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ormally, top management includes the
Chief Executive Officer (CEO) and the
individuals directly reporting to him.
However, it may be extended to include
the  entire executive cadre in an organi-

sation, for the purpose of ZBB. Top management  may
be defined as the CEO and his key lieutenants, financial
controller and budget  officer etc. Sometimes, ZBB may
be introduced in a particular department only.  The head
of that department may decide to go it alone. Then he is
deemed to be  top management for the purpose of ZBB’s
implementation in his department.

It should be clarified at the very outset that ZBB is
not merely a technique of  Budgeting It is a planning
technique. It is a tool for decision-making. Therefore,
the ultimate authority for planning and decision-making
and also the responsibility,  for the same can’t rest with
the controller or budget officer. It has to be shouldered

by the key executives. That is why the total commitment
and active support of  top management becomes a criti-
cal input for the success of ZBB in any  organisation.

Mere support of a key Executive cannot make ZBB
successful. It has to become  part of organisational cul-
ture through training and persuasive marketing of the
concept itself. Where it comes at the initiative of the top
executive and does not  percolate to the down level, it is
likely to be given up after the exit of the top  executive.

Case  
Shri V.P.Singh, when he was Finance Minister

of India, declared that ZBB will  be introduced for
Government of India’s budget. The idea became
dead as  soon as he resigned as Minister of Finance.
Again he made this announcement  when he
became the Prime Minister. The Govt. itself col-
lapsed before the  concept could be marketed.  

IITTSS  RROOLLEE  IINN  ZZBBBB    
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in concept marketing down to the level or  rank and file
in the organisation. They have to arrange for training. A
task force  has to be constituted by them. For this, they
have to identify right people with  right type of motiva-
tion. They should avoid forcing the technique on unwill-
ing  people. To gain willing acceptance of people at all
levels in the organisation for  this change is a big chal-
lenge before the Leadership of the top management.

When idea comes first from outside the organisation
or from some other person in  the organisation, the com-
mitment of the top management becomes essential for
its  introduction. Thus, whatever may be the source of
this idea, top management’s  acceptance of its need in the
organisation is essential.

The top management’s commitment does not sim-
ply means a memoranda  is issued  under the signatures
of Top Management announcing the introduction of
ZBB in  the organisation. It is much more than this paper
formality. It includes the  following :  

(1) Top Management’s deep faith in objective allocation
of scarce resources  instead of divide and rule strate-
gies and subjective allocation of resources.  Is top
management committed to bid a good-bye to organ-
isational politics,  flattery, threats, intrigues etc. ?  

(2) Top management must be ready and willing to spell
out clearly and precisely the Corporate policy, strat-
egy and goals which would be needed for formula-
tion of decision packages and their ranking.  

Case
Ph.D. thesis at Department of Industrial and

Business Management, South  Gujarat University,
Surat inl985 revealed that in India, hardly 10%
Companies have defined Corporate Policy, strate-
gies and goals in a  formal manner. This is a big con-
straint in the successful implementation of ZBB in
India’s Corporate Sector. 

(3) Top management must have a strong will to manage.
Lot of changes would  be indicated by ZBB process.
Some activities would have to be eliminated  or pruned.
Vested interest groups would create lot of problems
for the top  management. Everything cannot be
changed in a single go. The top  management will have
to decide when what should be changed and in which
sequence and through what way. All these decisions
will be very crucial for  the success of ZBB. Mature
judgment and strong will to tackle the vested  interest
groups will have to be applied by top management.

Case  

Maharashtra State Government introduced
ZBB with a bang in eighties.  It was detected that
50,000 class IV workers were redundant. However,
no decision could be taken due to lack of political
will to take tough  decisions.  

(4) Training research and development should get due
priority. Objective  performance evaluation, career
advancement, team spirit and group  motivation and
loyalty to the organisation are to be ensured by top
management. Without all this, mere introduction of
ZBB cannot held much.  

(5) The key executives will be required to take personal
stands on vital but  controversial issues. They will
have to defend their stand at several forums.  Why
and how of a proposal will have to be explained con-
vincingly. The staff  may provide background infor-
mation through the development of decision  pack-
ages. However, the task of defending a controversial
choice has to be  performed by top management. It
cannot be delegated, decisions are to be  taken and
defended by the top management only. All this
requires active  involvement of top management.  

