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ABSTRACT

The purpose of this thesis is to compare the Naval Postgraduate School's

Financial Management program to similar civilian programs.

The research focused on cost and qualitative differences between NPS and

four civilian counterpart curriculums. A previously derived unit cost model was

used to determine the full cost of instruction within the Department of Systems

Management at NPS, and reference materials obtained from the Department of

Education provided insight into the full cost of instruction at each of the four

civilian institutions.

This study includes recommendations for continued operation of the Financial

Management program at the Department of Systems Management within the Naval

Postgraduate School based on its cost efficiency.
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I. INTRODUCTION

A. BACKGROUND

Base closure and realignment are the realities of the

Post-Cold war era as well as continuing budget constraints

that are mandated by Congress. Like all military

installations, Naval Postgraduate School will be again

scrutinized in the 1995 Base Realignment and Closure process.

To effectively participate in the process, Naval Postgraduate

School must be ready with an estimate of the true costs and

benefits that the institution provides. What must not be

overlooked is the mission and uniqueness of education that the

Naval Postgraduate School provides in educating officers who

will be expected to carry the burden of protecting our

national security into the twenty-first century. In the arena

of an ever changing threat and mission responsibilities and

cuts in resources and manpower, the need for a more highly

educated officer corps becomes all that more important.

It is accepted that there is a need for naval post-

baccalaureate education, and therefore it is important to

choose the most cost effective programs that meet the needs of

the Navy.

He [The Chief of Naval Operations] approved the Graduate
Education Review Board's recommendations that the Navy
commit to retain the Naval Postgraduate School (NPS) at
Monterey. He expressed the philosophy that education is
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a major asset that the Navy should continue to support i
the most cost effective way possible. Furthermore,he
stated that civilian educational institutions (CIVINS)
could not support Navy requirements to the extent
required, and, that it would take additional resources to
require CIVINS to respond to Navy subspecialty
requirements.[Ref. 1i

Comparing dollar costs appears to be an easy measure, however

it is important to understand the framework in which these

numbers are generated. Numbers themselves are meaningless

until a logical approach is applied to interpret the data to

ensure that comparisons of figures are generated within the

same frame of reference.

There are a number of possible closure scenarios that

could involve the Naval Postgraduate School. One scenario

would involve the shutdown of the Naval Postgraduate School

and transfer of some residual programs to the United States

Naval Academy. The Navy would continue its program of

graduate education but send its students to civilian graduate

schools. The premise of this scenario is that civilian

institutions could deliver the required masters degrees at

significant savings. Military courses and relevant Department

of Defense instruction could be obtained in Annapolis during

experience tours[Ref. 2]. It is important to examine

this scenario by conducting a comprehensive cost and

qualitative analysis to determine whether the Naval

Postgraduate School provides an equivalent or better education

at a competitive price.
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These concerns are the driving elements for this study.

It is important to see if there is a better way to deliver

post-graduate education while meeting the resource sponsor's

need to have qualified officers to fill required billets.

Dollar costs are a part of the equation, however there are

qualitative features that may not have a dollar figure

attached but which must also be considered when weighing the

alternatives.

B. OBJECTIVE

The purpose of this study is to iduct a cost/benefit

analysis of the Naval Postgraduate School's Financial

Management program and compare it to similar graduate programs

at civilian institutions. In doing this, I will employ an

existing unit cost model to develop the yearly cost associated

with instruction in the Department of Systems Management and

compare it to the yearly total spending per student for

Masters of Business Administration programs at selected

civilian institutions. I chose to compare the Financial

Management program to selected MBA programs because both offer

the opportunity to be designated with the XX31P sub-specialty

code. This sub-specialty code allows those officers

designated to be billeted into jobs requiring financial

skills. There are civilian institutions that offer a Masters

in Public Administration (MPA). This program might mirror

more closel. the objectives of the Financial Management

3



program, however there are no currently approved MPA programs

that offer the XX31P sub-specialty code. For comparison

purposes I felt that it was better to use the currently

approved MBA pcograms rather than speculating which MPA

programs would satisfy the curriculum sponsor's requirements

for the XX31P sub-specialty code.

