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glossary of Terms

Actual Cost:  Amounts determined on the basis of costs incurred, as distinguished from forecasted costs.  Actual costs include standard costs properly adjusted for applicable variances. 

Adequate Price Competition:  Price competition exists if—offers are solicited;  two or more responsible offerors that can satisfy the Government’s requirements submit priced offers responsive to the solicitation’s expressed requirements; and these offerors compete independently for a contract to be awarded to the responsible offeror submitting the lowest evaluated price.  Price competition is presumed adequate unless—the solicitation is made under conditions that unreasonably deny to one or more known and qualified offerors an opportunity to compete; the low offeror has such a decided advantage that it is practically  immune from competition; or there is a finding, supported by a statement of the facts and approved at a level above the contracting officer, that the lowest price is unreasonable. 

Administrative Contracting Officer (ACO):  A contracting officer who is administering contracts. 

Allocable Cost:  A cost is allocable to a Government contract if it—is incurred specifically for the contract; benefits both the contract and other work, and can be distributed to them in reasonable proportion to the benefits received; or is necessary to the overall operation of the business, although a direct relationship to any particular cost objective cannot be shown. 

Allocate:  To assign an item of cost, or a group of items of cost, to one or more cost objectives.  This term includes both direct assignment of cost and the reassignment of a share from an indirect cost pool.

Allowable Cost:  The total cost of a contract is the sum of the allowable direct and indirect costs allocable to the contract.  The factors to be considered in determining whether a cost is allowable include the following:  (1) reasonableness, (2) allocability, (3) CASB standards or generally accepted accounting principles, (4) terms of the contract and (5) any limitations set forth in the FAA Cost Principles.

Applied Research:  That effort which (1) normally follows basic research, but may not be severable from the related basic research, (2) attempts to determine and exploit the potential of scientific discoveries or improvements in technology, materials, processes, methods, devices, or techniques, and (3) attempts to advance the state of the art.  Applied research does not include efforts whose principal aim is design, development, or test of specific items or services to be considered for sale; these efforts are within the definition of the term development, defined in this subsection.

Assist Audit:  An audit of subcontractor cost or pricing data. 

Audit:  A review of a company's accounting procedures, accounting practices,  books, records, documents, and other evidence related to (a) cost or pricing data or (b) costs claimed to have been incurred or anticipated to be incurred in performing a contract.  (1) reasonableness, (2) allocability, (3) standards promulgated by the CAS Board, if applicable; otherwise, generally accepted accounting principles and practices appropriate to the particular circumstances, (4) terms of the contract, (5) any limitations set forth in the FAA Cost Principles (for commercial organizations).

Base (SCEA):  The denominator used in the development of a factor or rate, such as direct labor hours/dollars, or dollars/weight, etc.

Basic Research:  That research which is directed toward increase of knowledge in science.  The primary aim of basic research is a fuller knowledge or understanding of the subject under study, rather than any practical application thereof.

Best Value (FAA AMS):  A term used during procurement source selection to describe the solution that is the most advantageous to the FAA, based on the evaluation of price and other factors specified by the FAA. This approach provides the opportunity for trade-offs between price and other specified factors, and does not require that an award be made to either the offeror submitting the highest rated technical solution, or to the offeror submitting the lowest cost/price, although the ultimate award decision may be to either of these offerors.

Bid And Proposal (B&P):  Costs incurred in preparing, submitting, and supporting bids and proposals (whether or not solicited) on potential Government or non-Government contracts.  The term does not include the costs of effort sponsored by a grant or cooperative agreement or required in contract performance. 

Bill of Materials (SCEA):  A descriptive and quantitative listing of all of the materials, supplies, parts, and components required to produce a complete end-item of material, assembly, or subassembly, to overhaul or repair such an item, or to construct or repair a structure or facility.

Billing Rate:  An indirect cost rate (a) established temporarily for interim  reimbursement of incurred indirect costs and (b) adjusted as necessary pending establishment of final indirect cost rates. 

Bivariate Linear Regression (SCEA):  The statistical association of one independent variable with a dependent variable.  Under static conditions the analysis is called Correlation.  When used for predictive purposes, it is referred to as regression.  The relationships in a regression analysis are associative only; causative inferences are added subjectively by the analyst.

Business Unit:  Business unit means any segment of an organization, or an entire business organization which is not divided into segments.

Buy-In (SCEA):  Submission of an offer, usually substantially below Estimated Cost, in order to win a Contract.  Contractors may "buy-in" to a program with the expectation that Expenses and additional Profit will be recovered during a later Buy of the same or a similar product, with the current contract win providing the contractor a future competitive advantage. 

Capital Expenditure (SCEA):  An expenditure made for the acquisition of, or addition and betterments to, fixed assets.

Cash Expenditure:  An actual outlay of dollars in exchange for goods and services.  

Cash Flow (SCEA):  The difference in Cash between Accounts Receivable and Accounts Payable with adjustments made for delinquent accounts and payment check processing.

Catalog Price (SCEA):  A price included in a supplier's catalog, price list, schedule or other form that: (a) is regularly stocked by the manufacturer or supplier;  (b) is published or made available for inspection by customers; and, (c) states prices at which sales are currently or were last made to a significant number of buyers in the general public or industry.

Class of Positions:  All positions that share the same title and pay level.

Clause:  A term or condition used in contracts or in both solicitations and  contracts, and applying after contract award or both before and after award. Clauses state the rights and obligations of the parties to a contract. 

Coefficient of Correlation (r-value) (SCEA):  A measure of the relationship (Correlation) between two variables.  The coefficient ranges  from plus one when a perfect positive correlation exists (as X increases, Y increases linearly) to a negative one when there is a perfect negative correlation.  A correlation coefficient of zero indicates no relationship between the variables.  See Coefficient of Determination and Regression Analysis.

