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Professional Certificate in Computer-Aided Facilities Management Innovation

Budgeting and Financial Analysis

Accrual Accounting – Concept: Recognizing revenues and expenses when they are earned or incurred, not
when cash changes hands. Related terms: cash basis, revenue recognition, matching principle. Explanation:
In facilities management, accrual accounting aligns the timing of costs such as maintenance contracts with
the period they support, providing a more accurate picture of financial performance. Example: A service
contract paid in January for work performed throughout the year is recorded as a monthly expense,
matching cost to benefit. Practical application: Enables managers to forecast budget impacts of upcoming
repairs before cash outflows occur, improving decision‑making. Challenges: Requires detailed tracking of
obligations and may increase complexity of the accounting system, especially when integrating multiple
CAFM (Computer‑Aided Facilities Management) modules.

Activity‑Based Costing (ABC) – Concept: Assigning costs to activities based on their consumption of
resources. Related terms: cost drivers, overhead allocation, indirect costs. Explanation: ABC helps facilities
managers identify which building services (e.g., HVAC monitoring, cleaning) consume the most resources,
allowing more precise budgeting. Example: The electricity usage of a data centre floor is traced to the
cooling activity, allocating a higher share of utility costs to that activity. Practical application: Supports the
development of activity‑specific cost centers in CAFM software, facilitating targeted cost‑reduction
initiatives. Challenges: Data collection can be labor‑intensive, and the method may be perceived as overly
detailed for routine budgeting cycles.

Benchmarking – Concept: Comparing an organization’s performance metrics against industry standards or
peers. Related terms: key performance indicators (KPIs), best practice, performance gap. Explanation:
Facilities managers use benchmarking to assess whether their operating expenses, energy consumption, or
space utilization are competitive. Example: Comparing the cost per square foot of maintenance across three
comparable campuses highlights a facility with unusually high labor costs. Practical application: CAFM
dashboards can integrate external benchmark data, enabling continuous improvement. Challenges:
Obtaining reliable benchmark data and adjusting for differences in building age, climate, and usage
patterns can complicate analysis.

Capital Budget – Concept: A financial plan for acquiring or upgrading long‑term assets. Related terms:
capital expenditure (CapEx), investment appraisal, depreciation. Explanation: The capital budget outlines
projected spending on major projects such as HVAC replacement, roof renewal, or building automation
upgrades. Example: A five‑year capital budget projects $2.5 million for energy‑efficiency retrofits, justified by
projected savings. Practical application: CAFM tools can link project schedules to budget line items,
providing real‑time cost visibility. Challenges: Forecasting future cash flows, aligning with organizational
priorities, and securing approval from senior leadership often delay implementation.

Cash Flow Forecast – Concept: Projection of cash inflows and outflows over a specific period. Related terms:
operating cash flow, liquidity, cash management. Explanation: Accurate cash flow forecasts enable facilities
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teams to anticipate funding needs for routine maintenance, emergency repairs, and capital projects.
Example: A monthly cash flow forecast shows a $50 k shortfall in Q3 due to a major elevator overhaul,
prompting a temporary reallocation of contingency funds. Practical application: Integrating CAFM work
order data with financial modules automates cash flow updates. Challenges: Variability in service request
timing and unexpected equipment failures can cause forecast deviations.

Cost Allocation – Concept: Distributing shared costs among multiple cost objects or departments. Related
terms: cost drivers, overhead, allocation base. Explanation: In multi‑tenant facilities, costs such as security,
utilities, and common‑area maintenance must be apportioned fairly. Example: Utility expenses are allocated
based on each tenant’s square‑footage ratio, resulting in proportional billing. Practical application: CAFM
software can store allocation rules and automatically generate cost‑share reports. Challenges: Selecting
appropriate allocation bases and maintaining transparency to avoid disputes among stakeholders.

Cost Benefit Analysis (CBA) – Concept: Systematic evaluation of the monetary advantages and
disadvantages of a project or decision. Related terms: net present value, payback period, ROI. Explanation:
CBA quantifies expected savings (e.g., reduced energy consumption) against project costs (e.g., LED retrofit).
Example: A CBA for a smart lighting system shows a $120 k net benefit over ten years, with a 3‑year
payback. Practical application: Decision‑makers use CBA results to prioritize projects within limited budget
envelopes. Challenges: Assigning monetary values to intangible benefits such as occupant comfort or
sustainability can be subjective.

