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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
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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 OM84A
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Characteristics of Cost-Benefit Analysis

A Decision support tool (informs, but does not decide)

A Predicts effects of actions under consideration for:

A Addressing a problem or challenge
A Pursuing an opportunity

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

A Considers nonfinancial and nonquantifiable impacts

A Includes risk analysis

A Focus is to find the optimal solution

ASupports decision making, not
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Key Reasons for CBA

A Resource constraints increase focus on stewardship
of dollars

A CBA strengthens ability to properly manage
requirement and resourcing processes

A Key to providing accurate and complete information
to decision makers

A SECDEF mandates use of CE/CBA to support
resource-informed decision making
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Army CBA Memo

Department of Army
has directed that all
unfunded
requirements and ne

or expanded progra
proposals be
accompanied by a
thorough costbenefit
analysis

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

DEPARTMENT OF THE ARMY
WASHINGTON DC 20310

DEC 30 2009

MEMORANDUM FOR PRINCIPAL OFFICIALS HEADQUARTERS, DEPARTMENT
OF THE ARMY

SUBJECT: Cost-Benefit Analysis to Support Army Enterprise Decision Making

1. As Army leaders, we must be responsible stewards of the funds entrusted to our
care. This is particularly true now, as we strive to meet the challenges of persistent
conflict in an era of constrained resources. We must make the best possible use of our
limited funds and ensure that no significant resource-related issue is decided without a
thorough review of its costs, its projected benefits, and the trade-offs that might be
required to pay for it. In our decision making, we need to supplement professional
experience and military judgment with solid data and sound analytical techniques.

2. Toward this end, we are directing that each unfunded requirement and new or
expanded program proposal submitted to the Secretary of the Army, Chief of Staff,
Army, Under Secretary of the Army or Vice Chief of Staff, Army, be accompanied by a
thorough cost-benefit analysis (CBA). This must identify the total cost of the proposal,
the benefits that will result, the bill-payers that would be used to pay for it, and the
second and third level effects of the funding decision. The net result of the CBA should
be a strong “value proposition” — a clear statement that the benefits more than justify the
costs and required trade-offs. CBAs will be prepared using the attached template and
reviewed and approved by the Deputy Assistant Secretary of the Army for Cost and
Economics (DASA (CE)).

3. These measures will enable us to make better resource-informed decisions and will
contribute to the Army’'s overall mission effectiveness.

4. The POC for this action is Mr. Stephen Bagby, the DASA (CE). He can be reached
at 703-692-1722.

Peter W. Chiarelli Joseph W. W, ph

General, U.S. Army Under Secretary of the Army
Vice Chief of Staff

Enclosure
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THE SECRETARY OF DEFENSE
1000 DEFENSE PENTAGOMN
WASHINGTON, DC 20301-1000

DEC 27 2010

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
DEPUTY CHIEF MANAGEMENT OFFICER
ASSISTANT SECRETARIES OF DEFENSE
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE
DIRECTOR, OPERATIONAL TEST AND EVALUATION
DIRECTOR, COST ASSESSMENT AND PROGRAM EVALUATION
INSPECTOR GENERAL OF THE DEPARTMENT OF DEFENSE
ASSISTANTS TO THE SECRETARY OF DEFENSE
DIRECTOR, ADMINISTRATION AND MANAGEMENT
DIRECTOR, NET ASSESSMENT
DIRECTORS OF THE DEFENSE AGENCIES
DIRECTORS OF THE DOD FIELD ACTIVITIES

SUBJECT: Consideration of Costs in DoD Decision-Making

‘On August 9, 2010, I directed that any new proposal or initiative, large or small, be it
policy, program, or ceremony, come with a cost estimate. To implement this plan, the Director, -
Cost Assessment and Program Evaluation, working with the military departments, established a
Cost Guidance Group to develop guidance, methods, and tools that assist DoD employees in

estimating costs associated with Department’s business activities.

As of December 1, 2010, the resulting guidance and support tools have been made
available on an internal DoD website (https://www.cape.osd.mil/costguidance/} to any DoD
employee who has a Common Access Card. The site includes a tool that calculates the
appmxtmat:: costs associated with preparing and pubhshmga study or report. This tool is

to imp: the ency of costs with reports and studies sponsored or
prepared b)' the Department. The web site also i cls for cal COSts
iated with 1 a d a con.feren::e, a X hnsting a
or hosting a DoD-related event or In addition, the website i guidance for
performing business case analyses and ooonomlc analy on prop d ct to Department

policies or programs.

1 urge you to begin using these tools now. I amdlrecung that, effective Februxry 1, 2011,
all of these tools be used to costs with the afi ioned
in the Depariment. Afier this date, every new proposal or initiative shall come with a cost
estimate, and every report or study shall include the cost of that study on the front cover.

&

Secretary of Defense
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Key Principles and Concepts

A Terminology
A CBA, BCA, EA, cost-effectiveness analysis

A Net present value (NPV) and related outcome measures
A Elements of CBA

A Policy rationale or problem statement
A Explicit assumptions
A Evaluation of alternatives

A Who does and when?
A Eight-step model
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Key Federal Sources for CBA Guidelines

A OMB Circular A-94

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

A Army Cost-Benefit Analysis Guide

A AF Manual on Economic Analysis

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



