
Understanding FAR and DFAR Regulations for
Government Contracting Compliance

Why FAR and DFAR Regulations Matter in Government Procurement
Anyone who has spent time in government contracting knows the acronyms FAR and DFAR
represent more than just paperwork. They are the backbone of how the federal government
buys goods and services, and they set the rules for billions of dollars in spending each year. I
have been in rooms where a single oversight in these regulations cost a contractor months of
rework and thousands of dollars in penalties. The reality is that understanding FAR and DFAR
regulations is not optional if you want to do business with the federal government. It is a
prerequisite.

When I first started working with small businesses entering the federal market, the most
common mistake was treating these rules as a checklist to be completed once and then
forgotten. That approach almost always leads to trouble. The Federal Acquisition Regulation,
or FAR, is the primary set of rules governing the procurement process. The Defense Federal
Acquisition Regulation Supplement, known as DFARS, adds specific requirements for contracts
involving the Department of Defense. Together, they create a framework that balances
efficiency, fairness, and national security. But the real challenge is not just knowing what the
rules say. It is understanding how they apply to your specific situation.

One area where I see frequent confusion is in the cost accounting standards. For a company
used to commercial accounting, the FAR cost principles can feel like a foreign language. I
remember advising a manufacturing firm that had won a cost-reimbursement contract. They
were used to tracking labor and materials at a high level, but FAR and DFAR regulations require
a much more detailed allocation of indirect costs. The company ended up with a significant
disallowed cost because they could not substantiate how they had distributed overhead. That
experience taught me that preparation before the contract starts is worth ten times the effort
during an audit.

Navigating the FAR Part 31 Cost Principles
The cost principles under FAR Part 31 are among the most frequently encountered sections.
They dictate which costs are allowable, allocable, and reasonable. Many contractors assume
that if a cost is legitimate for their business, it must be allowable on a government contract.
That is not always true. For example, advertising and public relations costs are often
unallowable unless they directly relate to the contract. Similarly, interest expense on
borrowings is generally not reimbursable. I have seen companies try to include these costs in

https://www.bookmark-suggest.win/far-and-dfars


their indirect rates, only to have them disallowed during a Defense Contract Audit Agency
review.

A practical step I recommend to clients is to set up a separate cost center for government
contracts from day one. This makes it easier to track direct costs and allocate indirect costs
according to the FAR guidelines. It also simplifies the process of preparing a forward pricing
rate proposal. The DFARS adds additional requirements for contractors doing business with
the Department of Defense, such as the need to comply with the Cost Accounting Standards in
Part 231. These standards require more rigorous documentation of how costs are
accumulated and assigned to contracts. Without a proper system, you risk having costs
questioned or rejected.

Common Pitfalls with DFARS Cybersecurity Clauses
Another area where I have seen companies get into trouble is cybersecurity. The DFARS clause
252.204-7012 requires contractors to provide adequate security for covered defense
information and to report cyber incidents. Many small and medium-sized businesses
underestimate what this means in practice. They think a firewall and antivirus software are
enough. But the National Institute of Standards and Technology Special Publication 800-171
outlines more than 100 controls that must be implemented, from access control to security
awareness training. I worked with a technology firm that lost a contract because they could not
demonstrate compliance with these controls. The government simply moved on to a vendor
who had their house in order.

The lesson here is that FAR and DFAR regulations are not just about procurement procedures.
They also touch on operational security, data protection, and supply chain risk management. If
you handle any information that is not yet classified but is still sensitive, you need to have a
plan. The DFARS requires contractors to flow down certain clauses to subcontractors, which
means your entire supply chain must be aware of these requirements. I have seen prime
contractors require their subs to certify compliance before they can receive a purchase order.
That is a good practice, but it also means you need to vet your partners carefully.

How to Stay Compliant Without Burning Out
Staying on top of these regulations can feel overwhelming, especially for a small team. But
there are practical ways to manage the load. First, invest in training for your key personnel.
Understanding the basics of FAR Part 31 and the DFARS cost accounting standards will pay off
many times over. Second, use software tools that can help you track costs, allocate indirect
expenses, and generate reports in the format the government expects. Automation reduces
human error and saves time. Third, conduct internal audits periodically. I recommend doing a



mock audit at least once a year. Identify any gaps in your accounting system or your
cybersecurity posture before the government finds them.

Another strategy is to build relationships with contracting officers and auditors early. They can
often provide guidance on how they interpret specific clauses. I remember a situation where a
contractor was unsure whether a particular training cost was allowable. A quick conversation
with the contracting officer clarified that it could be included as a direct cost if the training was
specifically required by the contract. That saved the company from a potential dispute later.
The key is to ask questions before you submit a proposal, not after an audit begins.

Balancing Risk and Opportunity
Government contracting offers stable revenue streams and the chance to work on meaningful
projects. But the compliance burden is real. I have seen companies that were so afraid of
making a mistake that they avoided federal contracts altogether. That is a missed opportunity.
The better approach is to understand the risks and manage them proactively. The FAR and
DFARS are not designed to be traps. They are meant to ensure that taxpayer money is spent
wisely and that contractors are treated fairly. When you approach them with a mindset of
learning rather than fear, the process becomes more manageable.

One of the best ways to reduce risk is to standardize your internal processes. If you have a
consistent way of preparing proposals, tracking costs, and reporting compliance, you reduce
the chance of an error. I have worked with companies that created a compliance checklist
based on the FAR and DFARS requirements for their type of contract. They updated it each year
and used it to review every new opportunity. That simple tool saved them from accepting a
contract with terms they could not meet. It also helped them negotiate better terms because
they knew exactly what they could deliver.

Finally, remember that the regulations change over time. The FAR is updated regularly, and the
DFARS evolves to address new threats and priorities. Staying current requires ongoing effort.
Subscribe to updates from the Federal Register, attend industry conferences, and join
professional groups focused on government contracting. The investment of time is small
compared to the cost of noncompliance. I have seen companies pay back millions in
disallowed costs because they did not keep up with a change in the cost principles. Do not let
that be you.

In the end, mastering FAR and DFAR regulations is about building a foundation of trust with
your government customers. When you demonstrate that you understand the rules and can
follow them consistently, you become a preferred partner. That trust opens doors to larger
contracts and longer relationships. It is worth the effort.