Depreciation – Concept: Systematic allocation of an asset’s cost over its useful life. Related terms:
straight‑line method, declining‑balance method, asset life. Explanation: Facilities managers record
depreciation to reflect wear and tear on building components, influencing both budgeting and tax
reporting. Example: A $1 million HVAC system depreciated over 15 years using the straight‑line method
results in an annual expense of $66 667. Practical application: CAFM asset registers automatically calculate
depreciation schedules, supporting financial statements. Challenges: Determining realistic useful lives for
specialized equipment and adjusting for accelerated wear due to intensive usage.

Earned Value Management (EVM) – Concept: Integrated project performance measurement that compares
planned value, earned value, and actual cost. Related terms: schedule performance index (SPI), cost
performance index (CPI), variance analysis. Explanation: EVM provides early warnings when a facilities
project is deviating from budget or schedule. Example: An HVAC upgrade shows a CPI of 0.92, indicating
cost overruns of 8 %. Practical application: CAFM tools can import baseline budgets and automatically
compute EVM metrics for each work package. Challenges: Requires disciplined baseline planning and
consistent data entry; otherwise, metrics become unreliable.

Fixed Cost – Concept: Expenses that remain constant regardless of activity level. Related terms: variable cost,
overhead, break‑even analysis. Explanation: Fixed costs in facilities management include property taxes,
insurance premiums, and building security staffing. Example: A facility’s annual insurance premium of $30 k
is unchanged whether the building is occupied at 80 % or 100 % capacity. Practical application: Fixed‑cost
identification helps managers calculate the minimum occupancy needed to cover expenses. Challenges:
Fixed costs can mask underlying inefficiencies if not regularly reviewed for potential renegotiation.
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Financial Ratio Analysis – Concept: Use of quantitative relationships between financial statement items to
assess performance. Related terms: liquidity ratios, profitability ratios, solvency ratios. Explanation: Ratios
such as the operating expense ratio (OER) or debt‑to‑equity provide insight into a facility’s financial health.
Example: An OER of 0.45 indicates that 45 % of total revenue is consumed by operating expenses, a
benchmark for many institutional facilities. Practical application: Ratio dashboards in CAFM platforms allow
facilities managers to monitor trends over time. Challenges: Ratios can be distorted by one‑time events or
accounting policy changes, requiring careful interpretation.

Gross Operating Profit (GOP) – Concept: Revenue minus operating expenses, excluding depreciation and
interest. Related terms: net operating income, EBITDA, profitability. Explanation: GOP measures the core
profitability of a facility before financing and tax considerations. Example: A conference center generates
$2 million in rental revenue and incurs $1.2 million in operating costs, yielding a GOP of $800 k. Practical
application: GOP serves as a key performance metric for budgeting and for setting target operating
margins. Challenges: Accurately allocating indirect costs and separating capital expenditures from operating
expenses can be complex.

Incremental Cost – Concept: Additional cost incurred when extending or modifying a service or project.
Related terms: marginal cost, cost‑benefit, decision analysis. Explanation: Incremental cost analysis helps
determine whether a proposed upgrade is financially justified. Example: Adding a sensor to an existing
building automation system costs $5 k, while the expected energy savings amount to $12 k over three years,
indicating a positive incremental benefit. Practical application: CAFM change‑order modules can capture
incremental cost data for each request. Challenges: Estimating true incremental costs requires careful
exclusion of sunk costs and shared overhead.

Investment Appraisal – Concept: Evaluation of potential investments using techniques such as NPV, IRR, and
payback period. Related terms: discount rate, cash flow, risk assessment. Explanation: Facilities managers
apply investment appraisal to decide on capital projects like solar panel installation. Example: A solar project
with an NPV of $250 k at a discount rate of 6 % is considered financially viable. Practical application:
Integrated appraisal tools within CAFM platforms streamline data entry and calculation. Challenges:
Selecting an appropriate discount rate and accounting for uncertainty in future energy prices can affect
outcomes.

