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CHAPTER ONE: INTRODUCTION TO PRICING 

 
 

1.0   Chapter Introduction  

Contract Pricing Environment. An important part of your job as a procurement specialist is to 
conduct the price analyses necessary to ensure that the Government1 purchases supplies and 
services from responsible sources at fair and reasonable prices. To begin your study of contract 
pricing, we will examine the pricing environment, including: 

• Procurement Life Cycle (Section 1.1) 
• The Regulations (Section 1.2) 
• What is Fair and Reasonable Pricing? (Section 1.3) 
• Planning (Chapter 2) 

o Independent Government Estimate (IGE) (Section 2.1) 
o Market Research (MR) (Section 2.2) 
o Strategy (Section 2.3) 

• Solicitation & Award (Chapter 3) 
o Price Analysis (Section 3.2) 

                                                           

1 The word ‘Government’ is synonymous to State, County and Public Agencies 
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• Contract Management & Closeout/Handover (Chapter 4) 
o Request for Equitable Adjustment (Section 4.1) 
o Burn Rate & Obligation Logs (Section 4.2) 
o Closeout issues (Section 4.3) 

Scope of the Training. This Basic class introduces the concept of pricing analysis, and when and 
how to do it across the Procurement Life Cycle. It also presents an in-depth study of Price 
Analysis. Multiple tools, templates and recommended websites are included to give you active 
tools to assist. This training will NOT include any in-depth study on Cost Analysis or Cost 
Realism. These will be presented at a later, Intermediate training. 

Although the structure of this training is based on Code from HRS103D, Goods, Services and 
Construction, all these best practices should be used as practicable for HRS103F, Health and 
Human Services as well. 
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1.1  The Procurement Life Cycle  

 

 

Cost and pricing requirements do not stand in a vacuum. Rather, they are part of the larger 
procurement system called the Procurement Life Cycle. The Procurement Life Cycle denotes a 
holistic view of the entire procurement process, from inception of the need to procure to the 
completion of that need, or the handover to a continued need and a new procurement. Thus the 
Life cycle is circular.  

For our purposes, the Procurement Life Cycle has five major steps: 

1. Procurement Planning 
2. Market Research 
3. Solicitation and Award 
4. Contract Management  
5. Completion & Closeout 

Although procurement planning and market research should happen in parallel, they are both 
such important areas to consider, each with substantial data of their own, that it substantiates 
their own Steps. The same could be said about contract management and closeout.  
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Cost and Pricing analysis is required in various steps throughout the Procurement Life Cycle. It 
is fair to say that a Professional Procurement Officer/Specialist must be considering the effects of 
costs throughout the life of a procurement. Being able to analyze and evaluate pricing, costs, 
realism, maintain burn rates and log payments and obligations are a vital part of the job. 
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1.2  The Regulations 

 

Statute 

The Procurement Code talks to the requirement for price and cost certification and analysis. The 
Hawaii Revised Statute, HRS 103D-312 was recently amended2 and states: 

103D-312 Fair and reasonable pricing policy; cost or pricing data.  

(a)  A procurement officer shall purchase goods, services, and construction from responsible 
sources at fair and reasonable prices. A procurement officer shall make a written 
determination whether a price is fair and reasonable for, each contracting action, 
including change orders and contract modifications that adjust prices: In establishing 
whether a price is fair and reasonable, the procurement officer shall obtain: 

(1) Certified cost or pricing data for every contract to which subsection (c) applies; 
and 

(2) Other data as necessary to perform a cost or price analysis of the data and 
determine a fair and reasonable price, regardless of whether subsection (c) applies 
to the contract. 

                                                           

2 Legislative Session 2016, HB 2060 HD1, SD2 

http://www.capitol.hawaii.gov/hrscurrent/Vol02_Ch0046-0115/HRS0103D/HRS_0103D-0312.htm
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(b)  The policy board may adopt rules, pursuant to chapter 91, to establish an order of 
preference in the type of data required under subsection (a)(2). 

(c)  A contractor, except as provided in subsection (e), shall submit cost or pricing data and 
shall certify that, to the best of the contractor's knowledge and belief, the cost or pricing 
data submitted is accurate, complete, and current as of a mutually determined specified 
date before the date of: 

(1) The pricing of any contract awarded by competitive sealed proposals or pursuant 
to the sole source procurement authority, where the total contract amount is 
expected to exceed an amount established by rules adopted by the policy board; or 

(2)  The pricing of any change order or contract modification that is expected to 
exceed an amount established by rules adopted by the policy board. The 
requirement of this paragraph shall apply regardless of whether the original 
contract award did not require certified cost and pricing data. 

(d)  Any contract, change order, or contract modification under which a certificate is required 
shall contain a provision that the price to the State, including profit fee, shall be adjusted 
to exclude any significant sums by which the State finds that the price was increased 
because the contractor furnished cost or pricing data that was inaccurate, incomplete, or 
not current as of the date agreed upon between the parties. 

(e)  The requirements of this section, except for the requirements of paragraph (c) (2), shall 
not apply to original contract awards: 

(1) Where the original contract price is based on adequate price competition; 

(2) Where the original contract price is based on established catalog prices or market 
prices; 

(3) Where the original contract prices are set by law or rule; or 

(4) Where it is determined in writing in accordance with rules adopted by the policy 
board that the requirements of this section may be waived, and the reasons for the 
waiver are stated in writing; - provided that the requirements for price and costinq 
data required under subsection (a) (2) shall not be waived without the approval of the 
chief procurement officer; provided further that the chief procurement officer shall 
not delegate this authority.” 
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Rules 

Hawaii Administrative Rules (HARS) Subchapter 15, 3-122-121 through 130 supplements the 
Statute with additional cost and pricing guidance. Here is an excerpt from the Rules: 

§3-122-123 Requirement for cost or pricing data. The procurement officer shall require 
cost or pricing data or both in support of the following, and may require for professional 
services pursuant to subchapter 7: 

(1)  Any contract, resulting from competitive sealed proposals or sole source 
procurement, expected to exceed $100,000; 

(2)   Any price adjustment to a contract involving aggregate increases and decreases in 
costs plus applicable profits expected to exceed $100,000, including a contract 
resulting from competitive sealed bidding, whether or not cost or pricing data 
were required in connection with the initial pricing of the contract, except when 
unrelated and separately priced adjustments, not requiring cost or pricing data if 
considered separately, are consolidated for administrative convenience; or 

(3)  A written determination by a procurement officer that the circumstances warrant 
requiring submission of cost or pricing data provided, however, when less than 
complete cost analysis, for example; analysis of only specific factors will provide 
a reasonable pricing result on awards under $100,000 without the submission of 
complete cost or pricing data, the procurement officer shall request only that data 
considered adequate to support the limited extent of the cost analysis needed and 
need not require certification. 

§3-122-124 Exceptions to the requirement for cost or pricing data.  

(a)  Cost or pricing data need not be submitted or certified where the contract price is based 
on: 

(1)  Adequate price competition which means at least two responsible offerers 
independently compete for a contract to be awarded to the offerer submitting the 
lowest evaluated price. 

(2)  Established catalogue price which means the price included in a catalogue, price 
list, schedule, or other form that is regularly maintained by a manufacturer or 
contractor; is either published or otherwise available for inspection by customers; 
and states the price at which sales are currently or were last made to a significant 
number of any category of buyers or buyers constituting the general (non-
government) buying public for the goods or services involved. 

http://spo.hawaii.gov/references/har/goods/
http://spo.hawaii.gov/wp-content/uploads/2013/11/3-122.pdf
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(3)  Established market price which means a current price, established in the usual and 
ordinary course of trade between buyers and sellers, which can be substantiated 
from sources independent of the manufacturer or supplier and may be an 
indication of the reasonableness of price. 

(4)  Prices set by law or regulation which means the price of a good or service is set 
by law or rule if some governmental body establishes the price that the contractor 
may charge the State and other customers. 

(b)  If, despite the existence of an established catalogue price or market price, and after 
consultation with the prospective contractors, the procurement officer considers that the 
price is not reasonable, cost or pricing data may be requested. Where the reasonableness 
of the price can be assured by a request for cost or pricing data limited to data pertaining 
to the differences in the item or services being procured and those listed in the catalogue 
or market, requests should be so limited. 

(c)  When the chief procurement officer or the head of a purchasing agency determines in 
writing to waive the applicable requirements of section 3-122- 123 (l) or 3-122 123(2) for 
submission of cost or pricing data in a particular pricing action and the reasons for the 
waiver are stated in the determination, a copy of the determination shall be kept in the 
contract file and made available to the public upon request. 

(d)  If after cost or pricing data were initially requested and received, it is determined that 
adequate price competition does exist, the data need not be certified. 
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SPO Form 13 is a template used for Certification of Cost or Pricing Data. (Found at link:  
http://spo.hawaii.gov/wp-content/uploads/2013/12/spo-013.pdf )  

 

NOTE: Certification is not the end of this process. The Procurement Officer still needs to 
analyze the cost or pricing data submitted to find it fair and reasonable! 

In addition to the above, the HARS also has guidance on Cost Principles in HARS, Chapter 123 
based on HRS 103D-601 Cost Principles. 

These Rules show what costs are allowable, appropriate and allocable. Typically, this area is 
more predominant in Cost Analysis. However, it is important to have a working knowledge of 
what costs contractors should not be proposing. 

http://spo.hawaii.gov/wp-content/uploads/2013/12/spo-013.pdf
http://spo.hawaii.gov/wp-content/uploads/2013/11/3-123.pdf
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1.3  Determining PRICE Fair and Reasonable 

 

Definitions of Price. From both work and personal business dealings, most people think of price 
as the amount of money that a buyer pays a seller for the delivery of a product or the 
performance of a service. Price considerations emphasizes its components: Cost plus any fee or 
profit applicable to the contract type. 

Both definitions of price are important. Primarily, price is defined as the amount the buyer pays 
for a product or service. However, it is important to remember that, if prices do not cover 
supplier costs and provide a profit, losses will occur. When a contract is priced below cost, 
performance risk increases. The contractor must finance contract performance with funds from 
other sources (e.g., profits from other contracts, financial reserves, or overpriced contract 
modifications). If contractor efforts to control costs result in unsatisfactory performance, 
contractor default is a real possibility. 
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1.3.1  Identifying Government's Pricing Objectives  

This section covers the following topics: 

• 1.3.1.1 - Pay A Fair and Reasonable Price  
• 1.3.1.2 - Price Each Contract Separately  
• 1.3.1.3 - Exclude Contingencies  

Government Pricing Objectives. When buying for the Government, your primary pricing 
objective for all contact actions is to acquire supplies and services from responsible sources at 
fair and reasonable prices. 
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1.3.1.1  Pay A Fair and Reasonable Price  

Understand Fair and Reasonable. The first element of the Government pricing objective 
requires that contract prices be fair and reasonable.  

The procurement officer's3 primary objective in pricing a contract is to balance the contract type, 
cost, and profit or fee negotiated to achieve a total result -- a price that is fair and reasonable to 
both the Government and the contractor. [The contracting officer must consider the terms and 
conditions (delivery, financing, etc.) of each specific contract in order to determine if the 
price for that contract is fair and reasonable.]  

The term "fair and reasonable price," implies two tests: 

• What is fair? 
• What is reasonable? 

What Is Fair? Buyers and sellers may have different perceptions on what price is fair. 

1. Fair to the Buyer. To be fair to the buyer, a price must be in line with (or below) either of the 
following: 

                                                           

3 The term Procurement Officer is synonymous with Contracting Officer. This also applies to Procurement 
Specialists and Contract Specialists.  
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• The fair market value of the contract deliverable (if that can be ascertained through price 
analysis). Expect to pay the fair market value, given the prices of market transactions 
between informed buyers and sellers under similar competitive market conditions for 
deliverables with similar product, quality, and quantity requirements. 

• The (1) total allowable cost of providing the contract deliverable that would have been 
incurred by a well-managed, responsible firm using reasonably efficient and economical 
methods of performance plus (2) a reasonable profit. 

As a buyer, you should consider a price that is TOO HIGH to be unfair. What happens if you 
agree to a price that is too high? 

• You will not be fulfilling your most basic responsibility as a Government procurement 
officer or procurement specialist. 

• You will waste scarce tax-payer funds. 
• Since you are publicly accountable as a State/County employee for your decisions, you 

may have to answer to your Agency Head, the Chief Procurement Officer, a Legislative 
committee, or the public at large. 

2. Fair to the Seller. To be fair to the seller a price must be realistic in terms of the seller's 
ability to satisfy the terms and conditions of the contract. 

• Risk of Prices Unfair to the Seller. Why should you care if a low offer is unrealistic? 
Because an unrealistic price puts both parties at risk. The risk to the Government is that 
the firm -- to cut its losses -- might:  

o Cut corners on product quality; 
o Deliver late; 
o Default, forcing a time-consuming re-procurement; or 
o Refuse to deal with the Government in the future or be forced out of business 

entirely. 

Situations for Special Consideration. Fairness to the seller can be a concern in both competitive 
and noncompetitive situations. 

• Below-Cost Prices. Below-cost prices are NOT necessarily unfair to the seller. A bidder, 
for various reasons, in its business judgment may decide to submit a below-cost bid; such 
a bid is not invalid. Whether the awardee can perform the contract at the price offered is a 
matter of responsibility. 

• On the other hand, be on guard against the practice of buying-in -- submitting offers 
below anticipated costs, expecting to:  

o Increase the contract amount after award (e.g., through unnecessary or 
excessively priced change orders); or 

o Receive follow-on contracts at artificially high prices to recover losses incurred 
on the buy-in contract. 



 16 

 

• Mistakes. The offered price may be unexpectedly low because the seller has made gross 
mistakes in estimating costs or is otherwise nonresponsible. 

• The award of a contract to a supplier based on lowest evaluated price alone can be false 
economy if there is subsequent default, late deliveries, or other unsatisfactory 
performance resulting in additional contractual or administrative costs. While it is 
important that Government purchases be made at the lowest price, this does not require 
an award to a supplier solely because that supplier submits the lowest offer. A 
prospective contractor must affirmatively demonstrate its responsibility, including, when 
necessary, the responsibility of its proposed subcontractors. 

• If a vendor offers a price that is far below other offered prices or your estimate of the 
probable price, treat the offer as a potential mistake. Conduct fact-finding to determine 
whether the offeror understands the work and can perform at the offered price. 

• Single-Source Procurements. Do NOT force a below-cost price on the offeror even if 
you believe that the offeror has the financial ability to absorb the probable loss. Instead, 
negotiate a contract of a type and a price that is likely to cover all allowable costs of 
performance, assuming reasonable economy and efficiency, and provide a reasonable 
profit. Even your opening position in non-competitive negotiations should NOT be a 
"below cost" number. Rather, your opening position should be based on a more 
optimistic reading of the potential production improvements, risks, and costs of providing 
the contract deliverable than that of the target position on price. 

What Is Reasonable? A reasonable price is a price that a prudent and competent buyer would be 
willing to pay, given available data on: 

• Market Conditions. Economic forces such as supply, demand, general economic 
conditions, and competition change constantly. Hence, a price that is reasonable today 
may not be reasonable tomorrow.  

o Supply and Demand. The forces of supply and demand can have a significant 
effect on product prices: 
• If demand is constant, decreasing supply usually results in higher prices, while 

increasing supply usually results in lower prices. 
• If supply is constant, decreasing demand usually results in lower prices, while 

increasing demand usually results in higher prices. 
o General Economic Conditions. General economic conditions affect the prices of 

all products, but the effect will NOT be the same for every product. Inflation and 
deflation affect the value of the dollar. Boom, recession, and depression affect 
available production capacity. 

o Competition. When competition does not exist, the forces of supply and demand 
may not work effectively. The buyer or seller may have an advantage in the 
pricing decision process. 
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Price-Related Evaluation Factors. A prudent buyer will consider differences in the cost of 
acquiring and owning a deliverable that are not covered by the contract price. To consider these 
price-related factors in a competitive procurement, the solicitation must provide for such 
consideration. For example: 

• Direct Costs Not Included in The Contract Price. The solicitation allowed offerors to 
submit offers either for f.o.b. destination or f.o.b. origin. Best practice expects that offer 
evaluation criteria provide for consideration of the shipping costs from f.o.b. origin points 
to destination, however, consider our geographic dis-location from the mainland and 
factor that in. 

• Costs of Ownership Not Included in The Contract Price. Your market research 
indicates that several products could satisfy your requirement. However, the products 
differ substantially in maintenance and repair costs. Offer evaluation criteria should 
provide for consideration of the related costs to the Government. 

Applying Judgment to the Determination.  
Your determination of whether an offer is fair and reasonable is a matter of judgment. There is 
no simple formula in which you can just plug in a few values and receive a firm answer of fair 
and reasonable. Determining what is fair and reasonable depends on market conditions, your 
alternatives for meeting the requirement, price-related factors, and the non-price evaluation 
factors that relate to each procurement. It also depends on what price you can negotiate with an 
offeror.  

A fair and reasonable price does not require that agreement be reached on every element of cost, 
nor is it mandatory that the agreed price be within the contracting officer's initial negotiation 
position. Taking into consideration the advisory recommendations, reports of contributing 
specialists, and the current status of the contractor's purchasing system, the contracting officer is 
responsible for exercising the requisite judgment needed to reach a negotiated settlement with 
the offeror and is solely responsible for the final price agreement.  
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1.3.1.2  Price Each Contract Separately  

The second element of the Government pricing objective requires that contracts be priced 
separately.  

Perspective. It is human nature to try to balance one contract against another in terms of financial 
results. 

• A seller's position might be that the firm lost money on the last contract; therefore, an 
effort should be made to make up for that loss on the next contract.  

• A buyer's position might be that the contractor made too much profit on the last contract; 
therefore, the next contract should be structured to restrict profit.  

Government Contracting. While these attitudes may be understandable in a personal sense, they 
are not valid in Government contracting.  

Government contracting is very complex because: 

• Buyers and sellers do not have perfect knowledge of all transactions between a contractor 
and the Government. 

• The market forces of competition, supply, and demand change. 
• Business conditions change. 
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Thus, you must price each contract separately and independently to ensure that all proposed 
prices are fair and reasonable to all involved parties. 

 

1.3.1.3   Exclude Contingencies  

The third element of the Government pricing objective requires that contracts exclude 
contingencies that CANNOT be reasonably estimated at the time of award. 

Contingency Definition. A contingency is a possible future event or condition arising from 
presently known or unknown causes, the outcome of which is not determinable at the present 
time. 

Types of Contingencies. You should know that there are two types of contingencies that are 
important in Government contracting: 

• Contingencies that may arise from presently known and existing conditions, the effects of 
which are foreseeable within reasonable limits of accuracy; and  

• Contingencies that may arise from presently known or unknown conditions, the effects of 
which CANNOT be measured so precisely as to provide equitable results to the 
contractor and the Government 

Pricing Decision. The following table shows you how to handle each type of contingency in 
terms of the contract price: 

Contingency  Examples  Contract Price  
Foreseeable within 
reasonable limits 
of accuracy 

• Cost of rejects 
• Cost of defective 

work 

Contingencies of this type should be included in 
contract cost estimates to make those estimates as 
accurate as possible. 

CANNOT be 
measured so 
precisely as to 
provide equitable 
results to the 
contractor and to 
the Government 

• Results of 
pending litigation 

• Costs of volatile 
material price 
changes 

Contingencies of this type should be excluded 
from the cost estimates under the several items of 
cost, but should be disclosed separately 
(including the basis on which the contingency is 
computed) to facilitate the negotiation of 
appropriate contract coverage. 

For example, if you have extensive production experience with a given product, the contractor 
and the Government can likely agree on the amount of scrap that can reasonably be expected 
during production. This type of contingency should be included in contract cost estimates. 
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On the other hand, in times of volatile material price changes, it would be unreasonable to both 
parties for an offeror to include a contingency to cover significant price increases when none 
may occur. In this situation, you should consider use of a contract type (e.g. fixed-price 
economic price adjustment) that provides for separate consideration of volatile price changes. 
Separate consideration will provide for better contract pricing and more effective competition. 
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1.3.2   Identifying Government Approaches to Contract Pricing  

Approaches to Determine Fair and Reasonable Prices  

As a procurement specialist, your primary objective as a Government buyer is to acquire supplies 
and services4 from responsible sources as fair and reasonable prices. You can use three basic 
approaches to attain this objective: 

• Price analysis; 
• Cost analysis; and 
• Cost realism analysis. 

