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Cost analysis

• Partial evaluation because it does not include consequences… 
maybe

• Often misunderstood due to varying use of the term “cost 
analysis”

• Cost of illness
• Micro-costing studies of program implementation costs
• Any study that uses monetized outcomes



Micro-costing study

Source: Drummond, M. F., Sculpher, M. J., Claxton, K., Stoddart, G. L. & Torrance, G. W. (2015). Methods for the Economic 
Evaluation of Health Care Programmes, Fourth Edition. Oxford University Press, USA. 



Importance of micro-costing studies

• First step in a full economic evaluation 
• Provides critical information for CEA
• Provides information on resource use that can be used to 

estimate the impact of changes in intervention or price 
structures

• Identifies key drivers of cost, which allows providers and 
policymakers to identify critical cost components and facilitates 
sensitivity analyses



Activity-based costing

• Advantage
• Estimate cost per unit for specific activities

• Total cost per specific participant or per patient 
• Cost for activity bundles
• Estimate cost-effectiveness of specific activities

• Disadvantage
• Data collection is potentially more burdensome



Steps in conducting an activity-based costing 
study
1. Know your intervention
2. Know your perspective
3. Find your data and develop one or more data collection 

instruments
4. Calculate costs



Step 1: Know your intervention
• Purpose 

• To delineate clearly the intervention from any other services being offered  
• To identify all activities that comprise the intervention (and are not research or related activities) 
• To identify all resources used to provide the intervention

• Labor resources (e.g., time from paid staff or volunteers)
• Non-labor resources (e.g., materials, equipment, building space)   

• Issues to consider
• How does the intervention differ from other existing services?
• How does the intervention overlap with existing services?
• What percent of labor time is devoted to the intervention as opposed to existing services?
• What proportion of non-labor resources are devoted to the intervention as opposed to existing 

services?
• Are there any free and/or subsidized resources used in providing the intervention? If so, what 

proportion of free and/or subsidized resources are devoted to the intervention as opposed to existing 
services?



Step 2: Know your perspective
• Purpose 

• To determine those costs that are relevant to your analysis
• To help determine where research ends and the intervention begins  
• To focus your analysis to the proper audience
• To ensure that your costs correspond with your outcomes  

• Issues to consider 
• What is the perspective of your outcome analysis?
• Who is the target audience for your evaluation and what perspective do they expect?
• Should you consider calculating multiple costs estimates, each from a different 

perspective?  
• Can you clearly distinguish those health care costs that are actual costs of the 

intervention versus outcomes the intervention is designed to affect?



Step 3: Find your data
• Purpose: 

• To identify sources of resource use and cost data for each resource identified 
in Step 1  

• To ensure that your cost estimates are from the same perspective as your 
outcomes  

• To standardize the data collection process and insure comparability to other 
cost estimates  

• Issues to consider: 
• Should you use budgets or expenditures?
• Does your instrument collect cost information on all resources identified in 

Step 1?
• Does it collect costs from the perspective identified in Step 2?
• Have you accounted for inflation appropriately?



Step 4: Calculate costs

• Purpose: 
• To appropriately monetize and combine individual activities into 

meaningful components of the intervention
• Provide cost estimates for use in CEA or CBA
• To provide planning information for future implementation efforts

• Issues to consider: 
• Can one table serve two or purposes and still be intelligible?
• What activities use the most resources and are they also the most 

expensive?



• Mind your p’s and q’s
• Always present p, q, and pXq

• Adjusting market prices, only 
adjust if

• Not adjusting clearly biases 
results

• There is a clear and objective 
method for adjusting

• E.g., costs versus charges

Lessons learned

Zarkin, G.A., Bray, J.W., Hinde, J, & Saitz, R. (2015). Costs of screening and brief 
intervention for illicit drug use in primary care settings. Journal of Studies on Alcohol and 
Drugs. 76(2): 222–228. 



Lessons learned
• How much effort is the micro-costing 

study worth?
• Do some costs merely confirm a 

conclusion?
• Are some costs small enough to be 

negligible?
• Costs that are shared across 

programs do not have to be estimated
• Research costs

• Always consider opportunity costs, not 
just expenditures

• Including non-market costs, e.g. 
volunteers or informal care

• Forgone earnings
• Substitute source

Bray, J. W., Mallonee, E., Aldridge, A. P., Dowd, W., Cowell, A. J., & Vendetti, J. 
(2014). Program- and service-level costs of seven screening, brief intervention, and 
referral to treatment programs. Substance Abuse and Rehabilitation. 5:63–73.



Lessons learned
• Do not make the perfect the enemy 

of the good
• But… “approximately right is wrong”
• Small changes in incremental costs 

can have big effects over a lifetime
• Provide decisons makers with the 

informaiton they need
• Research costs
• Overhead costs
• Startup costs

• Don’t be lazy, but be efficient

Cowell, A. J., Dowd, W. N., Landwehr, J., Barbosa, C., & Bray, J. W. (2017). A time and 
motion study of screening, brief intervention, and referral to treatment implementation in 
health-care settings. Addiction. 112(S2): 65-72. 



Lessons learned

• Start up costs
• Appropriate time frame
• Capital outlays and other 

startup costs
• Sunk costs
• Fixed costs
• Variable costs

• Overhead costs

Zarkin, G. A., Bray, J. W., Davis, K. L., Babor, T. F., & Higgins-Biddle, J. C. (2003). The 
costs of screening and brief intervention for risky alcohol use. Journal of Studies on 
Alcohol, 64(6), 849–857. 



Other issues: Discounting and inflation

• You should discount future costs, but other, less used methods 
include

• Annuitization and equivalent annual costs
• Useful life and resale value

• Be consistent in your treatment of inflation, realizing that what 
you want is present real values

• Do you discount the first period?
• Start of period payment versus end of period payment

• Choosing a discount rate
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