
THE ASSISTANT SECRET A FlY OF THE NAVY 
1I'£SEAACI~ DI:VEL.Of'Io,<O<T AND~ 

MEMORANDUM FOR Dl STIUUUTION 

SU BJ ECT: Implementat ion of Should-Cost Management 

References: (u) Under Seercw!)' ofDc li.: nsc (Acquisition Technolugy & Logistics) 
Mell1or~ndull1 "l mplemcr1!Ution Directive for Heuer Buyi ng l'uII'er ­
Obtaining Greater Ellicicnc), and Productivity in Dcfense Spending" 
Novcmber 3.20 10 

(b) Undcr Secreta!)' uf Defensc (Acquisitiun Technology & Logistics) 
MClllorundum "lleUer Buying PU\\'er: Guidancc for Providing lkl1cr 
Enidcncy and Productivi ty in Dcli.:nsc Spending" dnll'd September 24. 
2010 

(c) Undcr Secretary of Defense (Acquisition Technology & I.ogistics) 
Mcmorandum " Implcmcntolion uf Will-Cost and Should·Cost 
Management" dlltcd April 22. 20 11 

(d) Under Sccrdlll')' o f Defense (AC4uisilion Technology & Logistics) 
Memornndulll on Savings l{eloted to "Shmlld-Cost" 

(e) Under Secrdu!)' 0 f I)efc ilse (AC4uisitioll Teehnnlo!lY & Logist ics) 
Memornndum "Beller Buying I'ower: Mandale for ]{estoring 
Af1ordohility and Productivity in Defense Spending" dated JUI1C 28. 
20 10 

(I) Assistant Secretnl')' o f the Na\')' (Researeh. ])c\·d upment. nnd 
Acquisi tion) nnd Assistant Secretary of the Nllv}' (financial Management 
ond Comptroller) Mcmomndum "Department uf the Navy Scrvice eust 
Posi tions" dnted Jam,"!), 7, 20 to 

(gl SECNAVINST 5223,2 Dcp:mment oflhe Navy Cost Anol)'sis daled 
December 16. 2008 

Allilchmcil t ( I): Shou ld-Cust Mlinagelllcn t Gli idel illes 

'!lle Depm1rnent ofthc Nuvy (DuN) uequisition community is cUll tillll ing to 
il1lplcmcl1t lh~ 23 principle actiul1S identified in references (a) ami lb) to gnin grea!er 
dliciellcy alld pmducti\'ily in defense spend ing. Of particular impo rtance is 
implementation o f "Should-Cost Man~gement." emphasiZed in referencc (c) lind (d). 

In accordllncc with rcfcrellcl'S (a) - (e). thc DoN is directed to cstuhlish Should­
Cost targets for all ACAT 1- [[I prugmms and 10 use Should-Cost Mlumgement to tr.Jck 
subsequent perfonnance. Implcmentntion of thcse dirccti\'cs rcquin."S the c~ t ub1ish lllcnt 
Ill' u Will-COSl estimate alld cunti!llml Should-Cost Marmgernent activity for nil ACAT I. 



SU I1 JECT: Implcmcntation of Should-Cost Management 

II , and 111 programs as ddim:d in thc Shou ld-Cost Mmmgemcnl Guidclincs (al1aehmenl 
(I». I'rogram managers. through continuous Should·Cost Management. will identity 
spcci lic. discrctc. lind mClIsumblc IIctions or initiutivcs thllt uchievc slIvings IIgainstthc 
Will-Cost es timate. Should-Cost Management challcnges progrnm managers to drive 
prodUclivit)' impwvcments in <lll phllses of progrmn c.~ceut ion by scrutinizing every 
clement of governmcnt ;md contractor costs. Refe rence (e) provides program managers 
with speeifie approaehes 10 achicving Should-Cost targe ts and rcalizing savings thnlllgh 
lower program costs. 

