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	Date
	Description

	1.0
	March 2006
	Initial issuance of Guide.


	1.1
	May 2006
	Incorporated suggestion submitted by BPD CIO requesting replacement of the word taxonomy with glossary throughout the document.

	2.0
	May 2007
	· Revised to reflect requirement for 4 alternatives; 
· Updated primary basis for Treasury’s AA Policy to include OMB’s A-94, Guidelines & Discount Rates for Benefit-Cost Analysis of Federal Programs;

· Removed outdated scoring criteria;  
· Removed Roles & Responsibilities section since those are formalized and documented in the Treasury CPIC Policy Guide;
· Removed outdated references to e-Gov Analyses and incorporated updated reference to Operational Analyses; 
· Deleted Appendix A (Using ProSight for Alternatives Analysis Reporting); and, 
· Created Version Control page.

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


4Executive Summary


5Chapter 1 -- Introduction


5PURPOSE


5LEGISLATIVE BACKGROUND AND ASSOCIATED GUIDANCE


6CONCEPT OF Alternatives Analysis


6REPORTING AND RECORDKEEPING REQUIREMENTS


7USING THIS AA METHODOLOGY/POLICY GUIDE


7REVISIONS AND ADDITIONS


8Chapter 2 – Alternatives Analysis Policy


8PURPOSE


8ALTERNATIVES ANALYSIS POLICY


9Chapter 3 – Exhibits 300 Alternatives Analysis Rule Sets


9PURPOSE


9GUIDELINE for DEVELOPING ASSUMPTIONS


10rule set 1.0 -- LIFECYCLE COST FORMULATION


10RULE SET 2.0 -- nominal vs. real – costs and benefits


11RULE SET 3.0 -- Discount rates


11RULE SET 4.0 – EXHIBIT 300 (Part II, section A) reporting requirements


12Chapter 4 – Frequently Asked Questions


12PURPOSE


12FREQUENTLY ASKED QUESTIONS


18Appendix A -- Glossary


20Appendix B -- References




Executive Summary
Alternatives Analysis (AA) is the process by which Project Managers identify, compare and assess viable alternatives to address a given business need, determine the best alternative, and document the associated rationale. 

THIS GUIDE

A sound Alternatives Analysis (incorporating cost-benefit analysis) should be at the heart of every Exhibit 300 presented to the Department. This Guide is not meant to be the last word on the AA or cost-benefit analysis, but is written to be a tool to help Bureaus in fulfilling the relevant sections of IT Exhibits 300. This document is a supplement to the Treasury IT Capital Planning and Investment Control Policy Guide.

The objectives of this Guide are to: 
· Provide an understanding of how an Alternatives Analysis can help in investment selection; 
· Establish a general framework that will lend consistency to analyses, facilitating comparison and ensuring good practices whether the analyses are performed by departmental specialists or by consultants; and,
Serve as a manual with concrete guidance on the basic elements of analyses.  

Chapter 1 -- Introduction

PURPOSE

Alternatives Analysis (AA) is a process that allows Project Managers to evaluate different solutions and compare them against each other to help select the best alternative to meet investment objectives. Cost-Benefit Analysis (CBA), which will also be covered in this Guide, is one way to evaluate an IT project. CBA focuses primarily on financial cost and benefits.  However, an AA should not be limited to financial considerations.  Both qualitative factors (such as security issues and mandated standards) and quantitative factors (such as financial costs and timeframes) should be analyzed.  

LEGISLATIVE BACKGROUND AND ASSOCIATED GUIDANCE

Several statutes and policies focus on improving the efficiency and effectiveness of both Alternatives Analysis and Cost Benefit Analysis by Federal agencies. Four of the most applicable are:

· The Clinger-Cohen Act of 1996 requires agencies to use a disciplined capital planning and investment control (CPIC) process to acquire, use, maintain and dispose of information technology (IT).  

· OMB Circular A-130, Management of Federal Information Resources is OMB’s policy for management of Federal information resources.

