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GSA

Services Contracting and the Federal Supply Schedules: A Call for Reform

BY BILL BRESSETTE AND ROB AUSTIN

T he General Services Administration (GSA) has
evolved considerably since its postwar inception in
1949 following the passage of the Federal Property

and Administrative Services Act. Originally established
to dispose of war surplus goods and store government
records, GSA as we know it today provides government
customers with a streamlined channel for purchasing
more than 20 million commercial items, with the stated
goal of achieving reduced lead times and cost savings,
as well as flexibility, transparency and control in the
procurement process. While the Schedules program
currently serves as a ‘‘one stop shop’’ for both products
and services, it was originally intended for the sale of
products alone—not services. As the government’s pro-
curement needs evolved, GSA subsequently expanded
the scope of the Schedules to allow for services, sales of
which have grown exponentially over time. In 2010, the
top four service offerings1 collectively accounted for

more than half of total sales through the Schedules pro-
gram.

Despite this growth trend, the Federal Supply Sched-
ules (FSS) contracting model has not substantially
evolved to account for the unique aspects of services or
‘‘solutions’’ (a term loosely applied to the combination
of products and services needed to meet a unique need
or specific requirement). This disconnect has led to a
variety of challenges for services contractors and con-
tracting officers, the most critical of which relate to pre-
award commercial sales practices disclosures and post-
award compliance with the Price Reduction Clause2

(PRC). In the absence of clear guidance or policy
changes, contracting officers have attempted to fit ser-
vices into a contracting model that’s ill-equipped to ef-
fectively handle these offerings. This has left many pro-
spective FSS contractors frustrated and existing con-
tractors in an unfavorable position at the time of
contract option extension or audit. This article will ex-
plore each of these issues and the underlying causes in
more detail, but first, let’s examine the basic FSS pric-
ing paradigm.

The FSS Pricing Paradigm. Since its inception, the FSS
contracting model has been predicated on the concept
that only commercial items as defined in FAR 2.101
should be offered on Schedule. This notion of commer-
ciality implies that the basic principles of supply and de-
mand in the commercial marketplace will result in
prices that are inherently fair and reasonable assuming
adequate competition exists. Thus, FSS solicitations re-
quire that offerors disclose their commercial sales prac-
tices, which ultimately serve as the basis for price nego-
tiations with the government.

In an attempt to establish a level playing field for all
offerors, the General Services Administration Acquisi-
tion Manual (GSAM) Section 515.408 provides detailed
instructions and a prescribed format for the disclosure
of commercial sales practices. This has been adopted by
each of the GSA Schedules in what is commonly known
as the CSP-1 Format. In this matrix, the offeror must

1 The top four service offerings in 2010 were Mission Ori-
ented Business Integrated Services (MOBIS), Professional En-
gineering Services (PES), Financial and Business Solutions

(FABS) and Information Technology (IT) professional ser-
vices.

2 GSAM 552.238.75 (May 2004) (Alternative I – May 2003)
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disclose its standard discounts (from commercial list
price), quantity and/or volume discounts, shipping
terms, and other concessions offered by customer or
customer group. In addition, the offeror must indicate:
1) whether or not the discounts and concessions offered
to the government are better than or equal to the best
price (discount and concession in any combination) of-
fered to any customer acquiring the same items regard-
less of quantity or terms and conditions; and 2) whether
or not deviations from its written policies or standard
commercial sales practices ever result in better dis-
counts (lower prices) or concessions than disclosed.
Further, in the price proposal, the offeror must identify
its most favored customer (MFC) and the price offered
to that customer for each product or service offered un-
der FSS—typically accomplished through the use of a
MFC or ‘‘best price’’ matrix. This information is utilized
by the government during price negotiations in order
‘‘to obtain the offeror’s best price (the best price given
to the most favored customer).’’3