The Miles tone Decision Authority (MDA) will approve all Should-Cost 
Management ini tia tives and targets Ulld will usc thcsc 10 sct progmm execution goals. 
Progmm man<lgcrs will managc, rcport ;lnd Lrack to these targe ts, as well as dclcnd the 
vnlidit)' ofthc specific initiativcs identificd that achieve ~lIving~ agllinstthc Will-Cost 
estimate. For programs that rcport to the omce ol'Sccrel<lry o f Defense. approval hy th~ 
MDA of Should-Cost Management initiati ves is required prior to leavi ng thc DuN. 
Should-Cost Managcment rcporting will not be cxternallO the Department of Dc l'cnse 
(DoD). 

I'rogrmn budget baselincs for ACAT I. 11 , and III programs will be infonncd hy 
the program Will-Cost est imate. During the year o f exeellt ion. funds will be aVll ilahle to 
progmms bascd on thcir Should-Cost Managemcnt ta rgets. Successfu l ext:cution to the 
Shuuld-Cost Munagcmt:nt est imate will ereate asscts within the DoN l'or re<lllocation to 
the highest priori t)' needs. Initially. the withholding of funds will be limited 10 thc F-35. 
E-2D. VXX. LeS and Ohio Replaccmcnt progmllls. which will serve as pilots to develop 
an effectivc funds nmnagemt:nt pruct:ss. 

Attachmt:nt ( I) provides initial guidanee and clarities tenns. procedurcs. and 
reporting requircmcnts associated with th i s in itiati vt: . ·n lC point of contact for th is 
initiative is the Deputy Assistant Sccretary orlhc Nuvy. Management and Budget 
(M&B). 

SeoUl J. Slaeklcy 

Distribution: 
ASN (FM&C) 
COMNAVSEASYSCOM (SEA 00. SEA 06) 
COMNAVAIRSYSCOM 
COMS I'A WAI~SYSCOM 
COMMARCORSYSCOM 
COMNA Vl' ACENGCOM 
COMNAVSUPSYSCOM 
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SUIlJ ECT : Impiemt:nlUliun ofSlullIlrJ·Cost Munugt: mt: nl 

COMSC 
CMC 
eN. 
eNO (N09IJ. N I. N2 1 N6. N3/5. Nt! . NS. NK) 
rEO (JSF) 
PEO ('1') 
I'EO(A) 
PEO (U&W) 
l'EO (S I'ACE) 
I'EO (LCS) 
I'EO (S HIPS) 
PEO (SUIlS) 
I'EO (CARRIERS) 
I)EO (IWS) 
I'EO (EIS) 
PEO (C41) 
I'EO (LS) 
UIlI'M (S5 I') 

cc: 
I)ASN (M& I:I . SHIPS. AIR. . C4IflOfSI'ACE. E&LM. RDT&E. 11'. AJ') 
AGe (RD&A) 
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SHOULD-COST MANACEM.F.NT GUJDF.I.INF's 

\\IjII·Cost K .. timlltes lind Should-Co~t M:ma l!cmcnl 

A transparent. two tiered cost, funding, and managcmcntapproach using two 
sepamte esti mates, II Will-Cost estimate to inform the progmm/hudgct process lind a 
Should·Cost Manllgementlarget for program management and execution. 

WiII·Cost F.s timalc ffiudl!ct lIu~line) und Ilnctotllllcnt 

The budget b~selim~ will be informcd by a Will -Cost estimate thut aims to provide 
sufficient resources to execute the program under normal conditions. cncountering 
appropriate levcts of technical, liChedule. and programmatic ri sk and 10 provide assurance 
thm: I) the program can be complcted within the budgeted program ba.>;cline and 2) the 
program will not encountcr a Nunn-McCurdy breach. For ACAT I progrnms, the WiII­
Cost est imate is the CAPE Independent Cost Estimate (ICE) or the Service Cost Position 
(SCP). TIle Will-Cost estimllle will be prepared in accordance with all applicable 
documenL~ found in Appendix A and the cost estimating procedures noted in references (e) 
and (I) of this Implementation of Should-Cost Managcment memorandum. Refcrencc (I) 
describes specific requiremcnt;; for DoN Service Cost Posi tions in suppan of ACAT I 
milcstone dccisions , and these slImc principles should be applied to ACAT II und III 
programs. Will-Cost estimates for ACAT II and [II progmms will he presentcd li t 
milestone decisions and approved by the appropriate System~ Command (SYSCOM) cost 
estimllt ing organizations in accordnnce with reference (g). 