· Office of Management and Budget (OMB) Circular A-11, Part 7, Planning, Budgeting, Acquisition and Management of Capital Assets establishes policy for planning, budgeting, acquisition and management of Federal capital assets, and instructs on budget justification and reporting requirements for major IT investments.
· OMB Circular A-94, Guidelines And Discount Rates for Benefit-Cost Analysis Of Federal Programs provides guidance for conducting cost-benefit analyses.
OMB Circular A-11 requires agencies to identify and consider at least 4 viable alternatives. For IT investments, agencies should use the Federal Enterprise Architecture (FEA) to identify potential alternatives for partnering, or joint solutions that may be used to close the identified performance gap. As one of the Exhibit 300 sections that are scored by OMB, the AA section is an important component of the overall business case. The evaluation criteria include verification that at least 4 viable alternatives were considered, costs and benefits in all the alternatives were compared consistently and assumptions are well-supported and documented.
OMB Circular A-94 “provides general guidance for conducting benefit-cost and cost-effectiveness analyses. It also provides specific guidance on the discount rates to be used in evaluating Federal programs whose benefits and costs are distributed over time. The general guidance will serve as a checklist of whether an agency has considered and properly dealt with all the elements for sound benefit-cost and cost-effectiveness analyses.”
As part of the capital planning process, A-94 guidelines must be followed in all analyses submitted to OMB in support of legislative and budget programs in compliance with OMB Circular A-11. The guidelines in the A-94 apply “to any analysis used to support Government decisions to initiate, renew, or expand programs or projects which would result in a series of measurable benefits or costs extending for three or more years into the future. The Circular applies specifically to: (1) Benefit-cost or cost-effectiveness analysis of Federal programs or policies, (2) Regulatory impact analysis, (3) Analysis of decisions whether to lease or purchase, and (4) Asset valuation and sale analysis.”

CONCEPT OF Alternatives Analysis
Alternatives Analysis (AA) is a structured process for evaluating and comparing Project Management options.  AA requires review of different options and analyzes the costs and benefits, both qualitative and quantitative.  AA facilitates and documents a better decision making process.

A Cost-Benefit Analysis (CBA) is generally used to analyze the quantitative aspects of the investments. While financial factors play a significant role in AA, the alternative chosen might not generate the most financial benefits.  AA should distinguish the option that generates the most benefits to the organization as a whole.  Non-financial benefits may include qualitative factors such as risk considerations, mandated standards and cooperation across organizations, as well as quantitative factors such as reduced customer complaints.
The AA must include an analysis of costs, benefits (quantitative and qualitative), technical feasibility, and an Enterprise Architecture assessment to eliminate duplication of effort and risk assessment.

Key AA Metrics:

The quantitative metrics used to evaluate alternatives include:
· Net Present Value (NPV) is the difference between the present value of cash inflows and the present value of cash outflows. NPV is used in capital planning to analyze the profitability of an investment or project. Present value discounts the value of a dollar in the future as compared with the value of a dollar today, taking inflation and potential alternative returns (opportunity cost) into account. If the NPV of a prospective project is positive, it is a good investment from a financial perspective. However, if NPV is negative, the project should probably be rejected because cash flows will also be negative. However, in the federal space, qualitative benefits or legislative mandates may require investing in a project with negative NPV. In such a case, this reasoning should be provided as justification for selecting a project with a negative NPV. If all the alternatives being considered have a positive NPV, the alternative with the highest NPV is considered better than the others from a financial perspective.

· Rate of Return (RoR) is the net benefits for the period being analyzed divided by total cost incurred during the same period. This is expressed as a percentage. If all the alternatives being considered have a positive RoR, the alternative with the highest RoR is considered better than the others from a financial perspective.

· Payback Period is the length of time required to recover the cost of an investment. All other things being equal, the better investment is the one with the shorter payback period.

The qualitative considerations may include: 
· Risk; 
· Mandated standards; 
· Cooperation across organizations; or
· Better strategic alignment to mission, goals, and the President’s Management Agenda.
REPORTING AND RECORDKEEPING REQUIREMENTS

This Guide establishes the Alternatives Analysis reporting and recordkeeping requirements at the Department.  All Bureaus must report investment level AA data for major IT investments identified as “Planning”, “Full Acquisition” or “Mixed Life-Cycle”. Bureaus are also required to keep records of how they derived the investment level AA data.

Reporting Requirements – Using the Rule Sets contained in this Guide, Bureaus are required to report investment level Alternatives Analysis data for Exhibit 300 and Select reporting purposes. 

Recordkeeping Requirements – For future and inevitable audits, Bureaus must keep records of detailed data and back up information on the assumptions used to develop the AA summary information reported to OMB via the Exhibit 300.  