For the purposes of this class, we will focus on Price Analysis only. 

 

  

                                                           

4 The term ‘supplies and services’ or ‘goods and services’ includes construction and professional 
services. 
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1.3.3   Identifying Price Analysis Considerations  

Definition of Price Analysis. Price analysis is the process of examining and evaluating a 
proposed price to determine if it is fair and reasonable, without evaluating its separate cost 
elements and proposed profit. Price analysis may be, when necessary, supplemented by 
evaluation of cost elements. 

When to Use Price Analysis. When an offeror is not required to provide cost or pricing data, you 
must use price analysis to ensure that the overall price is fair and reasonable. 

When an offeror is required to provide cost or pricing data, use cost analysis to evaluate the 
reasonableness of individual cost elements. Use price analysis to verify that the overall price 
offered is fair and reasonable. 

Bases for Price Analysis. Price analysis always involves some form of comparison with other 
prices. As the contracting officer, you are responsible for selecting the bases for comparison that 
you will use in determining if a price is fair and reasonable, such as: 

• Proposed prices received in response to the solicitation; 
• Commercial prices including competitive published price lists, published commodity 

market prices, similar indexes, and discount or rebate arrangements; 
• Previously-proposed prices and contract prices for the same or similar end items, if you 

can establish both the validity of the comparison and the reasonableness of the proposed 
price; 
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• Parametric estimates or estimates developed using rough yardsticks; 
• Independent Government Estimates; or 
• Prices obtained through market research for the same or similar items  

The order in which the bases for price analysis are presented on this list represents the general 
order of desirability. However, the order is NOT set in concrete. For example: 

• Comparisons with commercial catalog, market, or regulated prices can be just as 
desirable as comparisons with competitive offers. After all, the prices of commercial 
products are defined by commercial market competition.  

• Independent Government estimates are normally considered to be the least desirable 
comparison base for price analysis. However, in cases (e.g., construction) where 
estimates are based on extensive detailed analysis of requirements and the market, the 
Government estimate can be one of the best bases for price analysis. 

Moreover, you should use all bases for which you have recent, reliable, and valid data. For 
instance, you would be well advised to consider the last price paid in addition to current 
competitive prices -- especially if the prior contract was awarded at a reasonable price last 
month. 

Buyer Evaluation and Documentation. Price analysis is a subjective evaluation. For any given 
procurement, different bases for price analysis may give you a different view of price 
reasonableness. Even given the same information, different buyers/contracting officers might 
make different decisions about price reasonableness. 

It is the cognizant contracting officer who must be satisfied that the price is fair and reasonable. 

You must document the file concerning the rationale used in making the pricing decision. 
Otherwise, the individuals who may review your file later may not know or understand the 
factors that affected your decision. 

 

1.3.4   Identifying Cost Analysis Considerations  

Definition of Cost Analysis. Cost analysis is the review and evaluation of the separate cost 
elements and proposed profit/fee of:  

• An offeror's or contractor's cost or pricing data or information other than cost or pricing 
data and 

• The judgmental factors applied in projecting from the data to the estimated costs.  
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The purpose of the evaluation is to form an opinion on the degree to which the proposed costs 
represent what the cost of the contract should be, assuming reasonable economy and efficiency. 

When to Use Cost Analysis. Perform cost analysis in either of the following situations: 

• When the offeror is required to submit cost or pricing data. In this situation, the offeror 
must provide complete, accurate, and current data to support all proposed costs and 
profit/fee. 

• When you require an offeror to submit cost information other than cost or pricing data to 
support your decision on price reasonableness or cost realism. In this situation, require 
only the information necessary to determine price reasonableness or cost realism. This 
may be required, for example, when you are comparing a proposed price to a price 
previously paid on a similar item. You may need cost information from the contractor to 
determine the impact, on the price, of the differences between the two items. 

Definition of Contract Cost. Contract cost is the sum of the allowable direct and indirect costs 
allocable to a particular contract, incurred or to be incurred, less any allocable credits, plus any 
allocable cost of money. 

Direct cost is any cost that can be identified specifically with a final cost objective, such as a 
contract. 

Indirect cost is any cost that CANNOT be directly identified with a single, final cost objective, 
but is identified with two or more final cost objectives or an intermediate cost objective. 

For reasons of practicality, any direct cost of minor dollar amount may be treated as an indirect 
cost if the accounting treatment is consistently applied to all cost objectives and the treatment 
produces substantially the same results as treating the cost as a direct cost. 

Definition of Profit/Fee. Profit/fee is the dollar amount over and above allowable costs paid to 
the contractor to motivate contractor performance. Together contract cost and contract profit/fee 
total contract price. Thus contract profit is an important element of contract price and must be 
considered in cost analysis. Each agency must establish a structured approach for analysis of 
proposed profit/fee. 

Identifying Contract Costs. Not all contract costs are cash expenditures during the contract 
period. Major contract costs can fall in the following categories: 

• Cash expenditures-the actual outlay of dollars in exchange for goods or services 
• Expense accrual -expenses are recorded for accounting purposes when the obligation is 

incurred, regardless of when cash is paid out for the goods or services. 
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• Draw down of inventory -the use of goods purchased and held in stock for production 
and/or direct sale to customers. The term refers to both the number of units and the dollar 
amount of items drawn out of inventory. 

Cost Analysis Supplements Price Analysis. Cost analysis is not a substitute for effective price 
analysis. Cost analysis should provide insight into what it will cost the firm to complete the 
contract using the methods proposed. However, cost analysis does not necessarily provide a 
picture of what the market is willing to pay for the product involved. For that you need price 
analysis. 

 

1.3.5   Identify Cost Realism Analysis Considerations  

Definition of Cost Realism Analysis. Cost realism analysis is the process of independently 
reviewing and evaluating specific elements of each offeror's proposed cost estimate to determine 
whether the estimated proposed cost elements: 

• Are realistic for the work to be performed;  
• Reflect a clear understanding of the requirements; and  
• Are consistent with the unique methods of performance and materials described in the 

offeror's technical proposal.  

When to Use Cost Realism Analysis. Perform a cost realism analysis of each cost-reimbursement 
contract offer to determine the probable cost of contract performance and use that estimate in 
your evaluation of the best value to the Government. 

• The probable contract cost related to a cost-reimbursement contract offer may differ 
substantially from the proposed cost. Your most probable cost estimate should reflect 
your best estimate of the cost of any contract that is most likely to result from the 
offeror's proposal. 

• Determine the probable cost for each offer by adjusting the proposed cost, and fee when 
appropriate, to reflect any additions or reductions in cost elements to realistic levels based 
on the results of the cost realism analysis.  

You may also use cost realism analysis in evaluating competitive offers for fixed-price incentive 
contracts or, in exceptional cases, on other competitive fixed-price contracts.  

• Give special consideration to using cost realism analysis to evaluate offers for fixed-price 
contracts when:  

o New requirements may not be fully understood by competing offerors;  
o There are quality concerns, or  
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o Past experience indicates that contractors' proposed costs have resulted in quality 
or service shortfalls.  

• When using cost realism analysis to evaluate offers for a fixed-price contract, you may 
use the results of your analysis in performance risk assessments and responsibility 
determinations. However, proposals must be evaluated using the criteria in the 
solicitation, and the offered prices must not be adjusted as a result of the analysis.  
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CHAPTER TWO: PLANNING STAGES 
 

PROCUREMENT LIFE CYCLE STEPS 1 & 2: 

PROCUREMENT PLANNING AND MARKET RESEARCH 

 

 

2.0   Chapter Introduction  

Market Research in the Planning Stages. In Government procurement, market research requires 
collecting and analyzing information about capabilities within the market to satisfy Government 
needs. Market research policies and procedures should be designed to arrive at the most suitable 
approach to acquiring, distributing, and supporting supplies and services. The personnel involved 
must ensure that legitimate needs are identified and trade-offs evaluated to acquire items which 
meet those needs.  

To get the supplies and services that will best meet the needs of the Government, the 
Government members of the Procurement Team must understand the true needs of the 
Government and know what is available in the marketplace. Market research should be an on-
going process for every member of the Procurement Team, but there are three points where 
effective market research is particularly important:  
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• The purchase request should reflect the results of market research conducted by the 
requester. The requester should consider input from other Government members of the 
Procurement Team, especially from the user (if different than the requester) and 
Government technical personnel. Procurement personnel should support and encourage 
requester market research efforts whenever possible. For example, the catalogs and price 
lists available in the Procurement office may be invaluable to the requester's market 
research effort. Procurement personnel should not take the responsibility for developing 
the requirements documents. 

• Before soliciting offers for procurements with an estimated value in excess of the small 
purchases threshold, you must conduct market research to assure that together the 
requirements documents and the contract business terms form the most suitable approach 
to acquiring, distributing, and supporting supplies and services. This research may be a 
one-time analysis or part of your on-going effort to know and understand the marketplace 
for the items that you routinely procure. As you perform your market research, you may 
question the requirements documents, but you must never change those documents 
without authorization from the requester.  

• Before soliciting offers for procurements with an estimated value less than the small 
purchases threshold, you should perform market research whenever adequate information 
is not available and the circumstances justify its cost.  

Information for Market Research. When conducting market research, you should not request 
potential sources to submit more than the minimum information necessary. Most firms will 
gladly support Government market research as long as the result will benefit the firm. Most will 
provide complete information about how the products that they can provide will meet 
Government requirements. However, they are unlikely to provide information about problems 
with their products or about other products that could better meet the Government's needs at a 
lower total cost.  

Generally, information on a particular product or industry is available from many sources other 
than potential offerors. These sources include:  

• Knowledgeable individuals in Government and industry;  
• The results of recent market research undertaken to meet similar or identical 

requirements;  
• Government data bases that provide information relevant to agency procurements;  
• Interactive, on-line communication among industry, procurement personnel, and 

customers;  
• Source lists of similar items obtained from other contracting activities or agencies, trade 

associations or other sources; or  
• Catalogs and other generally available product literature published by manufacturers, 

distributors, and dealers or available on-line.  
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Market Research Results. Use the results of market research to:  

• Determine if there are sources capable of satisfying the agency's requirements;  
• Determine if commercial items or, to the extent commercial items are not available, 

nondevelopmental items are available that:  
o Meet the agency's requirements;  
o Could be modified to meet the agency's requirements; or  
o Could meet the agency's requirements if those requirements were modified to a 

reasonable extent.  
• Determine the extent to which commercial items or nondevelopmental items could be 

incorporated at the component level;  
• Determine the practices of firms engaged in producing, distributing, and supporting 

commercial items, such as terms for warranties, buyer financing, maintenance, and 
packaging and marking; and  

• Ensure maximum practicable use of recovered materials and promote energy 
conservation and efficiency.  

Market Research and Contract Pricing. Use the results of market research in developing 
requirements and determine how you will satisfy those requirements. This research is required 
because the decisions made in the pre-solicitation phase of the procurement process will be key 
factors in defining what the Government receives and the price that the Government will pay. 
For example, contracting decisions that:  

• Increase contractor performance costs will normally increase contract price.  
• Lower contractor performance costs will normally reduce contract price.  
• Limit competition will normally increase contract price.  
• Facilitate competition will normally reduce contract price.  
• Increase contractor risk will normally increase contract price.  
• Limit contractor risk will normally decrease contract price.  

The better you understand the marketplace the better you will be able to make decisions that will 
enable you to meet the needs of the Government at a reasonable price.  

This same understanding of the marketplace will enable you to develop a better estimate of a 
reasonable price for a contract that meets the needs of the Government. Your preliminary price 
estimate and the factors that affect contract price will be key inputs to the procurement planning 
process. For example, the method of contracting and required contract terms and conditions both 
depend on your estimate of contract price. In addition, your preliminary estimate of contract 
price will become a key input to your final determination of contract price reasonableness.  
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2.1   Independent Government Estimate (IGE)  

 

 

2.1.1   Reviewing The Purchase Request and Related Market Research  

When determining how much reliance you can place on the Independent Government 
Estimate in making contracting decisions, you must evaluate the depth and quality of the 
analysis involved in developing the estimate. As a minimum, you should consider the following 
four areas:  

• 2.1.1.1 - How Was the Estimate Made?  
• 2.1.1.2 - What Assumptions Were Made?  
• 2.1.1.3 - What Information and Tools Were Used?  
• 2.1.1.4 - Where Was the Information Obtained?  

Purchase Request. The purchase request is the document that formally transmits the requirement 
to the contracting office. It is the purchase request that typically first combines the Government 
requirements document with the Independent Government Estimate of contract price. Normally, 
the purchase request will also include an assurance that funds are available or will be available to 
fund the procurement of the required supplies or services.  

Independent Government Estimate. As the name implies, the Independent Government Estimate 
should be developed independently by the Government. Independent development is vital 
because this estimate normally provides your first indication of a reasonable contract price and it 
is also one of the bases that you should consider in contract price analysis. The estimate 

https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.1.1
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.1.2
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.1.3
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.1.4
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development process may be automated or manual, but the best estimates reflect the requester's 
market research.  

Reviewing Requester Market Research. Market research is required before developing new 
requirements documents for a procurement. Logically, this responsibility falls on the requester. 
The quality of the requester's Independent Government Estimate usually depends on the quality 
of the requester's market research. Because of the importance of the Independent Government 
Estimate to your selection of appropriate procurement techniques and eventually your decision 
on price reasonableness, you should review the estimates carefully, before initiating further 
procurement action.  

 

2.1.1.1  How Was the Estimate Made?  

Estimate Preparation. To judge the reliability of a Government estimate, you must know how 
the estimate was made.  

• Manual Purchase Request Estimates  
o Estimates are typically prepared by the individual preparing the purchase request. 

Different organizations, and different individuals within the same organization, 
may have different methods of developing the Government estimate.  

o Estimates should reflect any market changes identified during market research. 
Unfortunately, many do not. Instead estimates are often based on the last unit 
price paid with no consideration of changes in the market situation.  

o You must determine how each individual estimate was developed so that the other 
questions concerning reliability can be examined.  

 

2.1.1.2  What Assumptions Were Made?  

Every estimate involves assumptions. Knowing and understanding those assumptions can give 
you an insight into the estimator's understanding of reliable estimate development.  

Analysis of Assumptions. In many cases, user/technical/program personnel are not familiar with 
relevant cost factors and market forces that affect contract pricing. As a result, assumptions and 
estimates may not be accurate.  

If the rationale used to develop the estimate is not clear or does not seem reasonable, ask 
questions! IN PRICING, THERE ARE NO DUMB QUESTIONS! If you do not know, ask! 
By asking questions about the Independent Government Estimate and accompanying 
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documentation, you can identify assumptions that are not consistent with market realities and 
work with the requester to improve the estimate before the contracting process begins.  

Estimate Example 1: The requester used the last price paid for an item to estimate the price for 
the same item 10 years later.  

• Assumptions. The requester has assumed that the last price paid was reasonable, and that 
the market situation has not changed in 10 years.  

• Analysis. Over a few days or weeks, it may be reasonable to assume that the price has 
not changed if quantity, delivery, and other factors have not changed. But in this case the 
last purchase was made 10 years ago. Normally, it is not reasonable to assume that the 
price has not changed in 10 years. Once you identify the assumptions used in estimate 
development, you can evaluate them and adjust for any that do not appear consistent with 
market realities.  

Estimate Example 2: The requester estimated the price of 100 warehouse trucks with 3 cubic 
foot capacity based on the price paid for 2 cubic foot units acquired during the last month.  

• Assumptions. The requester has assumed that the recent price was reasonable, and that 
the unit price is not affected by changes in unit capacity.  

• Analysis. The assumption that unit price will not be affected by the unit's capacity may 
or may not be reasonable. However, the great difference in capacity should lead you to 
subject this assumption to closer scrutiny during your market research.  

 

2.1.1.3  What Information and Analysis Were Used?  

It is important to determine what the requester knows about the item or service being requested 
and what type of analysis was used in estimate development.  

Market Research Information. The most successful estimators know their item. Before they 
make an estimate, they collect information on the product and the market for that product. Their 
market research may be a one-time effort or part of an on-going process that is an integral part of 
their normal job.  

The most reliable estimates are prepared by estimators who have performed detailed market 
research and can answer "yes" to the following questions that apply to a particular purchase 
request:  

• Did the estimator perform a detailed analysis of the Government requirements 
documents?  
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• Did the estimator identify performance, quality, and/or acceptance criteria differences 
exist between new "requirement" and the information analyzed?  

• Is the estimator familiar with the market for the item, including:  
o Last price paid?  
o General market price changes?  
o Current commercial market price?  
o Quantity price breaks?  
o Possible substitutes?  

Estimating Analysis. Market information alone is usually not enough. The estimator must be able 
to apply appropriate analysis to estimate development. Reasoned analysis provides a much more 
supportable estimate than one that is simply based on estimator judgment and experience. The 
strongest estimates are usually the result of a reasoned analysis supported by the use of 
appropriate quantitative techniques.  

Reasoned Analysis. A reasoned analysis is an analysis that sets forth the known information and 
clearly explains how it was used in estimate development. This analysis may or may not be 
supported by the use of quantitative techniques.  

Quantitative Techniques. When appropriate, adjustments should be made using accepted 
quantitative techniques. For example, index numbers can be used to quantify price changes and 
adjust historical pricing data.  

Estimate Support Comparison. Estimates supported by words such as "professional judgment," 
but no factual data and explanations about how that professional judgment was applied, are 
typically of little value. Estimates based on good information and the application of appropriate 
quantitative techniques or reasoned analysis will generally be more accurate and easier to 
support throughout the procurement process. For example, in an analysis of changes in 
technology, which of the following techniques would be more useful in price estimation?  

Professional Judgment. "Based on my 20 years of experience as a Project Engineer and my 
knowledge of the product, I estimate the price of this unit at $585,000."  

Reasoned Analysis. "We are requesting new high sensitivity replacement units. A year ago, a 
product could not be produced with this level of sensitivity to high frequency sound. Today, 
units with similar sensitivity improvements are available at a 30 percent higher price than the 
less sensitive units they replaced. Therefore, the estimated price for this unit, $585,000, is 30 
percent higher than the $450,000 price last paid for the less sensitive unit that it will replace."  
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2.1.1.4  Where Was the Information Obtained?  

The breadth and depth of the requester's market information will have a substantial impact on the 
quality of the estimate, because some sources of information are better than others. Knowing the 
sources of information will make it easier for you to evaluate the reliability of the estimate.  

Estimate Information Sources. Many estimators rely exclusively on historical prices as their base 
for estimate development. Historical prices are an excellent source of information on the price at 
some point in the past but market conditions and Government requirements change over time. 
Past prices for a similar item may have been based on detailed Government specifications while 
the current requirement is based on products commonly traded in the commercial market place. 
In that situation, historical prices may not provide a viable price estimate.  

Encourage requesters to provide source data with their estimates. Information, such as a vendor 
catalog or portion thereof, will provide an excellent starting point for your market research.  

Product Analysis. If the requirement is unique and there is no price history available, the 
estimator must develop a price estimate by some other form of analysis. One option is for the 
requester to develop an estimate based on an evaluation of the material and labor required to 
produce the product, as well as the risks associated with design, development, production, 
delivery, and acceptance. When such estimates are required, the more current the data used to 
develop the cost estimate, the more reliance you can place on the estimate.  

Misleading Information. Many data sources, such as stock lists, can present information that is 
difficult to use in price estimating. The price information is usually not current and there is 
typically little information about its source. Prices may be historical prices from an unknown 
point in the past or even averages of historical prices. It is typically difficult or impossible to 
adjust these prices for changes in the market situation. As a result, you must be particularly 
careful when using such data as a base for estimated development.  

