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"The Green Book Appraisa and Evauation in
Central Government Treasury Guidance", DTLR, 2002.7(Draft under construction))

2 EXCEPTIONS TO THESTANDARDDISCOUNTRATE

2.1. General Exceptions.

1 The standard discount rate may notbeappropriate in the following circumstances.
Proposals where the impacts occur over the long term. A lower discount rate may be
appropriate in these circumstances. (See Weitzman (2001))

Where discounting is used to predict financial market responses to public activities,
(such as a change in a tax regime or timing of a charge or grant). The appropriate rate
is that used by the producer or consumer in the case in hand. This will usualy be the
body’s post-tax margina borrowing or lending rate, depending upon exactly which
aternatives are being compared. (A 3.5 per cent discount rate is till appropriate for
appraising the interest of the taxpayersasopposedtothereceivingbody.)

When undertaking sensitivity analysis.

For international development assistance projects, a single discount rate should be used
for each recipient country, derived from estimates of the social time preference rae
appropriate to the recipient economy.

When discounting cash flows that are defined in nomina terms the normal practice
should be to convert these nominal flows to red terms. This alows dl costs and
benefits to bediscounted at the same real discount rate.

A nomina discount rate may sometimes be required to capitalise nominal cash flows.
This nomina rate should be higher than the red rate by an amount equa to the
projected rateofgeneralinflation.

Where there is a long-term planning horizon for a proposal. An example of this would
be a policy forreducing activities which deplete the ozone layer.

‘The Green Book' July 2002 Treasury Guidance APPRAISAL AND EVALUATION IN CENTRAL
GOVERNMENTANNEXES Annex7DiscountRateP53-54(DRAFT UNDERCONSULTATION)
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