USING THIS AA METHODOLOGY/POLICY GUIDE

This guide contains the following four essential components to assist Treasury Bureaus in achieving a high quality AA:

1. Policy
2. Guidelines and Rule Sets

3. Frequently Asked Questions

4. Glossary
Policy:  The Alternatives Analysis Policy chapter identifies the Office of Management and Budget’s (OMB) Circulars No. A-94 and A-11 as the primary basis for Treasury’s Alternatives Analysis Policy. 
Guidelines:  Due to variations in organizations, products, and working relationships, it is not feasible to prescribe a universal standard for how certain recordkeeping activities must be performed.  Treasury’s guidelines approach, on the other hand, establishes a framework which simply describes the desired outcomes across such activities. The details of the implementation are left to the discretion of the Bureaus. Bureaus are reminded that they must keep detailed records for audit purposes.  
Rule Sets:  The Rule Sets describe reporting requirements to ensure common interpretation and consistency across all Treasury Bureaus. These rule sets must be applied, where applicable, to ensure accuracy in reporting.   
Frequently Asked Questions:  This chapter addresses numerous questions frequently asked about the AA process and in so doing provides insight into the process.
Glossary:  The Glossary provides definitions to facilitate a common understanding of commonly used Alternatives Analysis terms.
REVISIONS AND ADDITIONS 

Persons using this Guide are encouraged to submit suggestions for improvements and corrections to the Director for Capital Planning and Investment Control, Department of the Treasury, via email at gerry.smith@do.treas.gov. 

Chapter 2 – Alternatives Analysis Policy

PURPOSE

This Guide establishes Treasury’s Alternatives Analysis policy, guidelines and rule sets for completing OMB-required Exhibits 300.  It also provides assistance on the related Cost Benefit Analysis and lifecycle cost components.  This policy is applicable to all Treasury major IT investments.  
ALTERNATIVES ANALYSIS POLICY
The Office of Management and Budget (OMB) Circulars No. A-94 and A-11 form the primary basis for Treasury’s Exhibits 300 Alternatives Analysis Policy.  The A-11, Part 7, Section 300, Exhibit 300, requires:

· A narrative description of the performance gap that each major IT investment is expected to address;

· A description of 4 viable alternatives along with risk-adjusted life cycle cost and benefits estimates;

· A Cost Benefit Analysis;

· A summary of how investment risks are reflected in the lifecycle cost estimate; and,
· Identification of the alternative chosen and justification for selecting the alternative.
Project Managers of all major IT investments must address all Exhibit 300 requirements in accordance with applicable guidance including OMB Circulars A-11, including OMB’s Capital Programming Guide (a supplement to OMB Circular A-11) and A-94, Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs.  Specific Treasury Alternatives Analysis Rule Sets are set forth in the next chapter.  

Chapter 3 – Exhibits 300 Alternatives Analysis Rule Sets 

PURPOSE
Treasury Exhibits 300 Alternatives Analysis Rule Sets are intended to assist the Bureaus in complying with OMB guidelines.  The following Rule Sets and related guidelines apply to all major IT investments in the Treasury IT Portfolio.  
GUIDELINE for DEVELOPING ASSUMPTIONS

Assumptions document the foundation on which the Alternatives Analysis (AA) / Cost Benefit Analysis (CBA) estimates are built and are necessary to bridge any informational gaps in the AA analysis. The most accurate forecast possible of an investment’s expected costs and benefits must be used in developing the AA/CBA. 
The Project Team must carefully choose and document all assumptions so reviewers understand how the costs and benefits of the alternatives identified in the CBA were developed. Assumptions must clearly define any internal or external factors that will have an impact on the project schedule or cost, as well as address any political, organizational, business, or technical factors driving or affecting the CBA.
Assumption generation is an on-going activity that extends throughout the entire decision analysis process. Early in the investment analysis, the PM will only be able to identify general (or global) assumptions. These general assumptions will be applied to all alternatives addressed in the CBA equally. Later in the CBA analysis, it is not unusual to add, change or delete some assumptions as more information is gathered. As the PM refines the CBA, alternative–specific assumptions must be developed, providing a more comprehensive understanding of the investment environment. 
The business case must explicitly state all assumptions about project dependencies and constraints for each alternative. Some examples of the assumptions that must be documented include:

· Investment dependency upon other projects/investments

· Investment dependency on specific infrastructure and an acknowledgement as to if this infrastructure is included in the Bureau’s Enterprise Architecture plan
· Investment dependency on data derived from another source
· Identification of other systems that play an integral role in the IT project that are not currently accessible or available 

· Project Schedule/Baseline
When developing assumptions, the following guidelines apply:

· Assumptions must be made only when there is a need to bridge informational gaps.