Emphasize Estimator Independence. While use of vendor catalogs and other methods of market 
research should be encouraged, estimators MUST BE DISCOURAGED FROM CONTACTING 
VENDORS FOR SPECIFIC QUOTATIONS. This is particularly true in sole source situations, 
where the Independent Government Estimate may be a primary basis for determining price 
reasonableness. If both the estimate and the proposal come from the offeror, there is no 
independent measure of price reasonableness. If the estimator must contact a vendor to better 
understand specifications, pricing, discounts, etc. then two very important steps must be taken:  

• First discuss the need to contact the vendor with the responsible procurement officer 
• Also, make it very clear, in writing, to the vendor that you are performing market 

research and need more information about the product or pricing, and that you ARE NOT 
REQUESTING A QUOATATION OF ANY KIND. 
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2.2  Considering Contract Pricing in Your Market Research  

 

 

 

The Independent Government Estimate is only one preliminary estimate of contract price. As a 
minimum, your research, should consider the following data sources:  

• 2.2.1 - Historical Pricing Data for Market Research  
• 2.2.2 - Published Data for Market Research  
• 2.2.3 - Market Research Data from Prospective Offerors  
• 2.2.4 - Market Research Data from Other Sources  

Factors to Consider in Researching the Market. Each time you conduct market research the 
process will be different because of differences in Government requirements, market conditions, 
and other factors. The following table identifies research factors and outlines the type of 
questions that you should be able to answer when you complete your market research. Not all of 
the questions identified in the table will be valid for every procurement. For some procurements, 
you will have many specialized questions that are not covered in the following table. However, 
the research factors identified and the related questions provide a good framework for your 
market research.  

https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.1
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.4
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.5
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Pricing Factors to Consider in Market Research  

Research Factor  You Should Be Able to Answer Questions Such As...  

Pricing History  • What information is available concerning past prices paid for the product 
and changes in the product or market since then?  

• Have there been historic differences between prices paid by the 
Government vis--vis other buyers? Why?  

Current Competitive 
Conditions  

• How many sellers are in the market?  
• How many buyers?  

Current Overall Level 
of Demand  

• What is the relationship of the quantity we intend to buy vis--vis the 
quantities that others buy?  

• Will our volume justify a lower than market price due to the seller's 
increased economies of scale?  

• Will our volume be so large as to drive the sellers to or beyond full 
capacity, resulting in unanticipated inflation?  

Trends in Supply and 
Demand  

• Will demand be higher or lower at the time of award than now?  
• Will supply capacity keep pace with demand?  

Pattern of Demand  • Is there a cyclical pattern to supply and demand?  
• Would awarding six months from now result in lower prices than an 

immediate award?  
• Or would it be better to stock up now at today's prices?  

Other Market Forces 
Expected to Affect 
Contract Price  

• What forces might drive up prices in the near future? Strikes? Labor 
shortages? Subcontractor bottlenecks? Energy shortages? Other raw 
material shortages?  

• What forces might lead us to expect lower prices in the future?  

Pricing Strategies  • What are the pricing strategies of firms in the market?  
• What are the implications for expected prices?  
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Sources of Supplies 
or Services  

• Which firms in the market are the most likely to submit offers to a 
Government solicitation?  

• Which are the least likely and why?  

Product 
Characteristics  

• What features distinguish one product from another?  
• Which commercial products match most closely with the Government 

requirements document (as it currently reads in the purchase request).  
• What is the apparent tradeoff between features and price?  

Delivery/ 
Performance Terms  

• What are the current distribution channels?  
• What are current transportation costs (if available and applicable)?  
• What are the commercial lead-times?  

Ownership Costs  • What are the commercial warranty terms and conditions (if any)?  
• What are the historical repair costs for each product?  
• What are the historical maintenance costs for each product?  

Contract Terms and 
Conditions  

• What terms and conditions are used in commercial transactions?  
• What terms and conditions have been used in other Government 

procurements?  
• What type of contract is generally used in commercial transactions? 

Government procurements?  

Problems  • What has been the historical default rate by firms performing similar 
contracts?  

• What performance problems have typically been encountered?  
• Have similar procurements been characterized by claims or cost overruns?  

 

2.2.1  Historical Pricing Data for Market Research  

Prior to procuring, the procurement officer should review:  

• The procurement history of the supplies and services; and  
• A description of the supplies, including, when necessary for adequate description, a 

picture, drawing, diagram, or other graphic representation.  
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One of the reasons for this requirement is to ensure that prior prices are considered in estimating 
the proper price of the current procurement. However, you must also remember that information 
from Government historical price data bases provides a picture of what happened in the past. 
You must integrate this information with information from other market research to enhance the 
accuracy of your price estimate.  

Sources of Procurement Histories.  

Contract Files. Usually, the best source of information on past pricing decisions is the original 
file of the contract action. Detailed information, and the rationale used to determine price 
reasonableness should be available in the file.  

Researching Historical Procurement Pricing Information. Historical prices are an excellent 
source of market information. Research of historical market information can tell you a lot about 
the procurement situation for the product at some point or points in the past. For that information 
to be useful, you must be able to determine what the market situation was in the past and how it 
has changed since then. The following table presents research elements that you should consider 
in your examination of historical procurement information and questions that you should 
consider in your research.  

Historical Procurement Data for Pricing  

Research Element  You Should Be Able to Answer Questions Such As...  

Trends in Supply and 
Demand  

• When did past procurements take place?  
• Is there any indication of prevailing market conditions at that time?  

Pattern of Demand  • What quantities were solicited for each procurement?  
• What quantities were acquired?  

Trends in Prices  • What was the contract price?  
• How did the unsuccessful offers compare with the successful offer?  

Start-up Costs and 
Pricing Strategy  

• Did the contract price include one-time engineering, tooling, or other 
start-up costs?  

• Should future contracts include similar or related costs?  
• Were necessary start-up costs paid for in a manner separate from the price 

for the item or service?  
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Sources of Supplies 
or Services  

• How many sources were solicited for the prior procurement?  
• What specific sources were solicited?  
• How many sources offered bids or proposals?  
• What specific sources offered bids or proposals?  

Product 
Characteristics  

• Are there any significant differences between the Government 
requirements documents for the prior contract and the current 
requirements?  

Delivery/ 
Performance Terms  

• What was the delivery or performance period in days, weeks, months, or 
years?  

• In what month(s) were the supplies to be delivered or the service to be 
performed?  

• Did the vendor meet the delivery targets?  
• What was the FOB point?  
• Was premium transportation required for timely delivery?  

Ownership Costs  • What costs of ownership were associated with the procurement?  

Procurement Method  • What procurement method was employed for past procurements?  

Contract Terms and 
Conditions  

• What were the general terms of past contracts?  
• Are there any significant differences between terms of the last contract 

(e.g., packing requirements, type of contract, and the like) and those 
recommended for this procurement?  

Problems  • What problems (if any) were encountered during contract performance?  

 

2.2.2   Published Data for Market Research  

This subsection presents examples of several types of published information that you can use in 
developing your preliminary estimates of contract price.  

• 2.2.2.1 - Manufacturer and Dealer Catalogs  
• 2.2.2.2 - Product Brochures and Promotional Material  
• 2.2.2.3 - Trade Journals  

https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.1
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.2
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.3
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• 2.2.2.4 - Source Identification Publications  
• 2.2.2.5 - Government Procurement Data Sites  
• 2.2.2.6 - Government Economic Data  
• 2.2.2.7 - Non-Government Economic Data  

Typical Data Available by Source. The table below summarizes the sources of pricing related 
data and typical data available for each source. 

 

2.2.2.1  Manufacturer and Dealer Catalogs  

Catalogs are familiar sources of data that can be found in both department stores and mail order 
houses. The manufacturer and dealer catalogs used in Government purchasing resemble these 
catalogs in the type of information they provide. [ These catalogs can often be found on the 
company's website. ] Typical data you can find in manufacturer and dealer catalogs include:  

• Product descriptions  
• Pictures  
• Prices and quantity discounts  
• Minimum order requirements  
• Delivery data  
• Points of contact for quotes and orders  

 

2.2.2.2  Product Brochures and Promotional Material  

Brochures and promotional material provide much greater detail about specific products than 
would normally be included in a catalog with several thousand other products. [This type of 
material may also be available on the company's website.] While details on pricing and 
delivery are often included, this information may be excluded in order to provide greater latitude 
in negotiating the terms of sale.  

The following are typical data you can find in product brochures and promotional material:  

• Detailed specifications  
• Pictures  
• Available service guarantees and products  
• Points of contact for quotes and orders  
• Pricing information  
• Delivery data  

 

https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.5
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.6
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.7
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.2.2.8
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2.2.2.3  Trade Journals  

Trade journals provide a variety of information from different sources, including advertisements, 
product evaluations, and independent articles.  

Trade Journal Data Sources.  

Advertisements typically consist of product descriptions, often with pictures and comparisons 
with competitor's products. Sources to consult for additional information may also be identified.  

Product evaluations provide independent information to members of the trade who may be 
considering the purchase of that product or a similar one. Evaluations usually deal with technical 
capabilities, but often include information on source locations, pricing, and warranties.  

Articles about the trade may indirectly provide an independent analysis of product capabilities. 
Successes or failures in using particular products or services serve as evaluations of their quality.  

The table below gives an overview of typical data you can find in trade Journals.  

Data Source  Typical Data  

Advertisements for 
Products Used in the 
Trade  

• General product descriptions  
• Pictures  
• Comparisons with competitive products  
• List prices  

Independent Product 
Evaluations  

• Strengths and weaknesses of products  
• Warranty or guarantee provisions  
• Comparisons with competitive products  
• Pricing information  

Articles  • Application of existing products to problem solving  
• Strengths and weaknesses of products in problem solving  
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2.2.2.4  Source Identification Publications  

There are thousands of publications designed to assist you in locating possible sources of product 
information. The most widely accepted of these are the Yellow Pages and the Thomas Register 
of American Manufacturers.  

Yellow Pages. Every city, large or small, has a telephone book with an associated Yellow Pages. 
Larger cities and metropolitan areas typically have one or more Commercial Yellow Pages and 
Business Yellow Pages. Many firms advertise in both types, but the business Yellow Pages 
specialize in the business and industrial products that are more relevant to Government 
procurement. Both Commercial and Business Yellow Pages identify firms by the products or 
services that they provide. Listings may even include pictures of major products.  

The Thomas Register of American Manufacturers. The Thomas Register of American 
Manufacturers, commonly referred to as the Thomas Register, devotes 23 volumes to assisting 
commercial buyers identify potential product sources. The volumes are divided into four 
sections:  

• Products and Services -- companies listed by product or service.  
• Company Profiles -- capabilities and contact information are presented for listed firms.  
• Catalog Files -- detailed product information, specifications, drawings, photos, 

availability, and performance data.  
• Inbound Traffic Guide -- intermodal guide to transportation sources.  

The table below gives an overview of typical data you can find in the Yellow Pages and the 
Thomas Register.  

Data Source  Typical Data  

Yellow Pages  • Sources of identified products and services by geographic location  
• Specific products within a product service category  

Thomas Register  • Sources of identified products and services  
• Source capabilities and contact information  
• Product specifications  
• Selected product pictures  
• Product availability  
• Product performance  
• Transportation sources  

 

http://www.yellowpages.com/
http://www.thomasregister.com/
http://www.thomasregister.com/
http://www.yellowpages.com/
http://www.thomasregister.com/
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2.2.2.5  Government Procurement Data Sites 

The State and Federal Government maintains a variety of procurement databases, many of which 
can assist you in your market research. The following lists websites that you will find helpful in 
your research: 

 Title Website 
1.  HI State Websites HI-SPO Website - www.spo.hawaii.gov  

www.dbedt.hawaii.gov 
2.  GSA Supply Schedules 

& GSA Advantage 
www.gsaelibrary.gsa.gov/ElibMain/home.do 
www.gsaadvantage.gov/advantage/main/elib.do?pg=home&src=elib  

3.  USAspending.gov www.usaspending.gov 

4.  Dynamic Small 
Business Search 

http://dsbs.sba.gov 

5.  Federal Business 
Opportunities 

www.fbo.gov 

 

2.2.2.5.1 State Websites  

The State Procurement Office website gives Procurement Officers access to all solicitations and 
award notices for the Executive Branch (not including DOE). 

 

 

 

http://www.spo.hawaii.gov/
http://www.gsaelibrary.gsa.gov/ElibMain/home.do
https://www.gsaadvantage.gov/advantage/main/elib.do?pg=home&src=elib
https://www.usaspending.gov/Pages/Default.aspx
http://dsbs.sba.gov/
http://www.fbo.gov/
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The Hawaii Government website includes links to the Department of Business, Economic 
Development and Tourism, which has metrics on current economic conditions. 

 

 

2.2.2.5.2 GSA Supply Schedules  

The General Services Administration (GSA) directs and manages the Federal Supply Schedule 
program that provides Federal agencies with a simplified process for obtaining commonly used 
supplies and services at prices associated with volume buying.  

NOTE: GSA Schedules are currently not available to Hawaii State to procure, however, 
you can still use GSA for pricing data! 

GSA establishes indefinite delivery contracts with commercial firms to provide supplies and 
services at stated prices for given periods of time. The Federal Supply Schedule (FSS) program 
then issues Federal Supply Schedules (FSSs) that contain the information for placing delivery 
orders with contractors. Contracting offices can then issue delivery orders directly to the FSS 
contractors for the required supply or service.  

http://www.gsa.gov/
http://pub.fss.gsa.gov/
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The FSS provides you with sources for a wide variety of supplies and services. It is important to 
understand the basics for using the FSSs. Oversight organizations have found in the past that 
contracting officers sometimes simply compare a proposed price for a sole source item to prices 
posted on the FSS for similar items to determine price reasonableness. This is not sufficient, 
especially for larger purchases, nor does it meet the requirements for obtaining competition.  

Use of the FSSs is considered a "competitive procedure" when the procedures established by the 
GSA Administrator are followed.  

Supplies offered on the schedule are listed at fixed prices. Services offered on the 
schedule are priced either at hourly rates, or at a fixed price for performance of a specific 
task (e.g., installation, maintenance, and repair). GSA has determined the prices of 
supplies and fixed-price services, and rates for services offered at hourly rates, to be 
fair and reasonable for the purpose of establishing the schedule contract. GSA's 
determination does not relieve the ordering activity contracting officer from the 
responsibility of making a determination of fair and reasonable pricing. The 
complexity and circumstances of each procurement should determine the level of 
detail of the analysis required.  

GSA Schedules: http://www.gsaelibrary.gsa.gov/ElibMain/home.do 

 

The above is the main page for the GSA eLibrary. These categories will show the contractors’ 
GSA contract along with price information. 

Example 1 – Let’s look up prices on a good. Click on Laboratory, Scientific and Medical: 

 

 

http://www.gsaelibrary.gsa.gov/ElibMain/home.do
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Below, you will see all the main categories that fall under laboratory, Scientific, & Medical. 
Let’s pick Medical Equipment and Supplies: 

Okay, now here is a category list of all the medical equipment and supplies. Let’s pick Adhesive 
Tapes and Adhesive bandages: 
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Okay, now here is a list of all the vendors that have a contract on GSA. For goods information, 
you can either click on their contract or directly to GSA Advantage. 

 

We clicked on a contract. Here’s a look at some prices: 
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Example 2 – Let’s look up prices on a service. Click on Scientific Equipment and Services: 

 

Okay, now here is a category list of all the services. Let’s pick Electric Testing and Analysis 
Services: 
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Okay, now here is a list of all the vendors that have a contract on GSA. For services information, 
you can either click on their contract or directly to GSA Advantage. 

 

We clicked on a contract. Here’s a look at some labor rates (full burdened to include fringe 
benefits, overhead and profit): 
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GSA Advantage. GSA Advantage is an electronic on-line shopping mall maintained by the 
General Services Administration to support Government operations. With GSA Advantage, you 
can instantly obtain a wide variety of product information that you can use in pricing the same or 
similar products.  

https://www.gsaadvantage.gov/advantage/main/elib.do?pg=home&src=elib  

Research capabilities include:  

• Browsing or searching for items using key words, part numbers, National Stock 
Numbers, or vendor names;  

• Comparing features, prices, and delivery options; and  
• Configuring products and adding accessories.  
• The following gives an overview of typical data available in FSS including FSS available 

published from GSA Advantage:  
• Product descriptions  
• Pictures  
• Pricing and discount information  
• Delivery/performance terms  

2.2.2.5.3  USAspending.gov

 

https://www.gsaadvantage.gov/advgsa/advantage/main/start_page.do
https://www.gsaadvantage.gov/advantage/main/elib.do?pg=home&src=elib
https://www.gsaadvantage.gov/advantage/main/elib.do?pg=home&src=elib
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Remember: The statistics below are Federal funds only! 
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2.2.2.5.4 Dynamic Small Business Search 
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2.2.2.2.5 Federal Business Opportunities 

 

This site won’t necessarily give you information on cost & pricing data, but it will show you 
solicitations on how other Federal Agencies ask for cost information. 
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2.2.2.6  Government Economic Data  

The Federal Government develops and publishes large amounts of economic data. Much of this 
information is used to make national economic decisions. It is valuable to buyers attempting to 
develop preliminary price estimates, because knowledge of the economy and market forces is 
vital.  

Data are published by several Government departments and bureaus. The best known sources 
include:  

• Department of Agriculture  
• Department of Commerce  
• Bureau of Labor Statistics (BLS)  
• Federal Reserve System  
• Congress  

Index Numbers. Specific price comparisons, known as price index numbers, are particularly 
useful in making price comparisons over time. You can use price index numbers to adjust the 
price for any purchase or sale of a particular product at any time, to estimate the contract price 
for your current requirement. You can even make comparisons using information from several 
procurements involving several different vendors.  

You can use indexes routinely published by the Government or you can tailor indexes to fit your 
particular needs. The organizations that prepare Government indexes may even be willing to 
construct a special price index to meet your estimating needs, if the need for the index justifies 
their cost of developing it.  

Probably the best known Government index is the Consumer Price Index (CPI), an index 
published by the Bureau of Labor Statistics. You may be able to use the CPI to evaluate price 
changes related to labor and labor intensive products. However, the index most commonly used 
by Government buyers is the Producer Price Indexes (PPI), another index published monthly 
by the Bureau of Labor Statistics. You can use the PPI to monitor and estimate price changes for 
products traded at the wholesale level.  

  

http://www.usda.gov/
http://www.doc.gov/
http://www.bls.gov/
http://www.federalreserve.gov/
http://www.cbo.gov/


 56 

 

Example 1: Bonnie Kahakui – Car Rental Contract 

In a recent analysis to determine whether or not to allow a price increase on the car rental 
contract, several factors were taken into consideration; 1) Inflation rate, 2) Industry rates, 3) 
Gasoline prices and 4) New vehicle costs. All information gathered from the United States 
Department of Labor, Bureau of Labor Statistics (not adjusted for Hawaii specifically). 

1. Inflation rate 2016 – approximately 1.5 % 

 

2. Passenger Car Rental Rates (May 2016) 2% increase in prices (preliminary calculations) 
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3. Gasoline prices declined January to April, with increases beginning in May 2016 

 

4. New vehicle cost shows very minor deviations since the beginning of CY 2016. 
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I also did a current price comparison (for Hawaii only) for April through December 2016 on 
Excel. Here is a sample: (Rates do not include gasoline.) 

 

 

 

We ultimately negotiated with the vendor a 1-2% (depending on car size) increase 
for the 2016-2017 contract period. 

