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Recently I had to go into London on two consecutive days, so 
I had to weigh up whether or not to travel in and out, or to stay 
overnight. As my costs were being paid by my client, the only 
costs and benefits I had to weigh up were my time and effort. If I 
spend too much time travelling, I get tired, so my productivity on 
the third day was likely to be reduced – and as I am self-employed, 
that would mean that I would earn less on the third day. Being 
tired costs me money, something that I can tangibly measure. 
Additionally, if I am in a hotel with time on my hands, I have the 
opportunity to do some extra work and earn money that I would 
not earn while travelling (I don’t work on trains for confidentiality 
reasons). So, there is a financial benefit if I stay over, however, can I 
put a financial cost on not being home with my family for the night?

That is the crux of cost-benefit analysis. It is a tool that we use 
to measure costs and benefits both tangible and intangible, and 
intangible costs and benefits are hard to quantify.  

Let’s start by considering tangible costs and benefits. Remember, 
only consider relevant costs and benefits – those that will be 
affected by the decision that you will make. Any past costs, or those 
that only relate to other parts of the business, must not be included.  

The costs that we will consider are staffing costs, including 
training, the cost of equipment and installation, any software 
or licencing costs, and any lost opportunity costs – such as the 
inability to use a machine to produce product X if it is required to 
produce product Y.  

Costs Year 1 Year 2 Year 3 Total

Wages 500 500

Training 50 50

Equipment 3000 3000

Software/Licencing 45 45 45 135

Lost opportunity 100 110 110 320

Total cost 3695 155 155 4005

You may be able to list financial benefits, such as reduction in 
staffing time, if a process is to be improved, or a reduction in the 
use of (or wastage of) materials in production.

Intangible costs and benefits are harder to calculate and, in an 
exam, you may only be able to list them, but you should comment 
that companies will assign them a value. They tend to focus 
on customer satisfaction, retention and loyalty, which may be 
measured in terms of retention or improvement in market share. 
Brand awareness or value is important, and many firms consider 
corporate social responsibility policies as vital to brand value, 
spending money to enhance the company image in these areas. 

Employee motivation, which can affect productivity levels, is 
another key intangible issue, as is the risk of errors or fraud. 
Improved control is important in many businesses especially 
through periods of change.

Benefits Year 1 Year 2 Year 3 Total

Reduction in wages 1200 1200 2400

Reduction in material costs 100 450 500 1050

Customer satisfaction 300 350 650

Improved productivity 20 90 100 210

Reduction in errors 30 40 70

Total benefits 120 2070 155 4380

 
Only if the calculated benefit is higher than the cost will a 
project go ahead. A final thought is that you should not be 
thinking “before and after” a project when comparing costs and 
benefits. Instead you should be thinking about two pathways 
and comparing the final destinations. 
 

  

Compiled by Cath Littler, accountancy learning specialist working 
with AAT and Mindful Education.
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