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Standard Terminology for

Property and Asset Management 1!

This standard is issued under the fixed designation E 2135; the number immediately following the designation indicates the year of
original adoption or, in the case of revision, the year of last revision. A number in parentheses indicates the year of last reapproval. A
superscript epsilonef indicates an editorial change since the last revision or reapproval.

1. Scope

1.1 This terminology covers traditional property management definitions and some of the terms introduced in additional asse
management standards that are used most often and considered most important. As new standards are developed, new terms
be added to this terminology in future revisions.

2. Terminology
2.1 Terms and Definitions

abandoned property—property of any type over which the rightful owner has relinquished possession and any claim of an
ownership interest, without assertion of an adverse right to possession and control by the federal government. This would includ
property left at a government facility and unclaimed by the rightful owner following notice of intent to dispose. This property
is a type of seized property.

abandonment—voluntary surrender of property, owned or leased, without naming a successor as owner or tenant. The property
will generally revert to a person holding a prior interest or, in cases where no owner is apparent, to the state.

abatement—a reduction or cancellation of an assessed tax.

ABC method—inventory management method that categorizes items in terms of importance. Thus, more emphasis is placed ol
higher dollar value items (“A”s) than on lesser dollar value items (“B”s), while the least important items (“C”s) receive the least
time and attention. Inventory should be analyzed frequently when using the ABC method. The procedure for ABC analysis
follows: (1) Separate finished goods into types (chairs of different models, and so on); separate raw materials into types (screw:
nuts, and so on)2j Calculate the annual dollar usage for each type of inventory (multiply the unit cost by the expected future
annual usage)3j Rank each inventory type from highest to lowest, based on annual dollar udpgdagsify the inventory
as A—the top 20 %; B—the next 30 %; and C—the last 50 % of dollars usage, respectyelag(the inventory with its
appropriate ABC classification and record those classifications in the item inventory master records.

abnormal spoilage—for government accounting under the FAR, abnormal spoilage may or may not be allowable cost. If the cost
is deemed allowable, the cost would normally be charged consistently with normal spoilage.

accelerated cost recovery system (ACRS} system of depreciation for tax purposes mandated by the Economic Recovery Act
(ERA) of 1981 and modified by the Tax Reform Act of 1986. The type of property determines its class. Instead of providing
statutory tables, prescribed methods of depreciation are assigned to each class of property. For 3, 5, 7, and 10 year classed,
relevant depreciation method is the 200 % declining balance method. For 15 and 20 year property, the appropriate method is t
150 % declining balance method switching to the straight-line method when it will yield a larger allowance. For residential rental
property (27.5 years) and nonresidential real property (31.5 years), the applicable method is the straight-line method. A taxpaye
may make an irrevocable election to treat all property in one of the classes under the straight-line method. Property is statutoril
placed in one of the classes. The purpose of ACRS is to encourage more capital investment by businesses. It permits a fast
recovery of the asset’s cost and thus provides larger tax benefits in the earlier years. Semldled accelerated cost recovery
systems (MACRS)

accelerated depreciatior—any method of calculating depreciation charges where the charges become progressively smaller eact
period. Examples are double-declining-balance and sum-of-the-years’-digits methods.

accelerated depreciatior—method recognizing higher amounts of depreciation in the earlier years and lower amounts in the later
years of a fixed asset’s life. Some machines, for example, are more efficient early on and generate greater service potentic
matching dictates higher depreciation expense in those years. Over time, depreciation expense moves in downward direction a
maintenance costs tend to become higher; thus the effect of accelerated depreciation is fairly even charges to income. Greatt

1 This terminology is under the jurisdiction of Committee E53 on Property and Asset Management and is the direct responsibility of Subcommittea B58102
Management.
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tax benefits from depreciation are enjoyed in the earlier years. (Examples include double declining balance and sum-of-the-
years’-digits method.)

accessory itera—an item that facilitates or enhances the operation of equipment but is not essential for its basic operation.

accountability—individual or departmental responsibility to perform a certain function. Accountability may be dictated or implied
by law, regulation, or agreement. For example, an auditor will be held accountable to financial statement users relying on the
audited financial statements for failure to uncover corporate fraud because of negligence in applying generally accepted auditing
standards (GAAS).

accounting change—change in: (1) accounting principles (such as a new depreciation meth@pgdcounting estimates (such
as a revised projection of doubtful accounts receivable)3pthe reporting entity (such as a merger of companies). When an
accounting change is made, appropriate footnote disclosure is required to explain its justification and financial effect, thereby
enabling readers to make appropriate investment and credit judgments. Proper justification for a change in accounting principles
may be the issuance of a new FASB pronouncement, SEC Accounting Series Release (ASR), or IRS regulation. Changes in
estimates are justified by changing circumstances such as a greater degree of wear and tear of a fixed asset than originally
anticipated. Generally, the consistent use of accounting principles and procedures is essential in appraising and entity’s activities
and in the projection of future results; however, changes in the reporting entity have to be retroactively reflected for comparative
purposes.

accretion—increase in economic worth through physical change, usually said of a natural resource such as an orchard, caused by
natural growth. Contrast withppreciation

accumulated depreciatior—sum of depreciation charges taken to date on a fixed asset. Accumulated depreciation is a contra
account to the fixed asset to arrive at book value. For example, on 1/1/2000 an auto is bought costing $10,000, with a salvage
value of $1000 and a life of 10 years. Using straight-line depreciation the accumulated depreciation on 12/31/2003 would be
$3600 ($900X 4).