In addition to comparing costs, I will assess the

admission requirements, Educational Skill Requirements,

transition costs, course sequencing and course uniqueness

between the Naval Postgraduate School and the selected

civilian Masters of Business Administration programs.

C. THE RESEARCH QUESTIONS

The primary research question is the following: Is there

a significant benefit in the Naval Postgraduate School

maintaining a Financial Management program as compared to

sending its students to civilian institutions?

Subsidiary questions to be addressed in assessing the

costs and benefits associated with the Financial Management

program:

a. To capture all of the costs associated with the

Financial Management program, I must define the unit of

output.

b. Are Financial Management curriculum courses

sufficiently unique in nature or sequencing that they can not

be duplicated at other civilian institutions? In terms of

4



course uniqueness, Naval Postgraduate School teaches courses

with an emphasis on defense-related matters that may not be

duplicated at civilian institutions. Examples:

1. Courses in both public/private sector cost

accounting and auditing standards.

2. Extensive analysis of the Planning, Programming

and Budgeting System (PPBS) employed by the Department of

Defense in preparation for budget submissions.

3. Practical course work on the role of naval

comptrollers in the budgeting process.

4. Analytical approach to economic costs versus

accounting costs.

5. Major systems acquisition and program management.

6. Theses that are primarily Department of Defense

related.

c. The Office of Management and Budget Circular Number A-

94, dated 29 October 1992, [Ref. 3] stipulates that

when measuring costs of a federal program or policy, the full

cost to society should be analyzed and not just the cost to

the federal government. Tuition alone does not cover the

entire cost of putting a student through a civilian graduate

program. Grants, research and endowment monies are

significant factors that help defray costs. In light of this

circular, how do we measure the cost of attending a civilian

institution?

5



d. A relevant issue is the cost associated with

transitioning students with limited undergraduate backgrounds

or recent academic experience. How do we compare the cost of

a student who would not be able to directly enter a civilian

graduate program that meets the educational skill requirements

of the resource sponsor?

D. SCOPE AND LIMITATIONS

The framework in which a departmental unit cost was

derived uses the existing financial data available to the

Naval Postgraduate School's administrative line managers. The

purpose of unit costing is to identify those resources

consumed to produce an end product and assign a cost to it.

There is no attempt to develop any new reporting features or

unit cost models. In fact, techniques are borrowed heavily

from a unit cost model developed by two NPS graduates, whose

thesis was an attempt to utilize existing financial data to

determine a unit cost for NPS as a whole.[Ref. 41

Manipulations of the cost data are necessary to ensure proper

allocation. The Hunter and Hicks unit cost model is more than

adequate to be able to derive a cost of instruction for the

Systems Management Department on a yearly basis and compare

that cost to yearly tuition or the full cost of instruction at

selected civilian MBA programs. It is important to point out

that the accounting system at NPS, like most public sector

systems, is not specifically set up to derive a unit cost.
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There are limitations on the availability of actual cost data,

so in some instances operating targets (OPTARs) are used to

approximate the actual costs incurred. The differences in

actual costs versus operating targets are generally small as

a percentage and are not considered significant. It should be

clear that the unit cost figure that is derived is a best

estimate and not an absolute figure that precisely estimates

the relevant annual cost. Further explanation of terms and

allocation rationale will be addressed in subsequent chapters.

An admissions model is developed that identifies the

criteria that are commonly evaluated by Masters of Business

Administration (MBA) admission boards prior to a student being

selected into a graduate program. The model is of my own

making. The model is deliberately lenient in favor of direct

acceptance into a civilian MBA program. The supposition of

the model is to identify those students who would be directly

accepted into a civilian MBA program and those who would not.

