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Approach 1

Total annual cost = the present value of the total cost stream (investment expenditure plus net
operating and maintenance costs) x capital recovery factor, i.e.

n : n
total annual cost=| > (C‘ + OCr) r(l + f)

t=0 1+t || @+ =1

Where:

t=0 the base year for the assessment

C,= total investment expenditure on the proposal in period t (typically one year)
OC; = total net operating and maintenance cost on the proposal in period t

r = the discount (interest) rate per period

n = the estimated economic lifetime of the equipment in years
Net costs refer to the difference between additional gross costs associated with implementing a
technique and the benefits, revenues, and avoided costs that will result. These net costs may be
negative, if so then it is a profitable technique.
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