acquisition—(1) the act of acquiring(2) Acquiring hardware, supplies or services through purchase, lease, or other means,
including transfer or fabrication, whether the supplies or services are already in existence or must be created, developed,
demonstrated, and evaluated.

acquisition—the acquiring by contract with appropriated funds of supplies or services (including construction) by and for the use
of the federal government through purchase or lease, whether the supplies or services are already in existence or must be createc
developed, demonstrated, and evaluated. Acquisition begins at the point when agency needs are established and includes th
description of requirements to satisfy agency needs, solicitation and selection of sources, award of contracts, contract financing,
contract performance, contract administration, and those technical and management functions directly related to the process of
fulfilling agency needs by contract.

activity-based depreciatior—production method of depreciation.

actual cash value—the cost of replacing damaged property with other property of like kind and guality in the physical condition
of the property immediately before the damage.

actual cost—an amount determined on the basis of cost incurred including standard cost properly adjusted for applicable variance.

adjusted basis—the basis used to compute gain or loss on disposition of an asset for tax purposes. Alsmlsealue

ad valorem tax—levy imposed on the value of property. The most common ad valorem tax is that imposed by states, counties,
and cities on real estate. Ad valorem taxes can, however, be imposed on personal property.

agency-peculiar property—as used in DoD, means military property and includes end items and integral components of military
weapons systems, along with the related peculiar support equipment which is not readily available as a commercial item.

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.

amortization—gradual reduction of an amount over time. Examples are amortized expenses on intangible assets and deferred
charges. Assets with limited life have to be written down over the period benefited. For example, all intangible assets must be
amortized using the straight-line method not exceeding 40 years; the amortization entry in that case is to debit amortization
expense and credit the intangible asset.

amortization—the gradual extinguishment of any amount over a period of time through a systematic allocation of the amount over
a number of consecutive accounting periods such as the retirement of a debt by serial payments to a sinking fund.

amortization—normally applies to intangibles whereas depreciation applies to tangible assets.

amortize—to write off a reqular portion of an asset’s cost over a fixed period of time. Examples are amortization expense on an
intangible asset and depletion expense on a natural resource. Sealasoeturn

appraisal—(1) estimate of the value of an asset. An asset may be a piece of property, a collectible, or a precious metal. In the case
of property, for example, an appraisal is made for the purposeg)odllpcating the purchase price to the assets acquired (for
example, land, building, equipmenth)determining the amount of hazard insurance to cao)détermining the value of death
for estate tax purposes; and) determining a reasonable asking price in a s#pActivities such as inspection and testing of
materials, in-process items, finished goods, and packaging.

appraisal—the process of obtaining a valuation for an asset or liability that involves expert opinion rather than explicit market
transaction.
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appraisal method of depreciatior—the periodic depreciation charge is the difference between the beginning and end-of-period

appraised value of the asset if that difference is positive. If negative, there is no charge. Not generally accepted.
appreciation—increase in the value of an asset. The asset may be real estate or a security. For example, an individual sold 10

shares of XYZ company’s stock for $105 per share that he bought 10 years ago for $25 per share. The amount of appreciatic
was $8000 = ($105 — $25% 100 shares.

assembly—a number of parts or subassemblies joined together.

assessed valuation-a dollar amount for real estate or other property used by a government as a basis for levying taxes. The

amount may or may not bear some relation to market value.
assessed value-value established by a government for real estate or other property as a basis for levying taxes. For example, ai

individual receives a statement that, in the judgment of the local tax assessor, the individual's property is worth $50,000. If by
law, properties in this jurisdiction are assessed at 80 % of market value, the individual's assessed value then is $40,000 (80 ¢
of $50,000) and property taxes will be based on this assessed value.

asset—(1) anything owned having monetary value) (angible or intangible items owned by an entity that have probable
economic benefits that can be obtained or controlled by the entity.

asset—economic resource that is expected to provide benefits to a business. An asset has three vital charadiefigtics: (

probable economic benefit2] control by the entity; and3) results from a prior event or transaction. Assets are expressed in

money or are convertible into money. They can be recognized and measured in conformity with generally accepted accountin
principles (GAAP). Examples of ownership rights or service potentials are cash, automobiles, and land. An asset may be tangibl
or intangible. The former has physical substance such as a building. The latter lacks physical substance or results from a rigl
granted by the government or another company such as goodwill and a patent. An asset may be current or noncurrent. A curre
asset has a life of one year or less (for example, inventory) while a noncurrent asset has a life in excess of one year (for exampl

machinery).

