	Ch#
	Term
	Definition
	Sound File

	1
	engineering economics:
	Science that deals with techniques of quantitative analysis useful for selecting a preferable alternative from several technically viable ones.
	

	2
	cash flow diagram:
	A chart that summarizes the timing and magnitude of cash flows as they occur over time. The X axis represents time, measured in periods, and the Y axis represents the size and direction of the cash flows. Individual cash flows are indicated by arrows pointing up (positive cash flows, or receipts) or down (negative cash flows, or disbursements).
	

	2
	compound interest:
	The standard method of computing interest where interest accumulated in one interest period is added to the principal amount used to calculate interest in the next period.
	

	2
	compounding period:
	The interest period used with the compound interest method of computing interest.
	

	2
	continuous compounding:
	Compounding of interest which occurs continuously over time, i.e., as the length of the compounding period tends toward zero.
	

	2
	decisional equivalence:
	Decisional equivalence is a consequence of indifference on the part of a decision maker among available choices.
	

	2
	Effective interest rate:
	The actual but not usually stated interest rate, found by converting a given interest rate (with an arbitrary compounding period, normally less than a year) to an equivalent interest rate, with a one-year compounding period.
	

	2
	equivalence:
	A condition that exists when the value of a cost at one time is equivalent to the value of the related benefit at a different time.
	

	2
	interest period:
	The base unit of time over which an interest rate is quoted. The interest period is referred to as the compounding period when compound interest is used.
	

	2
	interest rate:
	If the right to P at the beginning of a time period exchanges for the right to F at the end of the period, where F= P(1+ i), i is the interest rate per time period. In this definition, P is called the present worth of F, and F is called the future worth of P.
	

	2
	interest:
	The compensation for giving up the use of money.
	

	2
	market equivalence:
	The ability to exchange one cash flow for another at zero cost.
	

	2
	mathematical equivalence:
	An equivalence of cash flows due to the mathematical relationship between time and money.
	

	2
	nominal interest rate:
	The conventional method of stating the annual interest rate. It is calculated by multiplying the interest rate per compounding period by the number of compounding periods per year.
	

	2
	present worth:
	See interest rate.
	

	2
	simple interest:
	A method of computing interest where interest earned during an interest period is not added to the principal amount used to calculate interest in the next period. Simple interest is rarely used, except as a method of calculating approximate interest.
	

	3
	amortization period:
	The duration over which a loan is repaid. It is used to compute periodic loan payment amounts.
	

	3
	annuity due:
	An annuity whose first of N receipts or disbursements is immediate, at time 0, rather than at the end of the first period.
	

	3
	annuity:
	A series of uniform-sized receipts or disbursements that start at the end of the first period and continue over a number, N, of regularly spaced time intervals.
	

	3
	arithmetic gradient series:
	A series of receipts or disbursements that start at the end of the first period and then increase by a constant amount from period to period.
	

	3
	arithmetic gradient to annuity conversion factor:
	Denoted by (A/G,i,N), gives the value of an annuity, A, that is equivalent to an arithmetic gradient series where the constant increase in receipts or disbursements is G per period, the interest rate is i, and the number of periods is N.
	

	3
	bond:
	An investment that provides an annuity and a future value in return for a cost today. It has a "par" or "face" value, which is the amount for which it can be redeemed after a certain period of time. It also has a "coupon rate," meaning that the bearer is paid an annuity, usually semi-annually, calculated as a percentage of the face value.
	

	3
	capital recovery factor:
	Denoted by (A/P,i,N), gives the value, A, of the periodic payments or receipts that is equivalent to a present amount, P, when the interest rate is i and the number of periods is N.
	

	3
	capital recovery formula:
	A formula that can be used to calculate the savings necessary to justify a capital purchase based on first cost and salvage value.
	