Lease Accounting – Concept: Recognition of lease obligations and right‑of‑use assets on the balance sheet.
Related terms: ASC 842, IFRS 16, operating lease, finance lease. Explanation: Modern lease standards require
facilities managers to record long‑term lease commitments for office space or equipment. Example: A
10‑year lease for a data‑centre rack is reported as a right‑of‑use asset of $1 million and a corresponding
lease liability. Practical application: CAFM lease modules can track lease terms, escalations, and renewal
options, feeding data directly into financial statements. Challenges: Maintaining accurate lease inventories
and handling lease modifications can be administratively burdensome.

Lifecycle Costing (LCC) – Concept: Comprehensive assessment of total cost of ownership from acquisition
through disposal. related terms: total cost of ownership, depreciation, operation & maintenance (O&M)
costs. Explanation: LCC enables facilities managers to compare options such as a high‑efficiency boiler
versus a standard model by considering purchase price, energy consumption, maintenance, and eventual
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replacement. Example: An LCC analysis shows that a premium HVAC system, despite a $200 k higher upfront
cost, saves $30 k annually in energy, resulting in a lower 20‑year lifecycle cost. Practical application: CAFM
cost‑modeling tools can store component‑level cost data and generate LCC reports. Challenges: Accurate
forecasting of future operating costs and discount rates is essential; assumptions must be regularly
reviewed.

Net Present Value (NPV) – Concept: Difference between present value of cash inflows and outflows over a
project’s life. Related terms: discount rate, cash flow, investment appraisal. Explanation: Positive NPV
indicates that a project adds value after accounting for the time value of money. Example: A lighting retrofit
with a discounted cash‑flow stream of $500 k against an initial outlay of $300 k yields an NPV of $120 k,
supporting approval. Practical application: NPV calculators embedded in CAFM budgeting modules allow
rapid scenario testing. Challenges: Sensitivity to discount rate selection; small changes can flip NPV from
positive to negative, necessitating sensitivity analysis.

Operating Budget – Concept: Detailed plan for expected revenues and expenses over a fiscal period,
focusing on day‑to‑day operations. Related terms: expense forecast, variance analysis, budget cycle.
Explanation: The operating budget covers utilities, cleaning, security, and routine maintenance. Example: An
operating budget for a university campus projects $1.8 million in utility costs, based on historical
consumption and anticipated enrollment growth. Practical application: CAFM work‑order systems can link
actual spend to budget line items, enabling real‑time variance monitoring. Challenges: Unpredictable events
such as extreme weather or pandemic‑related closures can cause significant deviations from forecasted
figures.

Overhead Allocation – Concept: Distribution of indirect costs (e.g., administration, IT support) to cost
centers or projects. Related terms: indirect cost rate, allocation base, cost pool. Explanation: Proper
overhead allocation ensures that each facility project bears its fair share of supporting services. Example:
Facility management allocates $150 k of central administration overhead to each of three building portfolios
based on square‑footage. Practical application: CAFM systems can define allocation formulas and
automatically apply them during month‑end closing. Challenges: Overhead pools can become inflated if not
regularly reconciled, leading to distorted project profitability.

Performance Metrics – Concept: Quantifiable indicators used to assess the effectiveness of facilities
operations. Related terms: KPIs, dashboard, service level agreement (SLA). Explanation: Common metrics
include mean time to repair (MTTR), work‑order completion rate, and energy‑use intensity (EUI). Example:
An MTTR of 4 hours for HVAC tickets meets the SLA target of 6 hours, indicating strong responsiveness.
Practical application: CAFM platforms provide customizable dashboards that display real‑time performance
data. Challenges: Selecting metrics that align with strategic goals and avoiding metric overload, which can
dilute focus.

Return on Investment (ROI) – Concept: Ratio of net benefit to investment cost, expressed as a percentage.
Related terms: profitability index, net benefit, cost‑effectiveness. Explanation: ROI helps prioritize projects by
comparing expected returns. Example: A building automation upgrade costing $250 k delivers annual
savings of $45 k, yielding an ROI of 18 % over a five‑year horizon. Practical application: ROI calculators
within CAFM budgeting tools allow quick comparison of multiple proposals. Challenges: ROI does not
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capture non‑financial benefits such as improved occupant satisfaction or regulatory compliance.

