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Economic Appraisal ‑ What, Why and When?

Economic Appraisal (hereafter Appraisal) is HMT and DFP's established vehicle for planning and approving publicly funded projects and other public expenditures. A Business Case usually includes an economic appraisal plus other relevant material about the wider context of the proposed investment and management considerations which need to be set out and addressed. 

Appraisal is a systematic process for examining alternative uses of resources. It is designed to assist in defining problems and finding the solutions which offer the best value for money (VFM). It is a way of thinking expenditure proposals through, right from emergence of the need for a project to its implementation. The general principles of Appraisal apply to any proposal involving expenditure or resources. DFP requires the principles of Appraisal to be applied, with proportionate effort, to all proposals for spending or saving public money, including EU and IFI Funds, or that involve changes in the use of public resources. For example, Appraisal must be applied irrespective of whether the public expenditure or resources involve: capital or current spending, or both; are large or small; are above or below delegated limits. Appraisal also applies to the public expenditure and resources of NDPB's and Agencies and not just to Departments. Where relevant, ‘Statutory Equality Obligation’ and ‘New Targeting Social Need’ (New TSN), should be addressed as part of the project appraisal.

Good Appraisal leads to better decisions and VFM. It facilitates good project management and project evaluation. Appraisal is not optional; it is an essential part of good financial management which is vital to sound decision ‑making and crucial to accountability to Parliament and the taxpayer.

This Economic Appraisal (Business Case) pro forma has been prepared for use on ICT expenditures of >£35k to <£350k. The pro forma is based on the 10-step general appraisal guidance from the Northern Ireland Guide to Expenditure Appraisal and Evaluation (NIGEAE). For more detailed guidance on the economic appraisal of ICT and other investments, you may want to refer to these Guidance documents.

Other templates exist for (i) small expenditures up to £5k and (ii) expenditures of £5k to £35k. Projects involving expenditures above the £500k upper limit (delegation for ICT and some other categories of expenditure) require the Business Cases to be submitted to DFP Supply for authorisation. A pro forma is not used for DFP Supply submissions, as a more comprehensive document is required to accommodate all of the required information.

1. Strategic Context (Step 1)
This section should describe the background to the project, including its strategic importance. Reference should be made to any relevant Strategies at both a national and local. Any relevant NICS Strategy or initiative (e.g. Reform Agenda) or Departmental Corporate and Business Plans may also be usefully referred to.

	


2. Assessment of Need (Step 2)
Rigorously establishing the need for a project is a fundamental part of good economic appraisal. Please give a detailed description of the project need both now and in the future. It is also important to confirm the continued need for the business (which for example a proposed ICT service is enabling). The deficiencies or problems with the existing service provision should be described. A clear differentiation between existing and new requirements should be provided.

	


3. Objectives & Constraints (Step 3)

Objectives (or Targets) must be set for the project deriving from the assessment of need. These objectives should be Specific, Measurable, Agreed, Realistic and Time‑dependent (i.e., "SMART" as recommended in the Northern Ireland Guide to Expenditure Appraisal and Evaluation (NIGEAE). These objectives may refer to either the enabled business or the ICT that enables the business.

Any constraints involved with the project should also be documented. These may be technical, legal, political or financial in nature. Any associated Outcomes should also be considered. 

	


4. Identification of Options and Option Sift (Step 4)
Comparison of alternative courses of action is at the core of appraisal. The range of options considered should generally be as wide as possible. The options listed should include a baseline (do minimum) option (including any essential investment required to maintain current service levels). Consideration should also be given to any business alternatives to this baseline. The alternative options should consist of various ways of meeting the objectives covering a range of levels of provision. A long list of options may be given initially, before being shortened to a more manageable number. This shortlist, though, should contain the base case plus at least two alternatives. Where options are considered but eliminated at an early stage, the grounds for elimination should be explicitly stated. An option number should be allocated to each option carried forward for further appraisal.

	Option

Name
	Option

Description
	Included (I) or

Rejected (R)
	Reason for

Rejection
	Option

Number

	
	
	
	
	


5. Monetary Costs & Benefits band application of Uncertainties (Sensitivity Analysis)  (Steps 5 & 8)
Please identify all of the capital and recurrent costs that are associated with each of the options under consideration. If there are expected to be monetary benefits (e.g. revenues or savings) these should be detailed also. It is important that all capital and recurrent costs and benefits are clearly quantified for each option. Both capital costs and recurrent costs should be presented in disaggregated form. Recurrent costs and benefits should be provided on an annual basis shown at current market prices. (See also spreadsheets in Appendix a). With reference to the Risks identified in 7. below, apply sensitivity analysis to any relevant economic assumptions considered particularly vulnerable to variation.

	Option

Number
	Capital

Expenditure
	Total Cost

(£’000)
	Recurrent

Expenditure
	Annual Cost

(£’000)
	Annual Benefit

(£’000)
	NPV

(£’000)

	
	
	
	
	
	
	


6. Assessment of Risks & Adjustment for Optimism Bias (Step 6.)
The presence of risks e.g., risk of a capital cost overrun, may influence the choice of option, therefore the implications must be thoroughly explored. Using the table below, please give details of any risks and uncertainties and the countermeasures that will be put in place to minimise their impact. Also indicate whether the level of risk is low medium or high for each option by allocating a score of 1, 2 or 3 respectively. This will determine the overall level of risk for each option and enable a comparison to be made. Agree levels of Optimism Bias (Departmental/Agency information should be available to inform these) and apply adjustments.