	3
	Capitalized value:
	The present worth of an infinitely long series of uniform cash flows.
	

	3
	compound amount factor:
	Denoted by (F/P,i,N), gives the future amount, F, that is equivalent to a present amount, P, when the interest rate is i and the number of periods is N.
	

	3
	compound interest factors:
	Functions that define the mathematical equivalence of certain common cash flow patterns.
	

	3
	continuous models:
	Models that assume all cash flows and all compounding of cash flows occur continuously over time.
	

	3
	discrete models:
	Models that assume all cash flows and all compounding of cash flows occur at the ends of conventionally defined periods like months or years.
	

	3
	geometric gradient series:
	A set of disbursements or receipts that change by a constant proportion from one period to the next in a sequence of periods.
	

	3
	geometric gradient to present worth conversion factor:
	Denoted by (P/A,g,i,N), gives the present worth, P, that is equivalent to a geometric gradient series where the base receipt or disbursement is A, and where the rate of growth is g, the interest rate is i, and the number of periods is N.
	

	3
	growth adjusted interest rate, i°:
	i° = (1+i)/(1+g) so that 1/(1+i°) = (1+i)/(1+g) where i is the interest rate and g is the growth rate. The growth adjusted interest rate is used in computing the geometric gradient to present worth conversion factor.
	

	3
	present worth factor:
	Denoted by (P/F,i,N), gives the present amount, P, that is equivalent to a future amount, F, when the interest rate is i and the number of periods is N.
	

	3
	series present worth factor:
	Denoted by (P/A,i,N), gives the present amount, P, that is equivalent to an annuity, A, when the interest rate is i and the number of periods isN.
	

	3
	sinking fund factor:
	Denoted by (A/F,i,N), gives the size, A, of a repeated receipt or disbursement that is equivalent to a future amount, F, when the interest rate is i and the number of periods is N.
	

	3
	sinking fund:
	Interest-bearing account into which regular deposits are made in order to accumulate some amount.
	

	3
	term:
	The duration over which a loan agreement is valid.
	

	3
	uniform series compound amount factor:
	Denoted by (F/A,i,N), gives the future value, F, that is equivalent to a series of equal-sized receipts or disburse ments, A, when the interest rate is i and the number of periods is N.
	

	4
	annual worth method:
	Comparing alternatives by converting all cash flows to a uniform series, i.e., an annuity.
	

	4
	comparison methods:
	Methods of evaluating and comparing projects, such as present worth, annual worth, payback, and IRR.
	

	4
	cost of capital:
	The minimum rate of return required to induce investors to invest in a business.
	

	4
	future worth method:
	Comparing alternatives by taking all cash flows to future worth.
	

	4
	future worth:
	See the definition of interest rate.
	

	4
	independent projects:
	Two projects are independent if the expected costs and the expected benefits of each of the projects do not depend on whether or not the other one is chosen.
	

	4
	minimum acceptable rate of return (MARR):
	An interest rate that must be earned for any project to be accepted.
	

	4
	mutually exclusive projects:
	Projects are mutually exclusive if, in the process of choosing one, all the other alternatives are excluded.
	

	4
	payback period method:
	A method used for comparing alternatives by comparing the periods of time required for the investments to pay for themselves.
	

	4
	payback period:
	The period of time it takes for an investment to be recouped when the interest rate is assumed to be zero.
	

	4
	present worth method:
	Comparing alternatives by taking all cash flows to present worth.
	

	4
	project balance:
	If a project has a sequence of net cash flows A 0 , A 1 , A 2 ,..., A T , and the interest rate is i', there are T + 1 project balances, B 0 , B 1 ,..., B T , one at the end of each period t, t = 0,1,..., T. A project balance, B t , is the cumulative future value of all cash flows, up to the end of period t, compounded at the rate,i'.
	

	4
	project:
	A term used throughout this text to mean "investment opportunity."
	

	4
	real MARR:
	The minimum acceptable rate of return when cash flows are expressed in real, or constant, dollars.
	