Sensitivity Analysis – Concept: Assessing how changes in key assumptions affect financial outcomes. Related
terms: scenario analysis, risk assessment, Monte Carlo simulation. Explanation: Facilities managers use
sensitivity analysis to test the robustness of a capital project’s NPV against variables like energy price
escalation or equipment lifespan. Example: Varying the discount rate from 4 % to 8 % changes the NPV of a
solar project from $300 k to $120 k, highlighting rate sensitivity. Practical application: Integrated sensitivity
modules in CAFM software can generate tornado charts for stakeholder presentations. Challenges:
Identifying the most impactful variables and obtaining reliable data for each scenario.

Total Cost of Ownership (TCO) – Concept: Comprehensive assessment of all costs associated with acquiring,
operating, and disposing of an asset. Related terms: lifecycle costing, depreciation, maintenance expense.
Explanation: TCO expands beyond purchase price to include training, spare parts, and end‑of‑life disposal.
Example: A high‑end security system with a $100 k purchase price incurs $20 k annual maintenance and
$10 k disposal cost, resulting in a 10‑year TCO of $300 k. Practical application: CAFM asset modules can
aggregate cost elements to produce TCO reports for procurement decisions. Challenges: Hidden costs such
as downtime or productivity loss can be difficult to quantify.

Variance Analysis – Concept: Comparison of budgeted versus actual financial results to identify deviations.
Related terms: budget variance, favorable variance, unfavorable variance. Explanation: Variance analysis
pinpoints where spending diverges from plan, enabling corrective action. Example: An unfavorable variance
of $25 k in cleaning expenses arises from an unexpected increase in contract rates. Practical application:
CAFM systems can automatically flag variances exceeding predefined thresholds and generate drill‑down
reports. Challenges: Distinguishing between controllable and uncontrollable factors requires managerial
judgment.

Working Capital Management – Concept: Oversight of short‑term assets and liabilities to ensure liquidity.
Related terms: current ratio, cash conversion cycle, accounts payable. Explanation: Effective working capital
management ensures that facilities have sufficient cash to meet routine operating expenses. Example:
Reducing the average days payable outstanding (DPO) from 45 to 30 days improves cash flow, freeing
funds for a small‑scale renovation. Practical application: Integration of CAFM procurement data with
financial modules can monitor inventory levels and payment cycles. Challenges: Balancing supplier
relationships with cash‑flow needs, especially when negotiating payment terms for large service contracts.

Asset Register – Concept: Centralized inventory of all physical assets, including details such as location,
condition, and financial attributes. Related terms: asset hierarchy, depreciation schedule, asset tagging.
Explanation: An accurate asset register underpins budgeting, depreciation, and maintenance planning.
Example: The register lists 150 HVAC units, each with a unique tag, purchase date, and remaining useful life.
Practical application: CAFM platforms provide barcode or RFID scanning capabilities to update asset status
in real time. Challenges: Keeping the register current requires disciplined data entry and periodic audits.

Benchmark Cost per Square Foot – Concept: Metric that compares building operating costs normalized by
floor area. Related terms: cost intensity, space utilization, industry standards. Explanation: This benchmark
helps facilities managers gauge efficiency relative to peers. Example: A hospital’s operating cost of $25 per
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square foot exceeds the industry average of $20, indicating potential inefficiencies. Practical application:
CAFM analytics can generate cost‑per‑square‑foot reports for each building, supporting strategic space
planning. Challenges: Variability in service levels, building age, and occupancy can distort direct
comparisons.

Capital Expenditure (CapEx) – Concept: Funds used to acquire or upgrade physical assets with a useful life
extending beyond one year. Related terms: operating expenditure (OpEx), investment, depreciation.
Explanation: CapEx decisions are typically subject to rigorous approval processes and impact long‑term
financial planning. Example: A $1 million investment in a building envelope retrofit is recorded as CapEx and
depreciated over 20 years. Practical application: CAFM project portfolios can be linked to CapEx line items,
providing visibility into budget consumption. Challenges: Competing priorities and limited capital pools
often force trade‑offs between maintenance and modernization.

