OVERVIEW OF ZERO-BASED BUDGETING

What is Zero-Based Budgeting?
Zero-Based Budgeting is a method in which budgets are built around what is needed for each new budget cycle.  All expenses must be justified based on importance and priority. 
Why Zero-Based Budgeting?

Currently, we do not have the best understanding of how and why we are allocating resources in support of DHR’s mission and objectives.   

What are Key Steps to Zero-Based Budgeting?
1. Determine / Define  “must do’s” (services that DHR is required to provide based on state and federal mandates)
2. Determine / Define  “should do’s” (supports DHR’s strategic goals including fiscal accountability) 
3. Determine / Define “nice to do’s” (activities that feel good but are not necessary ) 
4. Prioritize the above categories
5. Estimate the cost of each service or activity needed to support  “must do’s, should do’s and nice to do’s”

Key questions to ask when evaluating “should do’s; must do’s and nice to do’s” 
1. How can we measure the effectiveness of this service or activity? 
2. Are the objectives of this service or activity linked to a strategic goal?

3. Are there less expensive or more effective ways to deliver this service or activity

4. What would happen if there was no funding for this service or activity?

Advantages of Zero-Based Budgeting
1. Financial resources are allocated based on needs and benefits.
2. This process encourages managers to find cost effective ways to improve operations.
3. It ensures that allocations support DHR’s mission and objectives.
Challenges of Zero-Based Budgeting
1. Managers must have thorough understanding of budgeting process.  

2. Every expenditure must be validated with appropriate documentation.
3. The process requires significant time to ensure accuracy and effectiveness. 
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