  

May 1, 2016
HONOLULU Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $50 $56.00 $75 $50 $48 $55 $82 $81 $49 $60.67
Minivan $80 $88.00 $138 $83 $81 $89 $140 $139 $84 $102.44
Standard SUV $64 $70.00 $108 $67 $65 $71 $110 $109 $73 $81.89

KONA Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $58 $58.00 $61 $55 $53 $58 $61 $61 NA $66.43
Minivan $75 $75.00 $111 $97 $90 $75 $111 $111 NA $106.43
Standard SUV $73 $73.00 $92 $92 $90 $73 $105 $92 NA $98.57

LIHUE Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $56 $62.00 $63 $57 $54 $57 $63 $64 $53 $75.57
Minivan $83 $86.00 $112 $87 $84 $87 $114 $115 $84 $121.71
Standard SUV $72 $75.00 $86 $75 $73 $75 $87 $88 NA $90.14

KAHULUI Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $56 $61.00 $61 $56 $55 $56 $61 $67 $48 $57.89
Minivan $85 $85.00 $111 $85 $91 $85 $112 $111 $84 $94.33
Standard SUV $96 $101.00 $97 $104 $103 $101 $108 $105 $84 $99.89

HILO Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $57 $60.00 $61 $55 $55 $57 $62 $67 NA $59.25
Minivan $66 $68.00 $111 $67 $67 $68 $112 $111 NA $83.75
Standard SUV $69 $71.00 $93 $69 $69 $71 $93 NA NA $66.88

December 7 2016
HONOLULU Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $49 $52.00 $92 $51 $49 $52 $101 $100 $102 $72.00
Minivan $82 $91.00 $144 $83 $81 $92 $147 $146 $183 $116.56
Standard SUV $83 $93.00 $117 $83 $79 $93 $137 $119 $195 $111.00

KONA Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $51 $51.00 $51 $54 $52 $51 $66 $60 NA $62.29
Minivan $91 $91.00 $91 $99 $92 $97 $125 $99 NA $112.14
Standard SUV $91 $91.00 $91 $91 $89 $94 $125 $95 NA $109.57

LIHUE Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $51 $51.00 $51 $54 $52 $53 $63 $68 $101 $77.71
Minivan $91 $91.00 $91 $90 $87 $99 $106 $124 $182 $137.29
Standard SUV $91 $91.00 $91 $91 $87 $94 $103 $108 $194 $135.71

KAHULUI Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $52 $52.00 $62 $54 $53 $51 $63 $68 $92 $60.78
Minivan $90 $99.00 $99 $82 $89 $99 $106 $113 $165 $104.67
Standard SUV $91 $95.00 $102 $102 $101 $102 $104 $108 $175 $108.89

HILO Alamo Enterprise National Dollar Thrifty Budget Hertz Avis Advantage ADR
Compact $52 $52.00 $54 $56 $56 $52 $65 $60 NA $55.88
Minivan $92 $93.00 $93 $92 $92 $93 $114 $111 NA $97.50
Standard SUV $91 $92.00 $93 $89 $89 $92 $106 $93 NA $93.13
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The table below gives an overview of indexes and other data available from various Government 
departments and bureaus.  

Data Source  Typical Data  

Department 
of 

Agriculture  

Agricultural Price Monthly --Monthly agricultural price information by 
commodity  

Agricultural Statistics -- Annual agricultural commodity information including 
price data  

Department 
of Commerce  

Monthly Wholesale Trade: Sales and Inventories -- Monthly data on wholesale 
trade and inventories  

Current Industrial Reports -- A series of periodic reports on production and 
consumption in identified industries  

Bureau of 
Labor 

Statistics  

Consumer Price Index -- Monthly report on changes in the prices paid by urban 
consumers for a fixed market basket of consumer goods and services  

Producer Price Index -- Monthly report on the selling prices received by domestic 
producers of goods and services  

Employment Cost Index -- Monthly report on the change in the cost of labor, free 
from the influence of employment shifts among occupations and industries  

Federal 
Reserve 
System  

Federal Reserve Bulletin -- Monthly economic indexes and business data  

The Beige Book -- Summary of comments on current economic conditions received 
from business and other contacts outside the Federal Reserve  

 

2.2.2.7  Non-Government Economic Data  

There are a number of non-Government sources of economic and market data, including:  

• Purchasing organizations;  
• Commodity or industry publications; and  
• Economic analysis services.  

Purchasing Organizations. The State has partnered with Alaska to form a joint The most noted 
purchasing organization that publishes market data is the Institute for Supply Management (ISM 
). The ISM provides members with monthly information on market price trends and product 

http://www.usda.gov/
http://www.usda.gov/
http://www.usda.gov/
http://www.doc.gov/
http://www.doc.gov/
http://www.bls.gov/
http://www.bls.gov/
http://www.bls.gov/
http://www.federalreserve.gov/
http://www.federalreserve.gov/
http://www.federalreserve.gov/
http://www.ism.ws/
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availability. Data are based on the actual experience and projections of purchasing managers 
throughout the country.  

Commodity or Industry Publications. Numerous commodity and industry publications provide 
specific market data. Periods of publication and the information presented vary.  

Economic Analysis Services. Commercial economic analysis services have also been established 
to provide estimators with current analyses of general market conditions and price trends. 
Currently, the economic analysis service most widely accepted by Government purchasing 
organizations is Global Insights, Inc. A number of Government agencies contract with Global 
Insight which gives them access to Global Insight's economic analysis and forecasts. Global 
Insight, and similar companies provide a variety of services. As the timeliness and amount of 
information increases, the price also increases.  

Data from Non-Government Economic Sources. The table below gives an overview of typical 
economic and market data that you can obtain from various non-Government sources.  

Data Source  Typical Data  

Purchasing 
Organizations  

Manufacturing NAPM Report on Business -- Monthly information on business 
activity, new orders, backlog of orders, supplier deliveries, and prices  

Commodity or 
Industry 

Publications  

American Metal Market -- Daily information on the metals industry from scrap 
to precious metals including prices 
Black's Guide -- Periodic information on commercial and industrial real estate 
leasing in key U.S. metropolitan areas 
Chemical Marketing Reporter -- Weekly information on market indexes, 
current prices, and price changes 
Platt's Oilgram Price Report -- Daily information on current oil prices 
Pulp and Paper Week -- Weekly information on paper industry prices, 
economics, and technology 
Random Lengths -- Weekly information on prices of wood products  

Economic 
Forecasting Services  

Standard & Poor's DRI Cost Information Service -- Information and forecasts 
for more than 650 prices and wages in North America, Europe, and the Pacific 
Rim  

Buyers and other experts are important sources of market information. This is especially true 
when they have been involved in the procurement of the same or similar items. They can refer 
you to official contract files that you may not otherwise find and they can provide tips and 
insights that may not appear in official files.  

http://www.napm.org/
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Data from Government Personnel Examples of Government personnel who can provide 
information useful in pricing include:  

• Buyers;  
• Contract administrators;  
• Technical experts, and  
• Auditors  

The table below gives an overview of typical data you can obtain from Government buyers and 
analysts.  

Data Source  Typical Data  

Buyers  • Information on purchases of the same or similar products  
• Identification of potential sources  
• Information on the capabilities of sources already identified  

Contract 
Administrators  

• Information on purchases of the same or similar products  
• Information on the capabilities of sources already identified  
• Contractor performance assessment review data  

Technical Experts  • Identification of potential sources  
• Information on the capabilities and efficiency of sources already identified  
• Identification of price drivers in the Government requirements  

Auditors  • Information from prior audits, including rate and other cost trends  
• Information from contractor compensation reviews  

Data from Personnel Outside the Government. Buyers and other experts from industry, state and 
local governments can also provide useful information, particularly for common supplies and 
services. The information that you can gather will depend on the personnel involved. For 
example, a buyer from outside the Government can provide the same type of information that 
you would expect to receive from a Government buyer. However, the amount and types of data 
that you can gather depends largely on the willingness of the source to release what is often 
considered proprietary data.  

Collecting Information. Information can be gathered in several ways. The two most common 
methods are interaction at professional meetings and specific questions or surveys.  
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• Professional Meetings and Presentations. Discussions at professional meetings and 
presentations are a good way to gather general information on purchasing particular 
categories of supplies and services. Professional organizations such as the National 
Association of State Procurement Officers (NASPO) and the Institute for Public 
Procurement (NIGP) actively encourage such professional development.  

• Surveys. Telephone or email surveys can also provide useful information on potential 
sources in the area. Both government and non-government experts are usually anxious to 
respond to questions from fellow professionals. However, be aware that proprietary data 
restrictions may prevent many responses.  

 

2.2.3   Market Research Data from Prospective Offerors  

Encourage Early Exchanges.  Potential offerors are a good source of information of market 
information for planning purposes. Early exchanges of information between potential offerors 
and members of the Government Procurement Team can identify and resolve concerns regarding 
the procurement strategy, the Government requirement, proposal instructions, offer evaluation 
criteria, reference documents, and other industry concerns.  

Techniques to Promote Early Exchanges When draft Request for Proposals are released, they 
should be complete as possible, including factors for evaluation and price. Without this level of 
detail, offerors do not have sufficient insight into the Government's plans for the solicitation to 
be able to provide meaningful feedback. Techniques to promote early exchanges of information 
include:  

• Industry or Small Business Conferences. Many industries sponsor periodic conferences 
to share information on technical achievements and business practices.  

• Public Hearings. Government personnel can use public hearings to disseminate 
information about projected Government requirements. Prospective offerors and other 
interested parties can ask questions and provide input to the procurement decision 
makers.  

• One-On-One Meetings. Any meetings with prospective offerors that are substantially 
involved with potential contract terms and conditions should include the contracting 
officer.   

• Requests for Information. A request for information (RFI) may be used when the 
Government does not presently intend to award a contract, but wants to obtain price, 
delivery, or other information for planning purposes. Responses to an RFI are not offers 
and cannot be accepted by the Government to form a binding contract. Agency approval 
may be required before issuing an RFI.  

• Presolicitation or Preproposal Conferences. When you use a preproposal or 
presolicitation conference, materials distributed at the conference should be made 
available to all potential offerors, upon request.  
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• Site Visits. Visits to contractor plants or proposed sites of Government contract 
performance can facilitate information exchange.  

Public Disclosure of Information. When specific information about a proposed procurement that 
would be necessary for proposal preparation is disclosed to one or more potential offerors, that 
information must be made available to the public as soon as practicable, but no later than the 
next general release of information, in order to avoid creating an unfair competitive advantage. 
Information provided to a potential offeror in response to that offeror's request must not be 
disclosed if doing so would reveal the potential offeror's confidential business strategy.  

The table below gives an overview of typical data available from these various mechanisms for 
exchanging information with prospective offerors.  

Data Source  Typical Data  

Industry or Small 
Business Conferences  

• General information about industry capabilities and business practices  

Public Hearings  • Industry feedback on projected Government requirements  

One-On-One 
Meetings  

• Individual company feedback on ways and means to meet Government 
requirements  

Draft Request for 
Proposal  

• Comments on requirements that will unreasonably restrict competition 
and increase price  

• Comments on unreasonably complex or potentially biased evaluation 
criteria  

Request For 
Information  

• Comments on quantity breaks for discounts  
• Comments on delivery terms  
• Information on market conditions affecting the proposed solicitation  
• Comments on the proposed requirement  

Presolicitation 
Conferences  

• Information on uncertainties that may drive up prices  
• Information on noncommercial requirements that may drive up prices  
• Information on other aspects of the requirement that may limit 

competition or affect pricing  
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Site Visits  • Plant site visits may provide information on industry methods and 
capabilities  

• Prospective offeror visits to Government contract performance sites may 
provide unique insights into factors that will affect contract price and 
performance  

 

2.2.4   Market Research Data from Other Sources  

Other important sources of market data include trade and professional associations, state and 
local watchdog agencies, and interactive on-line communication groups.  

Trade and Professional Associations. Trade and professional associations can provide 
information about sources, source responsibility, commercial standards, and cost drivers.  

Chamber of Commerce and Better Business Bureau. Professional organizations devoted to 
business development and the maintenance of responsible business practices, such as the 
Chamber of Commerce and Better Business Bureau, can provide substantial information on 
pricing, available competition, and the responsibility of identified sources.  

State and Local Watchdog Agencies. State and local watchdog agencies can provide information 
on the capabilities and pricing of sources, particularly sources accused of price gouging or poor 
performance. 

 

2.3   Using Market Research to Estimate Probable Price  

This section covers the following topics:  

• 2.3.1 - Evaluating Your Market Research  
• 2.3.2 - Developing Your Price Estimate  

Use Market Research to Estimate Probable Price. As you perform your market research, 
document the sources of information that you considered and what you found. Consider how you 
can increase competition that includes firms that commonly sell the same or similar items in the 
commercial market. At the same time, consider how current requirements, particularly 
Government-unique requirements will affect competition and contract price. Generally, both 
tasks will focus on the same requirements, because requirements that unnecessarily limit 
competition will also unnecessarily increase contract price. 

 

https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.3.1
https://acc.dau.mil/CommunityBrowser.aspx?id=379438#1.3.2
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2.3.1  Evaluating Your Market Research  

Questions to Consider in Evaluating Your Research. The better your research, the more reliance 
you should be able to place on the price estimate that you develop from that research. The list 
below contains questions that you can use to evaluate the quality of your market research. Note 
that there may be some procurements where a particular question does not apply. For example, 
the first question deals with the use of historical price. If the Government has never acquired the 
product or a similar product, this question would not apply in your evaluation of estimate quality.  

Factors to Consider in Developing an Estimated Price  

In preparing your price estimate, have you considered:  

• Historical prices paid for the product and changes in the product or market since then?  
• The current level of competition between prospective offerors and how it will affect 

contract price?  
• How increasing or decreasing the quantity being acquired would likely affect contract 

price?  
• How changing the timing of the procurement would likely affect contract price because 

of projected trends in supply or demand?  
• How changing the timing of the procurement would likely affect contract price because 

of projected cyclical changes in supply or demand?  
• How other forces are expected to affect prices in the near future?  
• How the pricing strategies of prospective offerors will affect contract price?  
• Which firms in the market are expected to respond to the solicitation and how their prices 

compare with the firms that are not expected to respond?  
• Whether the requirements document will unnecessarily increase prices proposed by 

offerors?  
• Whether delivery/performance requirements will unnecessarily increase prices proposed 

by offerors?  
• Whether different products from different vendors will have different costs of ownership?  
• Whether contract terms and conditions will unnecessarily increase prices proposed by 

offerors?  
• Ways to improve the risk related to problems associated with performance of similar 

contracts?  

Evaluating Your Research. If you can answer "Yes" to all the questions in the list above, you 
have done an excellent job of market research for estimate development. When you must answer 
"No," your research is incomplete. For smaller dollar procurements, an incomplete evaluation 
may be acceptable as long at the evaluation covers the factors that you feel are most likely to 
affect contract price. However, as the estimated price increases, the need for in-depth research 
also increases.  
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2.3.2  Developing Your Price Estimate  

Different Data, Different Estimates. As you perform your market research, you will likely find 
different data that could lead you to different preliminary estimates of contract price. Using the 
price that you paid for the item 11 months ago, your estimate might be $19,700. If you use the 
last price paid for the item plus 4 percent inflation your estimate might be $20,488. The catalog 
price for a similar item from a commercial vendor might be $19,750. The catalog price for a 
comparable item from a second vendor might be $19,900.  

Consider Various Estimates. Which estimate is correct? There is no one answer. They all appear 
to be valid estimates based on the information used to develop them. This demonstrates a 
common situation -- there is no single estimate that you can say is right to the exclusion of all 
other estimates. In fact, they define a range of reasonable prices from $19,700 to $20,488.  

You could document the various estimates in a paragraph or in a table similar to the following:  

Preliminary Estimate of Contract Price  

Price Estimate  Estimating Rationale  

$19,700  Estimate based on the price determined fair and reasonable 11 months ago 
under contract XX-9X-XXXX.  

$20,488  Estimate based on the price determined fair and reasonable 11 months ago 
under contract XX-9X-XXXX plus 4 percent inflation estimated using the 
Producers Price Index for similar items.  

$19,750  Estimate based on current FloMo Systems catalog price for the quantity 
required.  

$19,900  Estimate based on current Acme Products catalog price for the quantity 
required.  

Point Estimate. Given this same information, different estimators could have different opinions 
as to which of these estimates you should use as your preliminary price estimate. That is one 
reason why it is so important to present the range of possible estimates and the rationale for each. 
However, in this case an estimate of $19,750 appears most reasonable because it is based on a 
current catalog price. Remember, the lower $19,700 estimate is 11 months old.  



 67 

 

2.4  Developing Your Procurement Strategy  
 

 

 

 

  

https://www.acquisition.gov/far/current/html/Subpart%2017_1.html#wp1082923
https://www.acquisition.gov/far/current/html/Subpart%2017_1.html#wp1082923
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2.4.1  Identifying Potential Procurement Team Members  

The Procurement Team includes everyone involved in the procurement -- beginning with the 
customer and ending with the contractor providing the product or service. This text refers to 
Government participants in the procurement process as the Government Procurement Team. 

The Government is committed to providing training, professional development, and other 
resources necessary for maintaining and improving the knowledge, skills, and abilities of all 
Government Procurement Team participants. This commitment applies both to the individual's 
particular area of expertise within the Government and the individual's role as a Team member. 

Potential Team Members. For most contracts, the Government Procurement Team will be 
relatively small. The following will typically play a key role in contract pricing:  

• Procurement officer or procurement specialist; 
• Requirements manager (i.e., program or project manager); 
• End user; and 
• Commodity specialist. 

You might also obtain assistance from one or more of the following: 

• Inventory manager; 
• Auditor; 
• Technical specialist; 
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• Transportation, property, or logistics managers; 
• Legal counsel; 
• Administrative services office; or 
• Cost/price analyst. 

This table summarizes the role that potential Government Procurement Team members might 
play in making or supporting the contract pricing decision. 

Potential Members  

Typical Role in 
Contract Pricing  

 

Procurement Officer The Procurement officer is the person with authority to enter into, 
administer, and/or terminate contracts and make related determinations 
and findings. The term includes certain authorized representatives of the 
contracting officer operating within the limits of their authority as 
delegated by the Procurement officer. 

Procurement 
Specialist 

A Procurement specialist may be responsible for performing a wide 
variety of contracting activities under the authority of the Procurement 
officer assigned to the contract. In this capacity, a Procurement specialist 
will likely provide key input to the pricing decision, but the ultimate 
decision on price reasonableness rests with the Procurement officer. 

Requirements 
Manager 

Requirements managers initiate procurements by preparing purchase 
requests. Purchase requests specify the requirement and generally include 
an Independent Government Estimate. After you receive of the purchase 
request, requirements managers often can help: 

• Review alternatives for improving the solicitation, 
• Identify potential price-related factors for award, 
• Account for significant discrepancies between different 

comparison bases used in price analysis, and 
• Provide advice and information for price-related decisions. 

End User The end user may or may not be the requirements manager. If the 
requirements manager is not the end user, you may find it useful to 
consult the end user when building the solicitation and making price-
related decisions. In addition, the end user may be more knowledgeable 
about the product and a better source for an Independent Government 
Estimate than the requirements manager. 

Inventory Manager Inventory managers keep track of large stocks of products in Government 
warehouses and other such facilities. Among other things, inventory 
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managers generate purchase requests for replacement supplies as users 
draw on the Government stocks. They tend to be especially concerned 
about the solicitation/contract, in terms of its potential impact on 
delivery, inventory levels, and inventory costs. 

Auditor Auditors are accountants with specialized training and experience in 
examining and analyzing cost or pricing data provided by offerors and 
contractor records (particularly accounting records). Their support can be 
invaluable in cost proposal analysis.  

Technical Specialist These specialists generally write specifications or statements of work and 
technical evaluation factors and evaluate technical proposals. In many 
procurements, the requirements manager acts as the technical specialist. 
Larger procurements, however, may involve teams or panels of technical 
experts (who, depending on the specific deliverable, may be engineers, 
scientists, or other similar professionals). 

From a pricing standpoint, technical specialists may have a good 
understanding of the costs necessary to build a deliverable and also of the 
types and sources of commercial products that may be available to satisfy 
a requirement. 

Transportation, 
Property, or 
Logistics Managers 

These specialists can help you select and apply price-related factors that 
involve transportation costs, Government-furnished property, and 
ownership costs. All may be involved if you plan to solicit based on a full 
life-cycle cost model. 

Legal Counsel Lawyers may play a role in clearing contracts and reviewing justifications 
for such price-related decisions as cancellation of an IFB after opening. 
Look to them for advice on the solicitation and on making the price-
related decisions. 

Agency ASOs Some Departments have dedicated administration offices. These offices 
are often involved in pre-award reviews of contract pricing proposals 
because contract administrators have more complete information on the 
production and pricing practices of specific offerors. Administrative 
officers may also be responsible for pricing certain kinds of contract 
modifications. 