Coefficient of Determination (SCEA):  A measure used in Regression Analysis, R2 ranges from zero to one and is developed by dividing the variation in Y explained by the regression equation by the total variation in Y, e.g., R2  .89 means 89% of the total variation was explained by the regression equation.

Commercial Item (FAA AMS):  Can mean any of the following:  (A) Any item, other than real property, that is of a type customarily used by the general public or by nongovernmental entities for purposes other than governmental purposes and that has been sold, leased, licensed to the general public; or has been offered for sale, lease, or license to the general public.  (B) Any item that evolved from an item described in paragraph (A) through advances in technology or performance and that is not yet available in the commercial marketplace, but will be available in the commercial marketplace in time to satisfy the delivery requirements under a Government solicitation.  (C) Any item that would satisfy a criterion expressed in paragraphs (A) and (B) of this definition, but for—(i)  modifications of a type customarily available in the commercial marketplace; or (ii) modifications of a type not customarily available in the commercial marketplace made to meet Federal Government requirements.  “Minor” modifications means modifications that do not significantly alter the nongovernmental function or essential physical characteristics of an item or component or change the purpose of a process.  Factors to be considered in determining whether a modification is minor include the value and size of the modification and comparative value and size of the final product.  Dollar values and percentages may be used as guideposts, but are not conclusive evidence that a modification is minor; (D) Any combination of items meeting the requirements of paragraphs (A), (B), (C), or (E) of this definition that are of a type customarily combined and sold in combination to the general public.  (E) Installation services, maintenance services, repair services, training services, and other services if such services are procured for support of an item referred to in paragraph (A), (B), (C), or (D) of this definition, and if the source of such services—(i) offers such services to the general public and the Federal Government contemporaneously and under similar terms and conditions; and (ii) offers to use the same work force for providing the Federal Government with such services as the source uses for providing such services to the general public.  (F) Services of a type offered and sold competitively in substantial quantities in the commercial marketplace based on established catalog or market prices for specific tasks performed under standard commercial terms and conditions.  This does not include services that are sold based on hourly rates without an established catalog or market price for specific services  performed.  (G) Any item, combination of items, or service referred to in paragraphs (A) through (F), notwithstanding the fact that the item, combination of items, or service is transferred between or among separate divisions, subsidiaries, or affiliates of a contract; or (H) A nondevelopmental item, if the procuring agency determines the item was developed exclusively at private expense and sold in substantial quantities, on a competitive basis, to multiple state and local governments.  The term nondevelopmental item means:  (A) Any previously developed item of supply used exclusively for government purposes by a Federal agency, a state or local government with which the United States has a mutual defense cooperation agreement; (B) Any item described in paragraph (A) of this definition that requires only minor modification or modifications of a type customarily available in the commercial marketplace in order to meet the requirements of the procuring department or agency; or (C) Any item of supply being produced that does not meet the requirements of paragraph (A) or (B) solely because the item is not yet in use.  The term component means any item supplied to the Federal Government as part of an end item or of another component.  The term commercial component means any component that is a commercial item.

Commercial-Off-The-Shelf (COTS) (FAA AMS):  A product or service that has been developed for sale, lease or license to the general public and is currently available at a fair market value. This is distinct from a commercial product in that it may not have already been sold at established catalog or market prices.

Commercially Available (FAA AMS):  Products, commodities, equipment, material, or services available in existing commercial markets in which sources compete primarily on the basis of established catalog/market prices or for which specific costs/prices established within the industry have been determined to be fair and reasonable.

Communications (FAA AMS):  When referring to contracting, means any oral or written communication between the FAA and an offeror that involves information essential for understanding and evaluating an offeror’s submittal(s), and/or determining the acceptability of an offeror’s submittal(s).

Comparison Estimating:  Estimates of the cost of performing work under a contract made by  (1) determining the historical cost of the same or of a similar item and (2) adjusting or projecting the historical cost the work to be  performed.  Comparisons are used in estimating individual elements of cost and/or the total price of the contract.

Compensated Personal Absence (SCEA):  Any absence from work for reasons such as illness, vacation, holidays, jury duty, military training or personal activities for which an employer pays compensation directly to an employee in accordance with a plan or the custom of the employer.

Competition (SCEA):  (1) An environment of varying dimensions relating to buy-sell relationships in which the buyer induces, stimulates or relies on conditions in the marketplace that cause independent sellers to contend for the award of a contract and/or the sale of the product.  See Effective Competition.  (2) For the Government, an acquisition strategy whereby more than one Contractor is sought to bid on a service or function, and the winner is selected on the basis of criteria established by the activity for whom the work is to be performed.

Components (SCEA):  1) An Element.  2) Any relatively simple part of a complex entity.  3) An Assembly or any combination or parts, subassemblies and assemblies mounted together normally capable of independent operation in a variety of situations.  4) A subsystem, assembly, subassembly or other major element of an end-item.

Consumer Price Index:  An index published monthly which reports consumer prices for a fixed mix of goods. 

Contingency:  A possible future event or condition arising from presently known or unknown causes, the outcome of which is indeterminable at the present time.  

Contract:  A mutually binding legal relationship obligating the seller to furnish supplies or services (including construction) and the buyer to pay for them. 

Contract Cost (Total):  The sum of the allowable direct and indirect costs allocable to the contract, incurred or to be incurred, less any allocable credits, plus any allocable cost of money.  In ascertaining what constitutes a cost, any generally accepted method of determining or estimating costs that is equitable and is  consistently applied may be used, including standard costs properly adjusted for applicable variances.

Contract Cost Risk:  A profit analysis factor which measures the degree of cost  responsibility and associated risk that the prospective contractor will assume (1) as a result of the contract type contemplated and (2) considering the reliability of the cost estimate in relation to the complexity and duration of the contract task. 

