Terms

ACQUISITION COST:   The amount paid to obtain an asset.

ALTERNATIVE:   A course of action, means, or methods by which an objective may be achieved.

ALTERNATIVE RANKING:   The end result of an economic analysis; the rating of options from lowest to highest in terms of a dollar value or another indicator.

ANALYSIS:   A systematic approach to problem solving.  Complex problems are made simpler by separating them into more understandable elements.  Involves identification of purposes and facts, statement of assumptions, and derivation of conclusions.  Analyses normally use quantitative methods and are done to support decision-making processes.

ASSETS:   Real and personal property and other items of monetary value.

ASSUMPTION:   An explicit statement describing present and/or future circumstances which may affect the outcome of an analysis.

BASE YEAR:   The reference year for all present value calculations (costs are converted to present value amounts as of the beginning of the base year).  In MILCON, the base year is usually the same as the start year.

BENEFIT:   Outputs or effectiveness expected to be received or achieved over time as a result of implementing an alternative.  These can be quantifiable in terms of dollar value or some other measure of productivity, or non quantifiable as in the case of intangible effects such as increased morale.

BENEFITS TO INVESTMENT RATIO:   Ratio of discounted future cost benefits (or avoidance) to the discounted investment cost.  A BIR of 1 indicates that the present value of benefits is equal to the present value of investment.

COMMERCIALLY FINANCED FACILITIES (CFF):   Facilities financed by the private sector as an alternative funding method for DoD to procure certain types of service facilities.  Different types of construction programs (MILCON, AFH, Energy) derive authority to pursue CFF from separate laws.

COMPOUND INTEREST:   Interest which is computed on both the original principal and its accrued interest.

CONSTANT YEAR DOLLARS:   Estimate in which costs reflect the level of prices of a base year.  Cost estimates expressed in constant dollars imply the purchasing power of the dollar remains unchanged over the analysis period.

COST:   A resource input to a project, program, or activity expressed in dollar terms.

COST ELEMENT:   Basic unit of cost, such as labor or material.  Related basic units are accumulated to form the total cost of each cost kind.

CUMULATIVE NET PRESENT VALUE:   The total of the discounted annual cost for the year in question and all preceding years of the project. 

CURRENT DOLLARS:   Convention used to show purchasing power in the year spent.  Prior costs stated in current dollars are the actual amounts paid out.  Future costs stated in current dollars are the actual amounts expected to be paid, including amounts caused by future price changes (inflation).

DATA:   Information of any kind.

DEPRECIATION:   A reduction in the value of an asset estimated to have accrued during an accounting period due to age, wear, usage, obsolescence, or the effects of natural elements such as decay and corrosion.

DISCOUNT FACTOR:   The multiplier calculated using the present value formula and a discount rate.  Used to convert a future cost into its present value.

DISCOUNT RATE:   The interest rate used to relate present and future dollars.  Expressed as a percentage and is used to reduce the value of future dollars in relation to present dollars to account for the time value of money.

DISCOUNTING:   Technique for converting various cash flows occurring over a period of time to equivalent amounts at a common point in time, considering the time value of money, to allow valid comparisons.

DISCOUNTING CONVENTION:   Method of discounting costs, either at beginning- of-year, middle-of-year, end-of-year, or continuous.

DISCOUNTED PAYBACK PERIOD (DPP):   Time required for the accumulated present value of savings of a proposed alternative to equal the total present value of its investment costs.

ECONOMIC ANALYSIS (EA):   A systematic method for quantifying the costs and benefits of alternative solutions for achieving an objective in order to find the most efficient (economical) solution.  Structured method to identify, analyze, and compare costs and benefits of the alternatives.

ECONPACK for Windows:   Personal computer windows version of Economic Analysis computer program.

INFLATION:   A persistent rise in the general level of prices over time which results in a decline in the purchasing power of money.  Measured by changes in price indices relative to some base year.

INHERITED ASSET:   An existing asset that will be used in an alternative.  If the asset could be used for some other purpose or sold, its value is included as a cost in the alternative.  If it has no use or value except in the alternative, no cost is included.