As identified in SECNA VINST 5223.3 ··Depar1mtnt of the Navy Servicc Cost 
Positions" dated December t6, 2008, the Will-Cost eSlimate should rencctthe program of 
recortl estimate and the Cost Analys is Rcquin:lIK!nts Description (CARD). Programs are 
expected to act ively manage the budget baseline using current Will-Cost estimates for all 
acquisition, budget. and programming decisions. 

Processes for Will -Cost estimates nre currently in place for ACAT I progmms. 
including n requirement for a SCP at ench milcstone decision. ACAT JJ and JJJ programs 
should present a Will -Cost estimutc U1 milestone decisions th:ll have been approved by the 
appropriate System Command (SYSCOM) cost estimating organi7.ation. Annual ACAT II 
and III progmm Will-Cost es tim:lle updates must also be approvcd hy the appropriate 
SYSCOM cost estimating organi1.11tion. For all programs. the Will -Cost est imate 
review/uJX!ate must assess all Should-Cost Management efficiencies identified for 
potential incorporat ion. 

Should-Cost Man'll!cmenl (Program t:~«ulion Target~) a nd Develol"llcnt 

The program execution target will incorporate Should-Cost Management ini tiativCli 
developed by the program office and wi11 be used as an internal ntanagemcnt tool within 
the DoD to incentivize performance to the targe\. 111e Should-Cost tnrget will be based on 
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renlistic technical and schedule baselines lind assumes successful outcome$ from 
impiemcnullion of efficicncies, lessons leam ed, and bc.!;t practices. Targets will be 
dc.~ igned to drive productivity improvements in programs. will inform contract 
negotiat ions and will incorpornte results of co ntract direct and indirect cost re\'iews when 
they are conducted. (See FAR 15.4074 and OFA RS 215.407-4 Should Cost Reviews.) 
The program office is responsible for de\'e loping Should~Cost Management targels and 
initia tives along with all tnIcking and reponing requirements . Under Secreillry of Defense, 
(Acquisition Technology & Logistics). USO (AT&L) (ACAT 10 and lAMs) lind Assistant 
Secrewy of the Navy (Research, Developme nt, and Acquisition), ASN (RO&A) (or 
de legated MOA or PEO) will approve ShOUld -Cost Management targe ts nt miles tones nnd 
nt nnnual Gate ReviewsiConfigumtion Steering Boards. Updllles resulting from nnnllni 
reviews for all ACAT I pmgrnms are approved by ASN (RO&A) wi th AT&L n()( ified of 
these revisions. 

Should-Cost targel~ should consider a ll Will-Cost estimate excursions and all 
previously defined Should-Cost largets, ShOUld-Cost Management i n i t i at i vc.~ will be 
emegorized a.~ either ncar-term (with in the pmgrnm manage( s tenure) or long-term 
ini tiatives (e.g. cost related to sustainment ); nnd progrnm driven (wi th in progrom 
manager' s control), service driven (within the services control). or e..: temnJl y driven 
(outside service control). 

Should-Cost turgets should be developed in one of th ree ways: 

11le Should-Cost target is developed using the Will-Cost estimate as the hase 
and applies discrete, mellsumble items andlor specific ini tiatives for savings 
against that bllse. This is the recorn rnemled approach for all progrnms wi th an 
established Will-Cost estimate. 

The Should-Cost IIIrget is developed using a bottom-up approach without a 
fonlm] FARIDFARS should COM review and includes act ionoble content that 
wiIJ lead to achieving cost below the Will-Cost estimate or budget baseline. The 
bottoms-up approach can be performed at the very lowest levels or at higher 
levels. and is primarily defined liS using methods dis tinctly di ffere nt from the 
Will -Cost es timate development. 

The Shou l d -Co.~t target is developed using a bottom-up approach with II full -up 
indirect/direct contmct should cost review in accordance wi th FAR 15.407-4 and 
OFA R 21 5.407-4 and includes act ionable content that will lead to achieving cost 
Ix:low the Will-Cost es timate or budget baseline. 

