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Total Cost of Ownership (TCO)
The Total Cost of Ownership (TCO) is a financial estimate
intended to help buyers and owners determine the direct and
indirect costs of a product or system. It provides a
comprehensive view of all expenses associated with the
acquisition, operation, and maintenance of an asset over its
entire lifecycle.



TCO Formula
The Total Cost of Ownership (TCO) does not have a one-size-fits-all formula
because it depends on the specific scenario and industry. However, a general
formula can be expressed as:



Breaking it Down
Product 1



TCO with Discounted Cash Flow & Inflation



Simplified Real Discount Rate Approach

This approach simplifies the calculation by incorporating inflation directly into the discount rate.



TCO Applications
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IT and Software: Comparing hardware/software solutions.

Automotive Industry: Evaluating the true cost of owning a vehicle.

Infrastructure Projects: Estimating costs for buildings, bridges, etc.

Equipment and Machinery: Assessing industrial or manufacturing equipment.
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Importance of TCO

Informed Decision-Making

Budget Planning

Cost Optimization3
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Why should a
Business Analyst

learn TCO?

Enhanced Decision-Making
Cost-Benefit Analysis
Vendor and Solution Evaluation
Stakeholder Communication
Risk Mitigation
Alignment with Business Goals
Future-Proofing
Data-Driven Insights
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