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LAST year, the Government announced that
it was implementing a zero-based budgeting
(ZBB) system for all ministries and
departments, with the aim of reducing
wastage and curbing corruption.
What is ZBB and how is it different from
traditional budgeting? What would be the
effect of this system on businesses in
Malaysia, and what will it mean for the
future of finance and accounting education?
CPA Australia head of external affairs Paul
Drum explains, “As the name suggests, ZBB is
a budgeting technique where all expenses
must be justified from the ground up,
meaning that zero is the starting point.
Organisations then build their budgets
around what is needed for certain periods
rather than simply relying on what was done
in past budget periods.”
Chief executive officer of The Malaysian
Institute of Certified Public Accountants,
Novie Tajuddin, says, “It is a method of
budgeting that is based purely on the
functions and activities the organisation
would like to achieve in a given financial
year, and everything within the budget must
be justified. To implement it, the organisation
needs to formulate its corporate strategy,
which will later be translated into action
plans.
“The budget is prepared based on action
plans and activities, not historical events. In
other words, there is no element of an
incremental budget, unlike the traditional
budgeting principle.”

Undeniably effective strategy
There is a reason more and more global
companies, including Diageo, Kraft Heinz,
Unilever and Mondelez International, are
switching to a ZBB system.
According to research conducted by
Accenture Strategy, of the 85 largest global
companies that have implemented this
budgeting system, 91% have met or exceeded
their targets.
As for the benefits ZBB may have for
Malaysians, Drum clarifies, “It is important
that the best use is made of scarce and
sometimes finite resources of the
Government. Since all costs are granularly
justified in the ZBB process, the main
benefits are that it allows more flexibility in
budgetary allocation and reduces funds
wastage.
“It will thus have many positive benefits –
from keeping taxes lower than they may
need to be otherwise to improving the
services people expect from the
Government.”

Starting from scratch

ZBB has helped many an organisation adapt to modern ways of doing business, which takes into account the nitty-gritty and not just the big
picture.
Similarly, Novie expresses optimism
about this new budgeting system and thinks
it will benefit Malaysia’s economic condition
immensely.
“I believe that changing the budgeting
system to ZBB will have a positive impact
on us. As all cost and expenditure must be
well justified, it will provide clarity to the
Government on the optimum budget
required to boost the country’s economy.
“With budget optimisation, more funds
can be allocated for development and
injected into the economy. With the spread
of this impact, various sectors will benefit
from the funds.”
Novie believes reviewing the budget from
time to time will further strengthen the
optimisation exercise and unused parts of
the budget can be reallocated to other
sectors that need more funding.
He says this will help avoid unnecessary
spending or the trend of spending sprees
that create a negative impact on the
economy. It will equate to a better spread of
funding across sectors in the national
economy, which will be a boost to Malaysia.

Keeping the transition stable
In an article titled Anything zero-based is
all the rage. Time to separate the facts from
the hype. published on the Accenture
website, author Kris Timmermans writes,
“ZBB is not a budgeting exercise that gets
completed and everyone moves on. It is an
act of culture. A mindset that becomes so
ingrained in how people think and work that
people do it naturally. Like breathing.”
However, the first step is to successfully
implement it, which is a whole different
ballgame. Executing the transition to a new
budgeting system has its own set of
challenges.
Novie clarifies the implementation
process, “Any organisation wanting to
implement ZBB needs to start from scratch
by performing market research, identifying
new opportunities in business and
formulating a business plan.
“There is no trend analysis involved since
every single action plan must have the
budget accompanying it to justify the
funding required.”
Any kind of change requires manpower
that is skilled in driving the transition. Since
ZBB is different from traditional budgeting
system in many ways, Novie believes that
the expertise needed to guide the
implementation of this system will vary, too.
Nevertheless, he is also certain that
Malaysia has enough professionals who can
lend their expertise to implementing this
budgeting process successfully.

He says, “There are 36,000 chartered
accountants registered with the Malaysian
Institute of Accountants who would be able
to assist with the implementation.
“The Government’s initiative to increase
the number of qualified accountants in
Malaysia to 60,000 is also contributing to
the number of subject matter experts in the
nation.”

The future of education
With this new budgeting system in place,
there is a need for experts knowledgeable
in ZBB. There are certain aspects that need
to be updated in accounting courses in
Malaysia to ensure that future accountants
are knowledgeable and can successfully
plan and implement ZBB.
“Since ZBB does not rely on history and
trend analysis and is more forward-looking,
strategic planning and corporate strategy
are key elements in future accounting
courses in Malaysia. This includes a
scenario-planning and strategic-planning
approach which is flexible and can be
adapted to any given scenario,” says Novie.
“This is to ensure accountants are not
just keeping the books and being compliant
but also to be more anticipative and
proactive.”
With so many positive changes, including
the Government’s implementation of ZBB, it
is not only the future of the economy, but
also that of accounting education in
Malaysia that looks promising.

How things can change

The soft implementation of ZBB in certain government sectors has given rise to the need for
experts in the matter. Higher education institutions are expected to answer this call.

Zero-based budgeting (ZBB) varies from
the traditional budgeting method in
several ways. Some of the key differences
are as follows.
l ZBB, unlike traditional budgeting,
is up to date and based on the current
situation rather than the past.
l It takes cost effectiveness into
consideration.
l ZBB considers that individual
departments can bring in profits.
l It offers much better clarity in fund
allocation and expenditure as all budgeted
items are justified.
l It is based on a holistic approach and

considers the entire organisation rather
than just looking at funds from an
accounting perspective.
l It is more strategic in the sense that it
considers business plans and takes into
consideration the growth factor of an
organisation.
l Unlike traditional budgeting methods,
which are usually fixed annually, ZBB
takes a situational approach.
l It is far more detailed than traditional
budgeting, which is often considered a
disadvantage of ZBB as it takes a lot of
time, effort and resources to plan and
execute.