	4
	related but not mutually exclusive projects:
	For pairs of projects in this category, the expected costs and benefits of one project depend on whether the other one is chosen.
	

	4
	repeated lives:
	Used for comparing alternatives with different service lives, based on the assumption that alternatives can be repeated in the future, with the same costs and benefits, as often as necessary. The life of each alternative is repeated until a common total time period is reached for all alternatives.
	

	4
	study period:
	A period of time over which alternative projects are compared.
	

	4
	weighted average cost of capital:
	A weighted average of the costs of borrowing and of selling shares. The weights are the fractions of total capital that come from the different sources.
	

	5
	external rate of return (ERR):
	The rate of return on a project where any cash flows that are not invested in the project are assumed to earn interest at a predetermined rate (such as the MARR).
	

	5
	internal rate of return (IRR):
	That interest rate, i*, such that, when all cash flows associated with a project are discounted at i*, the present worth of the cash inflows equals the present worth of the cash outflows.
	

	5
	net cash flow:
	The difference between cash inflows and outflows for the period. The net cash flow, A t , is given by A t  = R t  - D t , where R t  is cash inflow in period t, and D t  is cash disbursed in period t.
	

	5
	nominal dollars:
	See actual dollars.
	

	5
	simple investment:
	A project that consists of one or more cash outflows at the beginning, followed only by one or more cash inflows.
	

	6
	acid-test ratio:
	The ratio of quick assets to current liabilities. Quick assets are cash, accounts receivable, and marketable securities - those current assets considered to be highly liquid. The acid-test ratio is also known as the quick ratio.
	

	6
	asset-management ratios:
	Financial ratios that assess how efficiently a firm is using its assets. Asset management ratios are also known as efficiency ratios. Inventory turnover is an example.
	

	6
	Assets:
	The economic resources owned by an enterprise.
	

	6
	balance sheet:
	A financial statement which gives a snapshot of an enterprise's financial position at a particular point in time, normally the last day of an accounting period.
	

	6
	book value:
	The depreciated value of an asset for accounting purposes, as calculated with a depreciation model.
	

	6
	Corporation:
	A business owned by shareholders.
	

	6
	cost principle of accounting:
	A principle of accounting which states that assets are to be valued on the basis of their cost as opposed to market or other values.
	

	6
	current assets:
	Cash and other assets that could be converted to cash within a relatively short period of time, usually a year or less.
	

	6
	current liabilities:
	Liabilities that are due within some short period of time, usually a year or less.
	

	6
	current ratio:
	The ratio of all current assets to all current liabilities. It is also known as the working capital ratio.
	

	6
	debt-management ratios:
	See leverage ratios.
	

	6
	declining-balance method of depreciation:
	A method of modelling depreciation where the loss in value of an asset in a period is assumed to be a constant proportion of the asset's current value.
	

	6
	depreciation:
	The loss in value of a capital asset.
	

	6
	earnings before interest and taxes (EBIT):
	A measure of a company's operating profit (revenues less operating expenses), which results from making sales and controlling operating expenses.
	

	6
	efficiency ratios:
	See asset-management ratios.
	

	6
	Equity ratio:
	A financial ratio which is the ratio of total owners' equity to total assets. The smaller this ratio is, the more dependent the firm is on debt for its operations and the higher are the risks the company faces.
	

	6
	extraordinary item:
	A gain or loss which does not typically result from a company's normal business activities and is therefore not a recurring item.
	

	6
	financial accounting:
	The process recording and organizing the financial data of a business. The data cover both flows over time, like revenues and expenses, and levels, like an enterprise's resources and the claims on those resources, at a given date.
	

	6
	Financial market:
	Market for the exchange of capital and credit in the economy.
	

	6
	financial ratio analysis:
	Comparison of a firm's financial ratios with ratios computed for the same firm from previous financial statements and with industry standard ratios.
	

