Exhibit 4-4. Selection of Time Horizons

Regulatory Assessment and Regulatory Evaluation-
Cost and Benefit Valuation Issues
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Cost Flow - Deferred:
Characteristics Immediate, basically (1) Lagged, then steady; or | Sporadic, predictable only
steady stream (2) Initially low, then rising | ¢or longer stretches of time
No significant ks, i ime horizo! . .
fairly steady annual flow, oy s e Yocimon Longrr s ep;dnds -
eg. replacement of . well balanced each year; spmeatyi between regularl
equipment ot introduction probably 10 years is recurring costs and bendy'its
::;my with | sufficient in later years; try 20 years,
natural attrition of existing ltq 30| if hasias sapldly
equipment/labor; new 20th and 30th
ocedures that involve year.
igher costs but no start-up
investments
H‘G‘f one-time initial costs, | ' Time horizon depends on Time horizon longer than Time horizons at least one
negh;.:ble or lower level situation; if benefits are that for immediate and benefit-prediction period;
recurring ﬂlmﬂa‘ (no substantial, a 10 to 15 year steady benefits; 30 years is more if this too short for ’
more significant peaks); horizon may be sufficent to | maximum. benefits to counter high
eg. laxge initial demonstrate net benefit; if initial costs; up to a
expenditure on labor . costs are heavily front maximum of !:’{) years
training, thereafter incurred | |oaded and benefits are )
only as new employees steady but not spectacular,
added could required 30 years
(which is comparable to
infinite horizon)
Hi‘!liniﬁﬂmwiﬁl T'mehaimequivﬂgguto Time horizon of one cost
equmﬂ“h!’:?‘ll:cd at one cost cydle, i.e, cyde atleast; may need to
;z‘"'ﬁ: peak-to-peak interval, since | extend to two or more
ereafter; peaks define pattern is repeated depending on benefits
capital cycle hereafter. - profile
on height of lower i i
High initalcont followed | pohr Lo SCELE 7 | Longerthan for immedinte
by lower level regular ; if start-up costs are to include several cost
costs punctuated with very high relative to cydles of shorter-lived
lower peakis); e.g., start-up | g bgequent peaks (e.g., equipment (up to
investment in labor training | one time labor costs plus maximum time horizon of
and various new pieces of | - jnyestment in equipment of | 39 years)
equipment with varying varying useful lives
lifecycles (lower a few at a time at
define life cycle of different |  y;¢cerory times). Try to
equipment components) choose a time horizon that
ends just before a new
capital cycle begins, so that
most of capital investment
has had a full cydle to
generate benefits; may need
long time horizon to
capture full effects-perhaps
30 years.
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