asset accountability unit—a tangible capital asset which is a component of plant and equipment that is capitalized when acquired

or whose replacement is capitalized when the unit is removed, transferred, sold, abandoned, demolished, or otherwise dispos
of.
average age of inventory—number of days an average inventory item takes to sell: For example, assume that average inventory

is $47,500 and cost of goods sold is $500.000. The average age of inventory is ($47,500/$5803680)ays = 34.7 days.
See alsadays to sell inventoryAverage Inventory divided by Average Age of Inventory = Cost of Goods SolB65 days.
average inventory—amount equaling about half maximum inventory when demand is relatively constant. For example, if the

maximum inventory is 500 units and depletion occurs at a fairly constant rate, the average inventory equals 250 units (500/2)
average life—estimated useful-life expectancy of a depreciable group of assets. Sekpisciation; economic life useful life

bailment—contractual transfer of dollars or personal property for a specified objective. An example is the consignment of goods

from the consignor to consignee. Another example is a bank holding an asset of a borrower as collateral. In a bailment, the
deliverer is called the bailor and the receiver is termed the bailee.
bargain purchase—asset or goods acquired for materially less than fair market value. For example, a buyer may be able to get

a bargain price on furniture from a seller in a liquidation situation.
bargain purchase option—a provision allowing the lessee the option of purchasing the leased property for an amount, exclusive

of lease payments, which is sufficiently lower than the expected fair value of the property at the date the option become
exercisable. Exercise of the option must appear reasonably assured at the inception of the lease. GAAP does not offer additior
guidance defining “sufficiently lower,” in which many factors such as time value of money, usage, and technological changes
influence whether the option fulfills the criteria for a bargain.

bargain renewal option—a provision allowing the lessee the option to renew the lease agreement for a rental payment sufficiently

lower than the expected fair rental of the property at the date the option becomes exercisable. Exercise of the option must appe
reasonably assured at the inception of the lease.
basic research—research directed toward increasing 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 of that knowledge.
basis—acquisition cost, or some substitute therefor of an asset used in computing gain or loss on disposition or retirement.

beginning inventory—balance at the start of the accounting period. The three types of inventory are raw materials inventory,

work-in-process (WIP), and finished goods inventory. They are shown in the income statement in the analysis of cost of good:
sold. See alsending inventory
beginning inventory—for government property reporting beginning inventory is equivalent to the ending inventory of the

previous reporting period.

bench stock—low cost, high usage, non-sensitive consumable material issued to work areas. Quantities of such stock do no
normally exceed an amount that would normally be consumed within a 30-day period or as established in the property contro
system.

best value—the expected outcome of an acquisition that, in the government’s estimation, provide the greatest overall benefit in

response to the requirement.
betterment—an expenditure having the effect of extending the useful life of an existing asset, increasing its normal rate of output,
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lowering its operating cost, increasing rather than merely maintaining its efficiency or otherwise adding to the worth of benefits
it can yield. A betterment is distinguished from repair or maintenance in that the latter have the effect of merely keeping the asset
in its customary state of operating efficiency without the expectation of added future benefits.

bid and proposal cost—the cost incurred in preparing, submitting, or supporting any bid or proposal which effort is neither
sponsored by a grant, nor required in the performance of a contract.

bill of lading —contract between the shipper and the carrier whereby the carrier agrees to furnish transportation service subject to
the conditions printed on the reverse side of the bill of lading.

bill of lading —written document issued by a carrier that specifies contractual conditions and terms (such as time, place, person
named for receipt) for delivery of goods. It also evidences receipt of goods. Title maybe passed to the goods based upon the term
identified in the bill of lading.

bill of lading, government (GBL)—a government document used to procure freight and cargo transportation and related services
from commercial carriers for the movement of material at government expense.

| bill of materials (BOM) —listing of all the assemblies, subassemblies, parts, and raw materials that are needed to produce one unit

of a finished product. Thus, each finished product has its own bill of materials. The listing in the bill of materials file is
hierarchical; it shows the quantity of each item needed to complete one unit of the next-highest level of assembly.

bill of sale—written document that transfers goods, title, or other interests from a seller to a buyer and specifies the terms and
conditions of the transaction.

blanket insurance—policy covering several items of property. The insurance policy is allocated to the property items based on
their fair market values.

book inventory—inventory shown on the financial records. It is a book value as opposed to a physical count of inventory and is
computed from the initial inventory plus purchases less requisitions or withdrawals. Book inventory typically differs from the
physical inventory on hand due to shrinkage (that is, loss caused by such factors as evaporation and thefts).

book value—(1) net amount shown for an asset on the balance sheet. It equals the gross cost less the related valuation account.
For example, the book value of an auto is its initial cost less the accumulated depreciation. Since book value is based on
historical cost, it will differ from market value. Book value is a going-concern valRecdrrying value of a liability equal to
its face value less unamortized discount.

book value—the net amount at which an asset or liability is carried on the books of account (also referrechtoyasy value
or amounj. It equals the gross or nominal amount of an asset or liability minus an allowance or valuation amount.

boot—in taxation, cash or property of a type not included in the definition of a nontaxable exchange. The receipt of boot will cause
an otherwise tax-free transfer to become taxable to the extent of the smaller of the fair market value of such boot or the realized
gain on the transfer. Examples of those types include transfers to controlled corporations.

boot—the additional money paid or received along with a used item in a trade-in or exchange transaction for another item. See
trade-in transaction

boot—the monetary consideration given or received in an asset exchange.

business unit—any segment of an organization, or an entire business organization which is not divided into segments.

calibration—the act of standardizing or determining the deviation from a standard so as to ascertain the proper correction factors.