Note: Detailed FARIDFARS should cost reviews are recommentled to suppon contract 
negot iat ions, pan icularly for sole source production procurements; however. they are often 
resource and time intensive and require advance coordination with DCMA lind Scrvicc 
functional communities. 
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Should-Cost targets will be deve loped in collaborat ion with the appropriate 
SYSCQM fu nct ional org:m i1.ations and program managel1i may seek nssistance from 
outside organi1.at ions (e.g. ASN (RD&A), the Nayal Center for Cost Analy.; is (NCCA), 
DCMA and other progrnm offices) il.~ progrnm managcrs identify Should-Cost initiatives. 
Unspeci fied cost reductions (e.g. broad based dollar 1 percent reductions) against the Will­
Cost est imate are not yalid Should-Cost targets. In itintives nrc cxpected to have specific 
Ilction:lhle content associu\ed with the reductions. Most items oUL~ide the control of the 
prognun office nnd inconsistent with the current progmm of record arc ml1side excursions 
and not ll ppropriate as Should-Cost Managcmeat initiatiycs. For example, economic 
prodaction nlte excul1i ions or other quan tity c:xcurs ions arc no\ part of the progrnm Should­
Cost target. They should be iden tified und presented separately. Items thlll requi re 
significant up-front investment or a 5ignificant change to the progrnm of record (e.g. 
economic production mtc..~) should not be included as a Should-Cost Management 
initiative, but should be presented as separate but important excursions for considernt ion 
by the MDA. 

Shnuld-CMt l\hmugement Reporting I' Tncesses lind Procedures 

Will -Cost es timates and Should-Cost Management targets arc required for a ll 
ACAT J, II nnd III milestone decisions. Table I SlImmnri7.es when Wi ll-Cost est imates. 
Should-Cost targc l~ , and Indi rect/Direct Contruct Cost Reviews nrc requi red or 
recommended. 

Tuble I : En~nt Driven Crn; t F~~tinmtc Reporting Requirement~ 

WiJl-Cos( Prugrum Should-
.: .·cnl estimate CII:oiI IndirectlDin:ct COOIr.lCt Cost Reviews 

(Inilial l Upd.1lc) Manngemcnt (Refer III recommendations lAW FAR 
(Refer 10 App. A 

ttl'l:ri 15.407-4 Wld DFAR 215.407-4) 

& 8 ). (ln ltlnl l Update) 

MSA Initiul InlUol N/A 

I\IS IJ Updutc Updutc 
{Initial setting of (Scl~ Internul Ini ti ul to Suppan Controlci Act ions 
Budget Ba...eHn-c I' rugnull (Dplional) 

for Nunn- E:u~ullon 

McCurdy metriC5) IInsellne) 

MSC/ LRIP I Dplionul 
Contract Aworn Updatc Updnte Refer to recommendations lAW FAR 

15.407-4 and DPARS 215.407-4. 
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In addition. considemtion should be given to updating Should-Cost Managemelll 
targets for the following program events: 

FRP (FDDR) Decision I Contmct Award. 

In preparation for or immediately following Cri tical Design Review. 

First LRIP award OUI of option contmcts: in particular. in cases where option 
product ion contracL~ were awarded os pan of the development contract award. 

Interim Contractor Support ond Contractor Logist ic Support first contrnct 
owards. At a minimum update the Will-Cost est imate, but consider Updating the 
Should-Cost target ond conducting a FARIDFARS indirect/direct cost reviews. 
Conducting these updotes in conjunction with 0 sustoinment Business Case 
Analysis (SCA) is beneficial. 

Organic Logistics Infras tructure. updme the Will-Cost estimate, but consider 
updating the Should-Cost target and conducting a FARIDFARS indirect/direct 
cost reviews. Conducting these updaTes in conjunction with a sustainment BCA 
is beneficial. 

Rc[)orting M~thods a nd Tcmphtcs 

Program offices will be responsible for tracking and reporting all Should-Cost 
t;lfgeL~ and any updates. At 0 minimum. reponing elements will include Ihe discre te iterm 
or specific initiatives. cost savings associated with eoch individual item. a program 
timeline or event whcn the sovings is e:'tpectcd \0 be realized. and the [otal expected to be 
saved. Maintaining visibility of the o riginal program e:'tecution boseline over time. how it 
changes ond the successes achievcd is critical and will provide valuable lessons learned 
and data for other and future progroms. 