Contract Dispute (FAA AMS):  A written request seeking as a matter of right, the payment of money in a certain sum, the adjustment or interpretation of contract terms, or other relief arising under or relating to the contract.  A claim arising under a contract unlike a claim relating to that contract, is a claim that can be resolved under a contract clause that provides for the relief sought by the claimant.  The term does not include a request for payment of an invoice, voucher, or similar routine payments expressly authorized under the terms of the contract, which have not been rejected by the contracting officer.  The term includes a termination for convenience settlement proposal and request for equitable adjustment, but does not include cost proposals seeking definitization of a letter contract or other undefinitized contract action.

Contract Modification:  Any written change in the terms of a contract.  Unilateral modifications are signed only by the CO; bilateral by both parties. 

Contract Type:  (1) The name of the compensation arrangement established by the terms and conditions of the contract, such as Firm Fixed Price, Fixed Price Redeterminable, Cost Plus Award Fee, Cost Plus Fixed Fee, or Cost Plus Incentive Fee.  (2) The name of the ordering arrangement established by the terms and conditions of an indefinite delivery contract, such as Definite Quantity, Indefinite Quantity, or Requirements.  

Contracting Activity:  An element of an agency designated by the agency head and delegated broad authority regarding acquisition functions. 

Contracting:  The purchasing, renting, leasing, or otherwise obtaining supplies or services from nonfederal sources.

Contracting Officer's Representative (Cor):  A Federal employee to whom a Contracting Officer has delegated limited authority in writing to make specified contract-related decisions.  Depending on the type of authority delegated, may be referred to as the Contracting Officer's Technical Representative (COTR).  

Contracting Officer (Co):  An agent of the Government with authority to enter into,  administer, or terminate contracts and make related determinations and findings. 

Contractor (FAA AMS):  The party(ies) receiving a direct procurement contract from the FAA and who is responsible for performance of the contract requirements.

Contractor Purchasing System Review (Cpsr):  A periodic audit by a Government team of a prime contractor's purchase order records and purchasing policies and procedures.  The objective is to ensure that the Government's interests are being adequately protected by the prime contractor. 

Contractor Effort:  A profit analysis factor which measures the complexity of the work and the resources required of the prospective contractor for contract performance.

Contractor Estimating System Review:  Reviews by cognizant audit activities of selected contractors’  estimating systems or methods, in order to (1) reduce the scope of reviews to be performed on individual proposals, (2) expedite the negotiation process, and (3) increase the reliability of proposals.

Corporate Administrative CO (CACO): Contractors with more than one operational location (e.g., division, plant, or subsidiary) often have corporate-wide policies, procedures, and activities requiring Government review and approval and affecting the work of more than one administrative contracting officer (ACO).  In these circumstances, effective and consistent contract administration may require the assignment of a corporate administrative contracting officer (CACO) to deal with corporate management and to perform selected contract administration functions on a corporate-wide basis.

Cost Accounting Standards (Cas):  Standards for the measurement, assignment, and allocation of costs to contracts with the United States.  These standards are established by the Cost Accounting Standards Board and incorporated in Part 30 of the FAR and FAR Appendix B. 

Cost Accounting System:  The policies, procedures and practices of a business entity for (1)  recording, (2) verifying, (3) accumulating, and (4) allocating  costs incurred by the entity.

Cost Analysis:  The review and evaluation of the separate cost elements and proposed profit of (a) an offeror’s or contractor’s cost or pricing data and (b) the judgmental factors applied in projecting from the data to the estimated costs in order to form an opinion on the degree to which the proposed costs represent what the cost of the contract should be, assuming reasonable economy and efficiency.

Cost Drivers:  Those aspects of the proposal that if changed would have a major impact on proposed cost.  Two of the common cost drivers are delivery terms and technical specifications.

Cost Estimating Relationship (Cer):  An established relationship between unit price or some other measure of cost (e.g., the dependent variable) and an independent variable(s). 

Cost Estimating System:  Policies, procedures, and practices of a business entity for estimating the probable costs of performing work under a contract or contract modification.

Cost Objective:  A function, organizational subdivision, contract, or other work unit for which cost data are desired and for which provision is made to accumulate and measure the cost of  processes, products, jobs, capitalized projects, etc. 

Cost of Capital Committed To Facilities:  An imputed cost determined by applying a cost of money rate to facilities capital.

Cost or Pricing Data:  All facts that, at the time of the price agreement, the seller and buyer would reasonably expect to affect price negotiations.  Cost or pricing data requires certification.  Cost or pricing data are factual, not judgmental data, and are therefore verifiable.  While these data do not indicate the accuracy of the prospective contractor’s judgment about estimated future costs or projections, they do include the data utilized to form the basis for that judgment.  Cost or pricing data are more than historical accounting data; they are all the facts that can be reasonably expected to contribute to the soundness of estimates of future costs and to the validity of determinations of costs already incurred.

Cost Reimbursement Contracts:   Contracts that provide for payment of allowable incurred costs, to the extent prescribed in the contract.  These contracts establish an  estimate of total cost for the purpose of obligating funds and establishing a ceiling that the contractor may not exceed (except at its own risk) without the approval of the contracting officer.  

Cost-To-Cost Relationship:  A CER in which the relationship is between one cost and another cost. 

Cost-Volume-Profit Analysis:  A technique for estimating unit costs and profit for different  production volumes of the same item.

Cost:  The contractor’s expenses of contract performance, either estimated or actual.

Defective Cost Or Pricing Data:  Cost or pricing data are found to be inaccurate, incomplete, or noncurrent as of the date of final agreement on price given on the  contractor's or subcontractor's Certificate of Current Cost or Pricing Data.

Depreciation:  A charge to current operations which distributes the cost of a tangible capital asset, less estimated residual value, over the estimated useful life of the asset in a systematic and logical  manner.  Useful life refers to the prospective period of economic usefulness in a particular contractor’s operations as distinguished from physical life; it is evidenced by the actual or estimated retirement and replacement practice of the contractor.  