capacity—ability to produce during a given time period, with an upper limit imposed by the availability of space, machinery, labor,
materials, or capital. Capacity may be expressed in units, weights, size, dollars, man-hours, labor cost, etc. Typically, there are
five different concepts of capacityl)( Ideal Capacity—volume of activity that could be attained under ideal operating
conditions, with minimum allowance for inefficiency. It is the largest volume of output possible. Also tadlecktical capacity
, engineered capacityr maximum capacity(2) Practical Capacity—highest activity level at which the factory can operate with
an acceptable degree of efficiency, taking into consideration unavoidable losses of productive time (that is, vacations, holidays,
repairs to equipment). Also calladaximum practical capacityf 3) Normal Capacity—average level of operating activity that
is sufficient to fill the demand for the company’s products or services for a span of several years, taking into consideration
seasonal and cyclical demands and increasing or decreasing trends in dethBrdetted Actual Capacity-similar to normal
capacity, except it is a short-run level based on demand, it minimizes under- or overapplied overhead but does not provide a
consistent basis for assigning overhead cost. Per-unit overhead will fluctuate because of short-term changes in the expected leve
of output. Also calledblanned capacity(5) Operating Capacity-similar to planned capacity except the time period is within
a small slice of a single year (that is, daily, monthly, quarterly).

capital—long-term assets that are not bought and sold in the ordinary course of business. The term usually refers to fixed assets
such as machinery, equipment, building, and land.

capital addition—(1) new (as opposed to replacement) part added to an existing noncurrent productive asset (for example,
equipment) used for business purposes that increases the useful life and service potential of tH® hs$axation, cost of
capital improvements and betterments made to the property by a taxg@y&nything added to long-term productive assets.

capital asset—asset purchased for use in production over long periods of time rather than for resale. It ing)laied, (buildings,
plant and equipment, mineral deposits, and timber resen®spdtents, goodwill, trademarks, and leaseholds; and (
investments in affiliated companies.

capital asset—for property/accounting reported as property, plant and equipment (PPREof property accounting subject to
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the cost accounting standards as part of the federal acquisition regulations, tangible capital assets are defined in cost Accounti
Standard 404, which establishes thresholds; for example, minimum service life not to exceed 2 years and minimum acquisitio
cost net to exceed $5,00@) (For government agency accounting, agencies are permitted to establish individual capitalization
criteria, that is, $100,000 minimum acquisition cost per the Federal Accounting Standards Advisory Board.

capital budget—plan of proposed acquisitions and replacements of long-term assets and their financing. A capital budget is
developed using a variety of capital budgeting technigues such as the payback method, the net present value (NPV) method,
the internal rate of return (IRR) method.

capital budgeting—process of making long-term planning decisions for capital investments. There are typically two types of
investment decisions:1) Selecting new facilities or expanding existing facilities. Examples includg:investments in
long-term assets such as property, plant, and equipmentbaresburce commitments in the form of new product development,
market research, refunding of long-term debt, introduction of a computer, HtRRdplacing existing facilities with new
facilities. Examples include replacing a manual bookkeeping system with a computerized system and replacing an inefficien
lathe with one that is numerically controlled. As such, capital budgeting decisions are a key factor in the long-term profitability
of a firm. To make wise investment decisions, managers need tools at their disposal that will guide them in comparing the
benefits and costs of various investment alternatives. Many techniques used for evaluating investment proposals are wide
available. They include payback, accounting rate of return, internal rate of return, and the net present value method.

capital expenditure—outlay charged to a long-term asset account. A capital expenditure either adds a fixed asset unit of increase:
the value of an existing fixed asset. An example is a new motor for a truck.

capital expenditure budget—plan prepared for individual capital expenditure projects. The time span of this budget depend upon
the project. Capital expenditures to be budgeted include replacement, acquisition, or construction of plants and major equipmer
See alsacapital budgeting

capital gain—tax term involved with selling or exchanging a capital asset. Individual: Maximum tax rate on capital gains is 20 %
compared to the maximum tax rate on ordinary income of 39.6 % for those having taxable incomes exceeding $250,000
Corporation: Capital gains are taxed at 20 %. See edgital loss

capital investment decisions—management decisions about when and how much to spend on capital facilities for the
organization.

capitalization of interest—process of deferring interest as an asset rather than an expense. Interest charges can be deferred intere
as an asset rather than an expense. Interest charges can be deferred only for interest incurred on borrowed funds for t
self-construction of an asset or for discrete projects (for example, real estate). The amount of interest capitalized is based on tt
company'’s or entity actual borrowings and interest payments. The interest rate to be used is the rate on the specific borrowin
associated with that self-constructed asset. If this cannot be achieved, the weighted-average interest rate on corporate deb
used.

capitalize—to charge an expenditure to an asset account because it benefits a period in excess of one year. For example,
betterment to a machine would be capitalized to the machinery account.

capitalize—to record and carry forward into one or more future periods any expenditure the benefits or process from which will
then be realized. (Kohler’s Dictionary for Accountants)

capital lease—one in which the lessee obtains significant property rights. Although not legally a purchase, theoretical substance
governs over legal form and requires that the leased property be recorded as an asset on the lessee’s books. The asset eq
the present value of minimum lease payments. A capital lease exists if any one of the following four criteria 13 thettefase
transfers ownership of the property to the lessee at the end of the lease 2arhdrgain purchase option exist3) [ease term
is 75 % or more of the life of the property;4) the present value of minimum lease payments equals or exceeds 90 % of the
fair value of the property.

capital leases—leases that transfer substantially all the benefits and risks of ownership to the lessee.

capital loss—federal tax term for the loss on the sale or exchange of a capital asset. Individual: Capital losses are fully deductible
to offset capital gains and can offset $3000 of ordinary income. Corporation: Capital losses are deductible only to the extent o
capital gains.

