Mastering Price Analysis Techniques for
Government Contract Compliance

Why Price Analysis Matters More Than Ever

When | first started working with government contracts, | thought pricing was mostly about
math. You add up your costs, slap on a profit margin, and submit your proposal. But | quickly
learned that the real challenge isn't arithmetic. It's demonstrating to contracting officers that
your price is fair and reasonable. That is where price analysis techniques come into play. They
are the tools you use to evaluate whether a proposed price is justified, not just by your internal
numbers but by the market, the competition, and the historical data. Over the years, | have seen
contractors lose awards not because their costs were too high, but because they couldn't
articulate why their price made sense. The Federal Acquisition Regulation, or FAR, is explicit
about this: you must perform some form of price analysis on every procurement above the
simplified acquisition threshold. And even below that threshold, it's smart practice.

| remember one project early in my career. We were bidding on a service contract for IT support
at a federal agency. Our proposed price was competitive, we thought, but the contracting
officer asked for justification. We scrambled to pull together cost data, but we didn't have a
systematic way to compare our price to similar contracts. That scramble cost us time and
credibility. Eventually, we won the contract, but only after we borrowed price analysis
techniques from a colleague who had been in government contracting for decades. That
experience taught me that these techniques are not just compliance checkboxes. They are
strategic advantages. They help you set a price that is both competitive and defensible, and
they reduce the risk of post-award audits.

The Core Techniques You Need to Know

There are several established price analysis techniques recognized by the FAR. Some are
simple, others require more data and analysis. The key is knowing which technique fits the
situation. Let me walk through the ones | use most often and why they work.

1. Comparison to Published Price Lists

This is the most straightforward technique. If a product or service has a published price list,
you can compare your proposed price to that list. But there is nuance here. Published prices
are often starting points for negotiation, not final prices. A contractor might offer discounts to
commercial customers that are not reflected in a catalog. So when you use this technique, be
sure to look at actual transactional prices, not just list prices. For example, if you are buying
office supplies, the GSA schedule price might be higher than what a local vendor charges. The
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contracting officer will expect you to account for that. | always advise my clients to gather
multiple price lists and, if possible, obtain quotes from several sources. This strengthens the
comparison.

2. Comparison to Prior Quotations and Historical Prices

This technique involves looking at what the same or similar items have cost in the past. It is
especially useful for recurring services or products that don't change much year to year. But
you have to be careful. Historical prices can include inefficiencies or outdated assumptions.
For instance, if a contractor was charging $100 per hour for a service five years ago, that might
not be reasonable today if labor costs have risen. The trick is to adjust historical prices for
inflation, changes in scope, or improvements in efficiency. | once worked on a contract where
the incumbent was charging a premium because they had a proprietary tool. When a new
competitor came in with a lower price, the contracting officer used historical data to show the
incumbent's price was out of line. The competitor won. That case taught me that historical
comparison is only as good as the adjustments you make.

3. Comparison to Competitive Offers

This is often the gold standard. When you have multiple offers for the same requirement, you
can compare them directly. Competition drives prices down and gives the government
confidence that the price is fair. But competition is not always robust. In some markets, there
are only a few qualified contractors, and they may not bid aggressively. | have seen cases
where all offers are clustered around the same price, which might indicate collusion or simply
a limited market. In those situations, you need to dig deeper. You might combine competitive
comparison with other techniques like cost analysis or price adjustment factors. The FAR
allows for this flexibility. The point is, never rely solely on one technique if the data is thin.

4. Discounting and Price Adjustment Factors

Sometimes you have a baseline price, like a published list or a previous contract price, and you
need to adjust it for differences in quantity, delivery terms, or specifications. This technique
uses mathematical adjustments to create a fair comparison. For example, if you are buying
1,000 units but the historical price was for 500 units, you might apply a volume discount. The
challenge is determining the right adjustment factor. There are published indices for inflation,
but for more specific adjustments, you often need market expertise. | once had to adjust a
price for a specialized piece of medical equipment. The standard index didn't capture the rapid
technological changes in that field. So | consulted with a subject matter expert to estimate a
reasonable adjustment. This technique is powerful but requires judgment.

