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Definition of Cost-Benefit Analysis (CBA)

A structured methodology of forecasting and 

comparing the anticipated costs and benefits of 

alternative courses of action in order to identify the 

most effective manner of achieving a stated goal 

or objective



Purposes of CBA

1. To determine if a policy or investment decision is 
feasible (i.e., do the associated net benefits exceed 
the associated net costs of a policy or investment 
decision?)

2. To provide a basis for comparing projects. It 
involves comparing the total expected cost of each 
option against the total expected benefits to see 
whether the benefits outweigh the costs and by 
how much.

Source: Army CBA Guide and OMB A-94



Characteristics of Cost-Benefit Analysis

ÅDecision support tool (informs, but does not decide)

ÅPredicts effects of actions under consideration for:
ÅAddressing a problem or challenge

ÅPursuing an opportunity

ÅQuantifies financial impacts and business benefits (e.g., 
cost savings, performance improvements)

ÅConsiders nonfinancial and nonquantifiable impacts

ÅIncludes risk analysis

ÅFocus is to find the optimal solution

ÅSupports decision making, not end allé



WHY CBA?



Key Reasons for CBA

ÅResource constraints increase focus on stewardship 
of dollars

ÅCBA strengthens ability to properly manage 
requirement and resourcing processes

ÅKey to providing accurate and complete information 
to decision makers

ÅSECDEF mandates use of CE/CBA to support 
resource-informed decision making



Army CBA Memo

Department of Army 
has directed that all 

unfunded 
requirements and new 
or expanded program 

proposals be 
accompanied by a 

thorough cost-benefit 
analysis

Undersecretary of the Army and the Vice Chief of Staff of the Army



DOD CBA Memo

Secretary of Defense



Key Principles and Concepts

ÅTerminology
ÅCBA, BCA, EA, cost-effectiveness analysis

ÅNet present value (NPV) and related outcome measures

ÅElements of CBA
ÅPolicy rationale or problem statement

ÅExplicit assumptions

ÅEvaluation of alternatives

Å Who does and when?

Å Eight-step model



Key Federal Sources for CBA Guidelines

ÅOMB Circular A-94

ÅGAO Cost Estimating and Assessment Guide 
(GAO-09-3SP)

ÅArmy Cost-Benefit Analysis Guide

ÅAF Manual on Economic Analysis

ÅOMB Circular A-11, Supplement to Part 7: 
Capital Programming Guide