· Assumptions must be realistic and validated as such.

· If a conclusion would be valid if one of the assumptions did not hold, it should be eliminated as the assumption is not relevant to the analysis. 
· Assumptions may differ for each alternative.
rule set 1.0 -- LIFECYCLE COST FORMULATION
Lifecycle costs are the overall estimated costs from all funding sources for both Government and Contractor, for a particular investment alternative over the time period corresponding to the life of the investment.  They include direct and indirect initial costs plus any periodic or continuing costs of operation and maintenance. 
Agencies must establish and maintain a capital programming process that links mission needs and capital assets in an effective and efficient manner. Effective capital programming requires long-range planning and a disciplined budget decision-making process as the basis for managing a portfolio of assets to achieve performance goals and objectives with minimal risk, lowest lifecycle costs, and greatest benefits to the agency's business.
According to OMB’s A-11, new investments must be justified based on the need to fill a gap in the agency's ability to meet strategic goals and objectives with the least lifecycle costs of all the various possible solutions and provide risk-adjusted cost and schedule goals and measurable performance benefits. Investments that are still in the planning or full acquisition stages must demonstrate satisfactory progress toward achieving baseline cost, schedule and performance goals. Assets that are in operation (steady state) must demonstrate how close actual annual operating and maintenance costs are to the original lifecycle cost estimates and whether the level or quality of performance/capability meets the original performance goals and continues to meet agency and user needs.
The following are a few rules to be followed for lifecycle cost formulation:
· Lifecycle costs must include Government and Contractor costs for each of the alternatives analyzed.
· The costs must be comprehensive and include both one-time and recurring expenses anticipated for each alternative. Treasury requires all costs to be expressed as Nominal values.
· The costs must be broken out into the different cost types for each alternative. The “Other” cost category may only be used for costs that do not fit into any of the given cost types.
· Lifecycle costs for each alternative must be risk-adjusted. Risk-adjusted lifecycle costs refer to the overall estimated cost for a particular investment alternative over the time period corresponding to the life of the investment.  It includes direct and indirect initial costs plus any periodic or continuing costs of operation and maintenance that has been adjusted to accommodate any risk identified in the risk management plan. If project funding is to be requested for specific phases, segments or modules of the project, each of these parts must be risk adjusted for its individual lifecycle.
· If the investment changes its level of funding as a result of Departmental, OMB, or Congressional adjustments during the budget cycle, the lifecycle costs must be adjusted. The investment baseline must also be adjusted by submitting a Baseline Change Request per Treasury’s Baseline Change Request Policy.
RULE SET 2.0 -- nominal vs. real – costs and benefits


Real or constant-dollar values measure benefits and costs in units of stable purchasing power and the inflation impact on costs and benefits is not considered. 
Nominal values measure benefits and costs in terms of the future purchasing power of the dollar.

Nominal and Real values must not be combined in the same analysis. Logical consistency requires that analysis be conducted either in constant dollars or in terms of nominal values. 
Treasury requires the Cost-Benefit numbers to be reflected in Nominal terms. 

RULE SET 3.0 -- Discount rates
The discount rate is the value used to determine the present value of future cash flows arising from a project, i.e. the discounted value of all future cash flows.

The proper discount rate to use depends on whether the benefits and costs are measured in Real or Nominal terms. A real discount rate that has been adjusted to eliminate the effect of expected inflation should be used to discount constant-dollar or real benefits and costs. A real discount rate can be approximated by subtracting expected inflation from a nominal interest rate. A nominal discount rate that reflects expected inflation should be used to discount nominal benefits and costs. Market interest rates are nominal interest rates in this sense. 