While the offeror’s pricing disclosures, which are re-
quired to be current, accurate and complete, provide
the government with assurance that the negotiated
prices are ‘‘fair and reasonable’’ at the close of negotia-
tions, the long-term nature (five-year base period plus
three five-year option periods) of GSA Schedule con-
tracts4 necessitates the inclusion of clauses to allow for
price adjustments during the contract period. The Eco-
nomic Price Adjustment (EPA) clause provides the con-
tractor with a mechanism for adjusting prices to ac-
count for increases in costs and/or list prices. And
should the contractor’s prices decrease, the PRC pro-
vides assurance to the government that its prices will
remain fair and reasonable over the life of the contract.
The PRC requires that the contractor and the govern-
ment agree upon a Basis of Award (BOA) or ‘‘tracking’’
customer (or group of customers) prior to award whose
prices will be tied to the awarded FSS prices during
contract performance. In the event that the price or dis-
count relationship established between the BOA and
GSA prices at the time of award is disturbed in favor of
the BOA customer(s) (i.e., prices to the BOA custom-
er(s) are reduced or discounts are increased), the con-
tractor is required to reduce its GSA prices accordingly
to preserve that relationship.

It is under this framework that the Schedules pro-
gram currently operates; and while it may work reason-
ably well for products providers with established com-
mercial pricing and discounting practices, it presents a
variety of challenges and risks for services contractors.

Services Pricing. The FSS contracting model was ini-
tially designed for the sale of products where standard
catalog price lists exist and sales can be tracked and
disclosed as a discount from those list prices; however,
the concept of a price list or rate sheet with defined dis-
counting practices is foreign to many service providers.
This is because, unlike commercial-off-the-shelf prod-
ucts, a service offering or solution may vary substan-
tially from project to project or between customers. Ser-
vices and solutions are frequently tailored to meet very
specific customer requirements, which can significantly

impact pricing. In fact, there are seemingly limitless
variables that can affect the pricing of services and so-
lutions including the type of contract used; project risk,
size and duration; location of the work to be performed;
availability of resources, and the resource mix or level
of expertise required to perform the work. In the pro-
fessional services field, rarely are two projects exactly
the same, making a price comparison between two
unique projects virtually impossible. Moreover, when
you consider the evaluation of commercial projects for
price reasonableness under FSS contracts, further is-
sues arise as commercial contracts often carry substan-
tially different terms and conditions from GSA Sched-
ule awards.

Unless a company sells packaged services or solu-
tions (i.e., those that are well-defined, repeatable and
require little customization), then what it offers to its
customers, whether Government or commercial, are its
human resources. These resources are generally mar-
keted and sold in the form of labor categories with func-
tional responsibilities, years of experience, education
and perhaps other requirements on an hourly rate ba-
sis. However, customers often do not buy individual re-
sources by the hour—rather they are purchasing a
scope of work with a variety of factors that may impact
price. To deconstruct that scope of work and analyze
the pricing based solely on the price per hour for one of
many resources ignores the realities of services pricing
in general, and many commercial item contractors face
challenges when it comes to capturing this information
at the project level. Unfortunately, this is exactly what
the CSP-1 and pricing disclosures require— that the of-
feror identify the lowest rate at which it has sold each
individual labor category offered under the FSS con-
tract. Knowing that the government will ultimately use
this data in an attempt to negotiate MFC pricing on a
labor category-by-labor category basis can be ex-
tremely frustrating for most companies whose sales
practices are defined and whose performance is mea-
sured at the overall project level.

Consider the example of a company that utilizes a le-
verage model for staffing its engagements – a common
practice in many professional services fields. On proj-
ects of this nature, a company may be willing to dis-
count the rates of its senior level resources, sometimes
even at rates that are unprofitable, since the preponder-
ance of the work will be performed by junior level re-
sources. This is a perfect example of a situation where
pricing is ultimately determined at project level, and
taking a line item view of the pricing (e.g., by labor cat-
egory) would provide an incomplete view of the con-
tractor’s actual sales practices. Despite the govern-
ment’s stated willingness to take such factors into con-
sideration during price negotiations, there is no set
standard of practice or even informal guidance on how
to address these issues leading to vast inconsistencies
between FSS contracts. Furthermore, given the unique
needs and complex requirements of the federal govern-
ment relative to the commercial marketplace, it is short-
sighted to think that the sale of a single resource or la-
bor category on a given project is indicative of a compa-
ny’s commercial sales practices as a whole. You just
can’t boil down a complex service offering into a simple
matrix.