The rationale is that even with relaxed admission standards,

the Navy would not be able to place all of their Financial

Management students into civilian MBA programs without

incurring some transitioning costs. The transitioning costs

are those that would be necessary to bring all the required

students up to minimum standards for acceptance. The criteria

used to evaluate a student's potential for acceptance is based

on interviews with admission offices at four leading MBA

programs.

7



I. ORGANIZATION OF THE STUDY

A brief discussion of the remaining chapters is outlined.

1. Chapter II: Civilian Institutions versus Naval

Postgraduate School

This chapter will introduce what Educational Skill

Requirements (ESRs) are, and why they are used. Also a review

of selected civilian institution MBA programs is made to

facilitate comparison to the Financial Management program at

NPS.

2. Chapter III: The Student Admission Model

This chapter will introduce the formulation of the

student admission model and rationale for the civilian MBA

programs that were chosen for comparison. Also presented will

be the results of current Financial Management students

academic data being used.

3.. Chapter IV: Concept of Unit Costing

This chapter will provide a synopsis of the concept of

unit costing. A discussion of generally accepted unit cost

definitions, allocations and selection of cost objects will be

presented.

4. Chapter V: Cost Data Collection and Presentation

This chapter will introduce the Hunter and Hicks unit

cost model and describes the step by step process used to

develop a departmental unit cost at NPS. Included is a

description of the sources, research methods and techniques

8



used in organizing and reporting the cost data. In addition,

the full cost of instruction at the selected civilian

institutions will be calculated and presented.

5. Chapter VI: Comparison of Cost and Qualitative

Aspects of Naval PostQraduate School to Civilian Institutions

This chapter will compare the full costs of

instruction at Naval Postgraduate School to selected civilian

MBA programs. In addition, there is a discussion of the

qualitative aspects of Naval Postgraduate school that

contributes to its uniqueness in preparing Naval Officers for

future assignments.

6. Chapter VII: Summary, Conclusions and Recommendations

This chapter will present my conclusions and

recommendations for the future of the Naval Postgraduate

School. Also, I will suggest topics for future research.

9



II. NAVAL POSTGRADUATE SCHOOL AND CIVILIAN INSTITUTIONS

A. FINANCIAL MANAGEMNT CURRICULUM (837)

The objective of the Financial Management curriculum:

is to prepare naval officers for business and financial
positions within the Navy.[Ref. 51

This is accomplished by offering officers a six quarter (18

months), 24-course curriculum matrix leading to a Masters of

Science (MS) degree in Management. Included in the course

matrix are nineteen core courses, two elective courses and

three course blocks that are specifically devoted to the

completion of a required thesis.

In addition to conferring a masters degree, the Financial

Management curriculum is also responsible for meeting the

requirements of the program sponsor. The Financial Management

(837) curriculum sponsor is the Director of Fiscal Management

Division (N-82) in the office of Chief of Naval Operations.

The Director's office has promulgated the skill requirements

that all graduates from the Financial Management program will

acquire during their course of study. These skill

requirements are formulated by the resource sponsor into

specific Educational Skill Requirements. It is the

responsibility of the Department of Systems Management to

design a course matrix that meets all of the Educational Skill

Requirements.

10



B. EDUCATIONAL SKILL REQUIREMENTS FOR CURRICULUM 837

Educational Skill Requirements (ESRs) are skills that are

directed to be acquired by the resource sponsor prior to being

awarded the sub-specialty code (XX31P) for Financial

Management. In many respects, these skill requirements for

the sub-specialty code mirror the educational requirements to

obtain a masters degree with notable additional military

emphasis. Below are listed the Educational Skill Requirements

for the Financial Management (837) curriculum.

1. A comprehensive understanding of all aspects of the
Department of the Navy budget cycle, including planning,
programming and budgeting formulation and execution.

2. The ability to identify, analyze and prepare effective
and economic program alternatives. An ability to prepare
and evaluate cost estimates.