Since Cost-Benefit numbers are to be reported as nominal values, the 5-year nominal discount rate published in Appendix C to the Circular A-94 – Discount Rates for Cost-Effectiveness, Lease Purchase, and Related Analyses should be used for the Cost-Benefit Analysis.
RULE SET 4.0 – EXHIBIT 300 (Part II, section A) reporting requirements


Alternatives Analyses (AA) are forward looking.  Initial Alternatives Analyses project entire lifecycles (even though OMB only looks at a five year window).  Subsequent updates to AAs only look forward.  They do not consider the past.  

Investment project managers must identify and analyze all viable alternatives and then select and report details on the top 4 viable alternatives. 
As part of the reporting, the investment must include quantitatively expressed projected net, risk-adjusted return on investment, and specific quantitative and qualitative criteria for comparing and prioritizing alternative investments. IT investments should use the Federal Enterprise Architecture (FEA) to identify potential alternatives for partnering or joint solutions that may be used to close the identified performance gap. The following details must be included for reporting purposes:

· Description of the alternative solutions considered for accomplishing the agency strategic goals or for closing the performance gap that the investment is expected to address. 
· Narrative summary of the results of the feasibility/performance/benefits analysis, with comparisons of the returns/benefits (financial and other) for each alternative.

· Summary level description of the market research that was conducted to identify innovative solutions for the investment (e.g., used an RFI to obtain four different solutions to evaluate, held open meetings with contractors to discuss investment scope, etc.). 
· Description of the assumptions used to make estimates such as, past or current contract prices for similar work, (e.g., contractor provided estimates from RFIs or meetings, general market publications, etc.).
· Narrative summary of the results of the lifecycle cost analysis performed for each alternative and the underlying assumptions. 
· Date of the Cost Benefit Analysis.
· Narrative justification for the selected alternative.
Chapter 4 – Frequently Asked Questions

PURPOSE

This section addresses the most frequently asked AA questions received by the Treasury Capital Planning and Investment Control office.
FREQUENTLY ASKED QUESTIONS
· Why is an Alternatives Analysis required?

When initiating, renewing, or expanding major IT investments (those identified as “Planning”, “Full Acquisition” or “Mixed Life-Cycle”), Project Managers (PM) are required to demonstrate that at least 4 viable alternatives were examined and the most optimal alternative was chosen after examining the costs and benefits associated with each alternative.

The Clinger-Cohen Act includes the concept of Cost-Benefit Analysis (CBA) as a key component of IT management in Section 5122, CPIC (under Executive Agencies Responsibilities).  Furthermore, the Office of Management and Budget (OMB) Circular A-130 requires agencies to prepare a cost-benefit analysis for all information systems at a level of detail appropriate to the size of the investment. The A-11 also requires an Alternatives Analysis to be part of the business case (Exhibit 300) submission.

· What kinds of investments need an Alternatives Analysis?

At this time, all major IT investments identified as “Planning”, “Full Acquisition” or “Mixed Life Cycle” are required to complete an Alternatives Analysis as part of the business case (Exhibit 300).

· How do you identify Alternatives?

According to the Circular A-11, PMs must identify and consider at least 4 viable alternatives. According to OMB Circular A-94, Alternatives Analyses should consider alternative means of achieving program objectives by examining different program scales, different methods of provision, and different degrees of Government involvement. 

Alternatives can be identified by researching the market for solutions that will help the program achieve its objectives. This could include issuing Requests for Information (RFIs) and/or Requests for Proposals (RFPs). In evaluating a decision to acquire a capital asset, the analysis should generally consider: (i) doing nothing; (ii) direct purchase; (iii) upgrading, renovating, sharing, or converting existing government property; or (iv) leasing or contracting for services.
For example, when looking for a solution for a new business need, the program may evaluate Build vs. Buy options. If a legacy system is currently servicing the business need, Expand vs. Replace options may be evaluated. The alternatives may be related to different technical options or different vendor solutions that can address a given business need. A program must select the alternatives that are most appropriate for them. In addition alternatives considered must also include: 

· collaborating with other federal agencies (especially as part of an e-Gov initiative)

· using General Services Administration’s (GSA) programs and services

· sharing existing resources within the Department

· using excess equipment and operating capacity within the Department or other Federal agencies

· leasing or contracting for services
Below are 5 acceptable generic alternatives an investment PM might consider:

· Maintain the Status Quo -- The current state would be the favorable alternative.  The Status Quo should always be described, like any other alternative.  It is not sufficient to reference Status Quo without describing it further.

· Contract Out -- The investment PM finds it advantageous to fully contract out services to contractors.