Successfully negotiating pricing that is fair and rea-
sonable to both the government and the contractor is
not the only pre-award hurdle for FSS contractors. Dur-

3 General Services Administration Acquisition Manual
(GSAM) 538.270(a)

4 VA FSS contracts have 5 year base periods and may be re-
newed in varying increments for up to five additional years.
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ing negotiations, the contractor must also consider its
post-award PRC compliance obligations when estab-
lishing the BOA. Often, in situations where a contractor
lacks standard discounting practices by customer
group, GSA takes the position that the contractor
should monitor sales to all commercial customers for
compliance with the PRC. One could argue that a broad
BOA designation such as ‘‘all commercial customers’’ is
neither a fair nor a reasonable request in light of the
fact that commercial terms and conditions generally
vary substantially from those on FSS awards - not to
mention the fact that this is an unrealistic, overly bur-
densome requirement for many primarily commercial
companies (both small and large) that may not have the
systems or infrastructure to effectively monitor all com-
mercial sales. Regardless, in many cases this remains
the government’s starting position during negotiations,
and ultimately results in significant post-award PRC
compliance risk for the unknowing contractor.

The concept of the PRC on services contracts is
simple enough: selling a labor category at a rate which
disturbs the price or discount relationship established
between the BOA and FSS pricing at the time of award
will trigger the PRC. However, in practice it is rarely
this straightforward. In a purely time and materials con-
tracting world, a contractor must ensure that it has suf-
ficient controls in place to proactively identify the sale
of a labor category below a certain threshold. Unlike
fixed price contracts, rates are typically identified in the
contract and invoiced by labor category, making this is
a reasonably achievable objective. Some accounting
systems can be configured to capture the billing rate for
each labor category on a particular project to facilitate
compliance; and for those that cannot, policies and pro-
cedures may be implemented to mitigate the risk of
PRC triggers slipping through the cracks.

On a fixed price contract, however, a series of issues
come to light. How does a company effectively capture
the billing rates that were used in deriving the fixed
price? What information should be included on each
invoice? What happens if it takes more hours than esti-
mated to complete the project resulting in an effective
or ‘‘realized’’ rate that is less than the billing rate used
in deriving the estimate? What happens if you use a dif-
ferent labor mix than what was anticipated in the
estimate? Are any hours in excess of those contem-
plated in the estimate considered concessions? And the
list goes on. As you can see, what is already a grey area
becomes a lot greyer when it comes to fixed price con-
tracting under FSS services contracts. This is especially
problematic when it seems that the answers to these
questions largely depend upon who is answering
them. . .the contracting officer, GSA auditors, or the
contractor.

Services Pricing under a ‘Cost Build’ Approach. The cost
build approach describes a practice where hourly labor
rates are developed based on the underlying cost of the
resources that will be used to perform the work. This is
a common pricing approach in many industries includ-
ing engineering, IT and environmental services, as it al-
lows contractors to staff engagements with the appro-
priate resources while offering a more sophisticated
pricing structure that takes into consideration many
variables including, for example, where the work will
be performed and whether or not a security clearance
or other certification is required. Such pricing can re-

sult in widely varying rates depending upon the method
for estimating direct labor, the underlying cost of that
labor, variations in overhead rates, etc. Usually these
calculations are performed by applying indirect rates
(e.g., fringe, overhead, general and administrative cost
rates) as well as a reasonable profit to the direct labor
cost of service (i.e., salary or wages) for those re-
sources. In the context of FSS contracts, the resulting
hourly billing rates are used on time and materials task
orders and in the development of firm-fixed price esti-
mates.

