
Mastering FAR Price Analysis Requirements for
Government Contractors
Anyone who has submitted a bid on a federal contract knows the feeling. You spend weeks
pulling together cost data, reviewing subcontractor quotes, and checking your indirect rates.
Then you submit your proposal and wait. What you might not realize is that the government is
running your numbers through a very specific lens. That lens is the FAR price analysis
requirements, and understanding them can be the difference between winning a contract and
losing an award or facing a protest.

Price analysis is not the same as cost analysis. Cost analysis digs into the contractor's actual
cost data, line by line. Price analysis, on the other hand, looks at the overall proposed price and
asks whether it is fair and reasonable. The Federal Acquisition Regulation spells this out in Part
15, and contractors who ignore it often find themselves explaining their pricing to a contracting
officer who has already moved on to the next bidder.

What the FAR Actually Says About Price Analysis
The FAR price analysis requirements start with FAR 15.404-1, which tells contracting officers
they must perform a price analysis before awarding any contract action. This is not a
suggestion. It is a mandatory step. The regulation lists several techniques, and the contracting
officer can choose among them. The most common method is comparing the proposed price
to current competitive price quotes. If the government has received multiple offers and the
prices are close, that is usually enough. But when there is only one offer, or when the offeror is
a sole source, the analysis gets more intense.

Contractors should care about this because the government applies the same scrutiny to every
bid. If your price is too high, you will not win. If it is too low, the government may question your
ability to perform. Knowing the FAR price analysis requirements helps you set a price that
passes the government's tests without leaving money on the table.

Why Price Analysis Matters More Than Ever
In recent years, the Government Accountability Office and various agency inspector generals
have pushed for stronger price analysis. Audits are more common. Contracting officers are
under pressure to document their decisions. This means they are less likely to accept a price
that looks high just because you have a long history with the agency. They want evidence that
your price is reasonable relative to the market.
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One contractor I know learned this the hard way. He had been selling IT services to a federal
agency for years. His prices were always accepted. Then a new contracting officer arrived and
asked for a price analysis. The contractor had no market data, no competitive quotes, nothing.
The contracting officer reduced the price by fifteen percent, and the contractor had to accept it
because he could not prove his original price was fair. That is the reality of the FAR price
analysis requirements. They give the government the right to question your numbers, and you
need answers ready.

How the Government Performs Price Analysis
The FAR lists several acceptable techniques for price analysis. Understanding them helps you
prepare your proposal. The most straightforward technique is comparison with competitive
offers. If you are bidding against three other firms and your price is within a narrow range, the
contracting officer will usually accept it as reasonable. But if you are the only bidder, the
government may compare your price to previous contract prices for the same item. They might
also look at published price lists, market surveys, or even independent cost estimates.

Another technique is the comparison of the proposed price to the independent government
cost estimate, or IGCE. The IGCE is the government's own calculation of what the work should
cost. If your price is significantly higher, you will need a strong justification. If it is much lower,
the government may worry that you will cut corners. The best approach is to understand the
IGCE before you submit your price. Sometimes you can infer it from the solicitation's
magnitude or from your own experience with similar contracts.

Common Mistakes Contractors Make
One of the biggest mistakes I see is ignoring the FAR price analysis requirements when
preparing a bid. Contractors focus on their own costs and forget that the government will
compare their price to something else. They do not research market prices or previous awards
for the same item. They do not prepare a narrative explaining why their price is reasonable.
Then when the contracting officer asks for a price analysis, they scramble.

Another mistake is treating price analysis as a one-time event. The government may perform
price analysis at multiple points in the acquisition lifecycle. They might do it before award,
during contract administration, or even years later if the contract is modified. If your price was
reasonable at award but your costs have changed, you need to be ready to defend a new price
at modification time. The regulation does not limit price analysis to the initial award.

Some contractors also misunderstand what counts as a price analysis. They think that
providing a cost breakdown is enough. But cost breakdown supports cost analysis, not price
analysis. The government still needs to check the final price against the market. A detailed



cost breakdown does not automatically make your price reasonable. You still need to show
that the total price is fair compared to what others would charge.

Practical Steps for Contractors
If you want to stay ahead of the FAR price analysis requirements, start with market research.
Before you submit a proposal, gather data on what similar items or services have sold for
recently. Look at GSA schedules, other federal contracts, and commercial catalogs. If you can
find at least three comparable prices, you are in a strong position. Keep this data in a file so
you can reference it when the contracting officer asks.

Next, document your pricing rationale. Write a short narrative that explains how you arrived at
your price. If your price is higher than the market average, explain why. Maybe you have better
quality, faster delivery, or a longer warranty. If your price is lower, explain how you achieve
efficiency. The contracting officer needs to see that your price is not just a guess. A written
rationale also helps you if the award is protested.

Finally, use tools that streamline the process. Software solutions like SpendLogic's bid process
tools can help you organize market data, compare prices, and generate reports that satisfy the
government's documentation requirements. I have seen contractors reduce the time they
spend on price analysis by half simply by using a structured approach. The tools do not replace
judgment, but they make it easier to apply consistent methods across many bids.

How Price Analysis Fits Into the Bigger Picture
The FAR price analysis requirements are part of a larger system designed to ensure the
government gets fair value for taxpayer money. They also protect honest contractors. When
the government performs a thorough price analysis, it weeds out bidders who would charge
too much or too little. That creates a level playing field. Contractors who invest in
understanding price analysis are more likely to win contracts at prices that are both
competitive and profitable.

I have also seen that contractors who master price analysis often build stronger relationships
with their contracting officers. When you can answer a price analysis request quickly and with
solid data, you show that you are professional and reliable. That trust carries over into other
parts of the contract, such as changes, disputes, and future awards. The effort you put into
price analysis pays off long after the proposal is submitted.

One last point: do not assume that price analysis only applies to large contracts. The FAR price
analysis requirements apply to any contract action, including modifications and task orders
under indefinite-delivery contracts. Even a small purchase can trigger a price analysis if the



contracting officer decides it is necessary. Treat every proposal as if the government will
perform a full price analysis, and you will never be caught off guard.

Final Thoughts
The FAR price analysis requirements are not a burden to be endured. They are a framework that
helps contractors compete fairly and win work at realistic prices. Instead of fighting the
regulation, learn to work with it. Do your market research, document your pricing, and use the
tools available to you. When you understand what the government is looking for, you can turn
price analysis from a hurdle into a competitive advantage. The contractors who do that are the
ones who keep winning contracts year after year.