· Government Service Provider -- The investment pays a separate agency as a service provider in order to leverage existing services possessed by this other Government entity.

· Replace or Upgrade -- The investment PM chooses to enhance or replace the system as a method of achieving the same results and strategic goals.

· Complete all Work In-House -- The investment PM decides that it would be more effective and economical to remove all contracting responsibilities and build/maintain exclusively by the Government.

It is not sufficient to use these generic alternatives verbatim.  When employing 1 or more of these generic alternatives, the alternative title and accompanying description must be investment-specific.  
· How do you decide on the Alternative to implement?

The goal of an Alternatives Analysis is to examine the alternatives available in the market and select the best alternative to meet the goals of that investment.

The program must select an alternative based on the costs and benefits (qualitative and quantitative). 

Financial metrics like Net Present Value (NPV), Rate of Return (RoR) and Payback Period provide an objective comparison of alternatives. Significant qualitative benefits offered by an alternative could influence the decision-making process as well.

· How often must Alternatives Analysis be conducted and updated?  Does this vary by the lifecycle phase of the investment?

In general, an Alternatives Analysis for investments identified as “Planning”, “Full Acquisition” or “Mixed Life-Cycle” should be performed every three years.  However, if at any time, the scope of the investment changes since the last Cost Benefit Analysis was developed, a new AA must be performed. 

For purely Operations & Maintenance (a.k.a. Steady State) systems (those with no open DME milestones), Bureaus should perform an Operational Analysis, as described in OMB’s Circular A-11.  
· Is it true that every year all major IT investments must at least update the chosen alternative which updates the Summary of Spend table and the Alternatives Analysis section of the E-300?

Yes, the chosen alternative must be updated each year so that the costs are updated on the Summary of Spending table.

If a full Alternatives Analysis was not performed in a given year and the Project Manager (PM) is concerned that updating the chosen alternative will cause the other alternatives to be out of sync, the PM may include an explanation in the text box provided for justifying the selected alternative. 
· Is it true that Steady State (aka Operations and Maintenance) investments are exempt from Alternatives Analysis/CBA updating requirements only if it is being replaced by another system for which an E-300 already exists? 

Investments in Steady State (containing no open DME Milestones) should perform an Operational Analysis, as described in the OMB A-11 guidance. 
· What costs do you include in an Alternatives Analysis?

According to OMB Circular A-11, the cost of a capital asset is its full lifecycle costs, including all direct and indirect costs for planning, procurement, operations and maintenance, including service contracts, and disposal. 

All costs, recurring or one-time, including Government and contractor costs, related to the investment must be captured in the Alternatives Analysis, since this feeds the Summary of Spend table of the Exhibit 300. 
Only Budget Year + 4 out years are considered for the Cost-Benefit Analysis. 
The costs and benefits must be broken out into the multiple cost categories provided in Treasury’s IT Portfolio Management Tool.
· Is it okay if I put all my costs under the “Other” cost category instead of breaking them out?

While this will populate the Summary of Spend table of the Exhibit 300, your Alternatives Analysis (AA) score will be affected if adequate cost and benefits details are not provided.

· What types of benefits should be considered for the Alternatives Analysis?

Quantitative (also referred to as Tangible Benefits) and Qualitative (also referred to as Intangible Benefits) benefits must be considered for each Alternative. 

Quantitative Benefits are expressed in dollar terms and should be included in the calculation of the financial metrics for the Cost-Benefit Analysis. Such benefits that result in an increase of cash inflow to the organization or a reduction in cash outflow are considered “hard” savings. 

Qualitative benefits are intangible benefits that cannot be quantified, but play an important role in the selection of one alternative over another. These benefits are expressed in terms of improved mission performance, improved decision making, or more reliable or usable information. These benefits may be quantifiable, but cannot be expressed in dollar values. Many public benefits are difficult to quantify reliably and validly in dollar units; however, intangible benefits are vital to understanding the total outcome of implementing a particular IT system. Such benefits, like reduced risk or better strategic fit or technical feasibility must be considered as a part of the Alternatives Analysis. Such benefits must be captured, but not included in the CBA calculations.

· What financial metrics are calculated for the Alternatives Analysis?

