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Cost-Benefit Analysis 

What Is a Cost-Benefit Analysis? 

A cost-benefit analysis is a process businesses use to 

analyze decisions. The business or analyst sums the 

benefits of a situation or action and then subtracts 

the costs associated with taking that action. Some 

consultants or analysts also build models to assign a 

dollar value on intangible items, such as the benefits 

and costs associated with living in a certain town 

Understanding Cost-Benefit Analysis 

Before building a new plant or taking on a new 

project, prudent managers conduct a cost-benefit 

analysis to evaluate all the potential costs 

and revenues that a company might generate 

from the project. The outcome of the analysis will 

determine whether the project is financially feasible 

or if the company should pursue another project. 

In many models, a cost-benefit analysis will also 

factor the opportunity cost into the decision-making 

process. Opportunity costs are alternative benefits 

that could have been realized when choosing one 

alternative over another. In other words, the 



opportunity cost is the forgone or missed 

opportunity as a result of a choice or decision. 

Factoring in opportunity costs allows project 

managers to weigh the benefits from alternative 

courses of action and not merely the current path or 

choice being considered in the cost-benefit analysis. 

By considering all options and the potential missed 

opportunities, the cost-benefit analysis is more 

thorough and allows for better decision-making. 

KEY TAKEAWAYS 

• A cost-benefit analysis (CBA) is the 

process used to measure the benefits of a 

decision or taking action minus the costs 

associated with taking that action. 

• A CBA involves measurable financial metrics 

such as revenue earned or costs saved as a result 

of the decision to pursue a project. 

• A CBA can also include intangible benefits and 

costs or effects from a decision such as 

employee morale and customer satisfaction. 

  

 


