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Figure 2. The Policy Cycle
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Selecting the preferred option
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Box 10. NPSV and Discounting Worked Example

Alternative options, A and B, are both expected to improve the quality of a department’s work and

reduce staff costs.

Option A requires £10 million in initial capital expenditure to realise benefits of £2.5 million per annum
for the following four years (£2 million in reduced staff costs and £0.5 million in quality improvements).

Option B requires £5 million in initial capital expenditure to realise benefits of £1.5 million per annum for

the following four years (£1 million reduced staff costs and £0.5 million in quality improvements).

Year 0 1 2 3 4
Option A (£m)

Costs -10.00 0 & 0 0
Benefits 0 2.50 250 2.50 2.50
Net Benefit -10.00 2.50 250 2.50 250
Discounted net benefits -10.00 2.42 Tt 225 218
Net Present Social Value -0.82

Option B (£m)

Costs -5.00 0 O 0 0
Benefits 0 150 50 1.50 150
Net Benefit -5.00 1.50 1.50 1.50 1.50
Discounted net benefits -5.00 1.45 1.40 1.35 131
Net Present Social Value 0.51

Discount factor 1 0.9662 08535 {501 0.8714

Option B has positive NPSV of £0.51m compared to -£0.82m for Option A.

H
GB, P.29.
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Causal inference
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