	6
	Financial ratios:
	Ratios between key amounts taken from the financial statements of a firm. They give an analyst a framework for answering questions about the firm's liquidity, asset management, leverage, and profitability.
	

	6
	income statement:
	A financial statement which summarizes an enterprise's revenues and expenses over a specified accounting period.
	

	6
	inventory-turnover ratio:
	A financial ratio that captures the number of times that a firm's inventories are replaced (or turned over) per year. It provides a measure of whether the firm has more or less inventory than normal.
	

	6
	leverage ratios:
	Financial ratios that provide information about how liquid a firm is, or how well it is able to meet its current obligations. Also know as debt-management ratios.
	

	6
	liabilities:
	Claims, other than those of the owners, on a business's assets.
	

	6
	liquidity ratio:
	A financial ratio that evaluates the ability of a business to meet its current liability obligations. The current ratio and quick ratio are two examples of liquidity ratios.
	

	6
	long-term assets:
	Assets that are not expected to be converted to cash in the short term, usually taken to be one year.
	

	6
	long-term liabilities:
	Liabilities that are not expected to draw on the business's current assets.
	

	6
	management accounting:
	The process of analyzing and recording the costs and benefits of the various activities of an enterprise. The goal of management accounting is to provide managers with information to help in decision making.
	

	6
	market value:
	Usually taken as the actual value an asset can be sold for in an open market.
	

	6
	net-profit ratio:
	See return-on-assets (ROA) ratio.
	

	6
	owners' equity:
	The interest of the owner or owners of a firm in its assets.
	

	6
	par value:
	The price per share set by a firm at the time the shares are originally issued.
	

	6
	partnership:
	A business owned by two or more owners (partners).
	

	6
	performance measures:
	Calculated values that allow conclusions to be drawn from data.
	

	6
	profitability ratios:
	Financial ratios that give evidence of how productively assets have been employed in producing a profit. Return on total assets (or net-profit ratio) is an example of a profitability ratio.
	

	6
	Quick ratio:
	See acid-test ratio.
	

	6
	retained earnings:
	The cumulative sum of earnings from normal operations, in addition to gains (or losses) from transactions such as the sale of plant assets or investments that have been reinvested in the business, i.e., not paid out as dividends.
	

	6
	return-on-assets (ROA) ratio:
	A financial ratio that captures how productively assets have been employed in producing a profit. It is also known as the net-profit ratio.
	

	6
	return-on-equity (ROE) ratio:
	A financial ratio that captures how much profit a company has earned in comparison to the amount of capital that the owners have tied up in the company.
	

	6
	salvage value:
	Either the actual value of an asset at the end of its useful life (when it is sold), or an estimate of the salvage value calculated using a depreciation model.
	

	6
	Scrap value:
	Either the actual value of an asset at the end of its physical life (when it is broken up for the material value of its parts), or an estimate of the scrap value calculated using a depreciation model.
	

	6
	sole proprietorship:
	A business owned by one person.
	

	6
	statement of changes in financial position:
	A financial statement that shows the amounts of cash generated by a company's operations and by other sources, and the amounts of cash used for investments and other non-operating disbursements.
	

	6
	straight-line depreciation:
	A method of modelling depreciation which assumes that the rate of loss in value of an asset is constant over its useful life.
	

	6
	trend analysis:
	A form of financial analysis which traces the financial ratios of a firm over several accounting periods.
	

	6
	working capital ratio:
	See current ratio.
	

	6
	working capital:
	The difference between total current assets and total current liabilities.
	

	7
	capacity:
	The ability to produce, often measured in units of production per time period.
	

	7
	capital cost allowance (CCA) asset class:
	A categorization of assets for which a specified CCA rate is used to compute CCA. Numerous CCA asset classes exist in the CCA system.
	

	7
	capital cost:
	The depreciation expense incurred by the difference between what is paid for the assets required for a particular capacity and what the assets could be resold for some time after purchase.
	

	7
	challenger:
	A potential replacement for an existing asset. See defender.
	