Cost of Quality – Concept: Total cost incurred to ensure product or service quality, including prevention,
appraisal, internal failure, and external failure costs. Related terms: total quality management, defect cost,
preventive maintenance. Explanation: In facilities management, cost of quality reflects expenditures on
preventive maintenance versus costs associated with equipment failure. Example: Investing $15 k in a
preventive maintenance program saves $40 k in emergency repair costs, yielding a net quality cost
reduction. Practical application: CAFM maintenance modules can categorize work orders by failure type,
enabling cost‑of‑quality analysis. Challenges: Quantifying intangible quality benefits, such as improved
occupant satisfaction, can be subjective.

Energy Management System (EMS) – Concept: Integrated platform that monitors, controls, and optimizes
energy consumption across facilities. Related terms: building automation system (BAS), demand response,
sustainability. Explanation: An EMS provides data for budgeting energy costs and identifying savings
opportunities. Example: Real‑time monitoring reveals a 10 % reduction in HVAC load after implementing
schedule adjustments, translating into a $30 k annual saving. Practical application: EMS data feeds directly
into CAFM cost models, enhancing the accuracy of energy‑related budgets. Challenges: Ensuring data
integrity, handling large data volumes, and aligning EMS insights with financial reporting cycles.

Financial Planning Horizon – Concept: The time span over which financial plans, budgets, and forecasts are
prepared. Related terms: short‑term planning, long‑term strategic planning, horizon analysis. Explanation:
Facilities managers typically use a multi‑year horizon for capital projects and a one‑year horizon for
operating budgets. Example: A 5‑year financial plan outlines incremental upgrades to fire‑protection
systems, aligning with asset replacement cycles. Practical application: CAFM road‑mapping tools can
visualize budget allocations across the planning horizon. Challenges: Balancing the need for long‑range
insight with the uncertainty inherent in future operating conditions.

Funding Source Allocation – Concept: Assignment of specific budgetary resources to projects based on
origin of funds (e.g., internal cash, grants, bonds). Related terms: grant compliance, debt financing, capital
allocation. Explanation: Correctly mapping funding sources ensures compliance with donor restrictions and
financial reporting requirements. Example: A sustainability grant earmarks $200 k for solar installation, while
the remaining $300 k comes from internal reserves. Practical application: CAFM budgeting interfaces can tag
each line item with its funding source, simplifying audit trails. Challenges: Managing multiple funding

Read online: https://learnuni.com/glossaries/3192677/budgeting-and-
financial-analysis

LearnUNI · 15 Jul 2026



G LO S S A RY

streams and ensuring that spending remains within stipulated constraints can be administratively complex.

Gross Leasable Area (GLA) – Concept: Total floor area that can be leased to tenants, used as a basis for
revenue and cost calculations. Related terms: rentable square footage, lease revenue, space planning.
Explanation: GLA is critical for budgeting rental income and allocating shared expenses. Example: A
commercial building with 120,000 sq ft of GLA generates $2.4 million in annual lease revenue at $20 per sq ft.
Practical application: CAFM space‑management modules track GLA changes due to renovations or
re‑configurations, updating financial projections automatically. Challenges: Accurate measurement and
regular updating of GLA are necessary to avoid revenue leakage.

Inflation Adjustment – Concept: Modifying budget figures to reflect expected price level changes over time.
Related terms: price index, cost escalation, real vs nominal values. Explanation: Facilities budgets must
incorporate inflation to maintain purchasing power for future expenses. Example: Applying a 2.5 % annual
inflation rate to a 3‑year maintenance budget raises the nominal cost from $500 k to $525 k in year 2.
Practical application: CAFM budgeting tools can apply inflation factors automatically to forecasted line
items. Challenges: Selecting appropriate inflation indices for specific cost categories (e.g., construction vs
utilities) requires careful analysis.

Internal Rate of Return (IRR) – Concept: Discount rate that makes the net present value of cash flows equal
to zero. Related terms: NPV, discount rate, investment appraisal. Explanation: IRR provides a single‑figure
measure of project profitability, useful for comparing multiple proposals. Example: An HVAC replacement
project yields an IRR of 12 %, exceeding the organization’s hurdle rate of 9 %. Practical application: CAFM
financial modules can compute IRR alongside NPV for each capital project. Challenges: IRR can be
misleading for projects with non‑conventional cash‑flow patterns, and multiple IRRs may exist.