5. Market Research and Independent Estimates



This is less a standalone technique and more a foundation for the others. You can conduct
market research to find out what similar items sell for in the commercial marketplace.
Government buyers often use tools like GSA Advantage or commercial databases.
Independent estimates are also useful, especially when there are no prior contracts or
competitive offers. For instance, if you are buying a new type of software, you might look at
subscription fees for comparable products. | have found that combining market research with
a simple cost estimate (even a rough one) gives you a sanity check. It helps you spot when a
price is just too high or too low. And it builds credibility with the contracting officer.

How to Combine Techniques in Practice

Here is where real expertise comes in. No single technique is perfect. The best approach is to
use two or three techniques together and cross-check the results. Let me give you a concrete
example. Suppose you are evaluating a proposal for janitorial services at a federal building.
You might start with competitive offers. If you have three bids, you can compare them directly.
But if one bid is significantly lower, you might wonder if the contractor understood the scope.
So you also look at historical prices from the previous contract, adjusted for inflation. If the low
bid is still far below the adjusted historical price, you might do market research to see what
similar buildings pay. If all three techniques point to the same range, you can be confident the
price is fair. If they diverge, you investigate further.

| have also found that documentation is critical. When you apply price analysis techniques,
write down your assumptions, your data sources, and your calculations. This serves two
purposes. First, it helps you defend your price during an audit. Second, it forces you to think
clearly. | have caught errors in my own analysis just by writing it out. And the contracting officer
appreciates a well-documented analysis because it makes their job easier.

Common Pitfalls and How to Avoid Them

Even experienced contractors make mistakes. Here are a few | have seen and learned from.

e Relying on a single technique. If you only compare to a price list, you might miss that
the list is outdated or not representative. Always use at least two techniques.

e Ignoring the context. A price that is reasonable for a one-time buy might not be
reasonable for a multi-year contract. Consider quantity, delivery schedule, and
performance risk.

e Failing to adjust for differences. When comparing prices, make sure you are
comparing apples to apples. If one offer includes training and another does not,
adjust the price accordingly.



¢ Not updating your analysis. Prices change. If you prepared your analysis six months
ago, update it before submission. | have seen contractors lose bids because they
used stale data.

e Overcomplicating the analysis. Sometimes a simple comparison is enough. Don't
build a complex model when a straightforward technique will do. The FAR encourages
efficiency.

Building a Repeatable Process

Over time, | have developed a standard process for applying price analysis techniques. It is not
rigid, but it ensures consistency. First, | gather all available data: prior contracts, competitive
offers, price lists, market research. Second, | select the most appropriate techniques based on
the data and the requirement. Third, | perform the analysis and document each step. Fourth, |
cross-check the results. Fifth, | write a summary that explains the basis for my conclusion. This
process has saved me time and improved my accuracy. And it makes audits much less
stressful.

One of the best investments you can make is to train your team on these techniques. | have
conducted workshops for small businesses that were new to government contracting. The
biggest shift was from thinking of price analysis as a hurdle to seeing it as a tool. When you
master price analysis techniques, you don't just comply with FAR guidelines. You gain
confidence in your pricing decisions. You can negotiate from a position of knowledge. And you
reduce the risk of protests or audit adjustments. | have seen companies win more contracts
simply because they could articulate why their price was fair. That is the real value of this skill.

Final Thoughts

Price analysis is not a one-size-fits-all activity. It requires judgment, experience, and a
willingness to adapt. But the effort pays off. Every time you apply these techniques, you get a
little better at understanding the market and your own costs. And that understanding is what
separates successful government contractors from those who struggle. So take the time to
learn the techniques, practice them, and build them into your standard operating procedures. It
will make your proposals stronger and your business more resilient.