Design Specification:  A purchase description that establishes precise measurements, tolerances, materials, in process and finished product tests, quality control, inspection requirements, and other specific details of the deliverable. 

Detailed Cost Estimate:  (1) An estimate of material costs based on a list of material items,  showing the required quantity and unit price of each item (see also Bill of Materials).  (2) Cost estimates based on a thorough review of all components, processes, and assemblies (in contrast to comparison and round-table estimating). 

Direct Cost:  Any cost that can be identified specifically with a particular final cost objective (see also Labor Costs and Material Costs). 

Directly Associated Cost:  Any cost which is generated solely as a result of the incurrence of another cost, and which would not have been incurred had the other cost not been incurred. 

Discussions:  Any oral or written communication between the Government and an offeror, (other than communications conducted for the purpose of minor clarification) whether or not initiated by the Government, that (a) involves information essential for determining the acceptability of a proposal, or (b) provides the offeror an opportunity to revise or modify its proposal.  

Economic Risk:  The probability of regaining one's money with a reasonable profit from an investment versus not making a profit, or, even worse,  losing the investment.  The higher the risk of an investment, i.e., the higher the probability of losing the investment, the higher the potential profit must be in order to persuade an investor to take the risk.

Efficiency Factor:  A measure of the difference between the labor time standard and actual time required for the task.  A realization factor will normally be calculated from historical data as:     
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Established Catalog Prices:   Prices recorded in a form regularly maintained by the manufacturer or vendor.  This form may be a catalog, price list, schedule, or other verifiable and established record.  The record must (1) be published or otherwise available for customer inspection and (2)  state current or last sales price to a significant number of buyers constituting the general public.

Established Market Prices:  Current prices that (1) are established in the course of ordinary and usual trade between buyers and sellers free to bargain and (2) can be substantiated by data from sources independent of the manufacturer or vendor.

Estimating Costs:   The process of forecasting a future result in terms of cost, based upon information available at the time. 

Evaluated Price:  The price of an offer after application of price-related factors in the solicitation.  Similarly, contracting officers must determine the  "evaluated total estimated cost" of Best and Final Offers in competitive procurements of cost reimbursable contracts. 

Evaluation Factors:   Factors in selecting an offer for award. 

Expense Accrual:  An expense recorded for accounting purposes when the obligation is incurred, regardless of when cash is paid out for the goods or services.  

Expressly Unallowable Cost:  A particular item or type of cost which, under the express  provisions of an applicable law, regulation, or contract, is specifically named and stated to be unallowable.

Facilities Capital Cost of Money:  An imputed cost determined by applying a cost-of-money rate to facilities capital employed in contract performance. 

Facilities Capital:  The net book value of tangible capital assets and of those intangible capital assets that are subject to amortization.

Fact-finding:  The process of identifying and obtaining information necessary to complete the evaluation of proposals.  This may include fact-finding sessions with offerors.

Fair Price (See Also Reasonable Price):  From the perspective of a buyer, a fair price is a price that is in line with (or below) the fair market value of the contract deliverable (to the extent that fair market value can be approximated through price analysis).  “Fair market value” is the price you should expect to pay, given the prices of bona fide sales between informed buyers and informed sellers under like market conditions in competitive markets for deliverables of like type, quality, and quantity.  When data on probable performance costs are available, a separate test of “fairness” is whether the proposed price is in line with (or  below) the total allowable cost of providing the contract deliverable that would be incurred by a well managed, responsible firm using reasonably efficient and economical methods of performance, plus a reasonable profit.  From the perspective of a seller, a fair price is a price that is realistic in terms of the seller's ability to satisfy the terms and conditions of the contract.

Federal Acquisition Regulation (FAR):  Uniform policies and procedures for acquisition by executive agencies (excluding the FAA).  The FAR is jointly prescribed, prepared, issued and maintained by the Department of Defense, the General Services Administration, and the National Aeronautics and Space Administration.

Fee or Profit:  Money paid to a contractor over and above total reimbursements for allowable costs.  

Field Pricing Support:  A review and evaluation of the contractor’s or subcontractor’s proposal by any or all field pricing support personnel.

Firm Fixed Price Contract:  A contract that establishes a price not subject to any adjustment on the basis of the contractor’s cost experience in performing the contract.

First-In-First-Out (Fifo):  A method for pricing items in inventory.  For accounting  purposes, this method assumes that the first unit entered into the inventory is the first unit to be drawn out.  The inventory value assigned to the unit drawn out is the value of the first unit recorded as still being in inventory.  

Fiscal Year:  The accounting period for which annual financial statements are  regularly prepared, generally a period of 12 months, 52 weeks, or 53 weeks. 

Fixed Cost:  Costs that remain constant as volume varies in the relevant range of production. Examples: fire insurance, depreciation, facility rent, and property taxes.

Fixed Price Contract:  A contract that establishes a firm price or, in appropriate cases, an adjustable price.  Fixed-price contracts providing for an adjustable price may include a ceiling price, a target price (including target cost), or both.  Unless otherwise specified in the contract, the ceiling price or target price is subject to adjustment only by operation of contract clauses providing for equitable adjustment or other revision of the contract price under stated circumstances.

Forward Pricing Rate Agreement:  A written agreement negotiated between a contractor and the Government to make certain rates available during a specified period for use in pricing contracts or modifications.  Such rates represent reasonable projections of specific costs that are not easily estimated for, identified with, or generated by a specific contract, contract end item, or task.  These projections may include rates for labor, indirect costs, material obsolescence and usage, spare parts provisioning, and material handling.

Forward Pricing Rate Recommendation:  A rate set unilaterally by the administrative contracting officer for use by the Government in negotiations or other contract actions when forward pricing rate agreement negotiations have not been completed or when the contractor will not agree to a forward pricing rate agreement.  

