
How to Write a Price Negotiation Memorandum for
CPSR Compliance
Early in my career, I sat across the table from a government contracting officer who asked for
documentation supporting our latest price proposal. I handed over a spreadsheet and a few
supplier quotes. He pushed them back and said, "This won't hold up under review." What he
needed was a proper price negotiation memorandum, a structured record that shows how we
arrived at a fair and reasonable price, not just a number we hoped would stick.

That moment taught me something most procurement professionals learn the hard way: a
price negotiation memorandum is not a bureaucratic checkbox. It is the backbone of audit
defense, especially when your contract falls under the Defense Contract Audit Agency or the
Contract Pricing Reference Guide. If you work in federal contracting, you already know the
acronym CPSR, Contractor Purchasing System Review. And if you do not, you will soon enough.

So let me walk through what makes a price negotiation memorandum effective, how to build
one that survives a CPSR, and where most people go wrong.

What a Price Negotiation Memorandum Actually Does
A price negotiation memorandum, or PNM, documents the negotiation process between a
buyer and a seller. It captures the starting positions, the key arguments, the data exchanged,
and the final agreed price. For companies that sell to the government, the PNM is the primary
evidence that the price was fair and reasonable. Without it, an auditor has no way to verify that
you did not just guess or, worse, collude with a supplier to inflate costs.

The Federal Acquisition Regulation (FAR) does not explicitly require a PNM for every
transaction, but it does require documentation of the price analysis and negotiation results. In
practice, that means a PNM. When a CPSR team shows up, they will ask for your PNMs first. If
those are missing or sloppy, the review starts on the wrong foot.

Anatomy of a Solid PNM
Over the years I have reviewed hundreds of PNMs from small businesses and large primes.
The good ones share a common structure. They are not overly long, but they are complete.
Here is what a PNM should include:

Identification of the parties and the item or service. Names, contract numbers, and a
clear description of what was negotiated.
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The pre-negotiation position. What the seller asked for and what the buyer was
willing to pay, with supporting data.

Summary of negotiation events. Who met, when, and what key points were
discussed. This does not need to be a transcript, but it should capture the main
arguments and concessions.

Price analysis performed. Whether you used market comparisons, cost data, or
competitive bids, say what you did and what you found.

Final agreement and rationale. The final price and a brief explanation of why it is fair
and reasonable.

One common mistake is treating the PNM as a formality. I have seen PNMs that say only,
"Negotiated price of $50,000 agreed." That tells an auditor nothing. They will assume the worst,
that you did not do the work. A good PNM shows your reasoning. It does not have to be long. It
has to be logical.

How a PNM Survives a CPSR
CPSR compliance is about systems, not just individual documents. But the PNM is where your
system shows up or falls apart. During a CPSR, the review team will sample your procurement
files. They will look at how you documented price negotiations across different buyers,
different suppliers, and different dollar values. If they find inconsistencies, one buyer writes a
paragraph, another writes two sentences, they will flag your system as weak.

The best approach is to use a standardized template. That does not mean every PNM looks
identical. It means the same fields appear in the same order, so an auditor can find the key
information fast. SpendLogic offers a free template for price negotiation memorandums that
follows this logic. It is CPSR-compliant in structure, which saves you from reinventing the
wheel.

I have seen companies fail CPSR audits not because their prices were wrong, but because their
documentation was incomplete. The auditor could not follow the trail from proposal to award.
A PNM bridges that gap. It tells the story of the negotiation in a way that a spreadsheet cannot.

Where Most People Get It Wrong
There are three common pitfalls I see again and again.

First, people skip the pre-negotiation position. They jump straight to the final price. But the
whole point of a PNM is to show movement. If you do not record where each side started, you
cannot prove the negotiation was genuine. Even if the final price is exactly what the seller first
offered, you need to document why that was acceptable without further bargaining.



Second, people confuse price analysis with cost analysis. Price analysis looks at the price
itself, is it reasonable compared to market data or other offers? Cost analysis looks at the
seller's costs and profit. For many commercial items, price analysis is sufficient. But if you start
digging into cost data, you need to be careful. Mixing the two without clear documentation can
confuse an auditor and raise questions about your methodology.

Third, people treat the PNM as a solo exercise. The best PNMs are written by the negotiator
right after the meeting, while details are fresh. But they should be reviewed by someone else, a
supervisor or a compliance specialist, before the file is closed. That second set of eyes
catches omissions and ensures consistency with company policy.

Practical Tips for Writing Your Next PNM
If you are starting from scratch, here is a simple workflow. After you finish a negotiation, sit
down and write the PNM within 24 hours. Use a template so you do not forget any sections.
Write in plain language. Avoid jargon that an auditor might not know, or define it if you use it.

Be honest about what went well and what did not. If a supplier pushed back hard and you
compromised, say so. Auditors are not looking for perfect negotiations. They are looking for
reasonable ones. A PNM that admits a tough negotiation is more credible than one that
pretends everything was smooth.

Keep a copy of the supporting data, quotes, market reports, cost breakdowns, attached to the
PNM or referenced clearly. An auditor may ask to see it. If you cannot produce it, the PNM
loses its value.

The Bottom Line
A price negotiation memorandum is a practical tool, not a paperwork burden. Done right, it
protects your company during audits, trains your buyers to negotiate more thoughtfully, and
builds a record of fair dealing that strengthens your contracting position. If you are preparing
for a CPSR or just want to tighten your procurement documentation, start with the PNM. It is
the single document that ties your price analysis to your business judgment.

And if you are looking for a starting point, a free template for price negotiation memorandums
can save you hours of formatting and guesswork. SpendLogic provides one that aligns with
CPSR expectations. But no matter where you get your template, the real work is in the content.
Write it clearly, write it promptly, and write it as if an auditor will read it, because one day, one
will.


