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NSW Government Guide to CBA (TPG 23-08)

Recently published and replaces previous Guide (TPP 17-03)

« Reading the Guide:

— “Summary of Requirements” section establishes minimum standards for CBA
— Chapter 1 is a general, conceptual overview of CBA

— Chapter 2 is a step-by-step, moderately technical guide on undertaking CBA
— The 10 Appendices contain specific, technical guidance that should generally be read as needed.
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NSW Government Guide to CBA

Key changes listed on p9

« Key updates :

— Central real social discount changed to 5 per cent from 7 per cent, with mandatory sensitivity analyses now at
3 per cent and 7 per cent.

— Mandatory requirements clearly articulated in “Summary of Requirements”.

— The Guide now lists eight steps to CBA, rather than nine (“Undertake post evaluation” now covered in other
guidance — TPG22-22) .

— Further guidance on carbon pricing and considering carbon emissions, environmental impacts and climate
risk in CBA.

— Benefit-cost ratio (BCR) formula adjusted to reduce ambiguity in its application (Appendix 7).

— More detailed technical guidance on considering risk and uncertainty (Appendix 4) and distributional analysis
(Appendix 5).
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NSW Government Guide to CBA

Updated social discount rate

* The social discount rate is based on long-term empirical benchmarks of the opportunity cost of capital
* Lowering from 7 per cent to 5 per cent reflects long-term changes in the economy
* Sensitivity analysis is mandatory at 3 per cent and 7 per cent
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NSW Government Guide to CBA

Carbon emissions

* The cost of CO2 emissions (and other emissions measured in CO2 equivalent
emissions), or the benefits of reduced CO2 emissions, should be included in CBA where
the cost or benefit is likely to materially affect the NPV and BCR.

* Technical note to NSW Government Guide to Cost-Benefit Analysis TPG23-08 sets out
carbon values to use in all CBA.

 The FY2023 carbon emissions value is the average EU ETS market spot price over the
2022 calendar year, converted to Australian dollars using the average EUR/AUD
exchange rate over the 2022 calendar year.

* The carbon emissions value (in 2022 dollars) is increased by 2.25 per cent per annum for
each year after FY2023. This escalation accounts for expected real increases in the cost
of emissions.
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NSW Government Guide to CBA

“Summary of Requirements” section added p8-9

« Mandatory requirements are clearly articulated and presented in one place, under
“‘Summary of Requirements”.

Mandatory Mandatory

. - - - o central ECR and NPV results for each option, including a breakdown of the value
When cost-benefit analysis (CBA) is required: attributed to each key cost and benefit stream
It is mandatory to undertake CBA when producing a business case to support a government o significant cos:ts and benefits that could not be quantified and an estimate of v their
funding or regulatory proposal CBA is thus required for capital, recurrent and ICT proposals with expected impact
an estimated total cost of $10 million or higher. o BCR and NPV results of key sensitivity analyses, and
Note, this cost threshold is set by Treasury’s Submission of Business Cases (TPG22-04). o key risks and distributional impacts decision-makers should consider

. CEA produced for purposes other than business cases are subject to the same requirements, but
Mandatory features of CBA: agencies may make reasonable adjustments to reflect the purpose of the CBA. For example, in
CBA in business cases is required to: some cases, such as grant programs or an ex post CBA, it may be appropriate to assess only one
) ) . I . alistic option.

s Clearly and concisely define the problem, or opportunity, that the initiative is attempting to resnshie option

address, and how it will work
+ Define a base case and present CBA results relative to the base case
* Assessat least two realistic options (in addition to the base case)

+ Estimate benefit-cost ratio (BCR) and net present value (NPV) results for the NSW referent
group for each option

s Use the central social discount rate set in the Guide (5 per cent real) to produce the central
BCR and NPV results

+ Undertake sensitivity analysis on the BCR and NPV results for key risks and for the social
discount rate sensitivities set in the Guide (3 and 7 per cent real)

+ Provide a distributional analysis of the initiative (this can be quantitative, qualitative, or a
combination of both)

+ Include an *executive summary” that summarises:
o theintended purpose of the initiative

o key features of each option and the base case
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NSW Government Guide to CBA

Updated steps to CBA

The former ninth step, “Undertake post evaluation”, is a critical activity that is separate to ex
ante CBA (see Evaluation and Business Case Guidance)

The former third step, “Ildentify and forecast costs and benefits”, has been split into two separate
steps:

» The new third step, “ Identify and describe all costs and benefits”
» The new fourth step, “ Forecast all quantifiable costs and benefits”

— The steps will not always be followed linearly in practice, but are a helpful way to think about the process
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NSW Government Guide to CBA

Benefit-cost ratio formula

T T
son= 3 e /3
- B 3t - t
L (1+7r) T (1+n)

Where: B:= Project benefits less disbenefits (if any) in year t expressed in real terms
(i.e., excluding inflation)

Ci= Project costs in year t expressed in real terms (i.e., excluding inflation)
r = Real social discount rate

T = Number of years in the analysis period

 Costs (denominator) line includes: Project (resource) costs incurred by NSW entities (primarily, but
not exclusively, NSW Government) to deliver the initiative (i.e., capital and operating costs).

