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Abstract 
Each year the Office of the Secretary of Defense (OSD) publishes a table 
of inflation rates, outlay rates and preliminary military and civilian pay 
raise assumptions. These rates are used to prepare the President's 
Budget and to support congressional justification materials. 
Unfortunately, many ACEIT users are realizing that their program's actual 
inflation is different from the rates handed down from OSD.  As a result, 
users need to create indices that more accurately reflect their program's 
true inflation.  
  
This presentation will cover all the steps necessary to prepare custom 
indices: 
 Where do the indices in ACE come from? 
 Why and how would I create them? 
 What tools do I use to create these new indices? 
 How do I use them once they're created? 
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Definitions 
 Base Year (BY) 

 A reference or starting year - the value of a dollar is 1 
 Escalation (Inflation) Rate  

 The percent change in money’s value from one year to another 
 Outlay Rate 

 Percentages per year telling how funds are expended for a particular 
appropriation 

 Raw (Compound) Indices  
 Indices calculated by compounding the inflation rate each year 

 Weighted (Composite) Indices 
 Indices calculated using raw indices and outlay rates 
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Where do the Indices Come 
From? 
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Background 

 OSD releases inflation guidance each year 
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Background (cont) 

 Guidance shows inflation 
rates 
 
 
 

 And outlay profiles 
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Background (cont) 
 Services use this guidance to create inflation tables 
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System Inflation Indices 
 ACEIT contains system-provided databases containing OSD inflation indices 

for several Government agencies 
 Air Force 
 Army 
 Def Agency 
 FAA 
 MARAD 
 NASA 
 NAVSEA 
 Navy 
 USCG 
 USMC 

 
 
 
 

 These indices are updated each year as they are released by OSD 
 ACEIT users with up-to-date DMS can download these updates from ACEIT.com 
 These updates are self-installing programs which update the ACEIT system database to 

contain the latest system inflation indices 
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Why and How do I create my 
own indices? 
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Creating Indices 
 There are many reasons you may need to create custom indices 

 The program is experiencing inflation at a different rate  
than what is reported by OSD 

 You want future costs to reflect greater inflation than predicted 
 Others? 

 You need three pieces of information in order to manually 
calculate inflation indices 

1. Base year to create indices for, e.g., 2012 
2. Escalation rate(s) 

1. You can have a single escalation rate, e.g., 3% per year 
2. You can have escalation rates that change each year, e.g., 2010 = 2%, 

2011 = 2.2%, 2012 = 2.5%, etc. 
3. Outlay Profiles (optional) 

1. For appropriations where all the money appropriated in one year gets spent 
in that year, outlay rates don’t exist, e.g., Military Pay 

2. Number of years of outlay rates depend on life cycle phase 
 Typically Procurement contains the greatest number of outlay years; O&M contains the fewest 

3. Outlay rates add up to 100% 
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Calculating Raw Indices 

 The equation to calculate the index (In) from base 
year b to year n is  
 In = (1+Eb+1)*(1+Eb+2)*….*(1+En-1)*(1+En) 

 where En is the escalation rate for year n. 

 Example: Create index to inflate costs to 2015 from 
base year 2012 
 I2015 = (1+E2013)*(1+E2014)*(1+E2015) 
 Assume E2013= 1.7%, E2014=1.6%, and E2015=1.8% 
 So I2015 = (1+ .017) * (1+.016) * (1+.018) = 1.0519 
 This means that you need to add 5.19% inflation to go from 2012 

to 2015 
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What are Outlay Rates? 

 It takes time for the DoD to spend a given amount of 
money 

 Funds, though obligated in one year, will be 
expended (or spent) over several subsequent years 

 Outlay rates represent the percent of total obligation 
authority (TOA) expended in any particular year 
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Why we need 
 Weighted Indices 

 When applying an expenditure profile some money is spent in 
out years 

 Out years have inflation which decreases the purchasing power 
 Deflating using the yearly raw indices gives adjusted (BY) value 

 
 
 
 
 
 

 Our real purchasing power is only $490.14 
 If we want $500 of purchasing power throughout our spending 

period, we must begin with more money 
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 We need to account for the additional inflation that 
occurs as the money is spent 

 Do this by inflating the time phased costs using the 
yearly raw indices 
 
 
 
 
 

 In order to get $500 of purchasing power over our 
spending period we need $510.17 awarded in the first 
year 

 

Why we need 
 Weighted Indices 



ACEIT Example Files, 18 September  2012                                                Approved for Public Release                                                                                                                  15 

Calculating Weighted Indices 

 There are two different formulas used to calculate 
the weighted inflation index 
 The general formula to calculate weighted index (WI), for year n, is 

defined as 
 WIn = 1/(O(1)n/In)+(O(2)n+1/In+1)+..(O(p)n/In+(p-1)) 

 The Army and selected other services use the following equation 
 WIn= (O(1)n*In)+(O(2)n+1*In+1)+..(O(p)n*In+(p-1)) 

  O(p)n is the decimal outlay percentage for out year p, in year n. 