Cost/Price Analyst Some contracting activities have dedicated cost/price analysts who can 
assist in performing the tasks described in this book. However, such 
analysts are typically only available for higher dollar, more complex 
procurements. 
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2.4.2  Life Cycle Costs  

Life Cycle Cost. Life Cycle cost is the total cost to the Government of acquiring, operating, 
supporting, and (if applicable) disposing of the items being acquired. 

• Procurement costs are all costs, including contract costs, associated with acquiring an 
item for Government use. For complex items, several contracts may be required and costs 
may involve research and development as well as production, delivery, and installation of 
the item.  

• Operating and support costs are all costs, including contract costs, associated with 
equipment, supplies, and services needed to operate and maintain an operational system.  

• Disposal costs are all costs, including contract costs, associated with removing equipment 
from service and disposing of it. Evaluations that consider life-cycle cost should also 
consider any significant salvage or resale value at the time of disposal.  

When to Consider as a Price-Related Factor. Consider life-cycle cost in procurement planning 
whenever the costs of item of system operation, support, and disposal are significant in 
comparison with the cost of procurement. Consideration is particularly important when you 
expect that offers will include items that have substantially different operation, support, and 
disposal costs. 
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Source selection consideration can be appropriate for an item as simple as an automobile tire or 
as complex as a major weapon system. For more complex systems, planning should also address: 

• Factors with a significant effect on life-cycle cost results, and implement tradeoff studies 
to evaluate alternative actions which could reduce costs related to those factors.  

• Life-cycle costs in product design.  
• Contract commitments (when appropriate) that will affect control of life-cycle cost 

results.  

Follow-on efforts subsequent to purchase to further reduce life cycle cost. 

Solicitation Requirements. If you intend to consider life cycle costs in offer evaluation, the 
solicitation must: 

• Advise prospective offerors how life cycle costs will be considered in making the 
contract award decision.  

o Award may be made based on lowest evaluated cost, including life-cycle costs, or 
life-cycle costs may be considered as a factor in an award decision that also 
considers other characteristics of the item or system.  

o When life-cycle costs continue over a period of years, solicitations will often 
provide for adjustments to consider one or more of the following:  

o Time value of money.  
o Cost uncertainty.  
o Inflation.  

• Require offerors to estimate key elements of life cycle cost. To estimate preparation, the 
solicitation must provide relevant information (e.g., projected item usage, operating 
environment, and the operating period that will considered in offer evaluation).  

• Require offerors to provide relevant cost estimates along with appropriate information to 
support life-cycle cost estimates.  

o Estimate requirements typically include elements such as:  
o Average unit price, including (when appropriate) recurring and nonrecurring 

production costs;  
o Unit operating and support costs (e.g., manpower, energy, and parts 

requirements);  
o Unit disposal costs (e.g., the cost of removing equipment from the Government 

facility);  
o Unit salvage or residual value.  
o Related information should provide estimate support (e.g., test or operational 

data).  

 

 

https://www.acquisition.gov/far/current/html/Subpart%207_1.html#wp1098043
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General Evaluation Requirements.  

Step 1. Determine Solicitation Provisions.  

When life-cycle costs will be considered as a price-related factor in offer evaluation, the 
solicitation must identify life-cycle cost estimate requirements, the information needed to support 
those estimates, and how those estimates will be considered in making the contract award 
decision. 

Step 2: Determine Offered Price(s).  

Determine the price(s) for each offer. Also identify and evaluate life-cycle cost estimates 
required for offer analysis. Ask questions such as the following: 

• Is the estimating methodology reasonable and supported by the information 
provided?  

• Are the costs realistic when compared with other known information, including past 
cost performance?  

• Is the estimate complete in its consideration of all identified cost elements?  

Step 3. Evaluate Possible Award Combinations.  

Evaluate offers using the specific criteria set forth in the solicitation, including any adjustments 
for: 

• Time value of money;  
• Cost uncertainty; or  
• Inflation.  

Step 4. Make Award Decision.  

Award to the firm whose offer provides the best value to the Government under the terms of the 
solicitation. 
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2.4.2.1  Lease Vs. Purchase Factors  

Lease vs. Purchase Decision. Agencies should consider whether to lease or purchase equipment 
based on a case-by-case evaluation of comparative costs and other factors. 

• As a minimum, the procurement team should consider the following factors:  
o Estimated length of time that the equipment will be used and the extent of use 

during that period;  
o Financial and operating advantages of alternative types of equipment;  
o Cumulative rental payments for the estimated period of use;  
o Net purchase price;  
o Transportation and installation costs;  
o Maintenance and other service costs; and  
o Potential obsolescence of the equipment because of imminent technological 

improvements.  
• In addition, the procurement team should consider the following factors (as appropriate) 

depending on the type, cost, complexity, and estimated period of equipment use:  
o Availability of purchase options;  
o Potential for use of the equipment by other agencies after its use by the acquiring 

agency;  
o Trade-in or salvage value;  
o Imputed interest; and  
o Availability of a servicing capability, especially for highly complex equipment.  

When to Purchase. Generally, the purchase method is appropriate if the equipment will be used 
beyond the point at which cumulative leasing costs exceed purchase costs. The procurement 
team should not rule out equipment purchase, in favor of leasing, merely because future 
technological advances might make the selected equipment less desirable. 

When to Lease. The lease method is appropriate when it is advantageous to the Government. The 
lease method may also serve as an interim measure when the circumstances: 

• Require immediate equipment use to meet program or system goals; but  
• Do not currently support procurement by purchase.  

When to Consider as a Price-Related Factor. Generally the lease vs. purchase decision is not 
made as part of an evaluation of competitive offers. Rather, it is made based on data collected 
especially for that purpose. 

However, there are situations in which it may make sense to solicit such competition. For 
example, if equipment requires a unique maintenance capability, you might solicit competition to 
determine which alternative offers the best value, lease including maintenance or purchase with 
contract or in-house maintenance.  
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Evaluation Example.  

Step 1. Determine Solicitation Provisions.  

Assume that you have a requirement for material handling equipment to replace existing 
equipment that is beyond repair. Even with the new equipment, the present operating facility will 
close in 24 months. At that time, purchased equipment will be sold at auction. Rental equipment 
will be returned to the vendor. Because of the limited period of use, you are soliciting offers for 
lease as well as for purchase. You expect the operation and maintenance cost to be the same with 
all items offered, as a result you will only consider the costs related to procurement and disposal. 

The solicitation states that award will be made to the responsible offeror with a technically 
acceptable offer and the lowest discounted cost to the Government. It also includes the following 
provision: 

The Government will acquire the equipment identified in Section B by either lease or purchase. 
The method of procurement and the successful offeror will be determined based on the lowest 
discounted total cost to the Government for procurement and disposal. Operation and 
maintenance costs will not be considered in offer evaluation. 

Step 2. Determine Offered Price(s).  

Offers were received from two firms. One offer was based on Government purchase of the item, 
the other on Government lease. The proposed lease is for a two-year period. 

 
 

Offer  

Government 
Expenditure 
Beginning 
of Year 1  

Government 
Expenditure End of 

Year 1  

1 

(Purchase) 

$146,000 N/A 

2 

(Lease) 

$70,500 $70,500* 

* The lease payment is due at the beginning of each year. For analysis purposes, the beginning of 
Year 2 is the same as the end of Year 1. 
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Step 3. Evaluate Possible Award Combinations.  

To evaluate the cost to the Government, you must consider all of the relevant costs and receipts 
that would result from purchase or lease of the equipment. 

• For the purchase, there would be an expenditure of $146,000 at the beginning of Year 1 
to purchase the equipment. There would also be a receipt at the end of Year 2 when the 
equipment is sold at auction. Your best estimate of the sale value is $6,000.  

For the lease, there would be an expenditure at the beginning of Year 1 for the first 12-month 
lease cost. There would be a second expenditure at the end of Year 1 for the second 12-month 
lease cost. There would be no receipt or expense at the end of Year 2. 

 
 

Offeror  

Government 
Expenditure 
Beginning 
of Year 1  

Government 
Expenditure End of 

Year 1  

Government 
Receipt End of 

Year 2  

1 
(Purchase) 

$146,000 N/A $12,000 

2 
(Lease) 

$70,500 $70,500 N/A 

As stated in the solicitation provision, expenditures and receipts must be "discounted." In terms 
of your analysis, discounting refers to adjustment for the net present value of a dollar expenditure 
or receipt at a later time. 

• A dollar spent at the beginning of Year 1 would not be adjusted.  
• If the interest rate is 10 percent:  

o The net present value of $1.00 spent at the end of Year 1 would be $.90909 (i.e., 
$.90909 invested at 10 percent will be worth approximately $1.00 at the end of 
one year).  

The net present value of a dollar to be spent or received at the end of Year 2 is $.82645 (i.e., 
$.82645 invested at 10 percent will be worth approximately $1.00 at the end of two years).  
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Using the established values for net present value at the end of one year and at the end of two 
years, the net present value of the purchase and lease options would be: 

 
 

Offeror  

Government 
Expenditure 
Beginning of 

Year 1  

Government 
Expenditure 
End of Year 

1  

Government 
Receipt End of 

Year 2  

 
Evaluated 

Price  

1 

(Purchase) 

$146,000 N/A $9,917 ($12,000 
x.82645) 

$136,083 

2 
(Lease) 

 
$70,500 

$64,091 
($70,500 
x.90909) 

 
N/A 

 
$134,591 

Step 4. Make Award Decision.  

Make award to the offeror with the lowest evaluated cost to the Government, Offeror 2. 
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CHAPTER THREE: SOLICIATION & AWARD 

PROCUREMENT LIFE CYCLE STEP 3: 

SOLICITATION AND AWARD 

 

 

3.1   Responsibility  

Price Analysis and Offeror Responsibility (HRS103D-310). There may be a direct connection 
between the apparent successful offer and the firm's ability to perform. The firm's price may be 
very attractive because the firm does not understand the contract requirements, or because it does 
not have the required investment in technology and equipment to perform the contract.  

Always remember that a contractor who cannot perform is never a good deal at any price.  

The award of a contract to a supplier based on lowest evaluated price alone can be false economy 
if there is subsequent default, late deliveries, or other unsatisfactory performance resulting in 
additional contractual or administrative costs. While it is important that Government purchases 
be made at the lowest price, this does not require an award to a supplier solely because that 
supplier submits the lowest offer. A prospective contractor must affirmatively demonstrate its 
responsibility...  

http://acquisition.gov/far/current/html/52_217_221.html
http://acquisition.gov/far/current/html/52_217_221.html
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Hence, if the low offer is significantly lower than other offers or your estimate of the should-pay 
price, the burden is on the offeror to affirm its ability to perform at that price. Anytime you find 
this situation, you must take affirmative action to ensure that the low price is fair and reasonable. 
In sealed bidding, a "mistake in bid" procedure has been established in part to provide you with 
an opportunity to verify that a bidder can perform at a price that is greatly out of line with other 
bids. In negotiated procurements, you can directly ask the offeror to affirm its ability to perform 
at the proposed price during discussions. When a low price is significantly lower that other offers 
or your should-pay price, this indicates that the low offeror may have misunderstood the 
requirements, that the requirements were not clear, that the low offeror has a competitive 
advantage over its competitors, etc.  

Effect on Contract Pricing. You cannot make a determination of price reasonableness based on a 
price comparison with an offer that is technically unacceptable or an offer submitted by a firm 
that is not responsible.  
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3.2  Price Analysis  

 

 

3.2.1  Comparisons in Price Analysis 

Price analysis: 

• Is the process of examining and evaluating a proposed price to determine if it is fair and 
reasonable without evaluating its separate cost elements and proposed profit. Price 
analysis may, however, be supported by cost analysis of cost elements and/or profit when 
price analysis alone cannot determine a fair and reasonable price necessary. 

• Always involves some form of comparison with other prices.  

Hence, you compare prices to determine whether the price from the apparent successful offer is 
fair and reasonable. The basis for your comparison should be a price that has been determined a 
reasonable estimate of the price a reasonable person is willing to pay. 

https://acc.dau.mil/CommunityBrowser.aspx?id=379482#6.5
https://acc.dau.mil/CommunityBrowser.aspx?id=379482#6.5
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Should-Pay Price. The should-pay price, used for comparison, is the price that, in your best 
judgment, the Government should reasonably expect to pay for the deliverable based on 
available information concerning competitive offers, historical prices previously paid, validated 
commercial prices, pricing yardsticks, and Independent Government Estimates (IGE). 

Bear in mind that your should-pay price is an estimate and therefore just an approximation of the 
price the Government can expect to pay. Being an estimate, it is by definition inexact. If the 
estimate was developed using validated and supported information, with sound rationale, and 
you have done a good job of price analysis, your should-pay price should be sufficient for 
negotiations. Still, don't be dogmatic about your the estimate - to the point of rejecting offers that 
are close to, but not exactly at, your should-pay price estimate. 

If the apparent successful offer is significantly higher or lower than your the developed 
Government estimate: 

• Determine Investigate the possible reasons why there is a significant variance between 
the should-pay price and that offered price, document you findings, and then determine if 
the Government should open communications or discussions, which ever is relevant.  

Make the critical price-related decisions in awarding contracts through sealed bidding or 
negotiations. 
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3.2.2  Considering Contract Pricing   

When to Account for Differences. Your price analysis should compare the offered price with 
available estimates of a reasonable price -- should-pay price estimates. The offered price may not 
be the same as any single should-pay price estimate. However, the offered price should fall 
within the range of should-pay estimates.  

If the apparent successful offer is substantially above or below your best should-pay price 
estimate(s), you should attempt to account for differences. Remember that performance risk 
associated with a firm fixed-price that is too low may be as unacceptable as a price that is too 
high. In cost-reimbursement contracting, an unreasonably low cost estimate may result in a 
substantially higher final price, because the Government must reimburse all allowable costs.  

Accounting for Differences. Accounting for differences between offered prices and should-pay 
estimate(s) should be part of your continuing market research during the contracting process.  

You should attempt to collect additional information about the apparent successful offeror or the 
market in general that will account for apparent differences between an offered price and should-
pay price estimate(s). Then consider your findings as you make the price-related decisions.  

Based on your findings, you might eventually determine that:  

• The price of the apparent successful offer is reasonable despite the identified differences;  
• The price of the apparent successful offer is unreasonable;  
• The differences result from problems with the solicitation or other mistakes that require 

solicitation cancellation; or  
• Some other course of action is appropriate.  
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3.2.3   Price Analysis Process  

The figure below depicts the process involved in making price comparisons for price analysis. 

 

Comparison Steps. Each different comparison will involve different information and some bases 
will require substantial adjustment prior to making your analysis. However, the comparison 
process is described in five steps outlined below. 

Step  Action  Questions to Consider  
1 Select prices for 

comparison: 

• Other proposed 
prices;  

• Commercial 
prices;  

• Previously-
proposed prices 
and contract 
prices;  

• Parametric 
estimates or 

Would this comparison be valid? 

Are more comparable prices available? 

Were previously proposed prices considered from 
reasonable sources and can be validated? 

Was the validity of the comparison and the 
reasonableness of the previous price(s) paid established 
and supported? It is not adequate to just compare the 
price to a previous contract unless the contract used for 
comparison can establish price reasonableness to include 
supporting rational. 
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rough yardstick 
estimates; or  

• Independent 
Government 
Estimates  

2 Identify factors that 
affect comparability. 

Have I considered all potentially significant factors, 
including differences in: 

• Market and economic conditions;  
• Quantity or size;  
• Geographic location;  
• Purchasing power of the dollar;  
• Extent of competition;  
• Technology; or  
• Terms and conditions under contracts (e.g., 

differences in features or capabilities, delivery 
lead-times, one-time costs, etc.) resulting from 
adequate competition.  

3 Determine the potential 
impact of these factors 
on prices selected for 
comparison. 

How substantial is the impact? In view of these factors 
and their impact, will the contemplated comparison have 
any credibility? 

4 Adjust prices selected for 
comparison. 

Have I accounted for all factors that can impact the 
price? 

What techniques should be applied in making the 
adjustment? 

How much reliance can I place on the resulting estimate? 
5 Compare adjusted prices 

to the offer in line for 
award. 

How much weight should I place on each comparison? 

If adjusted prices differ substantially from the apparent 
successful offer, what price should the Government 
reasonably expect to pay? 

Are significant factors identified and are the substantial 
differences accounted for?  
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Comparability. Comparability is the quality or state of being comparable and having features in 
common with something else to permit or suggest comparison. Products do not have to be alike 
to be compared. Any two things can be compared, but the comparison may show that they have 
no characteristics in common. However, If you are attempting to evaluate price reasonableness, 
the comparison will not be of any value if the items are unlike in every way. 

For price analysis, the items being compared must have enough similar characteristics or 
qualities to make the comparison useful. The more similar the items are, the easier the 
comparison. If your examination discloses significant differences, you may need to quantify the 
effect of those differences (e.g., procurement of different products, at different times, or in 
different places, or under different terms and conditions) and make adjustments before you can 
reach valid conclusions about price reasonableness. The greater the dissimilarities and the more 
subjective your adjustment, the greater the possibility for doubts about your conclusions and the 
less likely that your analysis will be persuasive. 

Multiple Comparisons. Use the information gathered during your market research to make 
multiple comparisons in determining price reasonableness and increase confidence in your 
pricing decision. 

For example, adequate price competition is normally considered one of the best bases for 
price analysis. However, you can have apparent competition and still have prices that are 
unreasonably high. How would you know? You must consider other bases for price analysis 
(e.g., historical prices, catalog prices, or market prices). 
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The number of comparisons that you consider should depend on the availability of information 
and the pricing risk involved in the procurement. 

• If the information is readily available in a form that can be used for price analysis, why 
not consider it? A quick comparison will increase your confidence of price 
reasonableness.  

If the price is too high, too low, or you still have concerns about price reasonableness after your 
initial comparison, the risk involved makes it particularly important to consider other 
comparisons. 
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3.2.4  Selecting Prices for Comparison  

This section identifies and defines five potential bases for various price analysis techniques. 
After defining each base technique, special considerations for using each technique base are 
outlined. 

• 3.2.4.1 - Other Proposed Prices  
• 3.2.4.2 - Commercial Prices  
• 3.2.4.3 - Previously-Proposed Prices and Contract Prices  
• 3.2.4.4 - Parametric and Rough Yardsticks Estimates  
• 3.2.4.5 - Independent Government Estimates  

Price Analysis Techniques Potential Bases. You may select any of the following techniques 
bases for price analysis: 

• Comparison of Other proposed prices received in response to the solicitation;  
• Comparison with commercial prices including competitive published price lists, 

published commodity market prices, similar indexes, and discount or rebate 
arrangements;  

• Comparison to previously-proposed prices, historical prices paid by the Government or 
other than the Government, and contract prices for the same or similar end items, if you 
can establish both the validity of the comparison and the reasonableness of the previously 
proposed prices;  

• Parametric estimates or estimates developed using rough yardsticks; or  

https://www.acquisition.gov/far/current/html/Subpart%2015_4.html#wp1208365
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• Independent Government Estimates.  

One of the techniques basis for price analysis identified in the FAR is "prices for the same or 
similar items obtained through market research." Because market research can span commercial 
prices, previously-proposed prices, contract prices, parametric or rough yardstick estimates, and 
Independent Government Estimates, this technique basis for price analysis will not be considered 
separately. 

Types of comparisons used in price analysis typically vary with the estimated dollar value of the 
contract. 

Micro-purchases. (Under $2,500) Micro-purchases may be awarded without soliciting 
competitive quotes if the procurement officer or individual delegated authority to procure 
considers the price to reasonable. The administrative cost of verifying the reasonableness of the 
price may more than offset potential savings from the effort, so verifying price reasonableness 
need only be taken if - 

• You suspect or have information to indicate that the price may not be reasonable; or 
• Purchasing a supply or service for which no comparable pricing information is readily 

available. 

Small Purchases. (Under $100,000 for goods and services) Comparing competitive quotes is the 
preferred method for pricing these procurements. 

