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MEMORANDUM FOR COMMANDER, UNITED STATES CYBER  

                                              COMMAND (ATTN:  ACQUISITION EXECUTIVE) 

                                        COMMANDER, UNITED STATES SPECIAL OPERATIONS   

                                              COMMAND (ATTN:  ACQUISITION EXECUTIVE) 

                                        COMMANDER, UNITED STATES TRANSPORTATION  

                                              COMMAND (ATTN:  ACQUISITION EXECUTIVE) 

                                        DEPUTY ASSISTANT SECRETARY OF THE ARMY 

                                              (PROCUREMENT) 

                                        DEPUTY ASSISTANT SECRETARY OF THE NAVY 

                                              (PROCUREMENT) 

                                        DEPUTY ASSISTANT SECRETARY OF THE AIR FORCE 

                                              (CONTRACTING) 

                                        DEPARTMENT OF WAR AGENCY AND DOW FIELD ACTIVITY   

                                              DIRECTORS 

 

SUBJECT:  Noncompetitive (Sole Source) Peer Review Process for Contractor Facilitization  

                    Costs 

 

Consistent with Executive Order 14372, Prioritizing the Warfighter in Defense 

Contracting, and to expand the review of contractor facilitization costs required by the attached 

May 4, 2026, Under Secretary of War for Acquisition and Sustainment (USW(A&S)) 

memorandum, my office has established a tiered approach for non-competitive (sole source) peer 

reviews.  This new process is designed to streamline review for certain acquisitions while 

maintaining robust engagement on higher-dollar-value actions.  

 

Effective immediately, the following thresholds and procedures are established for sole 

source peer reviews to implement the memorandum issued by the USW(A&S) on May 4, 2026: 

 

• Sole source actions greater than $50 million and less than $500 million will follow a 

streamlined peer review process.  This approach is detailed on the website identified 

below and focuses on key pricing elements:  facilitization costs, prime and major 

supplier historical costs incurred, and resultant realized profits on prior efforts. 

 

• Sole source actions greater than or equal to $500 million and less than $1 billion will 

follow the peer review approach currently required by Defense Federal Acquisition 

Regulation Supplement (DFARS) and Procedures, Guidance, and Information 

(PGI) 201.170. 

 

The memorandum does not alter the existing processes for sole source actions at or above 

$1 billion.  Those actions remain subject to the existing sole source peer review process required 

by Class Deviation 2026-O0002 – Revolutionary FAR Overhaul Part 1, DFARS Part 201. 
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Additional details are available on the Defense Pricing, Contracting and Acquisition 

Policy/Price, Cost and Finance sole source peer review website at:  

https://www.acq.osd.mil/asda/dpc/pcf/ss-peer-reviews.html.  This website also contains 

resources such as the Best Practices/Lessons Learned for Sole Source Pricing, which is useful for 

all non-competitive acquisitions, regardless of their dollar value. 

 

 

 

 

John M. Tenaglia 

Principal Director, 

    Defense Pricing, Contracting, and  

    Acquisition Policy 

 

 

Attachment: 

As stated 

 

 

 

 



  
   

      
       

THE UNDER SECRET ARY OF WAR 

301 0 DEFENSE PENTAGON 

WASHINGTON, DC 20301-3010 

ACQUISITION 

AND SUSTAINMENT 

MAY O 4 2026 

MEMORANDUM FOR SENIOR PENTAGON LEADERSHIP 
DEFENSE AGENCY AND DOW FIELD ACTIVITY DIRECTORS 

Subject: Prioritizing the Warfighter and Negotiation of Contractor Facilitization Costs 

Consistent with Executive Order 14372 Prioritizing the War.fighter in Defense 
Contracting, dated January 7, 2026, Components must identify within 10 business days all known 
contractor facilitization costs programmed for current fiscal year or future year defense plan 
(FYDP) execution. Recognizing that in most instances these costs have not been specifically 
programmed, but rather are included in contractor proposals, effective immediately for all 
prospective, sole-source defense acquisitions valued at $50 million or greater, contracting 
officers shall present pre-negotiation objective positions for Peer Review to determine what, if 
any, facilitization costs should be recognized. 

Facilitization costs include both direct and indirect expenses for long-term, non-recurring 
investments in physical assets to improve, expand, or maintain operational capacity or increase 
production quantity. The following cost elements and directly associated expenses are generally 
considered facilitization costs: Capital Equipment Purchases, Special Tooling and Test 
Equipment, Facility Investments and Plant Rearrangements, Rental Costs, Real Property, 
Manufacturing and Production Development Costs, Gains and Losses on Disposition of 
Depreciable Assets, and Parts Obsolescence where the Increased Costs Do Not Result in 
Improved Performance or Producibility. 

Since most of these types of costs are typically indirect and are charged to contracts 
through overhead cost pools, contracting officers will need to work closely with and rely on the 
specialized expertise of both Defense Contract Audit Agency (DCAA) and Defense Contract 
Management Agency (DCMA) to identify these costs. DCAA and DCMA can also assist in 
identifying costs proposed directly, such as special tooling or test equipment that should be 
examined for exclusion. 

Defense Pricing, Contracting, and Acquisition Policy (DPCAP) presently conducts Peer 
Reviews for noncompetitive contract actions that exceed $1 billion in accordance with OFARS 20 
l.170(a)(l)(ii). We will issue a change to the DFARS to revise that threshold to $50 million and 
the scope of these Peer Reviews will expand to examine and determine whether these costs should 
be recognized on a case-by-case basis. 

The purpose of this memorandum is not to amend or otherwise override the contract cost 
principles established in Federal Acquisition Regulation (FAR) Part 31. This memo aligns the 
Department with the policy and objectives of Executive Order 143 72, which requires defense 
contractors to make critical investments with their own capital to increase production capacity 
when required and overall to deliver timely, quality warfighting capabilities to our military. 
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