	7
	defender:
	An existing asset being assessed for possible replacement. See challenger.
	

	7
	economic life:
	The service life of an asset that minimizes its total cost of use.
	

	7
	equivalent annual cost (EAC):
	An annuity that is mathematically equivalent to a more complex set of cash flows.
	

	7
	fixed costs:
	costs that remain the same, regardless of actual units of production.
	

	7
	installation costs:
	Costs of acquiring capacity (excluding the purchase cost) which may include disruption of production, training of workers, and perhaps a reorganization of other production.
	

	7
	one year principle:
	This principle states that if the EAC (capital costs) for the defender are small compared to the EAC (operating costs), and the yearly operating costs are monotonically increasing, the economic life of a defender is one year and its total EAC is the cost of using the defender for one more year.
	

	7
	operating and maintenance costs:
	Ongoing costs to operate and maintain an asset over its useful life. Includes costs such as electricity, gasoline, parts, repair and insurance.
	

	7
	replacement:
	An asset may be replaced if there is cheaper way to get the service the asset provides or of the service provided by the asset is no longer adequate.
	

	7
	retire:
	To remove an asset from use without replacement.
	

	7
	specialist company:
	A firm that concentrates on manufacturing a limited range of very specialized products.
	

	7
	sunk costs:
	Costs that were incurred in the past and are no longer relevant in replacement decisions.
	

	7
	variable costs:
	Costs that change depending on the number of units produced.
	

	8
	capital cost allowance (CCA) rate:
	The maximum depreciation rate allowed for assets in a designated asset class within the CCA system.
	

	8
	capital cost allowance (CCA) system:
	The system established by the Canadian government whereby the amount and timing of depreciation expenses on capital assets is controlled.
	

	8
	capital cost allowance (CCA):
	The maximum depreciation expense allowed for tax purposes on all assets belonging to an asset class.
	

	8
	capital cost tax factor (CCTF):
	A value that summarizes the effect of the future benefit of tax savings due to the CCA. It allows analysts to take these benefits into account when calculating the value of an asset. The new CCTF takes into account the "half-year rule" where only half of the capital cost of an asset can be used to calculate the CCA in the first year. This rule came into effect in November 1981. The old CCTF takes into account the entire amount of a capital expense in one year.
	

	8
	capital expense:
	The expenditure associated with the purchase of a long-term depreciable asset.
	

	8
	expensed:
	Term applied to an asset with a CCA rate of 100%. For all intents and purposes, this is the same as treating the cost of the asset as an operating cost rather than a capital cost.
	

	8
	expenses:
	Either real costs associated with performing a corporation's business or a portion of the capital expense for an asset.
	

	8
	progressive tax rate:
	A taxation rate that increases as the income level increases.
	

	8
	recovery period:
	The designated service life for depreciation calculation purposes in U.S. tax law.
	

	8
	small business deduction:
	A tax deduction which reduces the effective tax rate for a small Canadian company to less than 20%.
	

	8
	tax credits:
	Real or nominal costs that are not taxed or are taxed at a reduced rate.
	

	8
	undepreciated capital cost (UCC):
	The remaining book value of assets subject to depreciation for taxation purposes. For any given year, the UCC balance can be calculated as follows: UCC opening + additions - disposals - CCA = UCC ending
	

	9
	Actual dollars:
	Monetary units at the time of payment.
	

	9
	actual interest rate:
	The stated, or observed, interest rate based on actual dollars. If the real interest rate is i' and the inflation rate is f , the actual interest rate i is found by: i = i' + f + i' f
	

	9
	actual internal rate of return, IRR A :
	The internal rate of return on a project based on actual dollar cash flows associated with the project; also the real internal rate of return which has been adjusted upwards to include the effect of inflation.
	

	9
	Actual MARR:
	The minimum acceptable rate of return for actual dollar cash flows. It is the real MARR adjusted upwards for inflation.
	

