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1.0 SUMMARY

1.1. This report sets out the main points to take into consideration when thinking about progressing a Zero Based Budgeting model within the Council.
1.2. In January, 2006, CIPFA produced a short paper on the process of Zero Based Budgeting, and this has been listed as a background paper as some of it has been used in the construction of this report.

2.0 RECOMMENDATIONS

2.1. That the Committee discuss introducing ZBB on a phased basis – looking at less complex areas and those areas of service that are truly discretionary.  This could be achieved by linking in to the work plan of the Business Change Team as they work through their own work programme.
3.0 BACKGROUND

3.1. Zero Based Budgeting (ZBB) is an approach to budgeting that starts from the premise that no costs or activities should be factored into a forthcoming budget just because they were included as part of a budget from a previous period.  Therefore, all elements of the new budget must be considered and justified.  In its purest form, ZBB involves the preparation of budgets on the assumption that the organisation is starting out afresh in the new planning period.  
3.2. However, CIPFA consider that this tool is usually used most effectively where the activities involved are wholly or mainly discretionary.  Services which are wholly or mainly statutory will benefit less from such a process.
3.3. There are also different categories of cost that ZBB can more easily be applied to.  Many budget heads can be continued from one year to the next simply because that particular activity has been carrying on at a similar level for a number of years.  This could include items such as repairs, equipment, and maintenance costs.  However, applying the process to areas of the Council’s business without taking into account existing staffing levels (which is what the process is designed to do) will have consequences for staff levels in individual areas.
4.0 PROCESS
4.1 The process should be applied to activities that are stand-alone – for example, if a decision is taken to stop a particular activity, will that decision affect other activities?
4.2 The first decision is which areas of the Council to look at under ZBB.  The activities to be looked at need to have clearly defined objectives, and measurable outputs and outcomes wherever possible.  These outputs and outcomes will need to tie in with those from the Single Outcome Agreement and the Corporate Plan that the Council will commit to in the near future.
4.3 Taking the defined outputs (ie what level of activity – quantity and quality), the input resources need to be quantified to deliver the stated outputs.  

4.4 The outputs will be affected by what is required as a statutory function, the current level of service, and any local preferences on the level of service being delivered over and above any statutory minimum.  Options for looking at which level of service that the Council wants to deliver will need to be identified.
4.5 Options then need to be evaluated against a set of measurement tools to rank them in order of importance.

4.6 The ranking then leads to an allocation of resources.  The most important activities are funded, while the least important either receiving nothing or a reduced allocation.
4.7 CIPFA have referred to the benefits of ZBB as being:

· questioning accepted beliefs
· a focus on value for money

· clearly linking budgets and objectives

· involving managers, possibly leading to better communication and consensus
· an approach to changing circumstances

· a possible route to better resource allocation

4.8
The disadvantages of using ZBB are:

· it adds to the time, paperwork and effort involved in the budget process
· there may be some services for which it could be difficult in identifying suitable performance and decision criteria – if so, how can they be ranked?
· questioning current practice can be seen as ‘threatening’ – careful management is essential

· there may be uncertainty about costs and resources of options other than current practice

· a prioritising process can be highly political

· extensive training would be required in the techniques to be employed

5.0 CONCLUSIONS

5.1. Successful use of ZBB relies upon the effective involvement of all budget holders.  It also requires that the Council’s objectives are determined and clearly stated – as these will be required to score options.
5.2. In practice, if ZBB were to be progressed, then it could be introduced on a phased basis – perhaps concentrating on less complex areas to start with.  It could also be directed more at areas of service that are truly discretionary.

5.3. The Council already has experience of progressing a ZBB for a large service.  The Waste Management budget was re-costed afresh for 2004/05, when the local landfill site at Black Devon closed, and at that time the Council had to consider options involving neighbouring Councils as well as the private sector.  Three options were presented to Council, and the cheapest of the three was chosen.  Members of the Scrutiny Committee will be aware that the monitoring reports for the current year have included a £250k shortfall in the Waste Management budget – showing that a ZBB exercise in itself will not guarantee the absence of overspends.

6.0 SUSTAINABILITY IMPLICATIONS

6.1. None


7.0 FINANCIAL IMPLICATIONS

7.1.  None directly from the process itself, other than training costs estimated to bearound £5,000 for Council-wide application.
7.2.
Declarations
(1)
The recommendations contained within this report support or implement Corporate Priorities, Council Policies and/or the Community Plan:

·      Corporate Priorities (Key Themes) (Please tick  MACROBUTTON UncheckIt ()
Achieving Potential





 MACROBUTTON CheckIt (
Maximising Quality of Life





 MACROBUTTON CheckIt (
Securing Prosperity





 MACROBUTTON CheckIt (
Enhancing the Environment





 MACROBUTTON CheckIt (
Maintaining an Effective Organisation




 MACROBUTTON CheckIt (
· Council Policies  (Please detail)

· Community Plan (Themes) (Please tick  MACROBUTTON UncheckIt ()

Community Safety     





 MACROBUTTON CheckIt (
Economic Development





 MACROBUTTON CheckIt (
Environment and Sustainability





 MACROBUTTON CheckIt (
Health Improvement





 MACROBUTTON CheckIt (
(2)
In adopting the recommendations contained in this report, 

 MACROBUTTON CheckIt (
the Council is acting within its legal powers. (Please tick  MACROBUTTON UncheckIt ()

(3)
The full financial implications of the recommendations contained
 MACROBUTTON CheckIt (
in this report are set out in the report.  This includes a reference
to full life cycle costs where appropriate. (Please tick  MACROBUTTON UncheckIt ()
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