
Understanding FAR Price Analysis Requirements
for Government Contractors

What Price Analysis Means in Practice
When you work with the federal government as a contractor, the rules are different from
commercial work. One of the most important parts of the contracting process is making sure
the price you charge is fair and reasonable. That is where the FAR price analysis requirements
come in. The Federal Acquisition Regulation, or FAR, spells out exactly what you need to do to
justify your pricing. It is not just a suggestion. It is a requirement that can make or break your
bid.

I have been through this process many times. Early in my career, I thought I could just submit
my best price and hope for the best. That approach does not work. Contracting officers are
trained to scrutinize every number. They expect you to show how you arrived at your price. If
you cannot demonstrate that your price is reasonable, you risk losing the award or facing an
audit later. The FAR price analysis requirements exist to ensure that the government pays a fair
price, not the highest price you can get away with.

In simple terms, price analysis means evaluating a proposed price without looking at the
contractor's cost breakdown. You compare it to something else. That could be market prices,
historical prices, or competitive bids. The FAR gives you several methods to do this. The most
common are comparing the price to competitive offers, comparing it to prices for the same
item sold to other customers, and looking at published price lists. Each method has its own
strengths and weaknesses.

Why You Cannot Skip Price Analysis
Some contractors think they only need to submit cost data. That is a mistake. The FAR price
analysis requirements apply to almost every contract action above the simplified acquisition
threshold, and even below it in many cases. The government wants to know that the price is
reasonable, even on small purchases. If you are a small business competing for a set-aside
contract, you still have to follow these rules. There is no exemption for size.

I remember working with a subcontractor who had a great product but no experience with
federal contracting. They submitted a price based on what they thought the market would bear.
The prime contractor rejected their bid because they could not provide any basis for the price.
The subcontractor had to go back and do a proper price analysis before they could be included
in the proposal. That cost them time and nearly lost them the opportunity.
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Understanding the requirements early saves you from that kind of scramble. You want to build
price analysis into your pricing process from the start. That means gathering data on what
similar items sell for, knowing your competitors, and being ready to explain any differences.
The government is not trying to trick you. They just need a clear rationale for why your price is
fair.

Methods That Work in the Real World
The FAR outlines several acceptable methods for price analysis. The best one depends on your
situation. Here are the ones I see used most often in practice:

Comparison of competitive offers. If you have multiple bidders, you can compare
their prices. This is the simplest and most convincing method. The government
prefers competition because it drives prices down naturally.

Comparison to historical prices. If you have sold the same item to the government
before, you can use your previous price as a baseline. You need to adjust for inflation,
changes in quantity, and any other factors that affect cost.

Market research. You can look at commercial prices for similar items. This works well
for commercial off-the-shelf products. You just need to show that your price is in line
with what other customers pay.

Published price lists. If your item has a publicly available price list, you can use that.
Make sure it is current and that the government gets the same terms as your best
commercial customer.

Each method has its limits. For example, competitive offers are great, but you might not have
them on a sole-source contract. Historical prices are useful but only if conditions have not
changed. Market research can be subjective if you pick the wrong comparables. The key is to
choose the method that gives the most reliable result for your specific product and market.

Common Pitfalls to Avoid
Even experienced contractors make mistakes with price analysis. One common error is relying
on cost analysis instead of price analysis. Cost analysis looks at your internal costs and adds a
profit margin. That is a different process. The FAR price analysis requirements specifically ask
you to compare your price to external benchmarks. Cost data can support your price, but it
does not replace price analysis.

Another mistake is not documenting your analysis. The government does not just want to hear
your conclusions. They want to see how you got there. If you cannot produce a written record
of your price analysis, it is like not having done it at all. I always recommend keeping a file with



your market research, competitor quotes, and any calculations you made. That file is your
evidence if the contracting officer asks questions.

A third pitfall is ignoring the requirement altogether. Some contractors think price analysis is
optional on small contracts or modifications. It is not. The FAR applies to all contract actions
unless specifically exempted. Even a change order can trigger a price analysis if the price
changes significantly. Do not assume you are safe. Check the rules for your specific situation.

How SpendLogic Tools Help
Doing price analysis manually is tedious. You have to gather data, compare prices, and
document everything. That is why many contractors use tools to streamline the process.
SpendLogic offers bid support tools that help you perform price analysis efficiently. These
tools can pull market data, compare your price to historical benchmarks, and generate reports
that satisfy the FAR requirements. They are not a substitute for your own judgment, but they
save time and reduce errors.

I have used similar tools on large proposals, and they make a real difference. Instead of
spending days digging through price lists, you can focus on the strategic parts of your bid. The
software handles the grunt work. Just remember that the final responsibility is yours. The
contracting officer will hold you accountable for the analysis, not the software vendor.

Practical Steps for Your Next Bid
If you are preparing a bid right now, here is a simple process to follow. First, identify the
method you will use for price analysis. If you have competitors, use competitive offers. If not,
look at historical data or market research. Second, collect your supporting data. That might be
competitor quotes, prior contract prices, or published catalogs. Third, document your analysis.
Write down what you compared, how you adjusted for differences, and what conclusion you
reached. Fourth, include that documentation in your proposal. The contracting officer will
appreciate it, even if they do not ask for it upfront.

One last piece of advice. Do not treat the FAR price analysis requirements as a burden. They
are actually a tool. They give you a framework to prove that your price is fair. If you can show
that your price is reasonable, you remove a major objection from the government's side. That
makes it easier for them to award you the contract. It also protects you if your pricing is
audited later. A well-documented price analysis is your best defense against a price
reasonableness challenge.

Keep Learning



The FAR changes over time, and so do the best practices for price analysis. Stay current by
reading updates from the government and attending training when you can. The more you
understand the rules, the smoother your contracting process will be. And if you need help, there
are plenty of resources available, including consultants and software tools that specialize in
federal pricing. Do not be afraid to ask for help. It is better to get it right the first time than to fix
a problem later.