	9
	base period:
	A particular date associated with real dollars that is used as a reference point for price changes; also the period from which the expenditure shares are calculated in a Laspeyres price index.
	

	9
	base year:
	The year on which real dollars are based.
	

	9
	constant dollars:
	See real dollars.
	

	9
	consumer price index (CPI):
	The CPI relates the average price of a standard set of goods and services in some base period to the average price of the same set of goods and services in another period. Currently, Statistics Canada uses a base year of 1992 for the CPI.
	

	9
	current dollars:
	See actual dollars.
	

	9
	deflation:
	The decrease, over time, in average prices. It can also be described as the increase in the purchasing power of money over time.
	

	9
	inflation rate:
	The rate of increase in average prices of goods and services over a specified time period, usually a year; also, the rate of decrease in purchasing power of money over a specified time period, usually a year.
	

	9
	inflation:
	The increase, over time, in average prices of goods and services. It can also be described as the decrease in the purchasing power of money over time.
	

	9
	Laspeyres price index:
	A commonly used price index which measures weighted average changes in prices of a set of goods and services over time as compared with the prices in a base period. The weights are the expenditure shares in the base period. The weights are then converted to percentages by multiplying by 100.
	

	9
	Price index:
	A number, usually a percentage, that relates prices of a given set of goods and services in some period, t 1 , to the prices of the same set of goods and service in another period, t 0 .
	

	9
	real dollars:
	Monetary units of constant purchasing power.
	

	9
	real interest rate:
	The interest rate, i', is the interest rate that would yield the same number of real dollars in the absence of inflation as the actual interest rate yields in the presence of inflation at the rate f. It is given by i' =(1+i)/(1+f) - 1
	

	9
	real internal rate of return:
	The internal rate of return on a project based on real dollar cash flows associated with the project.
	

	10
	benefit-cost analysis (BCA):
	A method of project evaluation widely used in the public sector that provides a general framework for assessing the gains and losses associated with alternative projects when a broad societal view is necessary.
	

	10
	benefit-cost ratio (BCR):
	The ratio of the present worth of net user's benefits (social benefits less social costs) to the present worth of the net sponsor's costs for a project. That is, BCR =
	

	10
	Efficient market:
	A market is efficient when decisions are made so that it is impossible to find a way for at least one person to be better off and no person would be worse off.
	

	10
	market failure:
	Condition in which output or consumption decisions are made in which aggregate benefits to all persons who benefit from the decision are less than aggregate costs imposed on persons who bear costs that result from the decision.
	

	10
	market:
	A group of buyers and sellers linked by trade in a particular product or service.
	

	10
	modified benefit-cost ratio:
	The ratio of the present worth (or annual worth) of benefits minus the present worth (or annual worth) of operating costs to the present worth (or annual worth) of capital costs, that is, BCRM = PW(user's benefits) - PW(sponsor's operating costs) PW(sponsor's capital costs)
	

	10
	policy instrument:
	A remedy for market failure in which the government imposes rules intended to modify behaviour of business organizations.
	

	10
	public-private partnership (P3):
	A cooperative arrangement between the private and public sectors for the provision of infrastructure or services.
	

	11
	break-even analysis:
	The process of varying a parameter of a problem and determining what parameter value causes the performance measure to reach some threshold or "break-even" value.
	

	11
	scenario analysis:
	The process of examining the consequences of several possible sets of variable values associated with a project.
	

	11
	sensitivity analysis:
	Methods that assess the sensitivity of an economic measure to uncertainties in estimates in the various parameters of a problem.
	

	11
	sensitivity graph:
	A graph of the changes in a performance measure, holding all other variables fixed.
	

	12
	backward induction:
	See rollback procedure.
	

	12
	cumulative distribution function (CDF):
	A function that gives the probability that the random variable X takes on a value less than or equal to x, for all x. The CDF is often denoted by F(x) and is defined by F(x) = Pr(X £ x) for all values of x. Also know as cumulative risk profile.
	