Joint Cost Allocation – Concept: Distribution of costs incurred for activities that benefit multiple cost objects
simultaneously. Related terms: shared services, cost pool, allocation base. Explanation: Joint cost allocation
is common for central facilities services such as security or central plant operation. Example: The central
plant’s fuel cost of $120 k is allocated to three buildings based on each building’s proportion of total heat
demand. Practical application: CAFM systems can store allocation rules and automatically distribute joint
costs each reporting period. Challenges: Determining equitable allocation bases and maintaining
transparency to avoid inter‑departmental disputes.

Key Performance Indicator (KPI) – Concept: Quantifiable measure used to evaluate success in achieving
objectives. Related terms: performance metric, dashboard, target. Explanation: In facilities budgeting, KPIs
might include cost per work order, energy intensity, or budget variance percentage. Example: A KPI of
“budget variance ≤ 5 %” sets a tolerance level for financial performance. Practical application: CAFM
dashboards can display KPI trends, triggering alerts when thresholds are breached. Challenges: Selecting
KPIs that drive desired behaviors without encouraging gaming of the system.

Lease Escalation Clause – Concept: Provision in a lease agreement that specifies periodic rent increases.
related terms: rent review, CPI adjustment, contract term. Explanation: Escalation clauses affect long‑term
budgeting for lease‑hold facilities. Example: A 3 % annual escalation on a 10‑year lease adds $150 k to the
total cost over the lease term. Practical application: CAFM lease management modules can automatically
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calculate future rent obligations based on escalation terms. Challenges: Forecasting the impact of
escalations on total cost of occupancy and aligning them with budget cycles.

Maintenance Backlog – Concept: List of pending maintenance tasks that have been identified but not yet
completed. Related terms: work order queue, deferred maintenance, backlog aging. Explanation: The size
and aging of the maintenance backlog are key indicators of asset health and budgeting pressure. Example:
A backlog of 250 high‑priority work orders, with an average age of 45 days, signals insufficient staffing or
budget constraints. Practical application: CAFM work‑order systems prioritize backlog items and can link
them to budget requests for additional resources. Challenges: Accurately estimating the cost of backlog
items and preventing backlog growth during budget cycles.

Operating Expense Ratio (OER) – Concept: Proportion of operating expenses to gross revenue. Related
terms: profitability, cost efficiency, benchmark. Explanation: OER provides insight into how efficiently a
facility converts revenue into profit. Example: An OER of 0.38 indicates that 38 % of revenue is consumed by
operating costs, which may be acceptable for a university campus but high for a commercial office building.
Practical application: OER can be tracked monthly in CAFM financial reports, enabling early detection of cost
overruns. Challenges: Fluctuating revenue streams (e.g., seasonal occupancy) can distort OER, requiring
normalization.

Project Cash Flow Statement – Concept: Financial report that details cash inflows and outflows specific to a
project. Related terms: cash flow forecast, net cash flow, financing activities. Explanation: A project cash flow
statement helps managers monitor liquidity throughout a capital project’s lifecycle. Example: A renovation
project shows a cash outflow peak in month 4 due to material procurement, followed by incremental inflows
from staged occupancy. Practical application: CAFM project accounting modules can generate cash flow
statements automatically as milestones are completed. Challenges: Capturing all cash events, especially
indirect costs, and reconciling them with the overall corporate cash flow.

Risk‑Adjusted Return – Concept: Measure of return that accounts for the risk associated with an investment.
Related terms: Sharpe ratio, risk premium, uncertainty. Explanation: Facilities managers use risk‑adjusted
metrics to compare projects with differing risk profiles, such as a guaranteed‑savings contract versus a
speculative solar installation. Example: A project with a nominal ROI of 15 % but a high risk rating may have
a lower risk‑adjusted return than a 10 % ROI project with minimal risk. Practical application: CAFM financial
analysis tools can incorporate risk coefficients into ROI calculations. Challenges: Quantifying risk in
monetary terms and achieving consensus on risk weighting among stakeholders.