Forward Pricing Rates:  Rates for estimating indirect costs that will be incurred by the firm  during a given accounting period.

Functional Specification:  A purchase description that describes the deliverable in terms of  performance characteristics and intended use, including those characteristics which at minimum are necessary to satisfy the intended use.  

General And Administrative (G&A) Expense:  Any management, financial, and other expense which is incurred by or allocated to a business unit and which is for the general management and administration of the business unit as a whole.  G&A expense does not include those management expenses whose beneficial or causal relationship to cost objectives can be more directly measured by a base other than a cost input base representing the total activity of a business unit during a cost accounting period.

General Public:  A significant number of buyers other than the Government or affiliates of the offeror; the item involved must not be for Government end use.  

Generally Accepted Accounting Principles:  Financial accounting standards pronounced by the Financial Accounting Standards Board or otherwise represented in general or industry practice.

Government Property:  All property owned by or leased to the Government or acquired by the Government under the terms of the contract.  It includes both (1) Government-furnished property and (2) property acquired or otherwise provided by the contractor for performing a contract and to which the Government has title.  

Government Furnished Property:   Property in the possession of, or directly acquired by, the Government and subsequently made available to the contractor.

Historical Cost (SCEA):  An estimating term used to describe a set of data reflecting actual costs or past experience of a product line.

Home Office Expenses (CAS):  Home office means an office responsible for directing or managing two or more, but not necessarily all, segments of an organization.  It typically establishes policy for, and provides guidance to the segments in their operations.  It usually performs management, supervisory, or administrative functions, and may also perform service functions in support of the operations of the various segments.  An organization which has intermediate levels, such as groups, may have several home offices which report to a common home office. An intermediate organization may be both a segment and a home office.

Improvement Curve:  A technique for estimating recurring resource requirements in  operations that are performed repetitively.  Improvement curves can be used to estimate direct labor hours, units of material required, or the cost of subcontracted items.  Unit improvement curves are based on the theory that, as the total volume of units produced doubles, the cost per unit decreases by some constant percentage.  Cumulative average improvement curves are based on the theory that, as the total volume of units produced doubles, the average cost per unit decreases by some constant percentage.  
Independent Research and Development (IR&D):  A contractor's IR&D cost that consists of projects falling within the four following areas:  (1) Basic research, (2) applied research, (3) development, and (4) systems and other concept formulation studies.  The term does not include the costs of effort sponsored by a grant or required in the performance of a contract.  IR&D effort shall not include technical effort expended in developing and preparing technical data specifically to support submitting a bid or proposal.

Index:  A ratio, usually expressed as a percentage, indicating changes in values, quantities, or prices.  Price index numbers measure changes in prices over time. 

Indirect Cost:  Any cost not directly identified with a single, final cost objective,  but identified with two or more final cost objectives or an intermediate cost objective.  

Indirect Cost Pools:  Groupings of incurred indirect costs. 

Indirect Cost Rate:   The percentage or dollar factor that expresses the ratio of indirect expense incurred in a given period to direct labor cost, manufacturing cost, or another appropriate base for the same period.  

Interorganizational Transfer:  Materials, supplies, or services that are sold or transferred between any divisions, subsidiaries, or affiliates of the contractor under a common control.  

Inventory:  Goods purchased and held in stock for production and/or direct sale to customers. 

Investment Risk:  The probability of recovering the money invested in plant or equipment.

Job Order Costing:  Charging of costs to job orders.  A job order may cover the production of one unit or a number of identical units.  If the contract is for just one unit, the entire actual cost of the unit is accumulated under the job order. 

Labor Cost at Standard:  A preestablished measure of the labor element of cost, computed by multiplying labor-rate standard by labor-time standard.  

Labor Costs (i.e., Compensation For Personal  Services):  All remuneration paid currently or accrued, in whatever form and whether paid immediately or deferred, for services rendered by employees to the contractor during the period of contract performance.  It includes, but is not limited to, salaries; wages; bonuses (including stock bonuses); incentive awards; employee stock options, stock appreciation rights, and stock ownership  plans; employee insurance; fringe benefits; incentive pay, location allowances, hardship pay, severance pay, and cost of living differential.  

Labor Hour Contract:  A variation of the time-and-materials contract, differing only in that materials are not supplied by the contractor. 

Labor Loading Schedule:  A schedule of labor hours to be employed in contract performance,  organized by time period and class of labor.  

Labor Time Standard:  (1) The time necessary for a qualified worker, working at a normal pace, under capable supervision, with normal fatigue and delays, to perform a defined task.  The standard time is composed of three elements:  leveled time; a personal fatigue, and delay (PF&D) allowance; and any special allowances.  (2) A preestablished measure, expressed in temporal terms, of the quantity of labor.

Labor-Rate Standard:  A preestablished measure, expressed in monetary terms, of the price of labor.  

Last-In-First-Out (Lifo):  A method for pricing items in inventory.  For accounting purposes, this method assumes that the last unit added to inventory is the first unit to be drawn out. The inventory value assigned to the unit drawn out is the value of the last unit placed in inventory.

Level of Effort Estimating:  An estimate of time spent on a repetitive or recurring function  during a given period of time.

Leveled Time:  The time that a worker of average skill, making an average effort under average conditions, would take to complete the required task. 

Life Cycle Cost:  The total cost to the FAA of acquiring, operating, maintaining, supporting, and disposing of items being acquired.  

Limited or Partial Data:  Any uncertified data requested from offerors to support proposed prices.

Line of Best Fit:  A technique for estimating the value of a dependent variable (e.g.,  Price) by approximating a linear relationship between the dependent variable and an independent variable.  This is done by finding a line that minimizes the distance between known data points and the line.  The line can be fit visually, mathematically, or with the help of a calculator or computer.  The final equation depends on the method used and the skill of the estimator. 