	12
	cumulative risk profile:
	See cumulative distribution function.
	

	12
	decision tree:
	A graphical representation of the logical structure of a decision problem in terms of a sequence of decisions and chance events.
	

	12
	discrete probability distribution function:
	A probability distribution function in which the random variable is discrete.
	

	12
	expected value:
	A summary statistic of a random variable which gives its mean or average value. Also known as the mean.
	

	12
	mean-variance dominance:
	Alternative X dominates alternative Y in a mean-variance sense if: EV(X) e EV(Y) and Var(X) Y) and Var(X) £ Var(Y).
	

	12
	mean:
	See expected value.
	

	12
	Monte Carlo simulation:
	A procedure that constructs the probability distribution of an outcome performance measure of a project by repeatedly sampling from the input random variable probability distributions.
	

	12
	outcome dominance:
	Alternative X is said to have outcome dominance over alternative Y when a) the worst outcome for alternative X is at least as good as the best outcome for alternative Y, or b) X is at least as preferred to Y for each outcome, and is better for at least one outcome.
	

	12
	probability distribution function:
	A set of numerical measures (probabilities) associated with outcomes of a random variable. Also known as a risk profile.
	

	12
	probability:
	The limit of a long-run proportion or relative frequency; see Close-Up 12.1 for other views of probability.
	

	12
	random variable:
	A random variable is a parameter or variable that can take on a number of possible outcomes. The probability of each outcome is given by its probability distribution.
	

	12
	risk profile:
	See probability distribution function.
	

	12
	rollback procedure:
	A procedure in decision tree analysis that computes an expected value at each chance node and selects a preferred alternative at each decision node; also known as backward induction.
	

	12
	standard deviation:
	The square root of the variance. A measure of dispersion for a random variable.
	

	12
	stochastic dominance:
	If two decision alternatives a and b have outcome cumulative distribution functions F(x) and G(x), respectively, then alternative a is said to have first order stochastic dominance over alternative b if F(x) = G(x) for all x.
	

	12
	variance:
	Variance measures the dispersion of a random variable about its mean.
	

	13
	analytic hierarchy process (AHP):
	A multi-attribute utility theory (MAUT) approach used for large, complex decisions, which provides a method for establishing the criteria weights.
	

	13
	Consistency ratio:
	A measure of the consistency of the reported comparisons in a PCM. The consistency ratio ranges from 0 (perfect consistency) to 1 (no consistency). A consistency ratio of 0.1 or less is considered acceptable.
	

	13
	decision matrix:
	A multi-attribute utility theory (MAUT) method in which the rows of a matrix represent criteria, and the columns alternatives. There is an extra column for the weights of the criteria. The cells of the matrix (other than the criteria weights) contain an evaluation of the alternatives.
	

	13
	Dominated:
	An alternative that is not efficient. See inefficient.
	

	13
	Efficient:
	An alternative is efficient if no other alternative is valued as at least equal to it for all criteria and preferred to it for at least one.
	

	13
	goal:
	The decision to be made in AHP.
	

	13
	inefficient:
	An alternative that is not efficient.
	

	13
	multi-attribute utility theory (MAUT):
	An MCDM approach in which criteria weights and preference measures are combined mathematically to determine a best alternative.
	

	13
	multi-criterion decision making (MCDM):
	Methods that explicitly take into account multiple criteria and guide a decision maker to superior or optimal choices.
	

	13
	pairwise comparison matrix (PCM):
	A device for storing pairwise comparison evaluations.
	

	13
	pairwise comparison:
	An evaluation of the importance or preference of a pair of criteria (or alternatives), based on an AHP value scale.
	

	13
	principal eigenvector:
	The eigenvector associated with the largest eigenvalue, l max , of a PCM.
	

	13
	priority weights:
	Weights calculated for alternatives by normalizing the elements of a PCM and averaging the row entries.
	