Space Utilization Rate – Concept: Percentage of total available space actively occupied or used. Related
terms: occupancy, square footage, efficiency. Explanation: Space utilization informs budgeting for cleaning,
security, and utilities, as under‑utilized space still incurs fixed costs. Example: An office building with a 70 %
utilization rate may justify consolidating floors to reduce operating expenses. Practical application: CAFM
space‑management modules generate utilization heat maps, linking them to cost per square foot
calculations. Challenges: Accurately capturing dynamic occupancy patterns, especially in flexible
work‑environment settings.

Strategic Financial Planning – Concept: Long‑term process of aligning financial resources with

Read online: https://learnuni.com/glossaries/3192677/budgeting-and-
financial-analysis

LearnUNI · 15 Jul 2026



G LO S S A RY

organizational goals and priorities. Related terms: strategic plan, capital strategy, financial roadmap.
Explanation: For facilities managers, strategic financial planning integrates capital renewal cycles,
sustainability targets, and technology adoption into a cohesive budget. Example: A 10‑year strategic plan
allocates $5 million for green retrofits, aligning with the university’s carbon‑reduction commitment. Practical
application: CAFM platforms can map projects to strategic objectives, providing visibility of financial
contributions to broader goals. Challenges: Balancing competing strategic initiatives and adapting plans to
evolving regulatory or market conditions.

Utility Cost Allocation – Concept: Method of distributing utility expenses among departments, tenants, or
cost centers. Related terms: sub‑metering, allocation factor, energy billing. Explanation: Accurate utility
allocation ensures that each occupant pays a fair share of electricity, water, and gas costs. Example:
Sub‑metered data shows Building A consumes 45 % of total electricity, leading to a proportional allocation
of the utility bill. Practical application: CAFM integration with building automation systems can
automatically import consumption data for allocation. Challenges: Installing and maintaining sub‑metering
infrastructure and handling shared‑area consumption fairly.

Variance Threshold – Concept: Predetermined limit for acceptable budget variance before triggering alerts
or corrective actions. Related terms: tolerance level, exception reporting, control limit. Explanation: Setting
variance thresholds helps focus managerial attention on significant deviations. Example: A 5 % variance
threshold for maintenance spend generates an alert when actual costs exceed budget by $25 k. Practical
application: CAFM systems can be configured to send email notifications when thresholds are breached.
Challenges: Selecting thresholds that balance sensitivity with practicality, avoiding alert fatigue.

Weighted Average Cost of Capital (WACC) – Concept: Composite cost of financing a company’s assets,
weighted by the proportion of debt and equity. Related terms: cost of debt, cost of equity, capital structure.
Explanation: WACC serves as a discount rate in NPV calculations for large capital projects, reflecting the
overall risk and financing mix. Example: A facility’s WACC of 7 % is used to discount cash flows for a new
data‑center expansion. Practical application: Financial analysts input WACC into CAFM investment appraisal
modules for consistency across projects. Challenges: Accurately estimating cost of equity, especially for
publicly funded or non‑profit institutions, and adjusting WACC for project‑specific risk.

Work Order Cost Tracking – Concept: Monitoring and recording all expenses associated with a specific
maintenance or repair request. Related terms: labor cost, material cost, service charge. Explanation: Detailed
cost tracking per work order enables precise budgeting and supports variance analysis. Example: A work
order for HVAC filter replacement logs $500 labor, $150 parts, and $50 service fee, totaling $700. Practical
application: CAFM platforms allow technicians to input cost details at completion, automatically updating
the budget ledger. Challenges: Ensuring technician compliance with cost entry and reconciling actual spend
with pre‑approved budget estimates.

Zero‑Based Budgeting (ZBB) – Concept: Budgeting approach that starts from a "zero base" and justifies
every expense anew each period. Related terms: incremental budgeting, cost justification, budget review.
Explanation: ZBB forces facilities managers to evaluate all cost items, potentially uncovering inefficiencies.
Example: Instead of rolling over the previous year’s cleaning budget, each line item is reassessed, leading to
a 12 % reduction in consumable supplies. Practical application: CAFM budgeting modules can generate
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zero‑based templates that require justification fields for each expense. Challenges: Time‑intensive
preparation and resistance from departments accustomed to incremental budgeting.