care and handling—the term “care and handling” includes completing, repairing, converting, rehabilitating, operating, preserving,
and transporting excess and surplus property, and, in the case of property.

carrying costs—expenses incurred because a firm keeps inventories, also balldidg costsThey include interest forgone on
money invested in inventory, storage cost, taxes, and insurance. The greater the inventory level, the higher the carrying cost

carrying value—amount shown on an entity’s books for assets, liabilities, or owner’s equity, net of reductions or offsets such as
for accumulated depreciation, allowance for bad debts, and bond discount; alsdoallechlue It may refer to the entire firm'’s
excess of total assets over total liabilities.

category of material—a particular kind of goods, comprised of identical or interchangeable units, acquired or produced by a
contractor, which are intended to be sold, or consumed or used in the performance of either direct or indirect functions.

charge off—to treat as a loss or expense an amount originally recorded as an asset; usually the term is used when the charge
not in accord with original expectations.

classification of assets-process of grouping economic resources under appropriate categories. Asset categories include curren
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assets, fixed assets, intangible assets, investments, and deferred costs. Assets are classified into major groupings to facilitat
analysis of the entity’s financial health. For instance, a company'’s liquidity can be appraised by concentrating on the current
assets less prepaid expenses which are available to meet short-term debt.

cleanup costs—the costs of removing, containing, and/or disposing )f {azardous waste from property, &) (material or
property, or both, that consists of hazardous waste at permanent or temporary closure or shutdown of associated PP&E.

closing inventory—ending inventory.

coding—generating detailed instructions in a computer language to carry out the requirements described in the detail program
design. The coding of a computer software product may being prior to, concurrent with, or subsequent to the completion of the
detail program design.

commercial item—(1) Any item, other than real property, that is of a type customarily used for nongovernmental purposes and
that has been sold, leased, or licensed to the general public; or, has been offered for sale, lease, or license to the general public
(2) Any item that evolved from an item described in paragraphdf this definition though 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 solicitaBpAnfy item that would satisfy a criterion expressed
in paragraphsl() or (2) of this definition, but for ) Modifications of a type customarily available in the commercial marketplace;
or (i) Minor modifications of a type 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 the 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;
(4) Any combination of items meeting the requirements of paragraphg2), (3), or (5) of this definition that are of a type
customarily combined and sold in combination to the general pulljcinstallation services, maintenance services, repair
services, training services, and other services if such services are procured for support of an item referred to in patagraphs (
(2), (3), or (4) of this definition, and if the source of such servicggdffers such services to the general public and the federal
government contemporaneously and under similar terms and conditionsi)asfte(s to use the same work force for providing
the federal government with such services as the source uses for providing such services to the generab)8bligicés 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 a specific service perfprmgdit€m,
combination of items, or service referred to in paragraghghtrough (6) of this definition, notwithstanding the fact that the
item, combination of items, or service is transferred between or among separate divisions, subsidiaries, or affiliates of a
contractor; or 8) 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.

component—a tangible part or portion of PP&E that)(can be separately identified as an asset and depreciated or amortized over
its own separate expected useful life a@)lié expected to provide economic benefit for more than one year.

composite depreciatior—group depreciation of dissimilar assets with different service lives. Depreciation on all assets is
determined by using the straight-line-depreciation method. Then, a composite depreciation rate is arrived at based on the ratio
of depreciation per year to the original cost. Composite life equals the depreciable cost divided by the depreciation per year. In
any given year, depreciation expense equals the composite depreciation rate times the gross cost balance in the asset accour
The entry is to debit depreciation expense and credit accumulated depreciation. Under the method, when a particular asset is
sold, the entry is to debit cash for the amount received and credit the asset for its original cost. The difference between the two
is debited to accumulated depreciation. No gain or loss on the sale of a fixed asset is recognized under the composite method.

computer software—computer programs, computer data bases, and related documentation.

condition—the physical state of an asset. The condition of an asset is based on an evaluation of the physical status/state of an asset
its ability to perform as planned, and its continued usefulness. Evaluating an asset’s condition requires knowledge of the asset,
its performance capacity and its actual ability to perform, and expectations for its continued performance. The condition of a
long-lived asset is affected by its durability, the quality of its design and construction, its use, the adequacy of maintenance that
has been performed, and many other factors, including: accidents (an unforeseen and unplanned or unexpected event ol
circumstance), catastrophes (a tragic event), disasters (a sudden calamitous event bringing great damage, loss, or destruction
and obsolescence.

condition assessment surveysperiodic inspections of PP&E to determine their current condition and estimated cost to correct
any deficiencies.

condition code—a symbol that signifies the physical operating condition of property.

consignment—specialized way of marketing certain types of goods. The consignor delivers goods to the consignee who acts as
the consignor’'s agent in selling the merchandise to a third party. The consignee accepts the goods without any liability except
to reasonably protect them from damage. The consignee receives a commission when the merchandise is sold. Goods or
consignment are included in the consignor’s inventory and excluded from the consignee’s inventory since the consignor has

legal title.
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construction in_progress—an inventory account used to accumulate the construction costs of the contract project. For the
percentage-of-completion method, the CIP account also includes the gross profit earned to date.

constructive custody—legal possession of property by federal government personnel through a non-federal agent, such as ¢
commercial contractor or state or local official, under a legal agreement or court order that the agent maintains physical
possession and control of the property on behalf of, and subject to the orders of, the federal government personnel.

