
How to Read and Negotiate GSA Contract Labor
Rates for Better Procurement Outcomes

Understanding the Structure Behind GSA Contract Labor Rates
When you first look at a GSA Schedule proposal, the labor rates can seem like a jumble of
numbers. I have sat through enough pricing reviews to know that the real work is not in
spotting the lowest hourly figure but in understanding how that figure was built. GSA contract
labor rates are not arbitrary; they follow a logic that ties back to the contractor's commercial
practices. The General Services Administration requires that prices offered to the government
be no higher than the prices the contractor charges its most favored commercial customer.
That baseline is called the commercial sales practice, and everything else flows from it.

Many procurement officers I have worked with make the mistake of treating labor rates as
fixed. They are not. Each rate on a GSA Schedule is a ceiling, not a floor. You can negotiate
below that ceiling, and you often should. The key is knowing which levers to pull. The first lever
is the labor category itself. A senior systems engineer might have a ceiling rate of $200 per
hour, but if the work in your statement of work is mostly junior-level maintenance, you have
grounds to ask for a lower blended rate or a different mix of labor categories.

Where the Rates Come From
Contractors set their GSA contract labor rates based on what they actually charge non-
governmental customers. This is not a fictional number. They must certify that the rates are
fair and reasonable based on their commercial pricing. I recall one contractor who had a robust
commercial business selling IT support to mid-size firms. Their GSA rates mirrored what they
charged a particular large commercial account. That made the rates defensible during audit.
But the contractor had another line of business doing project-based consulting for startups at
significantly lower rates. Because those startup rates were not the most favored commercial
customer, the GSA rates stayed at the higher level.

This distinction matters. When you are evaluating a proposal, ask the contractor to explain
their commercial sales practice. If you see a labor category that appears high relative to the
market, probe whether the contractor has a lower commercial rate for similar work. The
Federal Acquisition Regulation (FAR) allows the government to ask for a price reduction if the
contractor later lowers their commercial rates. That is the basis for the price reduction clause.
But you cannot enforce that clause if you do not track the contractor's commercial pricing over
time.

Negotiation Tactics That Actually Work
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In my experience, the most effective negotiators do not start with the labor rates. They start
with the scope of work. If you can define the work clearly, you can match it to the right labor
categories. A vague statement of work invites the contractor to use their most expensive
categories as a hedge. I have seen a $150 per hour senior consultant rate applied to tasks that
any competent junior analyst could handle. That is not bad faith; it is risk management on the
contractor's side. Your job is to reduce that risk by being specific.

Once the scope is tight, look at the rates for each category. Ask for a discount off the GSA
contract labor rates. Most contractors expect this. They build a margin into their Schedule
rates knowing that agencies will negotiate. A typical target is a discount of five to fifteen
percent off the published rates, but that varies by market. For highly specialized labor
categories with few qualified contractors, the discount may be smaller. For generic categories
like administrative support, you can often push for a larger discount.

Another tactic is to negotiate a fixed price for a defined deliverable instead of paying by the
hour. If the work is predictable, a fixed price can save both sides administrative hassle. The
contractor takes on the risk of overruns, and you pay a single price. This works best for tasks
like software installation, training development, or data migration. For ongoing support or
research, hourly rates are often more practical.

How to Use the Price Reduction Clause

The price reduction clause is one of the most powerful tools in the procurement playbook. It
requires the contractor to notify you if they lower their commercial pricing for the same labor
categories during the life of the contract. If they do, you are entitled to the same reduction. I
have seen agencies save millions by actively monitoring their contractors' commercial price
lists. But the clause only works if you set up a system to track it. You cannot rely on the
contractor to volunteer the information without a reminder.

Set a quarterly review cadence. Ask the contractor to certify that their GSA contract labor rates
remain at or below their commercial rates. If they cannot certify, ask for an explanation and a
revised price. This is standard practice, yet many contracting officers I talk to admit they never
do it. They assume the rates are static. They are not. Commercial markets shift, and your
contract should shift with them.

Common Mistakes and How to Avoid Them
One mistake I see often is treating all labor categories as equally negotiable. They are not.
Some categories, like those for cleared personnel or niche technical skills, have very thin
markets. The contractor may have only a handful of qualified people. Pushing too hard on
those rates can lead to poor performance or attrition. Instead, focus your negotiation on the



categories with the most hours. A five percent discount on a $200 per hour category that you
use for 1,000 hours saves $10,000. The same discount on a $50 per hour category used for
100 hours saves only $250. Prioritize your effort.

Another mistake is ignoring indirect costs. The labor rate is only part of the total cost of a
contract. Overhead, general and administrative expenses, and fee are all baked into the rate. If
you cannot get the contractor to lower the hourly rate, ask them to reduce the fee or cap the
overhead. I have negotiated deals where the contractor kept the labor rate unchanged but
agreed to a lower fee percentage, which effectively lowered the total price.

Practical Tools for Rate Analysis
There are a few tools and techniques that can help you analyze GSA contract labor rates
without needing a pricing analyst on staff. First, use the GSA eLibrary. It lists all active
Schedule contracts and their labor rates. You can compare rates across contractors for similar
labor categories. This gives you a market range. If a proposed rate is at the top of the range,
you have ammunition to negotiate down. If it is below the median, you may want to accept it
and focus on other terms.

Second, ask for a rate build-up. This is a breakdown of how the contractor arrived at the rate. It
shows the direct labor cost, fringe benefits, overhead, and fee. You can compare the overhead
percentage to industry norms. If the overhead is unusually high, ask for justification. If the
fringe rate includes items that are not typical for the industry, challenge them. I once found a
contractor including country club membership fees in their fringe pool. That did not survive
scrutiny.

Third, use the concept of most favored customer pricing. Ask the contractor who their most
favored commercial customer is and what rates they charge that customer. If the contractor
hesitates, that is a red flag. They are required to disclose this information during the
negotiation. If they refuse, you can question the reasonableness of their rates.

Real-World Example: A Mid-Size IT Services Contract
A few years ago, I helped a federal agency negotiate a contract for IT help desk support. The
contractor proposed GSA contract labor rates of $120 per hour for tier-one support and $180
per hour for tier-two support. The agency had a five-year requirement with a large volume of
calls. We asked for a volume discount. The contractor initially refused, saying the rates were
already competitive. We then asked for a rate build-up and discovered that the overhead
allocation was thirty percent, far above the industry average of twenty percent for that type of
work. We pushed back. The contractor eventually agreed to reduce the overhead to twenty-two



percent, which brought the effective rates down to $110 and $165 per hour. Over five years,
that saved the agency over $300,000.

That example illustrates why GSA contract labor rates should never be taken at face value.
Every rate has components you can question. Every rate has a story behind it. Your job is to
read that story and find the parts that do not fit.

Final Thoughts on Rate Management
Managing GSA contract labor rates is not a one-time event. It is an ongoing discipline. The best
procurement professionals I know treat rate reviews as part of their regular contract
management routine. They track market changes, they monitor contractor pricing, and they
renegotiate when the facts change. They also build relationships with their contractors so that
when a rate issue comes up, the conversation is collaborative, not adversarial.

If you are new to GSA Schedules, start small. Pick one contract and do a deep dive on its labor
rates. Compare them to the eLibrary. Ask for a rate build-up. See if you can find a discount. The
skills you build on that one contract will transfer to every other procurement you handle. And as
you gain confidence, you will find that the rates are more flexible than they first appear. The
government is a valuable customer, and most contractors want to keep your business. Use that
leverage wisely.