INTEREST:   A price (or rent) charged for the use of money.

INVESTMENT COSTS:   Costs associated with acquisition of real property, nonrecurring services, nonrecurring operation, and maintenance (start-up) costs.  These are usually one-time costs, although they may be spread over more than 1 year (such as construction costs).

LEAD TIME:   The time from the beginning of the period of analysis (start year) to the beginning of the mission life.

LEAST-COST ALTERNATIVE:   The option producing, at less cost, the same or greater quantity of a given output than another alternative.

LIFE-CYCLE COST:   The total cost of an item over its life cycle.  Includes initial investment, maintenance and repair, operations, utilities and, where applicable, disposal.

MAINTENANCE AND REPAIR COST:   Costs incurred to keep buildings and equipment in normal operating condition.

MISSION LIFE:   The period over which the need for the asset is anticipated.

NET PRESENT VALUE (NPV) OF AN ALTERNATIVE:   The cumulative discounted amount that also includes the discount value of the residual amount.

NONRECURRING COST:   Cost that occurs on a one-time basis as compared to annually recurring costs.

OBJECTIVE:   The result to be achieved by the project being studied.  It must be stated in an unbiased manner, and if possible, it should be quantified.

OPERATIONS COSTS:   Utilities, custodial and other routine costs incurred in operating a facility, not including maintenance and repair.

PERIOD OF ANALYSIS:   Time span over which an EA takes place; that is, the time over which costs and benefits of alternatives are compared.

PRESENT VALUE (PV):   Monetary expenditure (or savings) multiplied by the discount factor.  The resulting figure represents the worth of the future amount in base year dollars.

PRESENT WORTH:   See present value.

PRICE:   Dollar amount for which a good or service is bought or sold.

PRIMARY ANALYSIS:   An economic analysis performed when the objective is to change the status quo (present method of operation) in order to achieve a financial savings to the Government.

PROJECT:   A major mission-oriented endeavor that fulfills statutory or executive requirements, and that is defined in terms of the principal action required to achieve a significant objective.

RECURRING COSTS:   Expenses for personnel, material consumed, operating overhead, support services, maintenance and other items that are incurred annually or repetitively in the execution of a given program or work effort.

REPLACED ASSET:   An asset substituted with an alternative.  It is made available for other use by the Army or is advertised for sale.  Its value is subtracted from the NPV of the alternative.

RESIDUAL VALUE:   The remaining monetary value, if any, of an asset at a specified point in time.

RESOURCES:   Facilities, personnel, equipment, supplies and other items required for an alternative.  Once resources are determined, their value in dollars can then be estimated.  

SALVAGE VALUE:   The remaining monetary value, if any, of an alternative at the end of the period of analysis.  The value may be negative (it may cost money to remove the item).

SAVINGS:   Reduction in costs achieved without reduction in performance.  Always computed with respect to the existing course of action or status quo in an economic analysis.

SAVINGS TO INVESTMENT RATIO (SIR):   Ratio of discounted future cost savings (or avoidance) to the discounted investment cost.  An SIR of 1 indicates that the present value of savings is equal to the present value of investment.

SECONDARY ANALYSIS:   An economic analysis performed when there is a new requirement to be met or the existing facility is not adequate.

SENSITIVITY ANALYSIS:   An examination of how the EA results may change with respect to changes in the costs or timing of costs in an alternative(s).  As a minimum, the effect of changes in high-cost elements and questionable assumptions will be studied.

START YEAR:   The first year in which costs are incurred--often the first year of the period of analysis.

TERMINAL VALUE:   Same as salvage value or residual value at the end of the period of analysis.

TIME VALUE OF MONEY:   The concept that use of money costs money; a dollar today is worth more than a dollar tomorrow because of the interest costs.

TOTAL ANNUAL OUTLAYS:
The sum of all costs for a given year.

UNCERTAINTY:
The state of knowledge about outcomes in a decision which is such that it is not possible to assign probabilities in advance.  Doubt or ignorance about the magnitude of costs/benefits or their timing.  A technique for assessing the effect of uncertainty on EA results is the sensitivity analysis.