consumed—the loss of identity of an item by incorporation into a higher assembly or through use and ultimate disappearance as
a known item or substance.

consumption—(1) the process of incorporating material into an end item or otherwise using it in the performance of a documented
business objectivg2) The measurement of actual use of consumable items against planned use.

consumption method—a method of accounting for goods, such as materials and supplies, where the goods are recognized a:
assets upon acquisition and are expensed as they are consumed.

contingent rentals—rentals that represent allowing the lessee the option to renew the lease agreement for a rental paymen
sufficiently lower than the expected fair rental of the property at the date the option becomes exercisable. Exercise of the optiol
must appear reasonably assured at the inception of the lease. However, changes due to the pass-through of increases in
construction or acquisition cost of the leased property or for increases in some measure of cost during the construction o
pre-construction period should be excluded from contingent rentals. Also, provisions that are dependent only upon the passag
of time should be excluded from contingent rentals. A lease payment that is based upon an existing index or rate, such as tt
consumer price index or the prime rate, is a contingent payment, and the computation of the minimum lease payments shoul
be based upon the index or rate applicable at the inception of the lease.

continuous inventory method—the perpetual inventory method.

contra account—(1) reduction to the gross cost of an asset to arrive at its net cost; also caliedion allowanceFor example,
accumulated depreciation is a contra account to the original cost of a fixed asset to arrive at booky&edu¢tion of a
liability to arrive at its carrying value. An example is bond discount, which is a reduction of bonds payable.

contracting—purchasing, renting, leasing, or otherwise obtaining supplies or services from non-federal sources. Contracting
includes description (but not determination) of supplies and services required, selection and solicitation of sources, preparatio
and award of contracts, and all phases of contract administration. It does not include making grants or cooperative agreement

contractor inventory—( 1) any property acquired by and in the possession of a contractor or subcontractor under a contract
pursuant to the terms of which title is vested in the government, and in excess of the amounts needed to complete ful
performance under the entire contract; a@gdany property which the government is obligated or has the option to take over
under any type of contract as a result either of any changes in the specifications or plans thereunder or of the termination of suc
contract (or subcontract thereunder), prior to completion of the work, for the convenience or at the option of the government.

controllability —extent to which a manager can influence activities. Managerial performance theoretically should be evaluated
only on the basis of those factors controlled by the manager. Thus, managers may control revenues, costs, or investment
resources. For example, a controllable cost is one that is directly regulated by a specific manager at a given level of productio
within a given time span. However, controllability and responsibility are rarely coextensive. One reason is that more than one
manager may influence an activity.

controlled substances—( 1) Narcotic, depressant, stimulant, or hallucinogenic drug or substa?)cny other drug or substance
controlled under Title Il of the Comprehensive Drug Abuse Prevention and Control Act of 1978) ardfug or substance
required to be controlled by international treaty, convention, or protocol.

corrective maintenance—maintenance required to return property to such condition that it may be effectively utilized for its
designated purpose.

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—rate of return that is necessary to maintain market value (or stock price) of a firm, also dalletlearate cutoff
rate, or minimum required rate of returlhe firm's cost of capital is calculated as a weighted average of the costs of debt and
equity funds. Equity funds include both capital stock (common stock and preferred stock) and retained earnings. These costs a
expressed as annual percentage rates. For example, assume the following capital structure and the cost of each source
financing for the XYZ Company: REVIEW

cost of capital committed to facilities— an imputed cost determined by applying a cost of money rate to facilities capital.

cost of goods manufactureg—the sum of all costs allocated to products completed during a period; includes materials, labor, and
overhead.

cost of goods purchased-net purchase price of goods acquired plus costs of storage and delivery to the place where the items
can be productively used.

cost of goods solg-inventoriable costs that are expensed because the units are sold; equals beginning inventory plus cost of good
purchased or manufactured minus ending inventory.

cost of sales—generally refers to cost of goods sold; occasionally, to selling expenses.

current value—term for an asset shown at its present worth. Some measures that can be used are current cost, current exit valu
and present value.
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custodial agency—the federal agency that has actual possession of seized or forfeited property, or constructive possession of
property through a non-federal agent. The custodial agency would be responsible for reporting material quantities of non-valued
items.

custodial records—memoranda in any form written or electronic that documents the life cycle of property.

custody—having charge and control; to be in possession of.

customer support—services performed by an enterprise to assist customers in their use of software products. Those services
include any installation assistance, training classes, telephone question and answer services, newsletters, on-site visits, an
software or data modifications.

data base—storehouse of related data records independently managed apart from any specific program or information system
application. It is than made available to a wide variety of individuals and systems within the organization. In essence, it is an
electronic filing cabinet providing a common core of information accessible by a program. An example is a data base of
inventory items.

defect—condition in which a functional segment, a sample item, or sample item element of a property control system contains one
or more deficiencies.

deferred maintenance—maintenance that was not performed when it should have been or was scheduled to be and which,
therefore, is put off or delayed for a future period.

delivery order—an order for supplies places against an established contract or with government sources.

demilitarization —the act of destroying the offensive or defensive characteristics of equipment or material to prevent its further
military or lethal use.

demolition costs—costs, net of recoveries (such as the sale of scrap metal), incurred to demolish and remove existing PP&E.
Demolition costs do not include the net book value of existing PP&E that is to be abandoned and demolished.