« Benefits (numerator) line includes: Negative externalities (sometimes referred to as disbenefits)

- Benefits (numerator) line includes: Cost savings, for example, recurrent cost savings where
operating and maintenance costs are lower under the initiative than in the base case.
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NSW Government Guide to CBA

More detailed technical guidance included in appendices

* Considering risk and uncertainty (Appendix 4) including additional sections on:
» ‘Knowns’ and ‘unknowns’
» Simple parameter testing
» Monte Carlo Analysis

* Distributional analysis (Appendix 5) is a required part of CBA. Guidance includes:

» Steps involved in analysis

» Suggested templates for presenting analysis
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Interaction of CBA with other policies

. Business Case Guide
Review underway

Business Case
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https://www.treasury.nsw.gov.au/sites/default/files/2021-05/TPP18-06%20%20NSW%20Government%20Business%20Case%20Guidelines.pdf
https://www.treasury.nsw.gov.au/sites/default/files/2023-02/evaluation-tpg22-22.pdf
https://www.treasury.nsw.gov.au/sites/default/files/2023-03/tpg23-08_nsw-government-guide-to-cost-benefit-analysis_v2.pdf
https://www.treasury.nsw.gov.au/sites/default/files/2023-02/202302_tpg22-04_submission-of-business-cases.pdf

Evaluation Policy and Guidelines (TPG22-22):
Three components
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Evaluation TPG22-22: Structure
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When to undertake an ex-post CBA

TPG22-22: Ex-post CBA is recommended for initiatives greater than S50M or for pilot
initiatives

When the initiative Completion of
commences delivery

Post-delivery, an ex-post CBA may:

e assess Whether the initiative was a

When an initiative is underway, an ex-post CBA may: good investment

e compare the actual costs and
benefits of an initiative with the ex-
ante estimates

e inform initiative design and
forecasting of future or similar
initiatives

e forecast future benefits (if relevant)

review the total expected costs and benefits
update an ex-ante CBA in light of new data collected
assess whether outcomes and benefits are likely to continue

inform adaptive management of the current initiative (or
similar initiatives) to maximise net benefits

ES The Economic Society
of Australia




When to undertake ex-post CBA

Ex-post cost-benefit analysis (CBA) is a form of economic evaluation that takes

place after, or during, the implementation of an initiative.

e |t provides evidence of outcomes, net social benefits and value for money.

e |t should use the best available information, such as from initiative monitoring and/or outcome
evaluation

e |t can provide better information than is possible with an ex-ante CBA, as it involves actual data
as opposed to projections and forecasts.

e |t is particularly useful where ex-ante appraisal was limited or incomplete.
e Ex-ante CBA models may be adapted for ex-post assessment
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Disaster Cost Benefit Framework (forthcoming)

Building on existing CBA guidelines

Standardised methods and parameters Rapid assessment framework
= Best practice guidance to improve CBA » Rapid assessment framework for urgent
quality and comparability. response and recovery initiatives.

= Principles, criteria and qualitative assessment
definitions to assess options.

Guidance on risk and uncertainty A Flood CBA Tool

= How to consider vulnerabilities, risk and = NSW’s first published CBA tool, focused on
uncertainty for low-probability, high- flood resilience initiatives.
consequence events.

= How to report and communicate risk and
uncertainty to decision makers.
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Disaster Cost Benefit Framework (forthcoming)

Reporting full distribution of expected outcomes

BCR Distribution Statistics

BCR Histogram

2o % BCR>1 54.4%
180 % BCR<1 45.6%
v Minimum 0.11
8 120 _
Y e Maximum 4.74
GS 80 Range 4.64
L
60 Median 1.08
© Mean 1.25
20
. Standard Deviation 0.76
Kurtosis 2.34
Skewness 1.35

BCR Range
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Business Case Guidelines Review

August 2023: °J°t°'°er 2302:4"? Q2 2024:
Consultation anuary : Roadshow and
paper Drafting and training

consultation

September 2023: Q2 2024: Publication
Submissions close of document suite
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Business Case Guidelines Review — key
themes

mmmm Proportionate and scalable requirements

e How can the guidelines ensure project development reflects project scale, risk and priority?

Contemporary best practice guidance

e E.g. climate change, program business cases, risk and uncertainty

Considering the right things at the right time

e E.g. early consideration of a broad range of options, deliverability issues

— Usefulness and relevance

e Reflecting the needs of agencies and decision makers, providing tools and resources.
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Questions
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Key resources

ﬁ cee@treasury.nsw.gov.au

Centre for Economic Evidence

e https://www.treasury.nsw.gov.au/projects-research/centre-evidence-and-
evaluation

e https://www.treasury.nsw.qov.au/finance-resource/evaluation-policy-and-
quidelines

Evaluation TPG22-22

e https://www.treasury.nsw.gov.au/documents/tpg22-22-policy-and-quidelines-
evaluation

CBA Guidelines TPG23-08:

e https://www.treasury.nsw.gov.au/finance-resource/quidelines-cost-benefit-analysis

e https://www.treasury.nsw.qov.au/finance-resource/quidelines-program-
evaluation/resources
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mailto:cee@treasury.nsw.gov.au
https://www.treasury.nsw.gov.au/projects-research/centre-evidence-and-evaluation
https://www.treasury.nsw.gov.au/projects-research/centre-evidence-and-evaluation
https://www.treasury.nsw.gov.au/finance-resource/evaluation-policy-and-guidelines
https://www.treasury.nsw.gov.au/finance-resource/evaluation-policy-and-guidelines
https://www.treasury.nsw.gov.au/documents/tpg22-22-policy-and-guidelines-evaluation
https://www.treasury.nsw.gov.au/documents/tpg22-22-policy-and-guidelines-evaluation
https://www.treasury.nsw.gov.au/finance-resource/guidelines-program-evaluation/workbooks
https://www.treasury.nsw.gov.au/finance-resource/guidelines-program-evaluation/resources
https://www.treasury.nsw.gov.au/finance-resource/guidelines-program-evaluation/resources
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