Annual Percentage Rate (APR) – Concept: Annualized interest rate charged on borrowed funds, including
fees. Related terms: loan interest, financing cost, debt service. Explanation: APR is relevant when facilities
finance capital projects through loans or bonds. Example: A $2 million loan at an APR of 4.5 % results in
annual interest expense of $90 k. Practical application: CAFM financial dashboards can display debt service
requirements alongside operating budgets. Challenges: Accounting for variable‑rate loans and ensuring
that financing costs are reflected accurately in project cash‑flow analyses.

Benchmark Energy Intensity – Concept: Standardized measure of energy consumption per unit of floor area,
used for comparison. Related terms: kWh per sq ft, energy performance index, sustainability metric.
Explanation: Energy intensity benchmarks help facilities identify opportunities for improvement. Example: A
campus building consumes 120 kWh per sq ft annually, while the industry benchmark is 95 kWh, indicating
potential for retrofit. Practical application: CAFM energy modules generate intensity reports and suggest
cost‑effective upgrades. Challenges: Adjusting for differences in occupancy patterns, climate zones, and
building function to ensure fair benchmarking.

Capital Recovery Factor (CRF) – Concept: Factor used to calculate the annuity payment required to recover
an investment over its life, including interest. Related terms: amortization, loan payment, uniform series.
Explanation: CRF assists in converting a lump‑sum capital cost into an equivalent annual expense for
budgeting. Example: A $500 k investment with a 5‑year life and 6 % discount rate yields a CRF of 0.24,
resulting in an annual cost of $120 k. Practical application: CAFM cost‑modeling tools apply CRF to spread
capital costs across budgeting periods. Challenges: Selecting appropriate life spans and discount rates to
reflect true economic conditions.

Cost Recovery Rate – Concept: Percentage of total costs that are recouped through revenue or chargebacks.
Related terms: break‑even analysis, revenue recovery, cost allocation. Explanation: Facilities managers
monitor cost recovery to ensure that services are financially sustainable. Example: A conference facility
recovers 85 % of its operating costs through room rentals, leaving a 15 % gap covered by the institution’s
general fund. Practical application: CAFM billing modules can calculate cost recovery rates for each service
line. Challenges: Balancing cost recovery with affordability for internal users and maintaining service quality.

Depreciation Tax Shield – Concept: Reduction in taxable income resulting from allowable depreciation
deductions. Related terms: taxable income, tax savings, accelerated depreciation. Explanation: The tax shield
improves cash flow for capital‑intensive facilities projects. Example: A $2 million asset depreciated over
10 years at 30 % tax rate yields an annual tax saving of $60 k. Practical application: CAFM financial reports
can display depreciation expense and associated tax shield, aiding cash‑flow planning. Challenges: Aligning
tax depreciation schedules with accounting depreciation and handling changes in tax legislation.

Dynamic Budgeting – Concept: Continuous budgeting process that updates forecasts as actual results and
conditions change. Related terms: rolling forecast, real‑time budgeting, adaptive planning. Explanation:
Dynamic budgeting allows facilities managers to respond swiftly to unexpected events such as equipment
failures or market price shifts. Example: A sudden increase in fuel price triggers an automatic budget
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adjustment for heating costs. Practical application: CAFM platforms with live data integration support rolling
forecasts that refresh monthly or quarterly. Challenges: Maintaining data accuracy and preventing frequent
revisions from undermining strategic stability.

Energy Performance Contract (EPC) – Concept: Contractual arrangement where a service provider
guarantees energy savings and receives payment from the client based on achieved results. Related terms:
guaranteed savings, performance-based contracting, ESCO. Explanation: EPCs shift performance risk to the
provider and align incentives for energy efficiency. Example: An ESCO implements LED lighting upgrades
with a guarantee of 15 % energy reduction; the client pays the ESCO a portion of the realized savings.
Practical application: CAFM systems can track baseline consumption, monitor savings, and calculate
payments under EPC terms. Challenges: Defining reliable baselines, measuring savings accurately, and
managing contract compliance.
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