(6) Those on the age of retirement or having a limited
tenure on deputation or contract service, elected rep-
resentatives, etc. lack a will to manage or a strong  will
to take tough decisions. Normally soft states are unfit
to take hard  decision. Similarly, when an organisation
is facing crisis situation like  liquidation, demand reces-
sion etc., the time may not be appropriate to  introduce
ZBB. If organisational culture is like that of a country-
club or  social club and decision aversion and intrigues
are rampant, then the  organisation is not fit for intro-
duction of ZBB. Here the top management has  to do
self-appraisal of self-introspection and take necessary
steps to create a  conducive organizational climate for
successful introduction of ZBB.

Case

Most of the PSU’s in India could not introduce
ZBB because they were  being considered for
divestment and disinvestment. Lack of stability at
top management, sickness and talk of rehabilita-
tion through downsizing,  VRS, etc. and undue
political interference and corruption, over  central-
ization of authority have been cited as major rea-
sons for non-  introduction or failure of ZBB in
Public Sector of India.
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QQUUEERRIIEESS  TTOO  BBEE  AANNSSWWEERREEDD    
The top management should answer the following

queries carefully to ascertain whether they are ready for
the introduction of ZBB in their organisation. 
(1 ) Do you have a management team that operates with

openness and takes well- delivered decisions ? If not,
are you ready to develop this type of team ? 

(2) Are you capable of providing forceful leadership to
win active support of middle level managers for
ZBB?  A newly appointed CEO, or one nearing
superannuation age, or one on  deputation or con-
tract appointment for a short period is not capable or
providing this type of Leadership. He should not
think of introducing ZBB  in an organisation.  

(3) Are you ready and willing to develop a statement of
Corporate strategic plan with specific goals ?  Those
CEO’s who are busy with Crisis Management, short
term cost reduction  plans and adhochism dare not to
introduce ZBB in their organisations. First  put off
the fire and then think about a long term and basic
change like ZBB.

(4) Are you willing to plan and decide beyond mere cost
reduction and other similar short-term strategies ? In
other words, are you willing to develop your company
through innovation by all levels of management? 

(5) Are you committed to insist on the best only ? If a
decision package contains  inferior alternatives or
vague cost-benefit analysis, are you committed to
insist that it be re - worked ?  

(6) Are you ready to take decisions under uncertainty
and review your decisions objectively ? 

(7) Are you in a position to trust your ranking commit-
tees and rank and file managers ?  Lack of trust
reflected through questioning their decisions fre-
quently may  lead to information and analysis over-
dosing culminating into paralysis  through excess
analysis.  

(8) Do you have about half a dozen key people with
above average I.Q. who  may be assigned to a start-
up task force to successfully launch ZBB in your
organisation ? Can you afford to spare them for this
task in the beginning ?  Alternatively, are you ready to
hire the services of such persons specially for  this
purpose ?A sick company may not be able to do so.
Hence, ZBB in beyond its reach.  

(9) Are you ready and willing to learn and unlearn in this

process of change ? 

(10) Do you have concept marketing skills necessary to
win willing acceptance  of the new technique in your
organisation ? Are you ready and willing to  devote
necessary time for this activity ?  

(11) Since ZBB cannot offer readymade procedure solu-
tions, it involves  innovative process demanding
good deal of imagination, analytical skill  and dis-
crimination power for good judgment and perspec-
tive. Open  deliberations, debates and defences are
also involved. Are you ready and  willing to devote
extra time and energy for this ?

(12) Are you ready to manage without divide and rule, flat-
tery, groupism, lobbying etc. ? Are you ready to share
information and elicit information for better decisions?
Do you have self-restraint needed in this process ? 

(13) Are your ready and willing to spend additional time
and money in the beginning on training and develop-
ment needed for this new technique ? Do you have
patience to wait for its healthy impact on bottom line? 

(14) ZBB process is sure to bring to light unknown talents
and weaknesses in the  organisation. Are you ready
and willing to recognise, promote and adequately
reward the merit of your people objectively and
afford a chance to remove  weaknesses in a human
way for all round development through innovation,
commitment and loyalty ?

In sum, commitment, involvement, and will to
develop through innovation and  change and a strong
will to manage are essential inputs for the success of ZBB
which top management has to provide. When willing
acceptance by middle level  and lower level cadres is
added to this, the success of ZBB is almost guaranteed.

