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■■ Financial costs are incurred at the beginning of year 1 and year 2, and opportunity costs are 
incurred at the end of year 1 and year 2.

■■ Benefits are incurred at the end of each year.

■■ The real discount rate is 2%.

Table 17.1

Cost-Benefit Analysis of Attending Master’s of Public 
Administration Program

Year

Costs Benefits: Extra 
Earnings ($)

Net Benefits 
($)

Present Value 
(PV) ($)Financial ($) Opportunity ($)

  0  – 20,000 – 20,000 – 20,000
  1  – 20,000 – 50,000 – 70,000 – 68,627
  2 – 50,000 – 50,000 – 48,058
  3 10,000 10,000 9,423
  4 10,000 10,000 9,238
  5 10,000 10,000 9,057
  6 10,000 10,000 8,880
  7 10,000 10,000 8,706
  8 10,000 10,000 8,535
  9 10,000 10,000 8,368
10 10,000 10,000 8,203
11 10,000 10,000 8,043
12 10,000 10,000 7,885
13 10,000 10,000 7,730
14 10,000 10,000 7,579
15 10,000 10,000 7,430
16 10,000 10,000 7,284
17 10,000 10,000 7,142
18 10,000 10,000 7,002
19 10,000 10,000 6,864
20 10,000 10,000 6,730
21 10,000 10,000 6,598
22     10,000 10,000 6,468
Net present value (NPV)     $20,479

Using the data, the student conducted the CBA, and the results are shown in Table 17.1. The 
student listed the impacts of attending the program indexed by time. She then calculated the net 
benefit for each year and discounted the net benefits to their present values at the decision point. 
She added the present values of the net benefits, as in common financial analysis, to obtain the 
NPV of the decision to attend college. As shown in the table, the NPV is positive and is more than 
$20,000. Given the positive NPV and based on economic considerations, she decided to attend 
the local university’s MPA program.

The NPV is recommended as the primary criterion in CBA. Alternative criteria are also avail-
able and are frequently used in practice. Two theoretically sound criteria other than NPV are 
benefit-cost ratio and internal rate of return. Although not recommended as the primary criteria 
for CBA, they are important and warrant further discussion.

Benefit-Cost Ratio
The benefit-cost ratio (BCR) expresses the total benefit and the total cost of a program in a 

ratio format. It is intuitive to understand and easy to implement. A BCR of greater than 1 indicates 


