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CITY COUNCIL 
AGENDA REPORT 

 

Subject: COUNCIL MOTION – IMPLEMENTATION OF ZERO-
BASED BUDGET POLICY 

 
Recommendation(s): 
 
On December 17, 2012 Councillor MacKay provided notice, in accordance with 
Section 22 of the Procedure Bylaw 35/2009 that he intended to bring forward the 
following motion.   
 
On January 21, 2013 Councillor MacKay indicated he was not prepared to bring 
the motion forward at that time and requested that it be moved forward to the 
January 28, 2013 Council meeting. 
 
In order for Council to debate the motion it must be formally moved. 
 
(Councillor MacKay) 
That the City of St. Albert implement a zero based budget policy similar to other 
municipalities like Airdrie, Alberta. 
 
Attachment(s): 
 
1. Administrative Backgrounder 
 
 
Report Date January 22/13 
Originating Department Legislative Services 
Prepared by: B. Gaskarth  
Approved by J. Jennax, GM, CSS 
City Manager Review P. Draper, City Manager 
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Administrative Backgrounder 
Implementation of Zero-Base Budget Policy 

 
 
On December 17, 2012, Councillor MacKay provided notice of the following motion: 
 

That the City of St. Albert implement a zero base budget policy similar to 
other municipalities like Airdrie, Alberta. 

 
BACKGROUND: 
 
Zero Based Budgeting (ZBB) is essentially a budgeting process that asks managers 
to build a budget from the “ground up”, starting from zero.  ZBB has had a long and 
sometimes controversial history in the public sector, as an organization’s entire 
budget needs to be justified and approved, rather than just an incremental change 
from the prior year.  Past patterns of spending are not considered. 
 
Zero-Base Budgeting Theory 
 
According to the Government Finance Officers Association (GFOA), ZBB requires 
that an organization is first divided into “decision units” – the lowest level at which 
budget decisions are made.  Decision units can be formed based on functional units, 
outcomes, or programs.  Detailed descriptions and evaluations of all activities within 
each decision unit are then prepared, including alternatives to current service levels 
and spending plans necessary to achieve the decision unit’s goals.  This information 
is used to create “decision packages” which show marginal spending level 
differences that represent varying levels of effort and cost. 
 
There should be at least three decision-packages for each decision unit, including: 
 

• A ‘base’ package, which represents the minimum level of resources needed 
for the service to remain viable. 

• A ‘current service’ package, which describes what resources are required to 
continue to offer the level of service currently provided. 

• An ‘enhanced’ package, which describes the resources required to expand 
services beyond current levels. 
 

Each decision package includes detailed information on inputs needed to provide the 
service, such as funding or personnel.  Decision packages also include performance 
measures that express the impact of the package on service levels. 
 
Completed decision packages are then ranked from top to bottom within each 
organizational unit.  They can also be gathered and ranked on an organizational 
basis, but this is uncommon due to the amount of documentation required - it is 
easier for a department to rank decision package options than for a chief executive 
to rank packages across departments. 
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Advantages of Zero Base Budgeting 
 
Advantages to ZBB are noted to include: 
 

• Most comprehensive means to manage a budget - all spending is scrutinized, 
and allocations are reviewed based on the perceived value to the 
organization rather than history; 

• Provides top management a better insight into the detailed workings of 
departments, and can increase organizational collaboration; 

• Clearly differentiates service level options and shows the impact of different 
service levels (through performance measures);  

• Promotes the finding of cost-effective ways to improve operations; and 
• Provides a detailed plan for the inputs necessary to provide those service 

level options; and 
• Generally assists an organization in making decisions regarding the quantity 

and quality of its programs and services, and measuring the efficiency of 
those programs and services (which are two key elements to any budgeting 
process). 

 
Drawbacks of Zero Base Budgeting 
 
Disadvantages to ZBB are noted to include: 
 

• A high time commitment (and therefore cost) required to develop, review, and 
rank decision packages from every level of management.  Over 60% of the 
municipalities that were dissatisfied with their use of ZBB note it as being “too 
much work for the benefits it produced”;1 

• Amount of required information and documentation can be overwhelming; 
• Many programs and services are not well-suited to annual re-examination, as 

spending is either in relation to fixed obligations, legislated requirements, or 
other external constraints.  Justifying every line item each year can be 
problematic for departments with intangible outputs, as is often the case for 
public-sector organizations; 

• ZBB requires that well defined, robust performance measures be in place; 
• Perception that ZBB is an approach to pursue budget ‘cuts’ can encourage 

managers to become risk averse, which could influence the quality of the 
decision packages provided; 

• Requires specific and additional employee training, due to increased 
complexity; 

• ZBB does not provide a structured method for considering an organization’s 
long term priorities (which is another key element of any budgeting process) 
or whether the organization should deliver a service in the first place; rather, it 
is driven largely by managers’ perceptions and preferences. 

 

                                                      
1 Government Finance Officers Association. (2012). Zero-Base Budgeting, Modern Experiences and Current 
Perspectives.  Retrieved on January 9, 2013 from www.gfoa.org/downloads/GFOAZeroBasedBudgeting.pdf. 
Location: public website. 

http://www.gfoa.org/downloads/GFOAZeroBasedBudgeting.pdf
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Zero-Base Budgeting in Practice 
 
The City of Airdrie was specifically referenced in the notice of motion.  Based on 
information provided by Airdrie’s Financial Services Department, the City in fact does 
not currently use a pure zero-base approach.  However, Airdrie does support more 
of a zero line item model (described below), and is undertaking a program review in 
the coming years.   
 