depletion—physical exhaustion of a natural resource (for example, oil, coal). The entry for recording annual depletion is to debit
depletion expense and credit accumulated depletion. Accumulated depletion is a contra account to the natural resource.

depreciable asset—certain types of assets (for example, plant and equipment) that gradually lose their value over time. The law
permits depreciation charges except when such assets are held by individuals as personal property.

depreciable cost—fixed asset cost that is subject to depreciation. Depreciable cost equals acquisition cost less salvage value.

depreciable life—economic or physical life of a fixed asset. Fixed assets except land are subject to depreciate over the number
of years of expected use.

depreciation—the annual charge to income that results from a systematic and rational allocation of costs over the life of a tangible
asset.

depreciation—(1) spreading out of the original cost over the estimated life of the fixed assets such as plant and equipment.
Depreciation reduces taxable income. Among the most commonly used depreciation methods are straight-line depreciation and
accelerated depreciation such as the sum-of-the-years’-digits and double declining balance n®thwsidingé in economic
potential of limited life assets originating from wear and tear, natural deterioration through interaction of the elements, and
technical obsolescence. To some extent, maintenance (lubrication, adjustments, parts replacement, and cleaning) may partially
arrest or offset wear and deterioration. See alspreciation accounting

depreciation accounting—a process of cost allocation and not valuation. Depreciation reduces taxable income but does not reduce
cash. Depreciation is recorded by debiting depreciation expense and crediting accumulated depreciation. There are several
methods of computing depreciation: straight-line depreciation, units-of-production, and accelerated depreciation methods (for
example, sum-of-years’-digits and double declining balance).

depreciation accounting—the systematic and rational allocation of the acquisition cost of an asset, less its estimated salvage or
residual value, over its estimated useful life.

depreciation expense-deducted by a business on its federal income tax return. The depreciation amount on the tax return,
however, may differ from the amount reported in the firm’s income statement. In fact, the method used on the tax return need
not be the same method used in the financial statements. Accelerated cost recovery system (ACRS) is a system that allows ¢
specific accelerated write-off pattern of the asset for tax purposes.

discrepancies incident to shipment-all deficiencies incident to shipment of property to or from an organization’s facility
whereby differences exist between the property purported to have been shipped and property actually received. Such deficiencies
include loss, damage, destruction, improper status and condition coding, errors in identity or classification, and improper
consignment.

dunnage—lumber or other material used to brace and secure cargo to prevent damage.

end item—deliverable or product.

end user—one that has been provided property, and exercises the right to use it.

equipment—non-expendable, tangible moveable property needed for the performance of a task or useful in effecting an obligation.

excess property—property no longer required.

expendable—property that can be consumed or become scrap as a result of intended use like drill bits and sanding wheels.

fabricated—assembled or built.

federal agency—any department, agency, office, or other independent establishment of the government.
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first article —preproduction models, initial production samples, test samples, first lots, or pilot samples submitted for testing and
evaluation for conformance with specified contract requirements before or in the initial stages of production.

fleet—any group of ships, motor vehicles, trucks, buses, airplanes, etc. acting together or under one control.

hardware—physical components or apparatus, including major items of equipment.

hazardous material—any used or unused personal property, including scrap and waste, that is ignitable, corrosive, reactive, or
toxic because of its quantity, concentration, or physical, chemical, or infectious characteristics. The property can be in a solid
liquid, semiliquid, or contained gas form and may cause or significantly contribute to an increase in mortality or serious illness,
or pose a substantial present or potential hazard to human health or the environment when improperly treated, store
transported, disposed of, or otherwise managed.

identification—the physical marking of property or, in some cases, its container, by which one or more of the following can be
ascertained: ownership, classification, part, serial, model, description, contract, or unique organization designation.

intangible property—property that is not itself intrinsically valuable, but that derives its value from what it represents or
evidences, for example, goodwill, knowledge derived from study, experience, or instruction, or knowledge of a specific event
or situation.

judgment sampling—the process by which a number of items or areas are selected from the population for analysis without
meeting standard random selection and sample size criteria.

lease—grant or rights by a lessor to a lessee to possess and use real or personal property for a period of time in exchange for re
or other consideration.

line item—a single line entry on a reporting form that indicates a quantity of property having the same description.

lot—an aggregation of documents, records, articles, or actions selected for review due to common characteristics; often used
sales. For evaluation of the lot, all characteristics for which a lot is tested must be common to all units within the lot. Also
referred to as universe or population.

maintenance—(1) the act of maintaining by keeping in an existing state and preserving from failure or dé2)iRerson, place,
or thing that maintaing(3) The upkeep of property or equipment.

manifest—a document specifying, in detail, the items carried on a transportation conveyance for a specific destination.

material—moveable property that may consumed or expended.

material requirements list—a type of hill of material used in material requirements planning systems.

moveable property—tangible property, other than real property or tangible intellectual property, that is transportable and visible.

operator maintenance—maintenance tasks of a minor nature, including preventative maintenance, performed by equipment
operators at the most convenient time, whether it is before, during or after operations.

owner—one who has the legal or rightful title to property.

physical inventory—The verification of the existence, location, and quantity of property items. The process may involve verifying
additional property information.

pool—a sharing arrangement for a group of property with a common purpose.

property—something or a number of things in which one has the rights and interests subject to ownership. It includes both tangible
property and intangible property.