Remembering that price (not cost) analysis serves as
the basis for the fair and reasonable determination of
FSS prices, we encounter the first obstacle: FSS con-
tracting officers do not typically review ‘‘cost and pric-
ing data,’’ as this information is not required for com-
mercial items sold under the FSS program. However,
for a contractor without a commercial price list that
builds its labor rates from the ground up as a standard
practice, cost and pricing data may be all it can reason-
ably disclose. It can’t disclose discounts from a com-
mercial price list when no such price list exists, nor can
it reasonably disclose MFC price for each labor cat-
egory, when such pricing may be subject to wide varia-
tions based upon some of the factors noted above.

In the absence of alternative disclosure options and
without the ability to perform a detailed analysis of cost
or pricing data, how can the government assess
whether the proposed rates are fair and reasonable?
Perhaps the only logical answer would be to evaluate
the proposed pricing against competitor pricing under
FSS contracts. However, such a market analysis pro-
vides only an approximation as labor category qualifi-
cations vary considerably between companies—not to
mention the fact that this can be very time consuming
and highly subjective depending upon the sample
taken. More often than not, the contracting officers re-
quire the contractors to disclose MFC rates in a manner
that is familiar to them—the CSP-1 Format and the
MFC matrix/Price Proposal, resulting in an uphill battle
for contractors trying to negotiate a price that they can
live with and still compete at the task order level where
discounts are expected regardless of the size of the or-
der. Until cost build contractors and contracting offi-
cers are provided with the appropriate guidance for pre-
paring and analyzing pre-award pricing disclosures, the
FSS contracting community will continue to suffer from
repeated attempts to force fit cost build labor rates into
a pricing model that was designed for the evaluation of
commercial products.

In addition to the pre-award challenges noted above,
the cost build approach can cause significant post-
award issues if the contractor does not understand and
clearly document its obligations under the PRC. Since
the contractor’s individual cost components, not com-
mercial sales, serve as the basis for its proposed pricing,
it simply does not make sense to tie FSS prices to one
or more tracking (BOA) customers to ensure that prices
remain fair and reasonable during the life of the con-
tract. Consequently, one could argue that the concept of
a BOA customer and the PRC should not even apply
since the ‘‘fair and reasonable’’ determination was not
based upon the disclosure of an MFC customer and
prices expressed as a discount from commercial list.
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Recent Developments and the Way Forward. For the
FSS contractor community many of these issues are not
new. In fact, some would argue that these issues date
back to the initial publication of GSA Multiple Award
Schedule (MAS) Policy5. In the past few years, we’ve
seen several attempts to address these challenges in-
cluding the MAS Advisory Panel and the proposed re-
write of GSAR Part 538. While these recommendations
have not yet resulted in any substantive policy changes
or guidance, it is encouraging to know that these issues
have not gone unnoticed.

In March 2008, the MAS Advisory Panel was char-
tered to provide GSA with independent advice and rec-
ommendations related to its policy statement, regula-
tions, solicitations and contract provisions. Specifically,
it was asked to review the MFC provisions and price re-
duction policies and provisions in the context of current
commercial pricing practices6. After an exhaustive re-
view of the program and numerous public meetings
with government officials, FSS contractors and a few
industry experts, it issued its final report which in-
cluded a variety of recommendations related to FSS ser-
vices and solutions contracting7. Among the most inter-
esting was the suggestion that ‘‘the GSA Administrator
eliminate the PRC from FSS services contracts and
adopt an 803-like approach to compete orders for all
agencies when using Schedule contracts.’’ Although at
this point the elimination of the PRC remains unlikely,
in 2011 the competition requirements of Section 803
were extended government-wide and are now officially
required under GSA Schedule contracts. Another panel
suggestion was that GSA ‘‘explore the addition of cost
type SINs to the schedule program for services on a vol-
untary basis for those contractors with the capacity to
manage cost type contracts’’ – a change that would help
to address some of the challenges faced by cost-build
contractors. Such a scenario, however, may only pres-
ent additional questions and challenges under the MAS
program such as whether the Cost Accounting Stan-
dards should be applicable if cost-based contracting be-
comes a common practice under the program.