The Should-Cost target is on internal management tool [or incenlivizing 
performance to target. and is. therefore. not 10 be used for budgcting. programming. or 
reporting outside the department. Thus. Should-Cost target documentation must be marked 
and treated as For Official Use Only. For programs that report to the Office of Secretory of 
Defense, approval by the MDA of Should-Cosl Management initiatives is required prior to 
leaving the DoN. Formal reporting in DASHBOARD will be required in the future and the 
Should-Cost targets will be reported to the AT &UARA through Acquisitinn Visibility 
Service Oriented Architecture (A V SOA). 

Appcndi:'t B contains the opprovcd Will -Cost/Should-Cost DA B template for MS A 
and MS B. and for DoN Gate Reviews. This template can be tailorcd as nccessary. 
Appendix C offers recent examples of DoN program Should-Cost Management 
opponunitie.~ for considerat ion . 

With appropriate justification. woivers may be gmnted for Should-Cost targets or 
subsequent updates. In rare circumstances. and with appropriate justification. waivers may 
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be requested from the OUSD (AT&L) for ACAT ID/IAM progmms, the ASN (RD&A) for 
ACAT IC/IAC programs, and hy the M DA or PEO for ACAT II and III progmms. Waiver 
reque~l~ to the Should-Cost Management requircmenl~ ~hou ld be submiUed to DASN 
(M&B) using the form "E"emption to Shoulu-Cost Management Requi rement" found in 
Appendix D. 

PnK.:~Ss for withhold a nd releuse of the dilT~ rence hetween Ihe Will-Cost estinmle 
(hudgen lI od Ihe Should-Cost Management lart:el 

During progmm execution the difference between the funds appropriated annually 
and Should-Cost Managementturget will be held at the Secretariat level. The SAE is the 
decision authority on the distribution of the difference for all ACAT [ programs, the MDA 
for aU ACAT II progmms and the PEO~ arc the decision authority for the distribution of 
the difference for all ACAT II I programs. Initial and updated Will-Cost estimates and 
Should-Cost targel.~ mu~t he promptly provided \0 ASN (RD&A) DASN (M&B) and 
OASN (FM&C) DASN (FMB) to manage the funding hold process. The funding hold and 
rclea~e process for the Department of the Navy will be as follows: 

Progmms that are funded ~tarling in FY20!2 and arc limited to expending no 
morc than the Should-Cost Management target. Funds equal to the Should-Cost 
target will be rekas.cd to the program manager for execution. The remaining 
funds representing the difference between the Will-Cost estimate and the 
Should-Cost target will remain in lhe program line but he placed on hold :ltthe 
Secretariat level. 

Each program manager will brief their e~eeutiol1 status relative to the Should­
Cost Management target Dl the annual Gate Six SuFficiency Reviewl 
Configuration Steering Board. Progmm managers will also present their annual 
Should-Cost target updates during any scheduled SAE reviews. 

Pmgmm managers will request any release of funds on hold during the annual 
Gate ReviewfCSB (sec Appendix B for a template). 

If a program manager rcquire ~ releasc of funding hetween regularly scheduled 
Gate Six reviews. the Program Executive Ofl"icer shall schedule an ollt-or-cycle 
Gate Six review through the npproprime product DASN. 

If a progrnm manager requires release of funding between regularly scheduled 
Gme Six rel/iews. the Program Execut ive Officer shall schedule an oUl-of-cycle 
Gate Six review through the appropriate product DASN. 

NOTE: TIle process to hold funds that have been appropriated and that represent the 
difference between the Will-Cost estimate and the Should-Cost Management hlrget will 
initially be piloted on live DoN progrnms (i .e., F-35, E-2D. YXX. LCS. Ohio 
Replacement) and will be fully implemented across all ACAT I, II and m progrnm.~ upon 
successful completion of the pilot. 
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Progrnm manager1l will share Should-Cost Management infonn:nion and resu lts 
among all DoN cost orgnni:tlltions in atrnnspnrent and timely millmer. Program orfices, 
SYSCOM cost slllffs, and NCCA will ensure full incorpormioll of the achieved savings 
imo updmed Will -Cost estimmes. Updnted Wi ll -Cost estimates incorpornting the liltest 
information 011 release of funds and achieved savings will be provided through the DoN 
Objective Memorandum (POM) process for inclusion in revised POM positions. 
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Appendix II. 

