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Benefit-Cost Analysis

L Project Evaluation

A.

Feasibility Tests

1. Engineering feasibility - performs funetion?
2. Economic feasibility - benefits > costs?

3. Financial feasibility - sufficient funds?

4. Political feasibility - approval secured?

3. Social feasibility - users in favor?

6. Environmental feasibility - No laws broken?

Economie Feasibility

1. Need for government in w.r. planning
a. Overcome allocation deficiencies
b. Coordinate multi project systems
e. Provide financial resourees

2. Problems with govt.
a. Lack of market incentives
b. Political motivation - “pork barrel*

3. Solution - B/C analysis
a. Foree ohjective evaluation
b. Encourage improved fund allocation



[

C. Defining Benefits and Costs

1. First define goal(s) and alternative actions
a. Benefits measure effectivenes of action
b. Costs measure effectiveness of sacrificed

aetion

2. Differences in B/C analysis and private firm
analysis:

a. Publie viewpoint incorporates all costs and
all benefits. External economies/diseconomies
need evaluating.

b. Discount rate may be lower than that used
by private firms.

¢. Government planner should try to evaluate
true economic worth of input and output.

d. Govt. planner must dirive equivalenit market
values through demand analysis.

D. Benefit-Cost Categories - 4 main elasses:

1. Tangible (market) benefits - those resulting
from consequences to private parties which
can be assigned monetary value.

a. Primary benefits - value obtained from project-
produced goods and serviees. pedce {00 dpmege
Direet benefits - acerued to those who put -

project output to its intended use. Jj:éi‘:_::‘”m

Indirect benefits - realized economie slso bedits
consequences of technological external ...
effects.

Land-enhancement henefits - when more
productive land use is made possible
(other than direct benefiis)



b. Secondary benefits - value added to activities
influenced by the project through
economic rather than technological
linkages.

“Stemming-from* henefits - linkages that
inerease the net income of those wheo

process project output. (#tr wt LT - tadhn (oI T

“Induced-by*® benefiis - result from
backward production linkages that
inerease income for those providing goods
and services. [ . ot onla oo i it

c. Employment benefits - increased enployment
from new jobs created.

d. Public benefits - other goals achieved and
evaluated by value judgements or relative
desirability.

2. Intangible (exiramarket) Benefits - cannot be
assigned monetary value, eg. health
improvements, env. aestheties, historic
preservation.

3. Project Construction - requires private parties
to bear cosis as well as realize benefits.
Benefits - costs = net bemnefit

a. Associated costs - private investment to
produce or utilize project output.
b. Induced costs - adverse consequences of
project construction, eg. cost of downsiream
flood control.

4. Cost of Project Installation - placed in
denominator of BRC ratio. Includes
construction cost, O0&M, and replacement.
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II. Benefit-Cost Measurement - use “with-and-without””
principle. bo 1 14 = et boy |4+

C.

A.

Direct Primary Benefits

1. Market value of output
2. Cost of producing output by alternative (least-
costly)

Indirect Primary Benefits

1. Develop checklist of potential project
technological external effects and assess each
ones then sum resulis for total benefit.

2. Estimate on the basis of % of direct benefits.

Land-Enhancement Benefits

1. Develop substantial evidence that Iand use
will ehange.
2. Evaluate extent of echange.

Secondary Benefits

1. National - include with primary benefits.

2. Regional, state or local - additional BAC ratio.

3. Include explanation of secondary benefits in
planning reporis.

Employment Benefiis

1. Wages paid to those otherwise unemployed.
2. Increase in wages to those underemployed.
3. New invesiment opporiunity

4. Input-output analysis



.

K.

™

J.

K.

Income-Redistribution Benefits - Establish, by tax
bracket,

1. Cost of project among those providing funds te
pay for project

2. Money spent on installation, and

3. Tangible efficiency benefits.

Other Public Benefits - depends on type of benefit.
Finno e A‘.I»ﬁ'ﬁ/ Profurhy fmtes

Intangible benefits - Documentation. / . ..c./

Associated and Induced Costs - depends on type.
HM

Project Installation Costs - Includes construection,

engineering/adminisiration, right-of-way,

easements, relocations, ete.

O&M, Replacement - Includes personnel,
equipment, supplies, energy costs, etc.

Value of Benefit-Cost Analysis

A.

B.

C.

Project formulation

Adequacy of Measurement

Reasons for Using BAC

1. Restrains abuse of political process

2. Promotes scientific understanding of physieal
and social problems

3. Helps broaden repayment base
4. Helps obtain dependable repayment contracts

5. Helps make public districis and special taxes
more palatible.