SSAATTIISSFFYY  CCOONNCCEERRNNSS  AANNDD  RREEMMOOVVEE  MMIISSCCOONNCC--
EEPPTTIIOONNSS  AABBOOUUTT  ZZBBBB

There are certain reservations, concerns and also
strong objections are expressed about zero base budget-
ing.  The name itself leads to some misconceptions.
‘Zero’ is taken to be a danger signal  for elimination of
resource allocations which frightens several managers.
To ignore  or forget the past and start from the scratch is
also a difficult proposition. This  should be stated very
clearly that if the word ‘zero’ leads to misconceptions, let
it   be called ‘Objective Budgeting’. It gives all managers
equal chance to compete  for resources allocation on
objective basis of merit of the proposals. When we  take
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new birth, we forget our old life history. If some one does
not, then the  present life becomes very difficult. In the
same way, every budget should address  to the future
rather than looking too much in the past. This is precisely
what ZBB  effects. A departmental manager with good
decision packages has a chance of  increase of his share
in scarce resources through. It does not aim at ‘elimina-
tion’  but better allocation decisions.

It is generally often commented that what is there in
ZBB which cannot be done by  a good management
without it. Why should we devote additional money and
time  on it ? Here it should be emphasized that ZBB gen-
erates contingency plan  automatically. Time and money
to be spent on reworking budgets during the  financial
year are saved. Across the board cuts with their adverse
behavioural  responses are automatically avoided. Thus,
ZBB offers unique flexibility of  adjustment to the man-
agement at no extra cost. This is readily available on the
basis of decision packages already ranked. Deferment or
new approval decisions  can be quickly taken whenever
the need arises. This is not possible in any other  budget-
ing process.

Under ZBB, minimum level of effort is sometimes
interpreted wrongly. Suppose,  at organisation’s level of
effort for the next year will be 75% of that achieved this
year. This is sometimes interpreted to presume that all
the budget proposals would  be cleared for atleast75% of
this year’s actual expenditure. Unfortunately, this  is a
serious misconception about ZBB. Infact 75% mini-
mum level fixed for the  organisation refers to total
resource allocation. This is not applicable to each  indi-
vidual decision package. That 75% of the sum asked for
in a decision package  will be sanctioned in a serious mis-
conception. It may be accepted or deferred as  a whole.
This depends on its ranking. But, however, 75% of it will
not be  approved in any case.  

It is a fact that the ZBB does not eliminate the pos-
sibility of giving wrong ranks  deliberately. However, we
should note that ZBB provides for an inbuilt system of
checks and balances against this human weakness.
Firstly, if the rank and file  managers come to realise that
there is a provision of an informed and objective  review
at higher levels of management, then it should act as a
deterrent against  such activities. Secondly, each deci-
sion-package and its rank are linked to  corporate plan
goals, policy and strategy. Ask the rank and file managers
to explain  this linkage precisely. This should be suffi-
cient safeguard against such mis-adventures to misguide
top management. No manger should like to run the risk
of  looking a fool in the eyes of the Review committees.

There is a serious disagreement on the frequency of
ZBB. Should all the decision  packages be prepared de-
novo every year or only a few selected be subjected to
Zero Base Review every year. Answer to this question
would depend upon the  nature of organisation activity.
If it is a dynamic and fast-changing environment  then
ZBR every year cannot be avoided. If this is not the case,
the Zero-Base  Review of selected activities every year
may be allowed after the process has  stabilised.
However, it should not be forgotten that ZBB involves a
process of  thinking and deliberation which is very essen-
tial for innovation.

It is generally believed that ZBB is applicable to staff
activities where lot of  discretionary decision packages
may be developed. It has no application where  manage-
ment has no discretion. In the case of legally mandatory
or already  committed programmes this cannot be
applied. Here it should be noted carefully  that line activ-
ities may appear to fall outside the domain of ZBB at first
sight.  However, careful thought will reveal that manage-
rial discretion is available in the  matter of line activities
also. For example, product-mix decisions, input-mix
decisions, choice of the level of output and sales, distrib-
ution channel decisions,  selection of market segment,
choice of media etc. provide ample scope for  manager-
ial discretion., Thus, ZBB can play a selective role in line
activity areas  also. Further, the discretion in staff activi-
ties cannot be exercised in complete    isolation. An inte-
grated view of the whole organisation has to be taken for
proper ranking and decisions on approval of decision
packages.  Time and money to be spent in the initial
stages of ZBB and the time lag involved  in cost and ben-
efits in terms of bottom line act negatively. This becomes
a forceful  argument against introduction of ZBB or for
subsequent abandonment of it. This  concern is a gen-
uine one. Training and development may be introduced
in a  phased manner. In the beginning paper work over-
load may be reduced by asking  the people to detail out a
preferred approach in decision packages. Gradually  they
may be trained to state alternatives and then justify their
choice of the  alternative in a decision package. Phasing
out depends on resources and  environment of an organ-
isation. You have to adjust the speed of your vehicles
according to the conditions of road, vehicle, traffic and
weather in order to ensure  safe journey. There is a strong
resentment amongst employees against ZBB that it
leads to lay off or cut off. Here it should be made clear
that unutilised, underutilised  or misutilised manpower,
if allowed to prolong will invite liquidation of the  organ-
isation. In order to avoid this eventuality, the ZBB can be