property control function —a business unit within an organization that is responsible for defining, implementing, and maintaining
an infrastructure and related processes that ensure the adequate control, protection, preservation, and maintenance of |
organization’s property.

property control system—an entity’s internatl management program for protecting, preserving, accounting for, and controlling
property from acquisition through disposition, including both application and compliance.

property custodian—an individual or organization accountable for property.

property management—a monitoring and control function, charged with assuring that organizational processes related to the
lifecycle management of property support organization objectives, represent sound business practice, and are compliant wi
applicable standards, policies, regulations, and contractural requirements.

property management system—a subset of existing organizational processes related to the lifecycle management of property.
These processes represent sound practice and are compliant with applicable standards, policies, regulations, and contractt
requirements.

property manager—the individual designated by the organization to provide leadership to the organization in the management
and use of assets.

property records—information retained for use in managing property.

property responsibility—obligations of a person or entity for actions related to property such as maintenance, control, and
record-keeping. More general that accountability.

property system function—a major portion of a property control system. Examples include property management, acquisition,
receiving, identification, records, movement, storage, physical inventories, reports, consumption, utilization, maintenance
subcontractor or alternate location control, and disposition.

property system functional segment—a portion of a property system function of property control that may be separately
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identified and contains similar properties, procedures, and conditions of control that can be isolated for purpose of analysis.

real property—Iland and rights in land, ground improvements, utility distribution systems, and buildings and other structures,
including any fixtures permanently installed therein. Real property is tangible property other than moveable property or tangible
intellectual property.

refurbish—to renovate or return property to, at, or near its original condition.

repair—to restore to a sound or good state after wear, partial destruction, or damage.

repairable—a state in which normal repair is reasonable from a standpoint of cost, accessibility, and technical involvement.

repairable item—an unserviceable item that can be reconditioned or economically repaired for reuse.

requirements determination—identifying needs for assets and materials through the planning process. Also may refer to
identifying needs for a property or asset management system to help meet organizational goals and objectives.

residual—property remaining from a work effort for which no known requirement exists within that work effort.

residual value—the proceeds, less removal and disposal costs, if any, realized upon disposition of an asset. It usually is measured
by the net proceeds from the sale or other disposition of the asset, or its fair value if the asset is traded in on another asset. The
estimated residual value is a current forecast of the residual value.

salvage—property that has no reasonable prospect of sale or use as serviceable property without major repairs, but has some value
in excess of its scrap value.

sample—a number of items, for example, documents, records, articles, or actions selected from a lot for a review in order to draw
inferences regarding to the status of the lot.

sample item—a single document, record, article, or action from the sample.

sample item element—a single element from a sample item subject to evaluation, for example, name or nomenclature, description,
national stock number, quantity received, quantity issued, balance on hand, etc.

scrap—excess property that has no value except for its basic material content.

screen,v—to review or compare property on hand against a known or anticipated requirement.

sensitive items—items for which, regardless of value, there is a reasonable need for extraordinary security, accountability, and
control.

source documemnt—a document, paper or electronic, that serves as a basis for posting information to the records of property to
provide an auditable record of all transactions, evidencing acquisition, receipt, consumption, utilization, maintenance, physical
inventory, and disposition. Examples include purchase or fabrication order, receiving report, stores requisition, record of
equipment usage, record of maintenance performed, inventory ticket, and shipping documentation.

spares—pieces of property that duplicate existing items but which are designed as replacements, as required, and are normally kept
in reserve.

standards—rules or bases of comparison used in judging capacity, quantity, content, extent, value, or quality; levels of excellence
or attainment regarded as a measure of adequacy.

statistical sampling—the process by which a number of items are selected from the population for analysis so that the sample is
representative of the entire population from which it was selected.

storage and warehousing-the activities related to receiving, storing, and shipping materials to and from production or
distribution locations.

tagged property—property identified within an organization’s property control system that by its nature (value, sensitivity, special
measure of control) qualifies to receive a unique tag, usually a barcode, for identification and tracking.

tangible intellectual property—tangible property that is intellectual in nature, including software, technical data, printed
information, and legal documents (such as claims, debts, insurance policies, stock certificates, and evidence of indebtedness)

tangible property—property having physical existence and hence capable of being valued monetarily. Property other than
intangible property.

use—when applied to material and property, engaging the asset or material into the business process for value.

utilization —the use of material or an asset in the business process.

valuation—the act of estimating the value or worth; assigning a value to an item.

work-in-process—material that has been released to manufacturing, engineering, design, or other services under the contract and
includes undelivered manufactured parts, assemblies, and products, either complete or incomplete.

This standard is subject to revision at any time by the responsible technical committee and must be reviewed every five years and
if not revised, either reapproved or withdrawn. Your comments are invited either for revision of this standard or for additional standards
and should be addressed to ASTM International Headquarters. Your comments will receive careful consideration at a meeting of the
responsible technical committee, which you may attend. If you feel that your comments have not received a fair hearing you should
make your views known to the ASTM Committee on Standards, at the address shown below.

This standard is copyrighted by ASTM International, 100 Barr Harbor Drive, PO Box C700, West Conshohocken, PA 19428-2959,
United States. Individual reprints (single or multiple copies) of this standard may be obtained by contacting ASTM at the above
address or at 610-832-9585 (phone), 610-832-9555 (fax), or service@astm.org (e-mail); or through the ASTM website
(www.astm.org).
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