  In is the raw index for year n  

 The general formula is more accurate because the 
outlay profile is computed from and applies to then 
year dollars rather than constant year dollars  
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Example 

 How do you get from here 
 
 
 

  
 

 to here? 
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Example (cont) 

 Use escalation rates to calculate raw indices 
 Base Year = 2012 

R2011 = R2012/(1+E2012) 
         = 1 / 1.019 

R2012 = 1.0 

R2013 = R2012*(1+E2013) 
         = 1 * 1.017 

R20xx = R20xx-1*(1+E2017) 
For xx = 17 through 24 
R2017 = 1.0708 * 1.018 

Escalation Rates 

Calculated Inflation Indices 
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Example (cont) 

 Use raw indices and outlay rates to calculate 
weighted indices 

W2012 = 1/(OY1/R2012 
+OY2/R2013 +OY3/R2014  
+OY4/R2015 +OY5/R2016  
+OY6/R2017 +OY7/R2018) 
 
W2012 = 1/(.13/1 + .35/1.017 
+ .265/1.0333 + .14/1.0519 
+ .07/1.0708 + .03/1.0901  
+ .015/1.1097) 
 

Note: The Navy uses the general formula to calculate weighted indices. If 
you use the Army calculation, the resulting index for 2012 is 1.03133 
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Where do I create my own 
indices? 
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ACEIT Librarian 

 Librarian lets you build your own Inflation Indices and CER Libraries 
 These user-created indices can be stored in a custom database and are 

portable; they can be accessed from multiple ACE sessions and can easily 
be shared with other ACE users 
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Creating a Custom 
Appropriation 

1. Open the Librarian 
 Start > Programs > ACEIT > ACEIT Tools > ACEIT Librarian 
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Creating a Custom 
Appropriation 

2. Create New Inflation Table 
 Edit > New Inflation Table or New Table icon (   ) 
 Enter table name, as of date and year type 
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Creating a Custom 
Appropriation 

3. Create Custom Appropriation 
 Edit > New Appropriation or select New Appropriation from 

Tasks window 
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Creating a Custom 
Appropriation 

3. Create Custom Appropriation 
 Enter information about appropriation 
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Inflation Inputs Options 

 Fixed Rate 
 Simplest to define 
 Enter fixed 

escalation rate 
 Typically do not 

have weighted 
indices 

 Raw/Compound 
Indices 
 Enter yearly 

inflation indices 
 Specify which years 

you have calculated 
indices 

 Typically entered 
with weighted 
indices but may not 
have weighted 

 Yearly Escalation 
Rates 
 Enter yearly 

escalation rate 
 Specify which years 

you have escalation 
rates 

 Typically also 
specify outlay rates 
along with 
calculation method 

 May not have 
weighted 
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Creating a Custom 
Appropriation 

4. Enter indices 
 Depending on Inflation Inputs options, different inputs are 

required 

 Fixed Rate 
 No additional inputs 

are required 
 The Librarian uses 

the fixed rate to 
calculate inflation 
indices 
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Creating a Custom 
Appropriation 

4. Enter indices 
 Depending on Inflation Inputs options, different inputs are 

required 

 Raw/Compound 
Indices 
 Copy/paste from 

other source or type 
directly into white 
cells 

 The Librarian 
calculates the 
escalation rate 
based on the 
indices 
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Creating a Custom 
Appropriation 

4. Enter indices 
 Depending on Inflation Inputs options, different inputs are 

required 

 Yearly Escalation Rates 
 Enter escalation  and 

outlay rates into white cells 
 The Librarian calculates the 

raw and weighted indices 
 If no outlays are entered for 

a particular year, the 
Librarian uses the last 
entered rates 

Note: Add additional outlay years 
from the Edit menu 
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Creating a Custom 
Appropriation 

4. Add additional appropriations as needed 
 New appropriations will be added to the custom table 

5. Exit the Librarian and Save changes 
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How do I use my custom 
indices? 
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Selecting Custom Indices 

 From ACE, open Session Properties dialog 
 Select File > Properties from the ACE main menu 

 From the Inflation tab, select the 
desired custom inflation table  
 Note: Custom indices take 

precedence over System for 
appropriations with same 
Code/Term 
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Using Custom Appropriation 

 Select appropriation from drop-down list 
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Conclusion 

 You can easily create custom indices for use 
in ACE 

 System indices in ACE are based on OSD 
guidance 

 You may need to create custom indices if your 
program experiences inflation different from 
what is projected by OSD 

 Use the ACEIT Librarian to create indices 
 Select the new table from the Inflation tab of 

the ACE Session Properties dialog 
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Questions? 

 Contact Information 
 Gina Fennell 
 gfennell@tecolote.com 
 (805) 679-8605 

 

 General ACEIT Support 
 Aceit_support@tecolote.com 
 (805) 964-6963 
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