Net Present Value (NPV) is the difference between the present value of cash inflows and the present value of cash outflows. NPV is used in capital planning to analyze the profitability of an investment or project. Present value discounts the value of a dollar in the future as compared with the value of a dollar today, taking inflation and potential alternative returns (opportunity cost) into account. If the NPV of a prospective project is positive, it is a good investment from a financial perspective. However, if NPV is negative, the project should probably be rejected because cash flows will also be negative. However, in the federal space qualitative benefits or legislative mandates may require investing in a project with negative NPV. In such a case, this reasoning should be provided as justification for selecting a project with a negative NPV. If all the alternatives being considered have a positive NPV, the alternative with the highest NPV is considered better than the others from a financial perspective.

Rate of Return (RoR) is the net benefits for the period being analyzed divided by total cost incurred during the same period. This is expressed as a percentage. If all the alternatives being considered have a positive Rate of return, the alternative with the highest Rate of Return is considered better than the others from a financial perspective.

Payback Period is the length of time required to recover the cost of an investment. All other things being equal, the better investment is the one with the shorter payback period.

· What is the difference between Real and Nominal costs/benefits?

Real or constant-dollar values measure benefits and costs in units of stable purchasing power while the inflation impact on costs and benefits is not considered. Nominal values measure benefits and costs in terms of the future purchasing power of the dollar.

Nominal and Real values must not be combined in the same analysis. Logical consistency requires that analysis be conducted either in constant dollars or in terms of nominal values. Treasury requires the Cost-Benefit numbers to be reflected in Nominal terms. 

· What discount rate should you use?

The discount rate is the value used to determine the present value of future cash flows arising from a project, i.e. the discounted value of all future cash flows.

The proper discount rate to use depends on whether the benefits and costs are measured in real or nominal terms. A real discount rate that has been adjusted to eliminate the effect of expected inflation should be used to discount constant-dollar or real benefits and costs. A real discount rate can be approximated by subtracting expected inflation from a nominal interest rate. A nominal discount rate that reflects expected inflation should be used to discount nominal benefits and costs. Market interest rates are nominal interest rates in this sense.

For Treasury, the 5-year nominal discount rate published in Appendix C to OMB’s Circular A-94 – Discount Rates for Cost-Effectiveness, Lease Purchase, and Related Analyses should be used for the Cost-Benefit Analysis.

· What is an Operational Analysis of a Steady State (aka Operations and Maintenance) investment and how does it compare to an Alternatives Analysis?

Whereas an Alternatives Analysis is used to identify the best solution to meet an investment’s objectives during planning, acquisition and development, an Operational Analysis is a comprehensive review and analysis performed on IT investments that have transitioned into purely steady state to ensure the current system is adequate for current and anticipated needs and to identify opportunities to improve functionality and performance (effectiveness and or efficiency). These opportunities may include investing in technology compliant with the Departmental EA; business process reengineering; and/or collaborating with another project. The OA documents either the existing investment is meeting the needs of the agency and delivering the expected performance or the investment is being modernized and replaced consistent with the target Enterprise Architecture (EA) and EA transition strategy.
· Why are sunk costs (and realized benefits) ignored in a CBA?

Per Circular A-94, calculation of net present value should be based on incremental benefits and costs. Sunk costs and realized benefits should be ignored. Past experience is relevant only in helping to estimate what the value of future benefits and costs might be.

· How detailed should assumptions be for OMB reporting?

Project Managers are required to conduct the Alternatives Analysis for the remaining lifecycle of the project. The PM must identify and analyze all viable alternatives and then select and report details on the top 4 viable alternatives. 
As part of required reporting, the investment must include the minimum criteria to be applied in considering whether to undertake a particular investment, including criteria related to the quantitatively expressed projected net, risk-adjusted return on investment, and specific quantitative and qualitative criteria for comparing and prioritizing alternative investments. IT investments should use the Federal Enterprise Architecture (FEA) to identify potential alternatives for partnering or joint solutions that may be used to close the identified performance gap. The following details must have been considered:

· Description of the alternative solutions considered for accomplishing the agency or Bureau strategic goals or for closing the performance gap that the investment is expected to address. 
· Summary of the results of the feasibility/performance/benefits analysis, with comparisons of the returns/benefits (financial and other) for each alternative.

· Identification of risks that affect cost/benefit calculations.

