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Cost Benefit Analysis as a
tool to evaluate projects
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Nepal Bank Limited

Abstract:

with the help of an example.

Planning is necessary to achieve any predetermined goals and objectives. Development planning enables the countries to
use the scarce resources in efficient way among the various alternatives. Development planning also helps the countries
to stabilize the economy even in recession and depression conditions .It not only include infrastructure development
like transportation projects but also development of social aspects such as education projects. Among various tools and
techniques of evaluating investment projects of development planning, Cost Benefit Analysis (CBA) is very important and
frequently used method of evaluating the projects. This paper discusses about the CBA, its methods, uses and limitations

Key Words: CBA, Shadow Prices, Discount Rate etc.

Introduction of Development
Planning:

Planning is an essential and pivotal
means of guiding and accelerating
economic growth. No any economy can
achieve higher economic growth without
implementation of effective planning
system. Developing planning is a way
of rationally using the available scarce
resources of a country to attain pre-
determined socio-economic objectives
of the economy in systematic way. It
is concerned with the development
of a society or a nation as a whole.
Development planning is an organized,
conscious and continual attempt to
select the best available alternatives
(means) for achieving pre-determined
specific goals. It is a complex and
multi-dimensional phenomenon; which
establishes the relationship between
means and ends.

The concept of development planning
was first introduced by the then Soviet
Unionin 1928 AD. Soviet Unionwas least
affected at the time of great depression
of 1930’s due to implementation of
development planning. Development
planning is neither socialism nor
capitalism nor the state intervention; it
is simply a technique or development
tool to attain the pre-determined
socio-economic goals of the nation.
Development planning is a deliberate
governmental attempt to coordinate
economic decision making over the
long-run and to influence, direct and
control the level and growth of the
nation’s principle economic variables

to achieve a predetermined set of
development objectives.

Introduction of CBA as a Tool of
development Planning:

Cost-Benefit Analysis (CBA) is a tool
to judge a project under development
planning by quantifying costs as well as
benefits of marketable or pecuniary and
non-pecuniary consequences. CBA
estimates and totals up the equivalent
money value of the benefits and costs
to the community of projects to establish
whether they are worthwhile. These
projects may be dams and highways
or can be training programs and health
care systems.

The concept of CBA was initiated by
French engineer com economist A. J.
Dupitt in 1848 AD through consumer’s
surplus. One of the problems of
CBA is that the computation of many
components of benefits and costs is
intuitively obvious but that there are
others for which intuition fails to suggest
methods of measurement. Therefore
some basic principles are needed as
a guide. But it is very important tool to
evaluate the development as well as
social projects. As example of evaluating
social projects is explained below:

Evaluation of Education Project:

e There are pecuniary as well
as non-pecuniary benefits of
education projects which must
be considered while evaluating
education projects.

* In case of primary and secondary
education projects there are the

following three objectives:
+  Expand the coverage
* Improve the score of the students
*  Reduce recurrent education cost

For all the above objectives, it is not
necessary to conduct CBA because
they can be evaluated by using CE
(cost effectiveness) or WCE (weighted
cost effectiveness).

* In case of secondary education
projects: CE, WCE and CBA all
can be done. Especially for labor
supply prospect from supply of
graduate CBA is mostly applicable.

. In case of University level, it is
mostly correlated with the labor
prospect, so CBA is applicable.

Categories of cost in education

project:

1. Personal cost: It includes the
expenditures made on full time
staff, part time employees,
consultants and volunteers. (If
wage can't reflect economic cost of
the services, we should attempt to
find the opportunity cost).

2. Physical facilities cost: It includes
the expenditures made on class
rooms, administrative cost,
recreation grounds etc. except
machineries and tools. (In case of
donated land, its cost should be
included if it has alternative use).

3. Equipments and materials cost:
it includes the expenses like
furnishing, instructional equipments
(computers, projectors), materials




(papers, markers). Donated
materials cost should also be
included if it has alternative cost.

Clint Inputs cost: It includes
the expenses like direct outlets
transportation to school, uniform
(if provided by the project itself),
Parent’s time to school, student’s
time etc.

Other  costs:  Utilities  cost,
insurance charge, maintenance
cost, trainings and research
expenses.

Benefits in education project:

1.

In-school benefits: gain in the
efficiency of the education project.

Out-of-school benefits:
Improvement of the income
earning skills of the students and
externalities, social benefitaccruing
beyond project beneficiaries’.

Education project aims to increase
the productivity over life time.

Its evaluation process includes :-

a) Estimating the relevant age
earnings profiles to obtain the
increment in each age.

b) Discounting the stream of

incremental earnings to the
time to graduation using an
appropriate discount rate.

Conclusion:

Cost-Benefit Analysis (CBA) estimates
and totals up the equivalent money
value of the benefits and costs to the
community of projects to establish
whether they are worthwhile. These
projects may be dams and highways
or can be training programs and health
care systems and other investment
Projects. The impact of a project
is the difference between what the
situation in the study area would be
with and without the project. This that
when a project is being evaluated the
analysis must estimate not only what
the situation would be with the project
but also what it would be without the
project. Comparison of with and without
projects helps to measure the actual
costs of projects and the benefits of the
projects. If net benefit of the project is
positive, the project is accepted and
if net benefit is negative the project is
rejected. Even though this tool has so
many problems regarding evaluation
of projects but it is very important gate
pass for success projects.
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