• If you only receive one quote, consider the following bases for price analysis:  
o Prices identified during market research;  
o Prices found reasonable for previous purchases;  
o Current price list, catalog, or advertised prices;  
o Prices for similar items in a related industry;  
o Price estimates developed during value analysis;  
o Personal knowledge of item prices;  
o The Independent Government Estimate; or  
o Any other reasonable base for price analysis.  

Contracts over the Simplified Procurement Threshold. Consider every type of comparison 
which you believe provides a valid should-pay price. 

• For example, if you have data on previous or historical contract prices paid and have 
reason to believe that these data reflect good prior decisions on price reasonableness or 
the data has been validated, then compare the apparent successful offer to those prices. If 
you have reason to believe that previous contract prices were not reasonable, then give 
little or no weight to those prices as you perform your price analysis. If you have no price 
history, you must rely on other comparison techniques bases for your price analysis. If 

https://www.acquisition.gov/far/current/html/Subpart%2013_2.html#wp1088781
https://www.acquisition.gov/far/current/html/Subpart%2013_2.html#wp1088781
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you do compare to previous or historical contract prices, make sure that you adjust those 
prices to reflect differences in quantity, economic conditions, and the differing terms & 
conditions.  

 

 

3.2.4.1  Other Proposed Prices  

Proposed Prices. Comparison of a proposed price with other proposed prices received in 
response to the same solicitation is generally considered one of the preferred techniques best 
bases for price analysis, because all offers were submitted to meet the same requirement during 
the same time period. 

Using Proposed Prices. Any proposed price used as a base for prices analysis must meet the 
following general requirements: 

• The price must be submitted by a firm competing independently for contract award.  
• The price must be part of an offer that meets Government requirements.  
• Award must be made to the offeror whose proposal represents the best value to the 

Government.  

If you have more than one competitive offer, you could use more than one offer in your analysis. 

Do not use the price from any offer that you would not consider for contract award as a basis for 
price analysis. 

• Never use an offer from a firm that you have determined is nonresponsible.  
• In sealed bidding, never use a nonresponsive bid.  

In negotiations, never use a price from a proposal that is technically unacceptable. 

You should normally place less reliance on comparisons with other proposed prices when: 

• The solicitation was made under conditions that unreasonably denied one or more known 
and qualified offerors an opportunity to compete.  

• The apparent successful offeror has such a decided advantage that it is practically 
immune from competition. 

• The apparent successful offeror's price is significantly different (higher or lower) than the 
next rated offeror. This could indicate that there is a mistake in bid, a misunderstanding 
of the contract requirements, etc. In this situation, you should take steps to verify the 
offeror's bid and/or use another technique to analyze the price. 
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• Another price comparison, cost analysis, or a cost realism analysis indicates that the 
apparent successful offer may be unreasonable (too high or too low).  

• Government requirements permit offerors to propose widely different technical 
approaches to contract performance. For example, a ceramic mug and a paper cup may 
both meet a requirement to hold 8 ounces of coffee, but that does not mean that $1.00 
price for a paper cup is reasonable because it is less than a $5 price for a ceramic mug. 
Even if no other offeror is proposing to provide a paper cup, the key element of your 
price analysis should be to compare the paper cup offer with prices paid for similar paper 
cups.  

• All offerors are expected receive contract awards. In such cases, there may not be 
sufficient competitive pressure to foster fair and reasonable pricing.  

 

 

3.2.4.2  Commercial Prices  

Commercial prices are prices being paid by the general public for a product. These prices can 
be used for comparison purposes when purchasing that product or one that is similar to 
that product. The circumstances of your purchase may be different from the commercial sales, 
but data on commercial sales can provide valuable information for use in contract pricing. 

Using Commercial Prices. You can classify the sources of commercial pricing information into 
three categories: 

• Competitive Published price list -- prices taken from a catalog, price list, schedule, or 
other verifiable and established record that is regularly maintained by a manufacturer or 
vendor and is published or otherwise available for customer inspection. For pricing 
purposes (but not cost or pricing data exception purposes), you can consider published 
pricing information from the firm submitting the offer and/or published pricing 
information from other firms offering similar products.  

• Competitive Published market prices of Commodities -- prices established in the 
course of ordinary and usual trade between buyers and sellers free to bargain that can be 
substantiated from sources independent of the offeror. Normally, market pricing 
information is taken from independent market reports, but a market price could be 
established by surveying the firms in a particular industry or market.  

• Similar indexes -- commercial item prices established using a means other than those 
described above. For example, an offeror might provide information on the prices 
charged commercial customers over a period of time. Such a record would not qualify as 
published price list or market price since the price was not independently verifiable, but it 
would provide a good record of the firm's commercial pricing practices.  
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Discounts Arrangements. Commercial sales typically include discounts for different types of 
customers. Discount amounts typically depend on the product and the marketing strategy of the 
firm. Common factors affecting discounts include, services provided by the seller (e.g., 
wholesale and retail sales) and the importance of the sale (e.g., dollars involved or the 
relationship to other sales). 

Rebate Arrangements. Rebates are often offered to various customers based on the customer's 
total purchases over a specific period of time. For example, automobile manufacturers typically 
offer dealers rebates, based on total sales. That is one reason why dealers can advertise sales "at 
invoice." Dealer profit is based on the rebate amount. 

Contracting Situation Differences. Remember that your contracting situation may be different 
than the situation in the commercial market. For example, the offeror may provide services to 
commercial customers that are not required by the Government. If the Government is receiving 
less, you should expect to pay less. You must identify these differences and determine what 
impact, if any, they have on the price of the item. This analysis will form the basis of both the 
negotiation of the terms and conditions (including price) related to your contract and the 
associated price reasonableness determination. 

 

 

 

 

https://www.acquisition.gov/far/current/html/Subpart%2015_4.html#wp1208365
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3.2.4.3  Previously-Proposed Prices and Contract Prices  

Historical Prices. Previously-proposed prices and validated contract prices that were paid 
(weather by the Government or other than the Government) are historical prices paid for same or 
similar items-- prices related to past purchasing activity. The purchase associated with a 
particular price may have been made by your office or another office with similar requirements. 
Note: The prior price used for comparison must be validated and reasonably current in 
order to be used for comparison analysis.  

Using Historical Prices. Whenever you consider using historical prices to analyze price 
reasonableness, ask the following questions: 

• Has the product been purchased before?  

The purchase may have been made by your procurement office or by another purchasing office. 

• What was the historical price?  

You can obtain price information from purchase files, computer data files, or manual inventory 
item records. 

• Was the historical price fair and reasonable?  

For a historical price to be useful in determining the reasonableness of an offered price, you must 
know that the historical price was fair and reasonable. Be careful! It is not uncommon to review 
an item purchase history and find that no other than that the last price paid has a significant time 
lapse between the last procurement and the present one, the terms and conditions are 
significantly different, been used for years to determination of price reasonableness may be 
uncertain. In one study, the entire pricing histories for several items were reviewed and analysts 
found that for every procurement except the first, the determination of price reasonableness was 
based on the last price paid. Analysts also found that the first procurement was a multiple-item 
procurement and while there was an analysis of the reasonableness of the overall procurement 
price, no one ever examined the reasonableness of individual item prices. In other words, for 
years contracting officers found prices reasonable based on an arbitrary decision made during the 
first procurement. The analysis You must ensure that the prior price was determined fair and 
reasonable based on an adequate price or cost analysis and the basis can be validated. Often, this 
may only require a phone call to the other contracting activity to obtain assurance that an 
adequate price/cost analysis was previously performed. 

• Is the comparison valid?  

For the comparison to be valid, you must be able to identify and consider any item or market 
differences that might significantly affect contract price. A proper analysis validates the basis on 
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which the prior price paid was determined fair and reasonable by examining the prior price to 
ensure there has not been a significant time lapse, the terms and conditions are not significantly 
different, and the reasonableness of the price is not uncertain. If these conditions cannot be met 
or information is lacking in documentation, then the prior price may not be a valid basis for 
comparison. 

• Was the Price Adjusted?  

The prior price must be adjusted to account for materially differing terms and conditions, 
quantities and market and economic factors. For similar items, the contracting officer must also 
adjust the prior price to account for material differences between the similar item and the item 
being procured. The analysis must also account for minor modifications. 

 

 

3.2.4.4  Parametric and Rough Yardsticks Estimates  

Cost Estimating Relationships. Cost estimating relationships (CERs) are used to develop 
parametric estimates or rough yardstick estimates. A CER is a formula for estimating prices 
based on the relationship of past prices with one or more product physical or performance 
characteristics (e.g., dollars per pound or dollars per horsepower). Whenever you can relate item 
price with the value of one or more physical or performance characteristics, you can use the 
relationship to estimate the price of a similar product. For example, builders commonly estimate 
the price of a planned building by multiplying the number of square feet in the building by an 
estimated cost per square foot. However, watch out for material differences or conditions such as 
a steel building vs. a stick building or a building meant to withstand harsh weather conditions. 
Significant differences may warrant additional pricing inquiry leading to possible discussions 
with offerors. Parametric estimating can only be done if these items are within range of the data 
used to establish the CER.  

Using Cost Estimating Relationships.  

Whenever you consider using a CER to determine price reasonableness, ask the following 
questions: 

• Has the CER been widely accepted in the market place?  

Determine whether both buyers and sellers agree on the validity of a particular 
relationship/yardstick and the reasonableness of values used in estimating. Sellers may use a 
relationship/yardstick that produces an estimate higher than that normally accepted by buyers. 

https://www.acquisition.gov/far/current/html/Subpart%2015_4.html#wp1208365
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• Does the CER produce reasonable results?  

The user of the relationship/yardstick has the burden of demonstrating that the 
relationship/yardstick produces reasonable estimates. The user should be able to demonstrate the 
data and calculations used to develop the relationship/yardstick. 

• How accurate is the CER?  

Validate the using known product data and prices. Examine the accuracy of the results. 
Remember that even a properly developed pricing relationship/yardstick will not always predict 
price exactly. Some relationship/yardsticks are very accurate others will only give you a rough 
approximation of the proper price. If the variation is wide and there is no other means to 
determine price reasonableness then data other than certified cost or pricing data may be required 
from the offeror. As relationship/yardstick accuracy decreases, the weight that you place on the 
relationship/yardstick in your pricing decision should also decrease. 

 

 

 

3.2.4.5  Independent Government Estimates (IGE)  

Independent Government Estimates. As the name implies, an Independent Government Estimate 
is an estimate made by the Government. This section will define and consider three types of 
Independent Government Estimate. 

• The most common is the Independent Government Estimate, also known as the 
Independent Government Cost Estimate (IGCE), that accompanies the purchase request.  

• A value analysis estimate results from a specialized analysis of the function of a product 
and its related price. It may literally involve taking the item apart to determine how it is 
made and why it costs what it does.  

• A visual analysis estimate results from a visual inspection of an item, or drawing of an 
item, to estimate its probable value.  

General Guidelines on Using Independent Government Estimates. The IGE is a useful tool used 
for comparison to the proposed price. The IGE is developed based on the most recent data 
determined to fulfill the Governments requirement and should accompany the procurement 
request. The submitted cost estimate shall include a basis for the Governments estimate using 
current validated data whether at the price level or at the cost element level. If an industry 
standard is used for validation then state why the selected industry standard is the most 
appropriate authority. The dollar value, type procurement, and the complexity of the 
procurement will determine how detailed the IGE is to be. Cost element or price values alone are 
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not adequate without a basis to support the estimated values. The cost estimate does not have to 
be an exact match to the offerors proposal to be used as a comparison, but should have adequate 
information to determine how the Governments approach to the estimate compares to the 
offerors understanding of the requirement. Differences in the comparison shall be analyzed and 
documented. The IGE should not be adjusted to the offerors price as the offerors approach may 
have differences the Government did not account for and may warrant additional pricing inquiry. 
The analyst must provide an adequate narrative validating the source or the basis of the 
information comprising the estimate. The details of the IGE are significantly more critical in a 
sole source environment where no competition exists and or where an exemption may exist from 
obtaining cost or pricing data from the offeror. The IGE may also be used as a comparison where 
two or more offers are received but only one offer is considered technically acceptable. Earlier in 
this text , you learned questions to ask when analyzing the reliability and validity of Government 
purchase request estimates. Ask the same questions of any Independent Government Estimate 
before using it as a basis for comparison with offered prices. 

• How was the estimate developed made?  
• What assumptions were made?  
• Were any differences in the comparison work statement accounted for?  
• What information and tools were used?  
• Where was the information obtained?  
• How did previous estimates compare with prices paid?  
• Were unique conditions applied to the prior procurements and do not apply now?  

Special Considerations for Using Value Analysis. You may apply the techniques of value 
analysis to any product, regardless of its complexity. However, generally consider only those 
products offering potential cost reductions that merit the time and cost of the analysis required. 

Value analysis provides information on product value in comparison with possible substitutes. It 
is particularly useful when: 

• The Independent Government Estimate is the only price analysis technique base 
available; or  

• The product does not seem to be worth the price quoted.  

To be effective, value analysis must be performed by individuals familiar with the product, or 
product material differences, and its use by the Government. Actual analysis should follow a 5-
step process: 

1. Determine procurement costs based on current proposal or other estimates.  
2. Assure Government requirement documents reflect the minimum needs of the 

Government.  

http://www.acq.osd.mil/pgv1_0/pgv1/pgv1c1.html#1.1
http://www.acq.osd.mil/pgv1_0/pgv1/pgv1c1.html#1.1
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3. Identify alternative products or methods of meeting the minimum needs of the 
Government. This is typically the key step in the analysis. The following are examples of 
questions you should consider:  
 

 Can any part of the product be eliminated?  
 Can a standard part replace a special part?  
 Can a lower cost material or method be used?  
 Can paperwork requirements be reduced?  
 Can the product be packaged more economically?  

 

4. Estimate the costs associated with alternative products or methods that would meet the 
minimum needs of the Government.  

5. Document the reasonableness of the current prices or recommend appropriate changes. 
Assure that the process and results of the value analysis are clearly documented and 
include a copy of the documentation in the contract file. When you are satisfied that the 
value received supports the offered price, use that information to support your 
determination of price reasonableness. When you are not satisfied, use the information to 
document efforts to bring price in line with perceived value.  

For example: Suppose you are purchasing a pair of shoes. Shoes are used to walk in, to protect 
the feet, to keep the feet warm, and to enhance appearance. If shoes are to be attractive, they 
must be made of certain types and quality of material. If appearance is not important to the 
Government, a less attractive, less expensive, but possibly more durable material can be used. By 
changing the quality of material required, price will change. 

Special Considerations for Using Visual Analysis. In visual analysis, the analyst examines 
obvious external features of the product to determine value and related price. This technique is 
nothing more than technical experts comparing the product with other products by sight. 

Consider using visual analysis as a pricing tool: 

• In place of value analysis for products that do not offer potential cost reductions that 
merit the time and cost of analysis required for detailed value analysis.  

• To review large numbers of products to identify any that appears to offer potential cost 
reductions that merit the time and cost associated with detailed value analysis.  
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3.3   Identifying Factors That Affect Comparability  

Introduction. When comparing prices, you must attempt to account for any factors that affect 
comparability. The following factors deserve special consideration because they affect many 
price analysis comparisons: 

• Market conditions;  
• Quantity or size;  
• Geographic location;  
• Purchasing power of the dollar;  
• Extent of competition; 
• The specific terms and conditions of the procurement;  
• Technology; and  
• Government unique requirements.  

Market Conditions. Market conditions change. The passage of time usually is accompanied by 
changes in supply, demand, technology, product designs, pricing strategies, laws and regulations 
that affect supplier costs, and other such factors. An effort to equate two prices, separated by five 
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years, through a simple inflation adjustment may not be successful. Too many characteristics of 
the market are likely to have changed. Do not stretch data beyond their limits. 

Generally select the most recent prices available. The greater the time lapse between the last 
procurement and the current one difference, the greater the likelihood and impact of differences 
in market conditions. If you are comparing a current offer with a prior price, the ideal 
comparison would be with a contract price agreed to yesterday. That comparison would limit the 
effects of time on market conditions. 

However, do not select a price for comparison merely because it is the most recent. Look 
instead for prices that were established under similar terms and market conditions. For 
instance, if you are buying commodity in the month of October, offers from the previous October 
may be more comparable to current offers than prices paid last February, given the cyclical 
pattern of supply and demand in the market for a particular commodity. 

Consider the most current available data on trends and patterns in market conditions. Remember 
that lags often occur between data collection and contract award. Changes in market conditions 
over that period can reduce the usefulness of the data assembled. 

Quantity or Size. Variations in quantity can have a significant impact on unit price. A change in 
quantity can have an upward effect, a downward effect, or no effect at all. 

In supply and equipment procurements, we usually assume that larger supply procurements 
command lower unit prices. Where economies of scale are involved, that should be the case. 
However, economies of scale do not always apply. 

• Increases in order size beyond a certain point may tax a supplier's capacity and result in 
higher prices.  

• Market forces may impose opportunity costs on a supplier which result in higher unit 
costs for greater volumes. For example, if the price of oil is expected to increase 20 
percent over a 12-month period, a supplier may choose to withhold a portion for a sale at 
a later date when the price is higher. In such a market, the effect of purchase quantity on 
price may not be as expected; at some point, increases in volume will result in higher unit 
prices as the supply of the lower priced oil is exhausted.  

• Finally, if a price comparison is based on standard commercial items that are produced at 
a regular rate, variations in quantity may have no effect at all.  

A meaningful comparison of prices requires that the effect of volume on price be accounted for. 
The best way to do this is to select prices for comparison based on equal volumes. If that is not 
possible, examine the specific suppliers and the nature of the market at the time of the purchase. 
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In service procurements, the issues or problems are different. Variations in size can sometimes 
be neutralized by reducing the comparison to price per square foot or price per productive labor 
hour. Because these approaches are not always effective, try to factor out size or quantity 
variations as much as possible. If you don't succeed, the price comparison will have little value. 

Geographic Location. Geography can have a range of effects on comparability. Prices for many 
nationally advertised products will not vary much from place to place. Nevertheless, because 
geographic location can affect comparability, you should first try to compare offered prices with 
prices obtained from the same area. In major metropolitan centers, you should generally be able 
to identify comparable bases for price analysis in the region. In more remote, less urban areas, 
you must often get pricing information from beyond the immediate area. 

When you must compare prices across geographic boundaries, take the following actions to 
enhance comparability. 

• Check for differences in the level competition that may affect price comparisons.  
• Identify labor rate differences that must be neutralized for valid price comparisons. You 

cannot compare labor rates for U.S. labor with similar labor of a foreign nation unless 
you account for the economic differences and neutralize them using a constant variable.  

• Check freight requirements and accompanying costs. These can vary considerably, 
especially for chemicals and other hazardous materials.  

Identify geographic anomalies or trends. For example, an item may be more expensive on the 
West Coast than in the East Coast or more localized, rent for office space within the city central 
business district is higher as opposed to other locations within the same city for the same type 
office and square footage. 

Purchasing Power of the Dollar.  Inflation undermines comparability by eroding the real value 
of money. Because prices over time are expressed in the same currency (dollars and cents), the 
denominations must have comparable purchasing power if comparison is to be meaningful. You 
can normally use price index numbers to adjust for the changing value of the dollar over time. 

Extent of Competition. When comparing one price with another, assess the competitive 
environment shaping the prices. For example, you can compare last year's competitive price with 
a current offer for the same item. However, if last year's procurement was made without 
competition, the analyst will need to understand the terms and conditions to ensure they are not 
significantly different to be valid basis for comparison. A poorly written specification and an 
urgent need may have combined to make competition impossible last year, but now the 
specifications have been rewritten and the delivery is not urgent. Given these circumstances, a 
current offer could be the same as (or less than) last year's best price and still not be reasonable. 
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Terms and Conditions. The terms and conditions related to a contract include things like 
packaging, delivery, financing, discounts, payment terms, etc. The analysis must account for 
these differences prior to examining the price. This is so the analysis does not produce a premise 
that the price is determined unreasonable. Prices on contracts for delivery in 90 days may well be 
higher than those for delivery in 180 days because the contractor may have to hire additional 
employees or pay overtime to expedite manufacturing to meet the shorter delivery date. A 
requirement that is not within the normal production line lot output and delivery constraints or 
when the Government has other complex demands or urgent delivery requirements may cause 
the price to be significantly higher than usual. An example would be the Government solicits for 
ten widgets and demands immediate delivery prior to a full lot size of fifty being produced which 
may account for a full load onto a single rail car. In this instance, the contractor has to account 
for the special circumstances and adjust the price upward to account for taking ten widgets out of 
the normal production line and paying for an entire rail car. Ten widgets are 20% of the rail car 
capacity, but the railcar rates and any tariffs remain unchanged. The cost per widget is now 
increased to account for all of this. Based on the Governments requirements the contractor is 
proposing a price based on those conditions and therefore may be determined reasonable. 