Cost Estimati ng Policy, D ircctives, and Gu idance 

I) Department of Defense (0 0 0 ) Instructi on 5000.2 dated 
December 8. 2008 

2) OUSD (AT&L)/ARA Po licy Memo " Required Signed and 
Documented Component-level Cost Position fo r Milestone 
Reviews," daled March 12, 2009 

3) II.SN (RD&A) and II.SN (FM&C) Memorandum "Departm ent 
orlhe Navy Service Cost Posit ions," dated Januury 7, 2010 

4) Department orNavy Cost Estimating Guide: Compendium of 
Best Practices 



Supporting Evidence for Should Cost: 

• Production rates economical and historically stable (SXXX) 

• Shorten program timeline 
- Complete R&D effort in FY16 vs. FY17 as currently planned in ICE ($XXX) 
- Potential production rate increase ($XXX) 

• Strong negotiation positions (SXXX) 
- Historical cost, learning curve, and understanding 

01 production efficiencies ($XXX) 
- Long-term supplier agreements ($XXX) 

• Parametric model MOA established with contractor for key routine functions/costs 
(SXXX) 

• Open system architecture design eases future enhancements (SXXX) 

• Aggressive "Breakout" IPT established for appropriate 
"""'''1 Re(_mend~Uon: Ke<!p 

(OAD 
FOUO I<Idltlon. 
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EXllnlples or Opportuoiti es for Should-Cos! J\laongcnlcnl 

• Ide nti fy items or services comrnetcd through a second or thin! party vehicle. Eliminate 
unnecessary pass-through costs by considering othcr contmc ting options 

• Identi fy an nhemative technology/mnteri nl thnl can potent ia lly red uce deve lopment or life 
cycle COSl~ ((R&D/Lab. etc) for a progrdm. Ensun:. the pri me prod uct contmct includes 
the development of th is technologylmmerialatthe ri gh t t ime 

• Recons truc t the program (government and contruc tor) team to be more streamlined and 
effic icnt 

• In the area of test: 

a Take ful l advantage of integmted Developmental and Dpernl ional Test ing to 
reduce ovemll cost of tes ti ng 

a Integmte moocling and simulation into the test construct to reduce overall costs 
:rnd ensure full usc of National tc~t facilities and rdnges 

• Ident ify opponunities to breakout Government Furnished Equipment versus prime 
contrac tor provided items 

• Promote Supply Chain Managcment to encoumge competition al lower ti ers 

• Ch:rnges to ICE (SCP) uss umptions 
o Mult i year procurement (economic order quanti ty) 
o l.c1lJlling CllrvC reduc tion 
a Reduced change orders 
a Overhead rate reduction 

• Focus areas 
0 

0 

0 

0 

0 

System specifica tions 
Oe.~i gn for afford abi lity 
Bui ld Sirdtegy 
Contrdcting st rdlcgy 
Schedu le reduction 

0 

0 

Next genemtion Integmtcd Prod uct Development Environment (IPOE) 
Faci lityfproduction enhancements 

• OilIer 
0 

0 

0 

0 

Tandem buy (negotiale two LRIP l ol~) 

Second sou rce.~ 

Alterna tive des igns 
Process improvements 

Some approachesli le m.~ not 10 include in the Should-Cost est imate: 
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o Arbitrary reductions against the Will-Cosl estimate are nOI acc:epmble for Should­
COS! estimales. These estimates are expected 10 ha\'e specific IICtion:tblc conlcnl 
associated with the reductions. 

o Choosing a lowcr confidence level from your WilJ-cosl est imate range is nnt 
acceptable for thc Shouid-COSI e....rimall!S. The.<;e e.~limal cs are expected 10 have 
specific actionable. con l entlL~socia l cd wilh Ihe ~uc!ions. 

o Programs openning under Firm Fi.'(cd price (FFP) sholiid use the conllnon sense. ­
focused scru tiny .~hould be on as~ocialed other government cosl.~ and only n:open 
FFPs if there is a clear benefit 10 do so. 
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