
How Labor Rates Government Contracts Impact
Your Bid Strategy
When I first started bidding on government contracts, I assumed the hardest part would be the
paperwork. The forms, the certifications, the compliance checklists, those are real hurdles, no
question. But what actually kept me up at night was something more fundamental: figuring out
the right price to bid. And the biggest piece of that puzzle, by far, was understanding the labor
rates that go into the bid. It took me years of trial and error, and more than a few losing bids, to
realize that a solid grip on labor rates government contracts is the difference between a
winning proposal and a hole burned in your budget.

The numbers you use for labor cost can make or break your bid. Too high, and you price
yourself out of the running. Too low, and you either lose money on the work or end up
scrambling to find cheaper staff, which usually means cutting corners. Neither outcome helps
your business grow. What I want to share here is what I have learned about getting those rates
right, based on real projects and real mistakes.

Why Labor Rates Matter More Than You Think
In private sector work, you can often negotiate your rate with a client. With government
contracts, the rules are different. The government sets expectations for fair and reasonable
pricing, and your proposed rates need to be backed up with solid data. If your rates seem out of
line with what the market shows for similar work, your bid will get flagged. More importantly, if
you use rates that do not reflect your actual costs, you will not be able to deliver on the
contract without losing money.

I remember one bid where I used a blended rate for a team of engineers and technicians. The
blended rate looked competitive, but it did not account for the mix of senior and junior staff the
government required. We won the contract but lost money on every hour the senior engineers
worked. That lesson taught me to break out labor by role and experience level, and to match
my rates to the actual staff I planned to use.

What Goes Into a Defensible Labor Rate
A defensible labor rate is not just a number you pull from a spreadsheet. It includes direct
wages, fringe benefits (health insurance, retirement contributions, payroll taxes), overhead, and
any indirect costs allocated to labor. For government contracts, you also need to factor in
compliance costs, such as labor law posters, reporting, and possibly prevailing wage
determinations under the Davis-Bacon Act or Service Contract Act.



Here is a quick breakdown of the components I track for every role:

Base hourly wage: what you actually pay the employee

Fringe benefits: average cost per hour for insurance, 401(k), paid leave

Payroll taxes: Social Security, Medicare, unemployment, workers' comp

Overhead allocation: a share of management, HR, and facilities

Profit/fee: your margin for risk and return

Each component needs a data source. For base wages, I use recent payroll records and adjust
for any upcoming raises. For fringe benefits, I calculate the total annual cost and divide by
billable hours. Overhead requires a careful allocation method, I use a simple percentage of
direct labor cost, but some companies use activity-based costing. The key is to be consistent
and able to explain your method if an auditor asks.

How to Use Market Data Without Overrelying on It
Market data for labor rates government contracts is available from several sources: Bureau of
Labor Statistics, contractor surveys, and commercial databases. These are useful benchmarks,
but they can be misleading if you take them at face value. National averages might not reflect
your local labor market. A rate that works in rural Iowa looks very different from one in
downtown Seattle. Also, published rates often lag behind actual market conditions by a year or
more.

I learned to use market data as a sanity check, not a target. If my calculated rate is way above
the benchmark, I double-check my assumptions. Maybe my overhead allocation is too high, or I
am including costs that should be handled as a separate line item. If my rate is way below, I
make sure I am not missing something like a required fringe benefit or a local prevailing wage
requirement. The goal is a rate that is both competitive and sustainable.

One practical tip: look at the rates awarded in recent contracts similar to the one you are
bidding. The government often publishes award data, and you can see what the winning bidder
proposed. You will not get exact rates, but you can get a sense of the range. I have also found
it helpful to talk to subcontractors and peers in industry groups. Not to collude on pricing, but
to understand what typical benefits packages look like for the roles we use.

The Role of Indirect Costs and Overhead
Indirect costs are the ones that trip up a lot of bidders. Direct wages are easy to track. But what
about the time a project manager spends on compliance reporting? Or the cost of the building
where your team works? Government contracting expects you to allocate these costs fairly
across all your work, including both commercial and government projects. If you allocate too
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much to your government work, your rates look high and you lose bids. If you allocate too little,
you are understating your real cost, which can lead to problems if you are audited.

I use a two-step process. First, I calculate my total indirect costs for the company. Second, I
allocate them based on a reasonable base, such as total direct labor dollars or total direct
labor hours. For government contracts, the preferred base is often total direct labor dollars, but
check the specific requirements of your contract type. The important thing is to document your
methodology and apply it consistently.

Common Mistakes and How to Avoid Them
Over the years, I have seen the same few mistakes pop up again and again. Here are three that
are worth watching out for:

Using a single blended rate for all labor, ignoring different skill levels and roles

Forgetting to update rates for inflation or new collective bargaining agreements

Not including the cost of required training, certifications, or security clearances

Blended rates hide the true cost of work performed by senior staff. If the contract requires a
specific mix of senior and junior staff, you need to price accordingly. Inflation matters because
government contracts can run for years, and your rates need to stay viable. Training costs are
easy to overlook but can be significant, especially if the contract requires specialized skills or
clearances. I keep a running list of these hidden costs and review it before every major bid.

Another mistake is assuming that your current rates will work for every contract. A contract
that requires travel to remote sites will have higher labor costs than one performed in your
home office. A contract that requires night or weekend work may need shift differentials.
Review each contract's scope carefully and adjust your rates to reflect the actual conditions of
performance.

Tools and Data Sources That Help
I rely on a few solid tools to help me build and verify my labor rates. The Bureau of Labor
Statistics Occupational Employment and Wage Statistics is a free source for national and
regional wage data. The General Services Administration publishes price schedules that
include labor rates for various categories. For company-specific data, I use a combination of
payroll reports and cost accounting systems. Some companies use SpendLogic's tools to
integrate these data sources and automate the rate calculation process, which can save time
and reduce errors.

The key is to keep your rate data fresh. I update my rates at least quarterly, or whenever there is
a significant change in wages or benefits. I also maintain a rate file for each role that includes



the source of each component and the date of the last update. That way, if an auditor asks for
justification, I can produce it quickly.

Final Thoughts on Pricing Government Work
Getting labor rates right is not a one-time task. It is a discipline that requires attention to detail,
regular updates, and a willingness to learn from each bid. The more you understand about your
own costs and the market, the better your bids will be. And that means more wins, fewer
losses, and a healthier business over the long haul.

If you take one thing away from this article, let it be this: treat your labor rate calculation as an
ongoing process, not a static number. Build your data, check it against real market information,
and adjust as conditions change. The time you invest in getting labor rates government
contracts right will pay back many times over in better bids and stronger profits.