Technology. Prices from dying industries can rise because the technologies don't keep pace with 
rising costs. Conversely, technological advances in growth industries can drive prices down. The 
computer industry is an example. Technological advances have been made so fast that a 
comparison of prices separated by only a few weeks must account for these advances if the 
comparison is to have any value. 

Engineering or design changes must also be taken into account. This means you must identify the 
new or modified features and estimate their effect on price. 

Government-Unique Requirements. Often, the Government's requirements vary to some degree 
from the commercial requirements for similar products. The question is the impact these 
variations have on price. For example, the Government may require that the carpet in a Navy 
ship be fireproof to a far greater extent than any commercial carpet. That may justify a 
substantial difference in price over otherwise comparable commercial carpets. 

Similarly, you must often incorporate clauses in contracts that are not required in commercial 
market transactions. For example, contracts between buyers and sellers in the private sector do 
not include provisions relating to the Davis-Bacon Act, the Service Contract Act, clean air and 
water, and many other special conditions. Consequently, comparison of an offer with 
commercial prices may be difficult. Unique terms and conditions affect prices, but it is often 
extremely difficult to assign a dollar value to their effects. 

Just as Government requirements may be different from commercial requirements, Government 
requirements at a specific time and place may be different than requirements at another time and 
place. These differences will also affect price comparisons. 



 101 

 

3.4   Determining the Effect of Identified Factors  

Introduction. Once you have identified the factors that may affect comparability, you must 
determine the effect on each specific comparison with the offered price. As you determine the 
effect of various factors on price comparisons, you must ask yourself the following questions: 

• What factors affect this specific comparison?  
• How do these factors affect the comparison?  
• Does this comparison, even with its limitations, contribute to the price analysis?  

Other Proposed Prices. In sealed bidding, all bids are priced against the contract requirements. 
Comparison with competitive prices is a straight forward comparison that normally requires no 
adjustments unless the evaluation process involves the use of price-related factors. 

Comparing proposals may not be as simple as comparing bids, when: 

• The offer in line for award departs from the stated solicitation requirements. If the 
departure does not meet stated contract requirements, but is acceptable to the 
Government, provide other offerors the opportunity to submit a revised proposal based on 
the revised requirements. However, you must not reveal any information about the 
proposed solution or any other offeror information entitled to protection.  

• Offers differ in their basic approaches to meeting performance or functional 
requirements. Remember, the price of a ceramic mug is little help in determining if the 
price of a paper cup is reasonable, even though both can satisfy a requirement for a 
container that will hold eight ounces of coffee.  

Commercial Prices. Any of the general factors identified earlier in this chapter could affect the 
comparability of commercial prices (i.e., market conditions may have changed since the effective 
date of published prices; the purchasing power of the dollar may have changed; the published 
prices may have been based on different terms and conditions than solicited by the Government). 

During your analysis, you should give special consideration to asking how the following have 
affected price analysis comparisons: 

• Is there a difference between the services provided commercial and Government 
customers? Are published prices retail, wholesale, or distributor prices?  

• Is there a difference between the catalog (or suggested price) and the price paid by 
commercial customers with requirements similar to the Government's requirements?  

• Are there different prices for different customer classes (e.g., are there different prices for 
different classes of customers-public vs. brokers vs. retailers?)  

• What special rebates or discounts are offered commercial customers? 
• Are published prices within a competitive market that have already generated sales?  
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What is the value of extras provided commercial customers for promotional purposes (e.g., free 
packaging, free transportation, free insurance, etc.) without extra charge? 

Previously Proposed Prices and Contract Prices. Consider all general factors identified earlier in 
the chapter. At minimum, ask the following: 

• How have the specific changes in the contracting situation affected contract price?  

You need to understand the procurement situation as it existed in the previous situation and how 
the current procurement situation differs. Important data elements include: 

o Sources  
o Quantities  
o Production/Delivery Rates  
o Start-up Costs  
o Terms of Purchase  

• How have changes in the general economic situation affected contract price?  

Economic changes are reflected in the general level of inflation or deflation related to the 
product that you are acquiring. Have prices gone up or down. If they have, how much have they 
changed? 

Parametric and Rough Yardstick Estimates. Consider all general factors identified earlier in the 
chapter. In particular, consider the questions above that apply to historical prices. After all 
pricing yardsticks are based on historical pricing information. 

In addition, you must ask if the historical relationship remains valid. As a minimum, consider the 
following questions: 

• How have changes in market conditions affected the estimating relationship?  
• How have changes in technology affected the estimating relationship?  
• How have changes in production efficiency affected the estimating relationship?  
• How have changes in the purchasing power of the dollar affected the estimating 

relationship?  

Independent Government Estimates. Consider all general factors identified earlier in the chapter 
for possible effects on comparability. 

Independent Government Estimates, especially those developed previously for such purposes as 
preparing budgets, may no longer be valid. Budget optimism or pessimism can have a significant 
effect on budget estimates. In addition, many estimates are developed years before the actual 
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contract action is initiated and may not be current. Ensure the IGE utilized in the analysis has 
current supporting information validating the data. 

 

 

3.5  Adjusting The Prices Selected for Comparison  

Introduction. If you have a price analysis comparison technique base that does not require 
adjustment, use it! If you must make an adjustment, try to make the adjustment as objectively as 
possible. You may need to use statistical techniques or algebraic formulas to establish a common 
basis for comparison. 

You must complete two basic tasks in order to establish comparability: 

• Identify and document price-related differences, taking into account the factors affecting 
comparability.  

• Factor out price-related differences.  

Restoring comparability by establishing a common basis for comparison requires that you assign 
a dollar value to each identified difference. However, you cannot always do this. The cost of 
terms and conditions peculiar to Government contracts is hard to estimate, so exercise discretion 
in such cases. 

Other Proposed Prices. Apply any price-related factors established in the solicitation, to adjust 
the offered prices for comparison with one another. 

Other Information. The challenge is to use the available information and to estimate the price 
that the Government should pay. 

Use available information to estimate the effect of each factor on contract price. In this effort use 
appropriate quantitative analysis techniques. 

If you cannot objectively adjust the prices for the factor involved, you may need to make a 
subjective adjustment. For example, estimating the effect on price of unique Government terms 
and conditions. Remember, even a subjective adjustment should have a supported basis for its 
unique purpose to the particular procurement. 

Every procurement situation will be different. Whatever method you use, always document the 
information that you used and how you used it in making the adjustment. 
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3.6   Comparing Adjusted Prices  

Introduction. Use adjusted prices to estimate range of reasonable prices. Use the price that 
appears most reasonable as your should-pay price. 

If the should-pay price departs significantly from the apparent successful offer, analyze the 
differences. You will then be ready to make the price-related decisions required to determine the 
successful offeror and make contract award. 

Other Proposed Prices. Comparing competitive offers is normally the easiest form of price 
analysis. It also tends to be the most valid, because you are comparing offers prepared for the 
same requirement under the same market conditions within the competitive market. However, 
the weight placed on this type of comparison depends on the circumstances of the procurement. 
Place less weight on competitive prices (relative to other price comparisons) when: 

• Adequate price competition does not exist (regardless of the number of offers) - in which 
case the weight should be zero.  

• Relatively few of the responsible firms in the industry submitted responsive offers 
(especially if the conditions of the solicitation unreasonably denied such firms a chance 
to compete).  

• The apparent offeror appears to enjoy an unfair competitive advantage.  
• Having used a performance or functional specification, the apparent successful offeror's 

proposed approach is less comparable to other proposed approaches than (a) to work 
performed under prior contracts or (b) commercial contracts.  

• The deliverable in line for award is less comparable to other offered deliverables than to 
(a) those acquired under prior contracts or to (b) commercial contracts.  

• The apparent successful offer is significantly out of line with other offers.  
• The apparent successful offer is significantly out of line (either lower or higher) with 

estimates of the should-pay price from other types of comparisons (to the extent that 
other comparisons are reliable and valid indicators of the should-pay price).  

• The cost of the procurement is substantial. The larger the dollar value of the contract, the 
more importance you should place on sizable differences in dollars between different 
types of comparisons (even if the differences are modest when expressed as percentages).  

Commercial Prices. Ask the following questions to determine the weight that should be placed 
on comparisons with commercial prices. 

• Can the offeror explain any differences between the offered price and its own 
commercial prices?  

The offeror must be able to explain any differences between the offered price and commercial 
prices. You may base prices for a family of products on a single base product. For example, a 
radio transceiver may require different connectors and adapters to work with different systems. 

http://www.acq.osd.mil/pgv1_0/pgv1/pgv1c1.html#1.1
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The part number may even be different for each system, but the basic component is the same. If 
the offeror can support the price of the various related products by using the price of the basic 
component, plus the cost of the additional devices, you can use that data to price the entire 
family of products. 

• Is your purchase situation different from the typical commercial market situation?  

Even when you grant an exception from the submission of cost or pricing data based on 
commercial pricing, you do not have to accept the commercial price as the contract price. If you 
feel that the circumstances of your purchase are different, you should attempt to negotiate a 
different price. 

• Do other price analysis techniques bases confirm that the offered price is 
reasonable?  

If other techniques bases indicate that the offered price is fair and reasonable, use that 
information in preparing your price negotiation objectives. 

Previously Proposed Prices and Contract Prices. Ask the following questions to determine the 
weight that should be placed on comparisons with historical prices. 

• How does the offered price compare with the historical prices paid, considering 
changes in the contracting situation?  

You may be able to use quantitative techniques to adjust prices for changes in the contracting 
situation. If you cannot, you must subjectively analyze the changes. 

• Do other types of price comparisons confirm that the offered price is reasonable?  

Because of the changes in the procurement situation, historical prices typically do not provide a 
precise base for determining price reasonableness. If possible, use other bases of price analysis to 
confirm that the offered price is fair and reasonable. 

Parametric and Rough Yardstick Estimates. Ask the following questions to determine the weight 
that should be placed on comparisons with parametric or rough yardstick estimates. 

• How does the offered price compare with the price developed using the pricing 
relationship?  

Use the appropriate price analysis technique(s) to estimate the should-pay price. Compare the 
offered price with the estimated price, and carefully document the techniques and the judgment 
you used in your analysis. 
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• Do other types of price comparisons confirm that the offered price is reasonable?  

Because of item differences, pricing relationships typically cannot precisely confirm or refute 
price reasonableness. If possible, use other price comparisons to confirm that the offered price is 
fair and reasonable. 

Independent Government Estimates. Remember that your reliance on Independent Government 
Estimates should always be tempered by your answers to the following questions: 

• How Was the Estimate Made?  
• What Assumptions Were Made?  
• What Information and Tools Were Used?  
• Where Was the Information Obtained?  
• How Did Previous Estimates Compare with Prices Paid?  
• Is the IGE supported with validated information if used in the analysis?  

Place no weight on an Independent Government Estimate that originated with an offeror or is a 
sheer guess. It is vital to validate the basis of the IGE to ensure it was developed using realistic 
and relevant data that can be supported. If the Independent Government Estimate turns out to be 
a historical past contract price, analyze and validate the price(s) as you would any historical 
price. 

On the other hand, you might place great confidence in Independent Government Estimates built 
through detailed analysis - depending on how well that analysis was done. 
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3.7  Unbalanced Bids  

 

Identify Unbalanced Pricing. Analyze all bids with separately priced line items or subline items 
to determine if prices are unbalanced. 

Unbalanced pricing exists when, despite an acceptable total evaluated price, the price of one or 
more contract line items is significantly over or understated as indicated by application of cost or 
price analysis techniques. 

Consider Risk to the Government. Whenever you identify unbalance pricing, you must consider 
the probability that award to the bidder with the unbalanced price will: 

• Increase contract performance risk; or  
• Result in payment of unreasonably high prices.  

The risk is normally greatest when: 

• Startup work, mobilization, first articles, or first article testing are separate line items;  
• Base quantities and option quantities are separate line items; or  
• The evaluated price is the aggregate of estimated quantities to be ordered under separate 

line items of an indefinite-quantity contract.  

https://www.acquisition.gov/far/current/html/Subpart%2014_4.html#wp1090681
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Reject Bids with Unacceptable Risk. You may reject a bid if the contracting officer determines 
that the lack of balance poses an unacceptable risk to the Government. Such bids are generally 
described as materially unbalanced. A bid is materially unbalanced IF it is mathematically 
unbalanced AND one of the following is true: 

• There is reasonable doubt that the lowest evaluated bid will actually result in the lowest 
cost to the Government.  

• The offer is so grossly unbalanced that its acceptance would be tantamount to allowing an 
advanced payment.  

A bid is mathematically unbalanced IF it is based on prices that are significantly less than cost 
for some line items AND significantly more than cost for other line items. 

Identification of Materially Unbalanced Bids. In sealed bidding, you must normally use price 
analysis to determine if bids are materially unbalanced. 

Example. You could use the following price analysis comparisons to determine if bid prices for 
a contract requiring both first article testing and production are materially unbalanced: 

• Compare all bids to determine if the structure of any bid differs significantly from the 
structure of other bids concerning the pricing for first articles and production units. (Does 
one bid contain a first article price that is significantly greater than other bids, while 
production units are significantly cheaper?)  

• Compare the production unit price with the price of similar production units.  
• Compare the difference between the first article price and the production unit price, with 

the price differences experienced between first article and production units on contracts 
for similar items.  

• Compare the difference between the first article price and the production unit price, with 
the Independent Government Estimate of the price of first article test effort, excluding the 
price of the units required for test.  

• Compare the price for the first article and the price for production units with the 
Independent Government Estimates.  

Document Analysis of Unbalanced Bids. Carefully document your analysis of bids that appear to 
be materially unbalanced. This documentation will form the basis for any determinations and 
Government actions. 

• If analysis supports a determination that unbalanced pricing poses an unacceptable risk to 
the Government, the documentation will serve as a basis for rejecting the bid.  

• If analysis shows that the risk is acceptable, the documentation will provide information 
on the facts as they were considered during analysis.  
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3.8  Price-Related Decision Process 

 

 

3.9  Establish Pre-Negotiation Price Positions  

This section covers the following topics:  

• 3.9.1 – Analyze Risk 
• 3.9.2 – Develop Negotiation Positions  

Pre-negotiation Objectives. Pre-negotiation objectives establish the Government's initial 
negotiation position and assist in determining whether a price is fair and reasonable. They should 
be based on the results of proposal analysis, taking into consideration all pertinent information 
including:  

• Field pricing assistance;  
• Audit reports;  
• Technical analyses;  
• Fact-finding results;  
• Independent Government Estimates; and  
• Price histories.  

https://acc.dau.mil/CommunityBrowser.aspx?id=379485#9.5.1
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In addition to your price objective, your prenegotiation positions should also consider the range 
of reasonable prices around that objective.  

3.9.1   Analyze Risk  

Risk in Pricing. As you begin to develop your price negotiation positions, you must analyze the 
risk involved. The procurement may be the 99th procurement of a standard commercial item or it 
may be the first procurement of complex state-of-the-art equipment manufactured to precise 
Government specifications.  

Procurement of the standard commercial item may involve little pricing risk. You have price 
histories, commercial item price comparisons, and competition. All will likely lead you to the 
same should-pay price or very similar should-pay prices.  

The state-of-the-art item will likely have a much higher level of pricing risk. You may have only 
the Independent Government Estimate. Commercial items may permit only very general 
comparisons. These different price estimates may lead you to a wide range of prices that appear 
reasonable.  

Risk Assessment and Should-Pay Prices. You must begin to estimate should-pay prices when you 
begin procurement planning, and you should continue to refine your estimate as information is 
collected throughout the procurement process. Use judgment in evaluating the reliability of each 
estimate when developing the total estimate of the price the Government should pay.  

Judgment in Risk Assessment. It is likely that, given the same data, buyers and sellers will 
develop different judgments on which price is most reasonable. These judgments will be based 
on different perspectives and different assessments of the risk involved. Sellers are concerned 
about being able to complete contracts, cover costs, and make a profit. Buyers are concerned 
about their customer's needs, contract completion, budgets limitations, fairness to all offerors, 
and the public perception of their actions.  

 

 

3.9.2   Develop Negotiation Positions  

Price Positions in Noncompetitive Negotiations. In noncompetitive negotiations, you should 
define the range of reasonable prices using three pricing positions. These positions should be 
based on your should-pay estimates developed during the procurement process. As you prepare 
these positions, remember that:  

https://www.acquisition.gov/far/current/html/Subpart%2015_4.html#wp1208365
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• The minimum price position should be your starting place in negotiations and your first 
offer. Never offer a price that cannot be supported by reasoned analysis.  

• The objective (or target) price position should be the price that you think is most 
reasonable, based on your analysis of the reliability of different price estimates. It should 
be the price that you think the Government should pay.  

• The maximum price position should be the highest price that you can reasonably 
accept, given the information you have at the beginning of negotiations. The maximum 
price may change during negotiations if additional information is presented by the offeror 
that changes the situation.  

Both parties to a negotiation expect movement by the other party. If you offer one price 
throughout the negotiation, you may appear inflexible and that appearance could jeopardize 
agreement. Different positions also provide you with an opportunity to collect information 
needed to understand the offeror's perspective on a reasonable price, and to sell the 
reasonableness of your negotiation positions.  

Price Positions in Competitive Discussions. Before entering into competitive discussions, 
develop separate minimum, objective, and maximum positions for each proposal. Use these 
positions in identifying the strengths, weaknesses, deficiencies, and uncertainties in the offeror's 
proposal.  

As you prepare these positions, remember that they will be used to advise the offeror of 
deficiencies in its proposal so that the offeror is given an opportunity to improve its proposal.  

• Include your reasons (if any) for believing that the offeror's pricing is deficient based on 
comparisons with historical prices, commercial prices, parametric estimates, rough 
yardstick estimates, or the Independent Government Estimate.  

• Be prepared to point out any indicators that the proposed price is too high or too low.  

Remember that you will not be able to engage in offers and counteroffers during discussions. 
The offeror must determine how to modify its proposal in order to increase the value offered.  
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3.10   Identifying Documentation Requirements  

Need for Documentation. Documentation must identify the significant facts and issues that 
affected the discussed contract price. As a minimum, it should include:  

• The proposal and any related information submitted by the contractor;  
• The Price Discussion Memorandum (PDM) detailing your price objectives;  
• Copies or references to the location of any technical or audit analysis reports considered 

during the discussions; and  
• A record of any request for additional contractor information to support the proposal and 

the contractor's response.  

Price Discussion Memorandum. At the close of discussions, you should prepare a PDM outlining 
the principle elements of the contract discussions and include a copy in the contract file. Formats 
vary, but the PDM must include the following information:  

• Purpose of the discussion (new contract, final pricing, etc.)  
• Description of the acquisition, including appropriate identifying numbers (e.g., RFP 

number).  
• Name, position, and organization of each person representing the contractor and the 

Government in discussions.  
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• The current status of any contractor systems (e.g., purchasing, estimating, accounting, or 
compensation) to the extent that they affected and were considered in the discussions.  

• If the offeror was not required to submit cost or pricing data to support any price 
negotiation over the cost or pricing data threshold, the exception used (e.g. procurement 
of a commercial item) and the basis for using it.  