THE CHARTERED ACCOUNTANT DECEMBER 2003674

MMAANNAAGGEEMMEENNTT



linked to manpower  planning, development and reha-
bilitation programme at prior time. Development
through innovation will surely create more job opportu-
nities and promotional  avenues. Since, this is a very sen-
sitive issue, the top management should take into  confi-
dence all the concerned parties. ZBB should not be used
as a tool of lay offs  and cut backs only.

ZBB should include a group bonus system for inno-
vative decision packages and  their successful implemen-
tation. Individual incentive system will harm the process
of innovation. Hence it must be avoided. However,
without proper motivation,  ZBB may become a don-
key’s load and is bound to fail. Therefore, ZBB must be
accompanied by a strong motivation plan.

Most strong objection to ZBB comes from the side
of Accounting and finance experts. They evaluate it in
terms of immediate cost implications only. Benefits are
distant and generally intangible whereas costs are imme-
diate and obvious. It  takes time to have the benefits in
terms of improved bottom line. It would be  necessary
that they are re-oriented suitably in ZBB technique. They
should be  helped to appreciate that it is a planning and
development tool rather than a control  tool. Its linkage
with Corporate plan and goals is important. For short
term purposes,  the approved decision packages be
incorporated in the accounting system and be  made sub-
ject to usual financial controls. The deferred decision
packages be kept  in pending file for follow-up action.
These may serve as a basis for contingency  financial
plan. No across-the-board financial cuts be allowed to be
imposed. It  should go in order of ranking of decision
packages. It should not be advisable to  attempt at re-
writing the chart of accounts to track along decision
packages from  the very beginning. It would be a very
costly affair and, perhaps, would jeopardize  the ZBB
effort itself.

The objection of excess paper work may also be met
by simplifying decision package  formats as per the needs
of a specific organisation. The ranking may also be  mod-
ified to concentrate the effort around selective decision
packages nearing the  level of affordability. Extensive
review of legally mandatory packages and  packages of
obvious merit may also be dispensed with. Formulation
of decision  packages and their review may be made
selective wherever feasible. However,  the urge to reduce
paper work should not lead to dilution of ZBB with a
danger of  reverting to the traditional budgeting
approach. Paper work be accepted as a cost  of innova-
tion and informed decisions.

The start-up phase always has some teething trou-

bles. Tender care, pursuasion,  faith and determination
of top management will be needed to pass through this
phase successfully. The quality of any plan depends upon
the quality of people  who manage it and who use it. This
is true about ZBB also. In some cases, top  managemen-
t’s support, commitment and involvement are lacking. In
other cases,  top management expects miracles to be per-
formed immediately and moves very  fast. In most of the
cases, old habits of top management may try to inflate
the  proposal as usual or ranking maybe manipulated.
Decision packages may not be  properly formulated. All
these are managerial problems which are to be solved by
management decision and action. It is advisable to keep
in view the following principles in order to avoid or min-
imize teething troubles of ZBB :  
(1) Ensure top management’s commitment and

involvement,

(2) Ensure organisational goals statements, 

(3) Set clearly the goals of ZBB itself. Remember that
ZBB is not an end in itself,  

(4) Review the organisations strengths and weaknesses,

(5) Obtain requisite staff for task force to implement
ZBB in an organisation, 

(6) Ensure cooperation of all levels of management
through proper training and marketing of the new
technique. Answer all objections convincingly and
remove misconceptions carefully.  