In general, the “pure” version of ZBB appears to be very rare in practice, particularly 
in a public sector context.  In fact, the pure practice of ZBB has been in decline for 
years.  Many finance officers indicate that, while they have considered the method, a 
determination was made that it isn’t appropriate for their municipalities.  This is 
supported by a recent GFOA poll2 which found similar results among communities 
across Canada and the United States, and that only two municipalities in a sample of 
413 use pure ZBB.  Furthermore, according to the US National Conference of State 
Legislatures, “no state government has ever found (pure zero base budgeting) to be 
feasible”, and those that have approved it have used “a much modified form”.3 
 
If the City were to implement a ‘pure’ zero base budget approach, each cost centre 
could potentially be considered a decision unit, which would mean there would be 
190 decision units and hundreds more decision packages for analysis.  
Unfortunately, the wholesale implementation of ZBB would likely become an 
administrative burden and counterproductive to the efficiencies / savings that 
Administration and Council would desire. 
 
Alternative Approaches 
 
Considering the difficulty in implementing pure ZBB, there are a number of budgeting 
methods that provide alternatives for consideration, including (but not limited to): 
 

• Zero Line Item Budgeting - departments are given a blank budget request 
form with zeros filled in for each line item (i.e. start from zero) and use 
detailed inputs, but the ZBB decision package approach is not required. 

• Service Level Budgeting – departments use the ZBB decision package 
approach, but place less emphasis on the detailed estimates of inputs used 
for zero-line item budgeting. 

• Zero Based Review - requires that reviews be conducted outside the budget 
process, and takes a longer term perspective than ZBB by examining how 
services align with priorities.  Takes a phased approach to the reviews. 

• Priority Based Budgeting - this is an approach currently practiced by 
numerous municipalities, and formally recommended by the GFOA.  The 
underlying philosophy is that a government should invest / align resources in 
areas that will support its stated objectives. 

                                                      
2 Government Finance Officers Association. (2012). Zero-Base Budgeting, Modern Experiences and Current 
Perspectives.  Retrieved on January 9, 2013 from www.gfoa.org/downloads/GFOAZeroBasedBudgeting.pdf.  
3 National Conference of State Legislatures. (1995). Fundamentals of Sound Budgeting Practices. Retrieved 
on January 10, 2013 from 
www.ncsl.org/IssuesResearch/BudgetTax/FundamentalsofSoundStateBudgetingPractices/tabid/12653/Defa
ult.aspx. 

http://www.gfoa.org/downloads/GFOAZeroBasedBudgeting.pdf
http://www.ncsl.org/IssuesResearch/BudgetTax/FundamentalsofSoundStateBudgetingPractices/tabid/12653/Default.aspx
http://www.ncsl.org/IssuesResearch/BudgetTax/FundamentalsofSoundStateBudgetingPractices/tabid/12653/Default.aspx
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City’s Current Budget Process 
 
The current budget process at the City of St. Albert follows a mixed approach, 
whereas the current service level is used to develop the base budget, and 
departments are encouraged to find savings in their areas each year to ensure 
minimal tax increases to residents.  While not a true zero-base approach, the City’s 
approach is also not associated with true incrementalism - in fact, the approach 
would be closest to the Priority Based Budgeting model described above. 
 
The City’s 2013 Budget process is a good example of this approach in practice: 
 

• In establishing the proposed Budget, Administration reviews all lines of the 
City’s budget and considers where revenues or expenses require adjustment 
to maintain core services.  

• Administration also develops business cases based on the new resource 
requirements to either maintain or enhance services.  These business cases 
are based on Council’s goals and priorities, and the cascading of those 
priorities to business plans at the departmental level.   

• The Budget is finally presented as two components: what is needed to 
maintain current service levels (and the corresponding impact on the tax 
rate), and what is proposed for new or enhanced service levels (and the 
corresponding impact on the tax rate).  Again, only those business cases that 
support Council’s priorities were brought forward.  

 
Conclusion / Recommendation 
 
Municipalities across Canada require budget methods that maximize their ability to 
maintain fiscal restraint and efficient, effective delivery of programs and services.  The 
challenge for each municipality is to select the approach that will provide the highest 
value to its organization and within its context.   
 
Yet, similar to other budget reforms that promise to bring more rationality and 
comprehensive decision-making to budgeting, ZBB has its limitations.  It’s complexity 
and high cost, particularly in relation to its benefit, is an issue.  
 
Administration therefore recommends that the City’s Priority Based Budgeting approach 
be maintained, but enhanced where necessary.  This would include stronger / clearer 
linkages to Council’s priorities, and to the programs and services offered by the City.  
Note that, over the course of 2013, the City’s strategic planning process is scheduled 
to be refined which will also improve this connection.   
 
 
 
Report Date:  January 10, 2013 
Department: Financial Services & City Manager’s Office  
Author: Travis Peter, Strategic Initiatives and Govt Relations Manager 

Ed Kaemingh, Financial Operations and Reporting Manager 
General Manager Review: Anita Ho, Chief Financial Officer 
City Manager Review Patrick Draper 
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