• If the offeror was required to submit cost or pricing data, the extent to which the 
procurement officer:  

o Relied on the cost or pricing data submitted and used in discussing price;  
o Recognized any cost or pricing data submitted as inaccurate, incomplete, or 

noncurrent:  
o The action taken by the contracting officer as a result of that recognition;  
o The action taken by the contractor as a result of that recognition; and  
o The effect of the defective data on the price negotiated; or  
o Determined that an exception applied after the data were submitted and, therefore, 

did not consider the submission to be cost or pricing data.  
• A summary of the contractor's proposal, any field pricing assistance recommendations, 

including the reasons for any pertinent variances from them, the Government's 
negotiation objective, and the negotiated position.  

o When the determination of price reasonableness is based on cost analysis, the 
summary must address each major cost element.  

o When determination of price reasonableness is based on price analysis, the 
summary must include the source and type of data used to support the 
determination.  

• The most significant facts or considerations controlling the establishment of the pre-
negotiation objectives and the negotiated agreement including an explanation of any 
significant differences between the two positions.  

• To the extent such direction has a significant effect on the action, a discussion and 
quantification of the impact of direction given by Legislators, other agencies, and higher-
level officials (i.e., officials who would not normally exercise authority during the award 
and review process for the instant contract action).  

• The basis for the profit/fee pre-discussion objective and the profit/fee discussed.  
• Documentation that the discussed price is fair and reasonable.  

PDM Cost Element Summary. When you use cost analysis, your cost element summary should 
address the offeror's estimating rationale, the Government's objective, and the amount considered 
achieved. Commonly, this summary begins with a tabular presentation similar to the following:  

**Note: This PDM is breaking the price down using Cost Analysis. This will be further 
discussed in a later training. 
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Cost 
Element  

 
Proposed  

 
Objective  

Considered 
Achieved  

 
Reference  

Engineering 
Direct Labor  

$1,000,000  $900,000  $925,000  See Para A  

Engineering 
Overhead  

$2,500,000  $2,025,000  $2,127,500  See Para B  

Subtotal  $3,500,000  $2,925,000  $3,052,500   

G&A  $350,000  $292,500  $305,250  See Para C  

Total Cost  $3,850,000  $3,217,500  $3,357,750   

Using this type of tabular cost element summary, you can identify the areas and degree of 
differences and provide a general format more detailed analysis.  

• In Paragraph A, summarize:  
o The rationale used by the offeror in developing the proposal.  
o Any technical or audit recommendations. Focus on any differences between the 

proposal and the recommendations.  
o The reasons for any differences between technical or audit recommendations 

and the Government objective.  
o The reasons for any differences between the Government objective and the 

amount considered negotiated. (Note: You and the contractor will likely not 
agree on each element of cost so the amount considered negotiated is your 
analysis of the cost used to arrive at a reasonable price.)  

• In Paragraphs B and C, address the same subjects covered in Paragraph A with one 
major addition. Since dollars are calculated using overhead and G&A rates, you need to 
address whether the dollar differences are the result of differences in the application 
base, the rates themselves, or both.  

PDM Cost Element 
Summary (cont)  

•  In the example above, the differences in engineering overhead dollars 
result from differences in both the base and the rate.  

 Engineering Overhead  Calculations  

 Proposed  $1,000,000 x 250% = $2,500,000  

 Objective  $900,000 x 225% = $2,025,000  



 115 

 

 Considered Negotiated  $925,000 x 230% = $2,127,500  

 •  The differences in G&A expense dollars relate only to differences in 
the base. The rate is the same for all three positions.  

 G&A Expense  Calculations  

 Proposed  $3,500,000 x 10% = $350,000  

 Objective  $2,925,000 x 10% = $292,500  

 Considered Achieving  $3,052,500 x 10% = $305,250  

  

PDM Price 
Summary  

When you use price analysis, your price summary should address each 
unit price, the Government's objective, and the price achieved. 
Commonly, this summary begins with a tabular presentation similar to 
the following:  

 Item  Proposed  Objective  Achieved  Reference  

 0001  $15,000  $14,000  $14,250  See Para A  

 0002  $10,000  $9,750  $9,750  See Para B  

 0003  $4,500  $4,400  $4,500  See Para C  

 •  If the same rationale applies to all items, a single explanatory 
paragraph should be enough.  

•  If different rationales apply to different items, you may need to 
provide several explanatory paragraphs.  

PDM Analysis of Facts or Considerations Affecting Price. As you document the significant facts 
or considerations affecting the proposal, your objective, and the amount negotiated, consider the 
effect of the following:  

• Items or services being purchased;  
• Quantities being purchased;  
• Place of contract performance;  
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• Delivery schedule or period of performance;  
• Any difference(s) between the proposed delivery schedule, the objective schedule, and 

the achieved schedule;  
• Any previous buys of similar products including:  

o When,  
o How many,  
o Schedule/production rate,  
o Contract type, and  
o Unit prices or total prices, including both target and final prices, if applicable;  

• Any Government-furnished material that will be provided as a result of the contract; and  
• Any unique aspects of the contract action.  

Technical and Audit Reports. Technical and audit reports provide key insights into the rationale 
that you used in developing your pre-discussion objectives. Normally, you should include a copy 
of each relevant report in the contract file. However, if the report is large or only available 
electronically, it may not be practical to include a copy in the contract file. In such situations, 
you must at least include information on where the full report can be found.  

Record of Any Additional Information. The contract file should also include a record of any 
request(s) that you submitted to the contractor for additional information along with the 
contractor's response.  
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CHAPTER FOUR: 

CONTRACT MANAGEMENT AND CLOSEOUT 

PROCUREMENT LIFE CYCLE STEPS 4 & 5: 

CONTRACT MANAGEMENT AND CLOSEOUT 
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4.1   Recognizing Special Considerations for Equitable Adjustments  

Clauses Providing for Equitable Adjustment. 

You may need to negotiate an equitable adjustment under one of several different contract 
clauses that provide for an equitable adjustment in certain situations under HRS 103D-501 and 
HARS 3-125. These include:  

• Changes;  
• Government Property;  
• Suspension of Work;  
• Government Delay of Work;  
• Stop-Work Order; or  
• Differing Site Conditions.  

There are two basic types of contract modifications permitted under the contract Changes clause:  

• Bilateral modifications are signed by both the contractor and the contracting officer. 
You can use them to:  

o Define all aspects of the contract modification, including an equitable adjustment, 
at the time that the modification is made;  

o Incorporate a negotiated equitable adjustment that resulted from a unilateral 
contract change. 

• Unilateral modifications are signed only by the Procurement officer and do not require 
contractor consent.  
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o Known as Change Orders, these unilateral changes are for changes in the work 
within the scope of the contract and changes in the time of performance of the 
contract that do not alter the scope of the contract work. 

o The contractor is required to continue performance of the contract as changed and 
can request an equitable adjustment within the period prescribed.  

Preference for Bilateral Modifications. When time permits, the contracting officer should 
generally modify contract requirements using a bilateral contract modification for three reasons:  

• Only one contract document is required.  
o If you make a bilateral contract modification, you can use a single document to 

modify the contract requirements and incorporate any necessary equitable 
adjustment.  

o If you make a unilateral contract modification, you must use one document to 
make the contract modification and a second document to incorporate any 
necessary equitable adjustment.  

• The equitable adjustment is established before work begins. When you use a unilateral 
contract modification, the contractor must continue to perform the modified contract.  

o While continuing to perform, the contractor incurs actual costs related to the 
change. As a result the contractor's proposal for an equitable adjustment must 
include a combination of actual and estimated costs. Each day work is completed 
so actual costs change and the estimated cost for uncompleted work changes. 
Negotiations are like trying to hit a constantly moving target.  

o Each day of contractor performance reduces the possibility that you can further 
influence how the contractor will interpret the modified contract requirements.  

• Contracting officers must definitize unilateral modifications within the shortest 
practicable time. Contracting officers commonly perceive this requirement as additional 
pressure for timely settlement on them but not on the contractor.  

Other Reasons for Equitable Adjustments. An equitable adjustment may also be necessary when:  

• Either the Government or the contractor fails to meet its contract obligations. (e.g., the 
Government fails to deliver Government furnished property when and where required); 
or  

• There is a change in the contracting situation (e.g., a differing site condition on a 
construction contract).  

Equitable Adjustment Objective. As the term implies, your objective should be an "equitable" 
adjustment. The Government relies on the judgment of the procurement officer and precedents 
established by the Courts and Boards of Contract Appeals. In general, an equitable adjustment is 
one that is fair to all concerned. Many define it as leaving the contracting parties in a position no 
better or worse than before the action or inaction that necessitated the adjustment.  



 120 

 

Equitable Adjustment Elements. An equitable price adjustment should consider changes in 
contract price and other terms affected (e.g., schedule).  

• Price changes should consider the reasonable cost of completing the contract before the 
act that necessitated the adjustment and the reasonable cost of performing the contract 
after it.  

• Contract terms (e.g., schedule) should consider the effect of the act on contract 
performance. For example, production must stop because parts that meet new 
requirements will not be available at any price for six months, but parts that met the 
original requirements were in stock.  

• Elements of the adjustment can be traded off. For example, when contract requirements 
increase, the contractor might request a higher price to make the change and meet the 
required delivery schedule. However, the contractor might accept a lower price increase 
if you extend the delivery schedule.  

Special Problems in Equitable Adjustment Negotiation. An equitable adjustment negotiation 
often presents special negotiation problems. The biggest problems are usually related to 
adjusting contract price. As stated above, the objective is a fair adjustment that leaves the 
contracting parties in a position no better or worse than before the action or inaction that 
necessitated the adjustment.  

The preferred method of pricing the adjustment is by negotiating the difference between the 
reasonable cost of performing the contract before the action or inaction that necessitated the 
adjustment and the reasonable cost after. Depending on the type of equitable adjustment profit 
may or may not also be adjusted.  

The main problem is deciding what costs are reasonable:  

• The same rules on cost allowability that apply to new contract negotiations also apply to 
equitable adjustments. Unfortunately, many contractors not familiar with cost 
negotiations often do not understand that they cannot recoup such unallowable costs as 
interest expense.  

• You may have to rely on the opinions of experts concerning actual costs incurred by the 
contractor. This is particularly likely when the contractor does not have an adequate cost 
accounting system.  

• You may have to rely on the opinions of experts concerning work actually completed. 
This is particularly likely when the contractor does not have a well-documented system 
for managing contract performance. This is a special problem if the contractor 
overestimates the work completed to support an unreasonably low estimate of the cost of 
work deleted and not performed.  

• Most contractors are very reluctant to accept estimates showing that the costs for work 
deleted would have been more than estimated at the time of contract award. Some look at 
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equitable adjustments as an opportunity to recoup losses associated with unrealistically 
low cost estimates at the time of contract award.  

Contractor Advantages in Equitable Adjustment Negotiation. An equitable adjustment 
negotiation may provide the contractor with negotiation advantages not present before contract 
award.  

• Negotiations are noncompetitive. Pricing alternatives on the original contract may have 
been limited by competition.  

• Contracting officers can have time limits to complete definitization (ie. incorporate an 
equitable adjustment into the contract) of unilateral contract modifications. Those limits 
increase pressure on the contracting officer to complete negotiations. However, they do 
not directly increase pressure on the contractor.  

• While performing under a unilateral modification, the contractor is incurring actual costs. 
The fact that the costs have already been incurred provides strong support for the position 
that the costs are reasonable.  

Government Advantages in Equitable Adjustment Negotiation. An equitable adjustment 
negotiation may also provide the Government with negotiation advantages that it did not have in 
the original contract award.  

• The contractor performance must continue, so the Government is not faced with a lack of 
progress in meeting its needs.  

• Payment for affected items delivered may be withheld until unit prices have been 
adjusted as part of the equitable adjustment, increasing pressure on the contractor to 
negotiate.  

• The contractor is incurring actual costs, but you are precluded from paying any cost that 
is not reasonable (actual cost or not). Until the adjustment is consummated, the contractor 
assumes the risk that its actual costs will be accepted as reasonable. As this actual cost 
increases, so does the pressure to negotiate.  

• The clauses that provide for equitable adjustment also provide for a unilateral contracting 
officer decision if no agreement can be reached. Of course, the contractor can dispute the 
decision, but the process is expensive and long. Most importantly, there is no guarantee 
that the dispute will be successful, particularly when the contracting officer's final 
decision is reasonable.  

Win/Win Benefits of Negotiated Adjustments. A negotiated agreement is generally a better deal 
for both sides because:  

• A unilateral contracting officer's decision may give the impression of being win/lose no 
matter how reasonable it is.  

• Disputes are long and expensive for both parties involved.  
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o If the Government wins, the contracting officer's decision may still appear one-
sided to the contractor.  

o If the contractor wins, it appears that the Government adopted a win/lose position 
and lost.  
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4.2  Burn Rate & Obligation Logs 

The burn rate is a measure of how long a company can keep operating until it has to seek 
more financing or in other words, how quickly the obligated funds are being spent. 
 
It is important for the Contract Administrator to have a clear understanding throughout 
the life of the contract on how fast the funds are being spent, and also keeps a running 
balance of any additional funds added through modification. 
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a. Contract Funding Log 
 
The Procurement Officer needs to keep a reconciliation of all monies associated with 
a contract. This is especially true for large fund contracts with multiple funding 
modifications along the way. A Contract funding log will show a running balance of 
the funds for the contract, plus any funded modifications, less payments to the 
contractor. 
 
 

Here is an example of a Contract Funding Log: 

Date Description $ Balance Notes 

1-Mar-15 Base Award: Period of Performance 
(POP) 1 Base Year + Four One Year 
Options.  

         
4,500,000  

         
4,500,000  

Amt is for base year only. 
Extension funds will be 
added as options are 
exercised. 

31-May-
15 

Contractor Lump Payment (23% 
complete) 

          
(478,000) 

         
4,022,000  

 

6-Aug-15 Modification 001: Equitable 
Adjustment for Steel reinforcement 

             
350,000  

         
4,372,000  

 

28-Nov-
15 

Modification 001: Government Delay              
130,000  

         
4,502,000  

 

1-Dec-15 Contractor Lump Payment (23% 
complete) 

          
(560,000) 

         
3,942,000  
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b. Burn Rate Log 
 
A Burn Rate Log is very similar to a Contract Log, except it is comparing the 
estimated monthly costs to the actual contractor burn. These logs are especially 
helpful when you are working with services and labor hour contracts. 
 

Here is an example of a Burn Rate Log: 

 
 

You will see that using a Pivot Chart will give you and your management a clear 
understanding of how fast the money is being spent. You should set a quarterly 
meeting to discuss the burn rate with the contractor to ensure you have enough funds 
to maintain the contract for the full year and/or obtain your deliverables before the 
money runs out.  
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4.3  Recognizing Special Considerations for Termination Settlements  

Contract Terminations (HRS 103D-501 (c)(3)(4)). There are two general types of contract 
terminations.  

• Termination for Convenience. The contract termination for convenience clause gives 
the Government the right to terminate the contract when it is in the Government's best 
interest to do so. Specific provisions for settlement will depend on the commercial or 
noncommercial nature of the product and the contract type. You can also partially 
terminate a contract for scope. 

• Termination for Default or Cause. The contract termination for default clause or 
termination for cause clause gives the Government the right to terminate the contract 
when the contractor fails to meet its obligations under the contract. Specific Government 
rights depend on the commercial or noncommercial nature of the product and the contract 
type.  

Termination Settlement Negotiation. 

Noncommercial fixed-price termination for convenience settlements typically require more and 
more complex negotiations than any other type of termination settlement.  

• Commercial contract termination for convenience settlements center on determining the 
percentage of contract work performed prior to the notice of termination and 
reasonableness of charges related to the termination. The termination settlement is 

https://www.acquisition.gov/far/current/html/Subpart%2049_1.html#wp1085089
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calculated by multiplying the contract price by the percentage of work performed and 
adding the reasonable charges related to the termination.  

• Cost-reimbursement contract terminations for convenience require little negotiation 
because the contractor is entitled to receive all allowable costs and any related fee.  

• Settlements for terminations for default or cause normally require little negotiation 
because the general requirements for settlement are described in the clause. In fact, most 
negotiations related to terminations for default or cause involve contractor efforts to 
convince the Government that there are factors that justify converting the termination for 
default or cause into a termination for convenience.  

Noncommercial Fixed-Price Termination for Convenience Settlement Objective. 

For a noncommercial fixed-price contract termination for convenience, your objective should be 
a settlement that compensates the contractor fairly for the work done and the preparations made 
for the terminated portions of the contract including a reasonable allowance for profit.  

• Fair compensation is a matter of judgment and cannot be measured exactly.  
• Various methods may be equally appropriate for arriving at fair compensation.  
• The use of business judgment, as distinguished from strict adherence to accounting 

principles, is the heart of settlement.  
• The parties may agree upon a total amount to be paid to the contractor without agreeing 

on or segregating the particular elements of cost or profit comprising that total.  

Noncommercial Fixed-Price Termination for Convenience Guides for Settlement. 

The primary objective is to negotiate a settlement by agreement.  

• Cost and accounting information provide guides for negotiating a fair settlement, but they 
are not a rigid measure.  

o In appropriate cases, costs may be estimated, differences compromised, and 
doubtful questions settled by agreement.  

o Other types of data, criteria, or standards may furnish equally reliable guides for 
fair compensation.  

• The amount payable under a settlement (not including settlement costs) must not exceed 
the contract price less payments otherwise made under the contract. From that amount 
you must deduct any disposal or other credits.  

Special Problems in Fixed-Price Terminations for Convenience Settlement Negotiation. A fixed-
price contract termination for convenience settlement negotiation may also present special 
problems.  

• The biggest problem is often the atmosphere surrounding the termination process. While 
the atmosphere surrounding a new contract negotiation is one of hope and a new 
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beginning, the atmosphere surrounding a termination is one of lost opportunities. Many 
times it is an atmosphere of distrust and resentment. You must not allow this atmosphere 
to drag you into a win/lose negotiation. 

• Contractors are required to submit final settlement proposals within one year of the 
contract termination but the period for submission can be extended by the termination 
contracting officer. The long period of time between the termination and settlement 
negotiation can affect the availability of information and your ability to verify the facts 
surrounding the termination. Work in process inventory, special tooling, special test 
equipment, or important records may be lost during this extended period of time. Costs 
incurred after the termination may be mixed with costs incurred before the termination.  

• The same rules on cost allowability that apply to new contract negotiations and equitable 
adjustments also apply to termination settlements. Unfortunately, many contractors not 
familiar with cost negotiations often do not understand that they cannot recoup 
unallowable costs.  

• You may have to rely on the opinions of experts concerning actual costs incurred by the 
contractor. This is particularly likely when the contractor does not have an adequate cost 
accounting system.  

• In a partial termination settlement, the contractor may propose increased costs in the 
continued portion of the contract related to the termination. Never consider these costs as 
part of the termination settlement. However, you may consider the need for a separate 
equitable adjustment.  

Contractor Advantages in Fixed-Price Termination for Convenience Settlement Negotiation. A 
fixed-price contract termination for convenience settlement negotiation may provide the 
contractor with negotiation advantages not present before contract award.  

• Negotiations are noncompetitive. Pricing alternatives on the original contract may have 
been limited by competition.  

• When the contractor's accounting system permits cost identification and tracking, actual 
costs should be available. There should be few cost estimates.  

Government Advantages in Fixed-Price Termination for Convenience Settlement Negotiation.  

A fixed-price contract termination for convenience settlement negotiation may also provide the 
Government with negotiation advantages that it does not have in the original contract award.  

• Normally, the Government will owe the contractor additional funds when the settlement 
is reached. This should increase the contractor's desire to reach an agreement.  

• The fixed-price termination for convenience permits the contracting officer to unilaterally 
settle the termination by paying the amounts determined reasonable. Of course, the 
contractor can dispute the determination, but the process is expensive and long. Most 
importantly, there is no guarantee that the dispute will be successful, particularly when 
the contracting officer's determination is reasonable.  
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Win/Win Benefits of Negotiated Settlements. A negotiated agreement is generally a better deal for 
both sides.  

• A unilateral contracting officer settlement determination gives the impression of being 
win/lose no matter how reasonable it is.  

• Disputes are long and expensive for both parties involved.  
o If the Government wins, the contracting officer's determination may still appear 

one-sided to the contractor.  
o If the contractor wins, it appears that the Government adopted a win/lose position 

and lost.  
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