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BUSINESS CASE ANALYSIS – PROPOSAL SUPPLEMENT
BACKGROUND

Business case analyses (BCA) are becoming standard industry assessments supporting program decision making and planning.  A business case analysis is a tool and process by which the government and military may assess the alternatives for achieving a desired future objective.  The business case analysis also informs the determination of the best value alternative for achieving that objective.  
The Advanced Medical Development Program uses this information for budget submissions and to secure additional future funds through the POM process.  In the military, business case analyses enable quantifications of efficiencies in terms of dollars, time, personnel, or logistic footprint.

Ultimately, the business case analysis is a process used to assess improvement alternatives and to evaluate economical, technical, and other arguments for carrying out those alternatives to achieve stated objectives.  

DIRECTIONS to Complete Return on Investment/Business Case Analysis document
Overall, the business case analysis is used to assess changes from existing/status quo medical device and medical procedure strategies to new, improved devices, procedures, and approaches using best value assessments.

· First, state the objective of the proposed effort detailed in the Letter of Initiative.  What is the purpose or objective of the proposed initiative?  What medical device or procedure will be improved upon and to what extent?   Ultimately, the objective must support a best value assessment.  In a DoD context, best value means the proposed effort optimizes performance and/or medical development support at a reasonable cost.  The best value alternative proposed by the LOI is not necessarily less expensive than the status quo, but must provide the optimum desired outcome with the most efficient use of financial resources.  
→ Definition of the objective of the effort will assist with assessing the current state (baseline/status quo), defining the desired future state (strategic objectives of the letter of initiative/proposed effort), and lead to a calculation of return on investment.

· Next, define Key Performance Parameters (KPP) of your device, process or proposed effort (i.e. operating cost, equipment weight, equipment size, etc.).  

· Then, determine your baseline metrics and what percentage of improvement you expect to see as a result of this project (i.e., 15% fewer irrigations of a wound; 95% reduction (efficacy of the drug/vaccine) in the number of cases of illness; 35% improvement in recovery time; 85% reduction in logistic burden; 15% reduction in weight; 20% reduction in staffing/manpower costs, etc.).  Can a dollar value be put to the metrics?  If yes, show the dollar value and state where it was derived.  Quantitative benefits provide the most straightforward method for objective analysis, and can be expressed in terms of discrete units, such as dollars or hours avoided or saved.
· Additionally, define ancillary benefits that may be achieved as a result of the proposed research effort.  Are there other elements of performance either under-addressed or completely non-existant in the status quo?  Can these benefits be quantified?

· Qualitative benefits may also be associated with the proposed effort and merit consideration as a portion of the complete business case analysis.  Some examples are increases in productivity, improvements in medical processes, increases in operational readiness, and improvements in value not monetarily defined.  Do note, however, that monetarily defined benefits make the most impactful arguments for funding the research (e.g., an X investment in a research effort may result in some multiple of X in terms of cost savings to the military).  Wherever possible, qualitative benefits should be broken down and defined as discretely as is feasible.  
Now to determine the Return on Investment (ROI) ratio: Take the baseline dollar number and divide by the projected improvement number and you should have a ratio stating that for every dollar in research investment money spent, you achieve $XX of benefit.

Methods and assumptions for developing the return on investment must be explicitly stated.  
Financial Justification

Financial justification is a business case that asks whether or not an investment is justified—in financial terms.  A financial justification analysis helps decision makers decide whether or not to go forward with a proposed action.
The results of a financial justification business case address questions like these: 

· Does the proposed __________ represent the best use of funds? 

· Can we use the proposed ___________ to improve our financial position (reduce costs)? 

· Will the proposed ________ "pay for itself" through money saved?
· Does the proposed __________ improve our customer relations/satisfaction?
Depending on needs and priorities, financial justifications may be decided by any one or several criteria, such as:
· Return on investment (ROI) for the proposed action 

· Total cost 

· Total capital costs 

· Total operating expenses 

· Cost per transaction (or cost per person, cost per seat, cost per ... etc.)

· Payback period 

Total Ownership Cost Analysis (TOC)

Cost of ownership analysis (or total ownership cost, TOC), is a business case designed especially to find the lifetime costs of acquiring, operating, and changing something.  Today, TOC analysis is used to support acquisition and planning decisions for a wide range of assets that bring significant maintenance or operating costs across a usable life of several years or more.  
Total cost of ownership is used to support decisions involving computing systems, vehicles, laboratory and test equipment, medical equipment, manufacturing equipment, etc.


A robust TOC analysis brings out the "hidden" or non-obvious ownership costs that might otherwise be overlooked in making purchase decisions or planning budgets.  The model provides an effective tool for assuring business case builders and case recipients that every important cost item is included and that everything irrelevant is excluded.  
The analysis begins with the design of a comprehensive cost model that completely covers the subject of the case, and which supports the purpose and needs of decision makers.  Cells of the matrix identify cost items that are planned and managed together (have common cost drivers); rows represent major resource categories, and columns represent RDT&E lifecycle stages. 

TOC analysis is not a complete cost benefit analysis.  When this approach is used in decision support, it is usually assumed that the benefits from all alternatives are more or less equal, and that choices differ only on the cost side.  
Conclusion
The purpose of this Return on Investment/Business Case Analysis is to establish a total cost of ownership/operation and have the information needed for a financial justification in any research project.
For further information, we recommend a quick course on the Defense Acquisition University (DAU) training website at: www.dau.mil
Please click on “Continuous Learning” -> “Browse Continuous Learning Modules” -> “Business Case Analysis” (CLL015) -> “Register for Course”.
The Advanced Medical Development Program Office looks forward to your submissions.  Thank you.
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