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
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

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,

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
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

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

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
capable of delivering and sustaining these results remains a bit of a mystery for many executives.
sometimes causing companies to avoid the process as an option for improving productivity. What
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-basedusing 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

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
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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.

time to embed a new cost-management culture into any organization, the setup and rollout of a

During the initial setup, a central coordination team develops deep visibility into costs and sets
systems and processes are in place for the detailed reporting, governance, and performance

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

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.

visibility, aligned incentives, and a rigorous process—form a comprehensive cost-management tool

example, when zero-based budgeting is applied to variable costs (such as cost of goods sold or
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
crucial to its success. Eliminating unproductive costs allows the company to be redirected to more
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.

simply building a budget from zero. World-class zero-based-budgeting programs build a culture of
at all levels of the organization, aligned incentives, and a rigorous and routine process. Zero-based
redirected to more productive areas that will drive future growth.
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