	Risk
	Risk Probability
	Countermeasure

	
	(Optimism Adjustment)
	

	Detail
	Option 1
	Option 2
	Option 3
	Option 4
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )            
	

	
	(
	
	
	              )
	

	
	(
	
	
	              )
	

	OVERALL RISK LEVEL
	
	
	
	
	(Low, Medium or High)


7. Non‑Monetary Costs & Benefits (Step 7)
Non-monetary costs and benefits are usually of great significance in most projects (including ICT) especially when the spreadsheet analysis shows that the proposed options have a net monetary cost. Please use the impact analysis table below to describe and score the impact of each cost and benefit against the options. Each specific cost or benefit detail should be described in the first column. The second column should be used to describe how the cost or benefit could be measured. Scores of 3 for high, 2 for medium and 1 for low impact should be allocated under the appropriate option heading (i.e. C for a cost and B for a benefit). The final ranking is based on an overall assessment of each option’s performance against the identified costs and benefits.

	Cost or Benefit

Detail
	Measurement Steps
	Option

1
	Option

2
	Option

3
	Option

4

	
	
	C
	B
	C
	B
	C
	B
	C
	B

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Option Costs and Benefits Total Scores
	
	
	
	
	
	
	
	

	Option Net (Benefits minus Costs) Scores 
	
	
	
	

	RANKING
	
	
	
	


8. Monitoring & Post Implementation Review (Step 9 (b))
The proposed arrangements for project monitoring and evaluation should be documented. These are vital parts of project appraisal and management. Information should be included on when, how and by whom these tasks will be undertaken. Monitoring allows actual progress to be compared with what was originally planned as indicated by the project timetable in Appendix 2. Evaluation should check the extent to which project objectives, costs and benefits have been achieved as planned for the preferred option once it is running for a specified period.

	


9. Management Considerations (Step 9(a))
Please set out the management considerations that need to be taken into account if the anticipated benefits for this project are to be realised. The issues that may need to be addressed are, business changes, accommodation, project implementation, procurement, TUS and financing. 

	


10. Assess the Balance of Advantage between the Options providing Conclusions & Recommendations (Step 10)
A summary section should be provided for all of the options (see Summary below) detailing the results of the analysis of capital and recurrent costs and benefits, non‑monetary factors benefits assessment and assessment of risk and uncertainty. Based on these summary results, a preferred option should be identified. In straightforward cases low cost options, which are ranked high in terms of non‑monetary benefits, with a low level of risk, will dominate the other options. In some cases, however, it will be for the decision‑maker to trade off between high cost (and possibly high risk) options with high benefits and low cost (and possibly low risk) options with lower benefits.

	Summary Table

	
	Option 1
	Option 2
	Option 3
	Option 4

	Total Capital Cost (£)
	
	
	
	

	Total Recurrent Cost (£)
	
	
	
	

	Total Project Cost (£)
	
	
	
	

	Non-Monetary Benefits Ranking
	
	
	
	

	Risk Assessment (low, med, high)
	
	
	
	


Preferred Option:

	


Costs of Options     (Appendix a)                                                                                                          

	
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	Option 1 – Base Case
	 
	 
	
	 

	
	 
	CAPITAL COSTS
	 
	 
	YEAR 0
	YEAR 1
	YEAR 2
	 

	
	 
	
	
	
	
	
	
	 

	
	 
	TOTAL CAPITAL COSTS
	 
	 
	
	
	
	 

	
	 
	RECURRING COSTS
	 
	 
	
	
	
	 

	
	
	
	
	
	
	
	
	

	
	 
	TOTAL RECURRING COSTS
	 
	
	
	
	 

	
	 
	TOTAL COSTS
	 
	 
	
	
	
	 

	
	 
	Discount Factor
	 
	 
	
	
	
	 

	
	
	Annual NPC
	
	
	
	
	
	

	
	
	Cumulative NPC
	
	
	
	
	
	

	
	
	
	
	
	
	NPC
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	 
	Option 2 – (Enter) Option Name
	 
	 
	
	 
	
	 

	
	 
	CAPITAL COSTS
	 
	 
	YEAR 0
	YEAR 1
	YEAR 2
	 

	
	 
	
	
	
	
	
	
	 

	
	 
	TOTAL CAPITAL COSTS
	 
	 
	
	
	
	 

	
	 
	RECURRING COSTS
	 
	 
	
	
	
	 

	
	 
	
	
	
	
	
	
	 

	
	 
	TOTAL RECURRING COSTS
	 
	
	
	
	
	 

	
	 
	TOTAL COSTS
	 
	 
	
	
	
	 

	
	
	Discount Factor
	 
	 
	
	
	
	

	
	
	Annual NPC
	
	
	
	
	
	

	
	
	Cumulative NPC
	
	
	
	
	
	

	
	
	
	
	
	
	NPC
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	 
	Option 3 – (Enter) Option Name
	 
	 
	
	 
	
	 

	
	 
	CAPITAL COSTS
	 
	 
	YEAR 0
	YEAR 1
	YEAR 2
	 

	
	
	
	
	
	
	
	
	

	
	 
	TOTAL CAPITAL COSTS
	 
	 
	
	
	
	 

	
	 
	RECURRING COSTS
	 
	 
	
	
	
	 

	
	
	
	
	
	
	
	
	

	
	 
	TOTAL RECURRING COSTS
	 
	
	
	
	
	 

	
	 
	TOTAL COSTS
	 
	 
	
	
	
	 

	
	
	Discount Factor
	 
	 
	
	
	
	

	
	
	Annual NPC
	
	
	
	
	
	

	
	
	Cumulative NPC
	
	
	
	
	
	

	
	
	
	
	
	
	NPC
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