Market Research:  Collecting and analyzing information about the entire market available to satisfy minimum agency needs to arrive at the most suitable approach to acquiring, distributing, and supporting supplies and services. 

Market Value (SCEA):  The value of anything as computed on the basis of market quotations, or in the absence of quotations, the amount which would induce a willing seller to sell and a willing buyer to purchase.

Material Cost at Standard:  A preestablished measure of the material elements of cost, computed by multiplying material-price standard by material-quantity standard. “Material-price standard” means a preestablished measure, expressed in monetary terms, of the price of material.  “Material-quantity standard” means a preestablished  measure, expressed in physical terms, of the quantity of material.

Material Costs:   These include the costs of such items as raw materials, parts, sub-assemblies, components, and manufacturing supplies, whether purchased or manufactured by the contractor, and may include such collateral items as inbound transportation and in-transit  insurance.  In computing material costs, consideration shall be  given to reasonable overruns, spoilage, or defective work (unless  otherwise provided in any contract provision relating to inspecting  and correcting defective work). 

Mean (SCEA):  The average of a series of quantities or values, specifically, the quotient of their sum divided by the number of items in the series.

Monthly Labor Review:  A Bureau of Labor Statistics publication which includes selected data from a number of government indexes including: an employment cost index, consumer price index data, producer price indexes data, export price indexes data, and import price indexes data.

Moving Average:  (1) An estimating technique.  In a simple moving average, data  collected over two or more time periods is summed and divided by the number of time periods.  That number then becomes an estimate for future time periods.  As data from a new time period is  added, data from the earliest time period is dropped from the average.  For example, a 12-month moving average uses data from  the most recent 12 months.  A 6-month moving average uses data from the last 6 months.  (2) An inventory costing method under which an average unit cost is computed after each acquisition by adding the cost of the newly acquired units to the cost of the units of inventory on hand and dividing this figure by the new total  number of units.

Negotiation:  (1) A bargaining process between two or more parties seeking to reach a mutually satisfactory agreement or settlement on a matter of common concern.  (2) A method of procurement that includes the receipt of proposals from offerors, permits bargaining, and usually affords offerors an opportunity to revise their offers before award of a contract.  Bargaining—in the sense of discussion, persuasion, alteration of initial assumptions and positions, and give-and-take—may apply to price,  schedule, technical requirements, type of contract, or other terms of a proposed contract.  

Other Direct Costs:  Costs other than direct labor, direct materials, and indirect costs.  Examples include special tooling, travel, computer and consultant services, preservation, packaging and packing, spoilage and rework, and Federal excise tax on finished articles.  

Parametric Relationship:  A CER which relates cost to a parameter (characteristic) of the item or service being purchased.  

Performance Assessment Review:  This review, sometimes also known as Contractor Operations Review (COR) or Contractor Systems Status Review (CSSR), is conducted on major contractors by a specially assembled team.  The purpose of this review is to assess the strength of contractor management systems.

Performance Risk:  Potential difficulty in successfully performing the work required by the contract.  If the work is difficult and requires greater effort to accomplish with a relatively high risk of failure or defective units being produced, then this risk will be weighed and reflected in a higher estimated cost.  

Performance Specification:  A purchase description that describes the deliverable in terms of  desired operational characteristics.  Performance specifications tend to be more restrictive than functional specifications, in terms of limiting alternatives which the Government will consider and defining separate performance standards for each such alternative.  

Personal, Fatigue, and Delay (Pf&D) Allowance:  An allowance added to Leveled Times in establishing Labor Time Standards. The Personal allowance considers time for a worker to take care of personal needs, such as trips to the rest room and drinking fountain.  The Fatigue allowance considers time to recuperate from fatigue related to factors such as general working conditions, the nature of the work, and the health of the worker.  The Delay allowance covers unavoidable, predictable, and unpredictable delays for such activities as replenishing materials, rejecting nonstandard parts, making minor equipment repairs, and receiving instructions. 

Pool:  See Indirect Cost Pools  

Position Classification Plan:  A plan that identifies the classes of labor employed by a firm, and provide guidelines for determining the title and pay level of each position in the firm. Guidelines are generally in the form of job factors, degree requirements, skill qualification requirements, conversion tables (such as the possible trade-offs between education and experience), and the like.  

Position:  The work, consisting of duties and responsibilities, assigned to an employee.  

Predetermined Level Times (Plts):  Leveled times established for basic body motions, such as reaching for a part or grasping a part.  PLTs are then used to estimate leveled times for tasks comprised of various combinations of those motions.  Also called Predetermined Standards or Basic Motion Standard Data.  

Preproduction Costs:  Out of the ordinary costs associated with the initiation of production under a particular contract or program.  Also known as start-up or non-recurring costs.

Price Analysis:  The process of examining and evaluating a proposed price without evaluating its separate cost elements and proposed profit. 

Price Index:  See Index  

Price-Related Factor:   When evaluating offers for award, any factor applied in identifying that offer which would represent the lowest total cost to the Government.  

Price:  Equals cost plus any fee or profit involved in the procurement of a good or service.

Primary Pool:  An indirect cost pool for which a separate indirect cost rate is established.  

Privity:  Privity refers to the direct contractual relationship that exists between parties.  The Government has a contract with the prime contractor, therefore there is privity of contract between the Government and the prime contractor.  However, the Government does not have a contract with a subcontractor; no privity of contract exists between the two parties.  

Process Costing:  Charging of costs to a process even though end-items (which may  not be identical) for more than one contract are in process at the same time.  At the end of the cost accounting period (usually one  month), the costs incurred for that process are assigned to the units completed during the period and to the incomplete units still in process.  

Procurement History:  Contract files that include proposals from or awards to the offeror,  regardless of the project or program supported by the contract.  

Producer Price Indexes (Ppi):  Indexes published monthly by the US Department of Labor,  Bureau of Labor Statistics (BLS) that report changes in producer/wholesale prices.  The PPI is divided into 15 major commodity groups.  Each commodity group is broken into subgroups and individual items.  