GSA has attempted to address the challenges pre-
sented by the sale and procurement of integrated solu-
tions under the Schedules program with its proposed
One Acquisition Solution for Integrated Services (OA-
SIS) contract vehicle – though its focus is narrow. OA-
SIS is intended to ‘‘meet the needs of customers with
complex, integrated professional services with a sup-
porting Information Technology (IT) component,’’ since
‘‘the MAS Schedules Program is (also) not intended to
address cost-reimbursement solutions, offer a standard-
ized definition of labor categories, or capture detailed

transactional data.’’8 The draft RFP was targeted for re-
lease by the end of October 2012. Perhaps we’ll see
movement on that sometime early next year.

The GSAR Part 538 rewrite sought to address, among
other things, the problems presented by the current
CSP-1 when attempting to fit services and solutions un-
der this format. In doing so, it proposed to replace the
CSP-1 with two new disclosure provisions that would be
known as the Sales Practices Format 1 and 2 (SPF-1,
SPF-2). The proposed SPF-1 (GSAR 552.238-60) would
provide for the disclosure of supplies and/or services
with an established catalog price list, while the pro-
posed SPF-2 (GSAR 552.238-61) would provide for the
disclosure of supplies and/or services with market pric-
ing and without an established catalog price list. Inter-
estingly, the SPF-2 allows for the disclosure of ‘‘other’’
contract pricing, ‘‘net’’ billed rates, a labor category
crosswalk and labor hour versus fixed price supplies/
services9.

While these proposed changes do not provide an-
swers to all of the problems faced by FSS services con-
tractors and contracting officers, they do highlight sev-
eral critical areas in need of reform. It is important to
recognize that the fundamental issues related to the
GSA pricing and compliance model have significant im-
plications for both contractors and the federal govern-
ment. For contractors, many of whom are coming up on
option exercise in the next few years, the prospect of a
pre- or post-award audit raises the very real possibility
that many of these issues will surface within their own
contracts. PRC issues and defective pricing can quickly
lead to False Claims Act allegations and long, drawn-
out investigations involving Inspector General auditors
and/or the Department of Justice. For the government,
these structural defects translate into thousands of
hours of audits, investigations, and settlement
negotiations—as evidenced by some of the more recent
and well publicized recoveries.

Yet despite the significant resources spent evaluating
programs in dire need of reform, the recommendations
have yielded little in the way of progress. It is time for
policymakers and industry representatives to come to-
gether once more to engage in a dialog—the formation
of a joint industry/government working group (perhaps
through the Coalition for Government Procurement or
the Professional Services Council) would be a great
place to start. Addressing the problems inherent to ser-
vices pricing under the Schedules should be a high pri-
ority for parties on both sides of the table. It should re-
sult in better pricing, streamlined acquisition, less risk,
and less of an administrative/compliance burden for
contractors. Wasn’t this the objective in the first place?

5 Published at 47 Federal Register 50242 (1982) and effec-
tive with solicitations issued on or after October 1, 1982.

6 U.S. General Services Administration Multiple Award
Schedule Advisory Panel Charter, dated March 26, 2008.

7 Multiple Award Schedule Advisory Panel Final Report,
dated February 2010.

8 http://interact.gsa.gov/blog/frequently-asked-questions
9 Federal Acquisition Service presentation titled ‘‘GSA

Manual (GSAM) – Rewrite of Subpart 538: GSAR Part 538 Fed-
eral Supply Schedule Rewrite’’ by Deborah Lague, Lead Pro-
curement Analyst, Policy Branch, Office of Acquisition
Management/FAS.
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