





5. Evaluation

The rate at which municipalities will adopt
CBA and valuation into their decision-making
processes will vary. Some may have already
started the process; others will adopt a more
measured approach consistent with their
available resources. They may also be
interested in observing feedback on the
experience of the early adopters. This makes
it imperative that an evaluation process is
designed and implemented to report on the
implementation experience of municipalities
that have set about integrating CBA and
valuation into their decision-making process.

It is evident that CBA processes will vary
considerably and will need to be customized
for each municipality. The evaluation
mechanism should collect feedback from both
decision makers and municipal officials to
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determine whether useful information was
collected, whether use of the valuation matrix
expanded throughout municipal departments
and consultant proposals, and the resource
cost to the municipality of implementing the
integrated process. It will also be important for
the evaluation to report on what worked well,
what didn’t work and the major barriers that
had to be overcome. Sharing this evaluation
information with other municipalities through
the Federation of Canadian Municipalities and
national industry/ professional associations
will be an important step in spreading the
successful implementation of environmental
valuation throughout Canada in pursuit of the
goals of sustainable infrastructure and
maintaining and improving environmental,
economic, and social outcomes.

5. Evaluation

It will also be
Important for the
evaluation to report
on what worked
well, what didn't
work and the major
barriers that had to
be overcome.
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Appendix A

CBA Framework Overview

In this appendix, we outline the key CBA
framewaork assumptions necessary to estimate
the net benefit of the infrastructure
investments. These are common components
of the CBA framework that must be addressed
at the start of each CBA, and decisions made
on how the components will be treated within
the CBA framework.

Efficiency, Distribution, and Equity

The analysis must distinguish between
efficiency benefits and costs, and those of
a distribution or equity nature. Efficiency
benefits and costs refer to a benefit/cost that
occurs with an option but not without it. So,
in the case of the infrastructure investments,
municipal citizens would get some service or
value that would not be available without the
investment. Distributional or equity issues
concern who enjoys the benefits and who
bears the costs of investments.

It should be a priority to distinguish between
efficiency and distributional benefits and costs
since the benefits of an option may accrue to
one group while the costs are borne by a
different group. So, it is important to note that
measurement of efficiency benefits/costs in
a conventional CBA frequently ignores
distribution considerations and only looks at the
aggregate benefits and aggregate costs. For
the CBA of infrastructure investments, it would
be appropriate to measure the efficiency
benefits and costs in the first instance, and also
to identify the incidence of the benefits and
costs so the equity or distributional impact of
the investment can be understood.

Time Frame

The CBA assumes a life-cycle perspective,
meaning costs and benefits will be identified
and accounted for in the long term. For
example, a 20-year period is a common time
frame selected for CBA analysis and can be
related to the productive life of the investment.

Accounting Stance

The accounting stance of a CBA used can
vary, and should be based on project
outcomes that affect either directly or
indirectly municipal citizens. The analysis
therefore assumes a local perspective for
identifying the benefits and costs that accrue
to municipalities as a result of the investment.

Baseline

Within the CBA framework, the costs and
benefits must be identified and monetized
on an incremental basis relative to an
established baseline. The approach is to
assume a “with and without” basis, where
the benefits with the proposed investment
are compared to a baseline without the
investment. Clearly delineating the baseline
so an incremental analysis of the costs and
benefits can be conducted is absolutely
critical to a sound analysis of the benefits
within the CBA framework.

The baseline will be the stream of benefits
and costs that will prevail if the status quo
(i.e., without the proposed designation) is
maintained in the future. The baseline benefit
and cost values (net benefit) are then
compared to the investment scenario, and
the difference is the net benefit (or cost)
of the proposed investment.
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Clearly delineating
the baseline so an
incremental
analysis of the
costs and benefits
can be conducted
Is absolutely
critical to a sound
analysis of the
benefits within the
CBA framework.
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Discount Rate

A discount rate must be specified for the
analysis to bring future dollars into a current
base year. Usually this rate is given in real
terms, that is, net of any inflation. The Treasury
Board Secretariat of the Government of
Canada recommends a real discount rate of
10 percent.? However, in projects with
environmental outcomes and long-term
benefits, a much lower rate is usually used
(say five percent). It is good practice to
conduct a discount rate sensitivity analysis
using a range of plus/minus possibilities. This
will be particularly important if the net benefits
for the base discount rate are close to zero. In
any case, it would be wise to know if the
analysis results are sensitive to changes in the
discount rate. If they are sensitive, then the
results are less certain and there is a greater
chance that the regulatory measure will not
produce a socially beneficial (efficient)
outcome.

The analysis must also specify a base year
for the estimation of benefits and costs. All
benefits and costs should be expressed in
terms of base year prices before discounting,
that is constant dollar values to be consistent
with the real discount rate. Benefits and costs
should be reported in present value terms
(discounted at the specified discount rate) and
expressed as the net present value of benefits
less costs, often referred to as the NPV.

We now move on to discuss the methods used
to develop the CBA.

CBA Methodology

A number of steps are followed to estimate the
costs and benefits of the investments. These
steps include the following.

Step 1: Identification of Infrastructure
Investment Options — The first step is to
identify the options that will be implemented
under the investment. To define and value
benefits and costs, a fully defined set of viable
options associated with the investment must
be specified. Benefits and costs cannot be
properly defined in the abstract. They only
have validity in respect to a specific set of
assumptions regarding the proposed options.
For this reason, the analysis should investigate
options that may include different sets of
options and different methods for
implementing them.

Step 2: Identify, Quantify, and Value Costs and
Benefits — Estimate the costs and benefits for
the options under consideration. Specific
types of costs and benefits anticipated to flow
from the proposed regulations include:

Costs for the investments, which are
expenditures (capital and operating/
maintenance) associated with constructing
and operating the infrastructure. The sum of
the individual costs to businesses and
individuals who are also impacted by the
infrastructure, net of taxes, is also required.

Costs to government may include linked
activates to the infrastructure that are not
reflected in the capital and operation costs.
For example, an education program may be
implemented in conjunction with the capital
spending for the project. The estimated
government outlays are a measure of the
government costs of the proposed investment.

Benefits of the proposed investment are really
avoided or reduced costs, due to a reduction in
the release into the environment of pollutants or
avoided damages to ecosystem functions and
services. These benefits can then be traced to
human uses and changes in value.

8. Treasury Board Secretariat, Benefit-Cost Analysis Guide, March 1998, p. 48
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The net benefit analysis attempts to monetize
the identified costs and benefits to estimate
the monetized value of the net benefit of the
proposed designations.

Step 3: Estimate of Net Benefit —The CBA
should report the findings in terms of net benefit
(discounted benefits minus discounted costs)
and uncertainty. Estimates of the costs and
benefits as well as the distributional

implications should be given to decision makers.
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Step 4: Risk and Uncertainty Testing —Ranges of
uncertainty around key input variables should
be identified to bound the uncertainty in the
estimates of net present value (net benefit
defined as benefits minus costs). Ranges of
discount rates should also be tested to identify
the sensitivity of the net benefit estimate to
changes in the discount rate. The risk and
uncertainty testing is aimed at identifying the
confidence in the estimate of net benefit and if
the proposed investment has inherent risks that
may significantly impact the value of the net
benefit estimate. This risk and uncertainty
should be conveyed to decision makers.
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