3. The ability to manage and control funds, including
appropriated, revolving and non-appropriated funds to
support approved programs.

4. The ability to develop and review financial reports
and analyze budget execution against operating and
financial plans and to develop alternative plans and to
develop alternative plans based on analyses of an
activity's financial performance. An ability to recommend
or make management decisions regarding the reallocation or
reprogramming of funds.

5. A comprehensive knowledge of the principles of finance
and business management, in both the public and private
sectors, to support participation and leadership in the
development, implementation and administration of fiscal
policies, procedures, systems and controls to ensure the
responsible use of available resources.

6. The ability to develop and use internal control and
audit techniques to establish sound management controls
and to evaluate financial reports and operating
performance.

11



7. The ability to determine the unit costs of outputs and
to use such costs in the analysis of performance and the
allocation of resources.

8. An understanding of the acquisition process as it
relates to procurement and development appropriations.

9. An understanding of joint and maritime strategic
planning.

10. The ability to recognize issues of potential
importance to the Navy, formulate a research program,
perform the necessary research, and report the
results[Ref. 6].

C. COMPARABLE CIVILIAN INSTITUTIONS

To find graduate programs at civilian institutions that

could be used for comparison to the Financial Management

program, It was necessary to find a common attribute that

would show that the comparison of the programs was within the

same frame of reference. The common attribute chosen was the

award of the XX31P sub-specialty code. The assumption is that

the award of the sub-specialty code would translate into

similar acquired skills. Hence, comparing programs that

conferred the same sub-specialty code would mean comparing

programs of similar characteristics. It would then be a

matter of searching for civilian programs that would meet the

Educational Skill Requirements for the XX31P sub-specialty

code for Financial Management. The Navy's civilian graduate

education program maintains information on civilian programs

that meet these sub-specialty code requirements.

12



The Navy's Fully Funded Graduate Education Program is a

program that allows selected officers to attend civilian

institutions to pursue graduate course work. This program is

administered by the Manager of Civilian Institution Programs,

under the office of the Director of Students and Programs at

NPS. The Manager of Civilian Institution Programs is

responsible for all officers enrolled in the program. One of

the responsibilities of the manager is to facilitate the

attending officer's acquisition of a sub-specialty code. The

process requires the attending officer to petition a NPS

academic department for review of a course of study for

approval for a sub-specialty code. This approval process is

done on case by case basis, usually by the Academic Associate

for the relevant NPS curriculum. The approval process

consists of the attending officer requesting, in writing, that

his course of study be reviewed for applicability toward a

sub-specialty code. Within the request, the attending officer

will supply a detailed description of the courses to be taken

and how, in union, they satisfy each of the Educational Skill

Requirements for that sub-specialty code. The Academic

Associate will review the request and make recommendations on

whether the course matrix meets the Educational Skill

Requirement's or changes that must be met prior to approval.

It is the responsibility of the attending officer to make the

13



changes or seek alternative solutions to satisfy the Academic

Associate's guidelines. It is an extensive process of

scrutiny that generally takes months to complete.

For this thesis, I reviewed the academic records of those

officers who are currently enrolled in approved XX31P sub-

specialty code programs. There are currently four civilian

graduate programs approved in which an attending officer will

receive the (XX31P) sub-specialty code for Financial

Management. In each of the four cases studied, the approved

course of study was for a Masters of Business Administration

(MBA) degree. The currently approved MBA programs are at Duke

University, Harvard University, Northwestern University and

the University of North Carolina at Chapel Hill. Each of

these MBA programs is well respected and is ranked in the top

twenty-five business schools in the nation[Ref. 7].

D. THE FULL COST OF TUITION

The Office of Management and Budget Circular Number A-94,

Guidelines and Discount Rates for Benefit-Cost Analysis of

Federal ProQrams, dated 29 October 1992, stipulates that when

measuring costs of a federal program or policy, the full cost

to society should be analyzed and not just the cost to the

federal government. Tuition alone does not cover the entire

cost of putting a student through a civilian graduate program.

