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To: Duane Andrews '
From: Paul A. Strassmann i
Sub}e?zt;&k}terpretation of the Proposed $4.5B Target Savings for I T -
Enclosed is an analysis showing budget projections for DMRI)9 Eikiam
proposed $4.5 billion target. I propose to keep the baseline invesHfiggl A
billlon without change to fund the much needed modemjzaa l!'l;.

Information infrastructure.

I pxﬁose that all savings come out of operations. An annual cost reduction of only
24% be sufficlent to generate the target $4.5 billion of savings. This rate should be
compared with a minimum of 20% per annum savings realized by US industry.
Comparison of target savings against the current baseline is not appropriate.
Assuming that personnel related transactions will decrease 15-25% (based on projected
reduction in personnel) and materlals related transactions will decrease 3545% (based
on projected reduction in acquisition) then allowing for only a 2.4% annual cost
reduction will yield a $4.5 billion increase! in the funding of the defense Infrastructure.
A $4.5 billion cost reducton target will not improve DoD’s “tooth/tail” ratio.
Information technology is one of the few means available to improve the cost-
effectiveness of US forces. I do not believe that US defense will be served well by

accepting the proposed $4.5 billion cost reduction target as the agenda for the balance
of this decade. We can and ought to do much better.

1 personnel and materfals ralazed ransactions account each for about half of the informatlon workload. This

calls for an average decrease of 30% in Operarions expense by 1999, With inflation In compensation costs already
bulit into the baseline a calculadon of the volume-adjusted baseling is enclosed.
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DMRD 918 Budget Projections for DIt inplemestation {Bllliona, currert §'s} 11729792
Current 918 Baseline 1994 1905 1996 (397 1998 1838 2000 _ 1994-2000
[ivestment $3.60 $3.60 $3.60 $3.60 $3.60 $3.60 $3.60  926.20
Operations $7.91 $8.10 $7.86 $7.90 $8.10 $6.10 $B.1D $5€.06
Totwal $11.51 $11.70 $11.46 $11.50 $11.70 $(1.70 $11.70 $81.20
T9% DM 1994 1995 1996 1097 1986 1999 2000 1994-2000 GakvBssellne
ot {-O%Myr) $3.60 $3.60 3360 $3.60 $3.60 $I60 33.60 $25.20 $0.00
Opsratons (-24%/yv] $7.61 §7.72 $7.53 $7.36 $7.18 $7.01 $6.84 $51.55 $4.51
Yoisl $1).61 $31.32 $11.13 $10.96 $10.78 $10.58 $10.44 $78.75 $4.51
% Corepudeon ws. 1994 Basoling
Ivesimant 100% 100% 100% 100% 100% 100%  t00% 100%
'f”m 100% 05% 96% 93% 89% 67%  84% 2%
L Yol 100%_ 97% _97%  95%  92%  91%  89% 24%
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DMRD 918 Budget Prajections for DIl Implementation

(BiMans, current $'s)

11729792

Work Volume Ad 1984 1995 1986 1897 1998 1998 2000 1994-2000 Gain/Daseiine ,
lm Base $7.91 38.10 $7.86 $7.90 $8.10 $8.10 $8.10 $56.086
Opersions-Voume Adjstmt.  $7.91 §$7.47 $7.06 $6.67 $6.30 $5.96 $5.63 $47.00 $9.06
% Compasison vs. 1994 Baseline
{Operasions 100%  92%  S0%  84%  78%  74% 70%