Profit Center:  The smallest organizationally independent segment of a company charged by management with profit and loss responsibilities. 

Profit:  See Fee

Program History:  Files on contracts for the same or comparable deliverables.  

Progress Payments:   Payments made under a fixed price contract on the basis either of (1) costs incurred by the contractor as work progresses under the contract or (2) on physical progress in accomplishing the work. 

Proposal:  Any offer or other submission used as a basis for pricing a contract, contract modification, or termination settlement or for securing payments thereunder. 

Purchase Description:  Describe the essential physical characteristics or functions required to meet the Government’s minimum need.  

Realization Factor:  A measure of the difference between the labor time standard and actual time required for the task.  A realization factor will normally be calculated from historical data as:     
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Reasonable Cost:  A cost which, in its nature and amount, does not exceed that which would be incurred by a prudent person in the conduct of competitive business.

Reasonable Price (See Also FAIR PRICE):  A price that a prudent and competent buyer would be willing to pay for the contract deliverable, given adequate data on (1) market  conditions, (2) alternatives for meeting the requirement, (3) the evaluated price of each alternative, and (4) non-price evaluation factors (in "best value" competitions).  

Responsible Offeror:  An offeror that meets the general and any special standards established under FAA AMS.  To be determined responsible under the general standards, a prospective contractor must have adequate financial resources to perform the contract, or the ability to obtain them; be able to comply with the required or proposed delivery or performance  schedule, taking into consideration all existing commercial and governmental business commitments; have a satisfactory performance record; have a satisfactory record of integrity and business ethics; have the necessary organization, experience, accounting and operational  controls, and technical skills, or the ability to obtain them (including, as  appropriate, such elements as production control procedures, property control systems, and quality assurance measures applicable to materials to be produced or services to be performed by the prospective contractor and subcontractors); have the necessary production, construction, and technical equipment and facilities, or the ability to obtain them; and be otherwise qualified and eligible to receive an award under applicable laws and regulations. 

Rework:  The process of taking a defective part and working on it again to correct the identified deficiencies.  

Risk:  The probability of not attaining the goals for which the party entered into a contract. For the contractor (seller), the principal business or financial risk is an unexpected loss of money on the contract.  For the Government, the principal risks are that:  The total cost of the acquisition will be higher than expected or unreasonable in relation to the actual costs of performance.  The contractor will fail to deliver or will not deliver on time.  The final deliverable will not satisfy the Government’s actual need,  whether or not “acceptable” under the terms and conditions of the contract.  The Government’s need will change prior to receipt of the deliverable.

Round-Table Estimates:  Estimates developed by experts, usually without detailed drawings  or a bill of materials and with limited information on specifications.  

Royalties:  Fees paid by the user to the owner of a right, such as a patented design or process.  

Sampling:  Estimating based on a sample of items or other units.  If the sampling is random, every item has an equal chance of being selected for analysis.

Scrap:  Excess material that is no longer usable for the purpose for which it was originally intended.  For example, a sheet of metal may have a variety of shapes cut from it.  The leftover pieces that are too small to cut into the required shapes are scrap.  

Screening Information Request (SIR)  (FAA AMS):  Any request made by the FAA for documentation, information, or offer for the purpose of screening to determine which offeror provides the best value solution for a particular procurement.

Secondary Pool:  The secondary pool is an intermediate pool that is used to allocate costs to primary pools. 

Semi-Variable Cost:  Costs that include both fixed and variable elements.

Service Contract:  A contract that directly engages the time and effort of a contractor whose primary purpose is to perform an identifiable task rather than to furnish an end item of supply.  

Should-Cost Analysis:  Estimating what the cost of a contract should be, assuming reasonable economy and efficiency.  

Simplified Purchase:   The acquisition of supplies, services, and construction through the "simplified procedures" (e.g., borrowed funds, purchase orders, and blanket purchase agreements) prescribed in FAA AMS.

Sole Source Acquisition:  A contract for the purchase of supplies or services that is entered into or proposed to be entered into by an agency after soliciting and negotiating with only one source.  

Solicitation:  A document requesting or inviting offerors to submit offers.  Solicitations basically consist of (a) a draft contract and (b) provisions on preparing and submitting offers.  

Source Selection:   The process of soliciting and evaluating offers for award. Formal source selections may involve the:  establishment of a group (e.g., a Source Selection Board) to evaluate proposals, naming of a Source Selection Authority, who might be the CO, the requiring activity manager or a higher level agency official, depending on the size and importance of the acquisition, and preparation of a written source selection plan.

Special Test Equipment:  Single or multipurpose integrated test units engineered, designed,  fabricated, or modified to accomplish special purpose testing in performing a contract.  

Special Tooling:  Jigs, dies, fixtures, molds, patterns, taps, gauges, and other equipment and manufacturing aids (along with all components of  these items), which are of such a specialized nature that without substantial modification or alteration their use is limited to the development or production of particular supplies or the performance of particular services.  

Specification:  A description of the technical requirements for a material, product, or service that includes the criteria for determining whether the requirements are met. 

Spoilage:  Materials that have lost their usable properties, due to obsolescence, rot, decay, etc., or lost, due to theft, misplacement, or accidental disposal.  

Standard:  A document that establishes engineering and technical limitations and applications of items, materials, processes, methods, designs, and engineering practices; includes any related criteria deemed essential to achieve the highest practical degree of uniformity in materials or products, or the interchangeability of parts used in those products.  

Standard Cost:  A method for pricing items in inventory.  Under standard costing, the value of inventory equals the number of units times the unit standard cost.  Standard costs are usually based either on expected prices for the period in question (sometimes as short as a week) or on prices prevailing at the time the standards are set.  Standard costs do NOT change in response to short-term fluctuations in volume, quantity, or cost of units.  