14



Grants, research, endowment and federai and state subsidy

monies are significant factors that help defray the amount

that a school charges for tuition.

When discussing the costs of instruction at NPS, the data

in this thesis represents the full cost that is incurred to

deliver instruction within the Department of Systems

Management. For a basis of comparison, it is necessary to

compare NPS full cost of instruction to the full cost of

instruction incurred by the selected civilian institutions.

Chapter III will discuss in more detail the methodology

used to make the comparison between the Financial Management

program at NPS and the MBA programs at the selected civilian

institutions.

15



I1. THE STUDENT ADMISSION MODEL

A. INTRODUCTION

The premise behind formulating this student admission

model is that if NPS were to close or decided to discontinue

its Financial Management program, the need for the sub-

specialty code XX31P officers would still exist and would have

to be satisfied at civilian institutions'. If this were the

case, then the pertinent question would be, what percentage of

the student population would be accepted into an approved MBA

program? Also, what are the alternatives for those students

that do not meet the minimum standards for acceptance?

B. METHODOLOGY

In interviews with four of the leading MBA programs in the

country, there is a continuing theme of their acceptance

requirements. The criteria most commonly used in evaluating

a student's potential for acceptance is:

1. GMAT scores

2. Overall undergraduate grade point average (GPA)

3. Student application and essay

4. Work History

'The XX31P is a sub-specialty code assigned to officers
who successfully complete the Financial Management program at
NPS. This P-code can also be assigned to officers completing
an approved MBA program at civilian institutions.
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5. Assessment of the student's skills and how they

would fit in at the school

6. Subjective assessment of managerial potential

7. Formal interview with school officials

It should be noted that each of the schools were somewhat

reluctant to put these standards into absolutes and in fact

pointed out that the subjective measurements were more heavily

weighted. In particular, when discussing either GMAT or GPA

scores, they were careful to disclose only the mean scores for

the incoming students and poi.4ced out that this is not the

only yardstick that they measure a student against. This is

understandable since they want to reserve the right to decide

who to admit as a student without backlash from those

potential students who are turned down.

Unfortunately, the limitations of this study did not

afford me the opportunity to assess the current group of

Financial Management students against each of these standards.

However, the formulation of the admission model is used to

illustrate that given some standard of admittance, not all of

the Financial Management curriculum's current students would

be accepted into an approved MBA program. Thus, the Navy

would be forced with formulating alternatives for those

students that do not meet the minimum requirements.

There are a number of assumptions I made about naval

officers attending NPS when creating the admissions model.

These were:

17



1. They would make good MBA candidates

2. They have the requisite work experience

3. They are highly motivated

4. They would make good managers

The amount of information available to discern a student's

ability and likelihood of acceptance into an MBA program was

limited. Although admission into an MBA program is a more

comprehensive evaluation, I developed a simple admissions

model that would discriminate for acceptance based on grade

point average (GPA).

Students would be divided into three categories:

2. Direct acceptance into an approved MBA program

2. Conditional acceptance into an approved MBA program

3. Contract acceptance into an approved MBA program

The following definitions are used for each of the

aforementioned categories. Direct acceptances are those

students who have demonstrated a high overall academic

proficiency and are likely to be accepted into an approved MBA

program for the XX31P sub-specialty code. Conditional

acceptances are those students who have demonstrated a

moderate overall academic proficiency and may find it

difficult to be accepted into an approved MBA program. These

students would likely to be accepted at some civilian MBA

program. However, these second tier MBA programs generally

have an arduous time being approved for the XX31P sub-

specialty code. Contractual acceptances are those students
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who have demonstrated a below average overall academic

proficiency and would find it difficult to be accepted into

any MBA program that would be approved for the XX31P sub-

specialty code. In this case, the Navy would have to contract

with a civilian institution to waive the entrance requirements

and provide the requisite course work necessary for the XX31P

sub-specialty code.