(7) Ensure efficient Review procedure for decision
packages,  

(8) Adopt the process to the needs of the organisation, 

(9) Review the programme after the trial period is over,  

(10) Devote sufficient time, 

(11) Avoid quacks and short cuts. Be in touch with peo-
ple at all levels. Ensure free and frank discussions.  

(12) Ensure timely feed back to decision packages for-
mulations, 

(13) Don’t expectmiracles. Avoid speed ups and sudden slow
down. Have patience for seeing ROI improvement. 

(14) Maintain your cool. Do not get provoked. Avoid
frustration. Note that if the  General surrenders
then war is lost. Absorb setbacks and improve the
efforts.  All those concerned with ZBB should con-
tinuously evaluate everything on  the basis of what,
why and what else.  

(15) ZBB should lead to better decisions rather than
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mere better analysis,  appraisals and discussions.
Concerns, misconceptions and error of opinions
should be resolved through pursuasion, argued
with logic and facts based  on experience. The top
management has to note that ZBB may fail on
account  of either or both of the two basic reasons :

(a) Failure to manage behavioural responses to
ZBB,  

(b) Lack of thorough knowledge of the technical
and procedural aspects of ZBB as a tool of
planning and decision making. 

In both these reasons, major responsibility is to be
discharged by top management.  It should be properly
appreciated that ZBB, to be successful would require
integration of economic concept of efficient allocation
of resources on competing  alternatives and manage-
ment by objectives. Resource allocation decisions are to
be taken by top management and corporate objectives
are also to be specified by  top management. Corporate
objectives are to be made clear to all levels of  manage-
ment for their integration with decision packages and
their ranking. Final  decisions to be taken by top man-
agement must also be strictly based on this  integration.
Otherwise the whole purpose of ZBB will get defeated.
Thus, the role  of top management becomes very critical
in the successful operation of ZBB.

In fact, ZBB proceeds along the lines of scientific
decision process of modern  management. For example,
ZBB and decision making steps are more or less  com-
mon like identifying the decision problem, developing or
searching various  alternatives, analysing various alterna-
tives, selection and justification of a particular  alterna-
tive through system analysis, cost-benefit analysis and
consideration of  non-financial factors. Technical, man-
agement and financial aspects are to be  considered.
Priority is to be determined in the light of corporate
goals. An  integrated view of the whole organisation has
to be taken. There are two  possibilities: (a) The appreci-
ation of the fact that ZBB is nothing new but just  blend-
ing of the well-known concepts of economics and mod-
ern management, may  lead to complacency and over-
simplification, or (b) The over-obsession with  integra-
tion of various basic concepts may lead to unmanageable
situation and  frustration from the very beginning. Both
the extreme possibilities should be  carefully avoided by
top management. Management without proper deci-
sions has  no existence and proper decisions mean well
reasoned, well introduced logical  and relevant decisions,

we mean clear linkage of decision with corporate objec-
tives.  ZBB is an aid to informed judgement the quality of
which will determine success  or failure of top-manage-
ment. If this fundamental truth is appreciated, then it will
help management in avoiding both the extreme situa-
tions.

Finally, the success of ZBB hinges on top manage-
ment’s capacity to take hard  decisions. ZBB should not
be used as a mere show-piece. It is not a tool of control
also. Informed decisions are the sine qua non of good
management and that is  what ZBB stands for.

Case of Successful Implementation of ZBB  
President Jimmy Carter of the U.S.A. could imple-

ment ZBB due to his strong  commitment to ZBB as
Leader. He marketed the concept effectively as a tool  for
better allocation/deployment of resources rather than a
tool of  retrenchment. As Governor of State of Georgia,
he could cut administrative  cost by 50% with the help of
ZBB. He facedintense opposition from bureaucrats  and
politicians. But, however, with forceful leadership, per-
suasiveness and  objectivity, he could convince them
about gains of combining good economics  with good
politics. India will need presidential form of Govt. and an
effective  leader as President to make ZBB successful for
Union Budget. ■
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RBI’s Circular dated 13th September, 2003

issued to all Commercial Banks (except RRBs

& LABs) on “Accounting of legal expenses

incurred by banks in suit filled accounts”.

The Reserve Bank of India vide its circular no.

DBOD.BP.BC.24/21.04.018/2003-2004/dated

13th September, 2003 has issued guidelines for

accounting legal expenses in suit filed

accounts. The matter may be seen in detail from

the websites of the Institute www.icai.org.