Standard Time Data:  Predetermined level times developed for groups of motions that are  commonly performed together.  Each such group constitutes a separate and distinct “element”.  Also known as Elemental Standard Data.  

Statement Of Work  (Sow):  The complete description of work to be performed under the con-tract,  encompassing all specifications and standards established or referenced in the contract.  The SOW constitutes Part C of the Uniform Contract Format.

Stratified Sampling:  Dividing items of cost into groups, called strata (stratum in the singular), and separately developing a prenegotiation position for each stratum based on a random sample of items in the stratum.  

Structured Breakdown:  A breakdown of the total proposed cost through increasing levels of detail to the most basic element—the work package.  

Subcontract:  Any contract entered into by a subcontractor to furnish supplies or services for performance of a prime contract or a subcontract.  It includes but is not limited to purchase orders, and changes and modifications to purchase orders.  

Subcontractor:  Any supplier, distributor, vendor, or firm that furnishes supplies or services to or for a prime contractor or another subcontractor.

Substantial Quantity:  An item is “sold in substantial quantities” only when the quantities regularly sold are sufficient to constitute a real commercial market.  Nominal quantities, such as models, samples, prototypes, or experimental units, do not meet this requirement.  For services to be sold in substantial quantities, they must be customarily  provided by the offeror, using personnel regularly employed and equipment (if any is necessary) regularly maintained solely or principally to provide the services.  

Summary Estimate:  An estimate of material costs made without knowledge of quantity  requirements and per unit prices.  Summary estimates may be made by using “round-table” or comparison techniques. 

Supplies:  All property except land or interest in land, including (but not limited to) public works, buildings, and facilities; ships, floating  equipment, and vessels together with parts and accessories; aircraft and aircraft parts, accessories, and equipment; machine tools; and the alteration or installation of any of the foregoing.  

Task Estimating:  An estimate the number of people and the time required to perform a task.

Technical Analysis:   Examination and evaluation by personnel having specialized knowledge, skills, experience, or capability in engineering, science, or management of proposed quantities and kinds of materials, labor, processes, special tooling, facilities, and associated factors set forth in a proposal in order to determine and report on the need for and reasonableness of the proposed resources assuming reasonable economy and efficiency.  

Technical Factors:   Factors other than price-related used in evaluating offers for award.  Examples include technical excellence, management capability,  personnel qualifications, prior experience, past performance, and schedule compliance. 

Termination Contracting Officer (TCO):  A contracting officer who is settling terminated contracts.

Termination for Convenience (FAA AMS):  The procedure which may apply to any FAA contract, including multi-year contracts.  As contrasted with cancellation, termination can be effected at any time during the life of the contract (cancellation is effected between fiscal years) and can be for the total quantity or a partial quantity (whereas cancellation must be for all subsequent fiscal year quantities).

Termination Liability (FAA AMS):  The maximum cost the FAA would incur if a contract is terminated. In the case of a multi-year contract terminated before completion of the current fiscal year’s deliveries, termination liability would include an amount for both current year termination charges and out year cancellation charges.

Terms and Conditions:  All language in a solicitation and contract, including amendments,  attachments, and referenced clauses and provisions. 

Time and Materials Contract:  A type of contract that provides for acquiring supplies or services on the basis of (1) direct labor hours at specified fixed hourly rates that include wages, overhead, general and administrative expenses, and profit and (2) materials at cost, including, if appropriate, material handling costs as part of material costs.  

Time Study:  A study of established leveled times for the performance of distinct, describable, and measurable unit of work (or job elements).  

Truth In Negotiation Act:  This Act requires contracting officers to obtain accurate, complete, and current cost or pricing data from contractors.  It also provides the Government with a price reduction remedy if a contractor fails to comply.  This remedy takes effect when the contractor does NOT submit accurate, complete, and current data for a contract and the Government relied on the “defective data” in determining the contract price.  The purpose of the Act is to put the Government on equal footing with contractors when negotiating noncompetitive or sole-source contracts.  

Unallowable Cost:  Any cost which, under the provisions of any pertinent law, regulation, or contract, cannot be included in prices, cost reimbursements, or settlements under a Government contract to which it is allocable.

Unbalanced Offers:  An offer is mathematically unbalanced if it is based on  prices which are significantly less than cost for some contract line items and significantly overstated in relation to cost for others.  An offer is materially unbalanced if it is  mathematically unbalanced, and if there is a reasonable doubt that the offer would result in the lowest overall cost to the Government, even though it is the lowest evaluated offer; or the offer is so grossly unbalanced that its acceptance would be tantamount to allowing an advance payment.  

Variable Cost:  Costs that remain constant on a per unit basis no matter how many units are made in the relevant range of production.  Total variable cost increases as the number of units increases, and vice versa. 

Variance:   The difference between a preestablished measure and an actual  measure. 

Volume:  Total goods and services sold (or expected to be sold) to ALL customers during an accounting period. 

Weighted Average Cost:  An inventory costing method under which an average unit cost is computed periodically by dividing the sum of the cost of beginning inventory plus the cost of acquisitions by the total number of units included in these two categories.  

Weighted Average Labor Rate:  A single labor rate for two or more categories of labor that  averages the individual labor rates of the categories with weight given to the number of employees in each category.  

Weighted Guidelines:  The DoD structured approaches for determining profit or fee prenegotiation objectives.  

Work Breakdown Structure:  See Structured Breakdown

Work Package:  Detailed short-span tasks identified and controlled in assigning work within the offeror's organization and accomplishing work required to complete a contract.  A work package defines the work required by a specific worker or group of workers to accomplish a  task.  

Work Sampling:  Sampling of the proportion of time spent on by one or more persons or machines on a given activity.  This is useful for jobs with irregular components that vary in the amount of time per unit of output.  

Working Capital:  The money required to finance contract expenses until contract payment is received.  
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