· Summary of the market research that was conducted to identify innovative solutions for this investment (e.g., used an RFI to obtain four different solutions to evaluate, held open meetings with contractors to discuss investment scope, etc.). 
· Assumptions used to make estimates such as, past or current contract prices for similar work, (e.g., contractor provided estimates from RFIs or meetings, general market publications, etc.).

· Summary of the results of the lifecycle cost analysis performed for each alternative and the underlying assumptions. 
· Date of your Cost Benefit Analysis.

· Justification for the selected alternative.

· Details of any quantitative benefits anticipated to be achieved for each alternative (e.g., systems savings, cost avoidance, stakeholder benefits, etc), including a financial summary of the Cost Benefit Analysis. OMB reporting only requires data for the budget year plus four out years. 
· Summary of the qualitative benefits expected from the investment.

· Date of the analysis.
· Does filling out the Alternatives Analysis section in Treasury’s IT Portfolio Management Tool fulfill the requirements for performing an Alternatives Analysis?

Filling out the forms in ProSight fulfills the reporting requirements for OMB, but does not satisfy the record-keeping requirements for audit purposes. 

Each investment manager is required to conduct the Alternatives Analysis for the remaining lifecycle of the project and calculate NPV, ROR and Breakeven Analysis. In addition, a full technical feasibility, EA analysis, Acquisition Strategy and Risk Management Plan for the investment must be completed.

Appendix A -- Glossary
Alternatives Analysis - Alternatives Analysis (AA) allows Program Managers to evaluate different solutions and compare them against each other to help select the best choice to meet the project objectives. 

Assumption: An explicit statement used to describe the future environment upon which the cost-benefit analysis is based. It is something the project team takes for granted given its knowledge about the present environment. 
Cost Benefit Analysis - Cost-Benefit Analysis (CBA) estimates and totals the time-adjusted equivalent money value of the benefits and costs of a project to establish whether it is worthwhile. A CBA is a systematic, quantifiable method for evaluating alternatives prior to investing in an information system.
Discount Rate - The discount rate is the value used to determine the present value of future cash flows arising from a project, i.e. the discounted value of all future cash flows.

Funding Sources – Treasury account(s) funding the investment.
Lifecycle costs – The overall estimated cost from all funding sources for both Government and contractor, for a particular investment alternative over the time period corresponding to the life of the investment, including direct and indirect initial costs plus any periodic or continuing costs of operation and maintenance. 

Major IT investment – A system or project requiring special management attention because of its importance to the mission or function of the agency, a component of the agency or another organization; is for financial management and obligates more than $500,000 annually; has significant program or policy implications; has high executive visibility; has high development, operating, or maintenance costs; or is defined as Major by the Treasury’s capital planning and investment control process; total lifecycle exceeds $50 million; has an annual budget of $5 million or higher; or significantly impacts more than one Bureau.   

Net Present Value (NPV) - NPV is the difference between the present value of cash inflows and the present value of cash outflows. NPV is used in capital budgeting to analyze the profitability of an investment or project. Present value discounts the value of a dollar in the future as compared with the value of a dollar today, taking inflation and potential alternative returns (opportunity cost) into account. If the NPV of a prospective project is positive, it is a good investment from a financial perspective. However, if NPV is negative, the project should probably be rejected because cash flows will also be negative. However, qualitative benefits or legislative mandates may require investing in a project with negative NPV. In such a case, this reasoning should be provided as justification for selecting a project with a negative NPV. If all the alternatives being considered have a positive NPV, the alternative with the highest NPV is considered better than the others from a financial perspective.

Nominal Values – Nominal values measure benefits and costs in terms of the future purchasing power of the dollar.

Payback Period - Payback Period is the length of time required to recover the cost of an investment. All other things being equal, the better investment is the one with the shorter payback period.

Rate of Return (RoR) - RoR is the net benefits for the period being analyzed divided by total cost incurred during the same period. This is expressed as a percentage. If all the alternatives being considered have a positive Rate of Return, the alternative with the highest RoR is considered better than the others from a financial perspective.

Real Values - Real or constant-dollar values measure benefits and costs in units of stable purchasing power and the inflation impact on costs and benefits is not considered. 

Request for Information (RFI) - A Request for Information is issued by an agency to gather information about different solutions available from various vendors in the market place. 

Request for Proposal (RFP) - A Request for Proposal is issued by an agency to gather proposals from various vendors to provide services/software to address the stated business need.
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