For student placement within a category, the following

rules were used for each of the cltegories. Direct

acceptances would be those students who have an overall

undergraduate GPA of 3.0 or greater2 . Conditional acceptances

would be those students who have an overall undergraduate GPA

between 2.7 and 3.0 or their GPA over the last two academic

years was 3.0 or greater. Contractual acceptances would be

fcr those students with a overall undergraduate GPA less than

2.7 and their last two academic years GPA was less than 3.0.3

It should be noted that these parameters are deliberately

lenient in favor of a student being directly accepted into an

approved MBA program. In fact, for the MBA programs chosen,

the mean GPA for the entering class was significantly higher

than the parameters I chose. Obviously, the higher the

2All Grade Point Average (GPA) numbers are based on a 4.0
scale.

3GMAT scores in conjunction with the GPA information
would have provided for a better model. Unfortunately GMATs
are not required for attendance at NPS and therefore were not
available for inclusion.
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than the parameters I chose. Obviously, the higher the

overall GPA parameter, the lower the number of students

falling into the direct acceptance category. While this model

can be adjusted in a number of different ways to make the

numbers come out differently, it this model is used primarily

for illustrative purposes only.

In the next section, I present the current Financial

Management students' academic profiles and where they place in

the admission model.

C. APPLICATION OF THE ADMISSIONS MODEL

Recall that I identified the criteria that are commonly

evaluated by Master of Business Administration (MBA) admission

boards prior to a student being selected into a graduate

program. Although admission into an MBA program is a more

comprehensive evaluation, I have developed a simple admissions

model that would Q'.scriminate for acceptance based on grade

point average (GPA). It serves to highlight that even under

the most favorable of standards, not all Financial Management

students would be accepted into an approved MBA program.

Table 3-1 is a compilation of a recent entering class of

Financial Management students' undergraduate academic

profiles.
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TABLE 3-1

CURRENT FINANCIAL MANAGIENT STUDENTS
DIRECT ACCEPTANCE CATEGORY

UNDERGRADUATE SCHOOLS ATTENDED4

-- Virginia Polytechnical Institute

-- Kearney State

-- United States Naval Academy

-- University of Missouri

-- Northwestern University

-- University of Houston

-- Southern Illinois University

-- University of Connecticut

-- Mansfield State

-- Notre Dame

-- University of Alabama Birmingham

-- University of Kansas

-- Oregon State University

-- University of San Diego

-- Rutgers University

4Scholastic data and undergraduate school attended are
not correlated to protect a student's right to privacy.
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TABLE 3-1 (Cont)

CURRENT FINANCIAL MANAGEMENT STUDENTS
DIRECT ACCEPTANCE CATEGORY

SCHOLASTIC DATA

GPA DEGREE YR GRAD LAST 2 YRS GPA

1 3.25 BA BUS ADMIN 1980 3.30
S3.44 BS ECON 1989 3.68
3 3.37 BA CHEM 1987 3.35
4 3.37 BS MECH ENG 1986 3.79
5 3.87 BS CHEM ENG 1988 3.87
6 3.80 BA SOCIOLOGY 1986 3.88
7 3.14 BS CHEM ENG 1987 3.23
8 3.42 BA MUSIC 1980 2.98
9 3.57 BS POL SCI 1987 3.86

i0 3.25 BS ACCTG 1984 3.12
3.05 BS MECH ENG 1982 2.86
3.54 BS EDUCATION 1980 3.00

23 3.07 BA FINANCE 1980 3 .00
14 3 .37 BS MECH ENG 1986 3.31
:c 3.64 BS CHEM ENG 1986 3.85
iE 3.01 BS AERO 1987 2.92
- 3.42 BS PHY SCI 1986 3.96
:e 3.0; BS MGMT 19806 3.09

3. o3 BS AGRI 1980 2.65
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TABLE 3-1 (Cont)

CURRENT FINANCIAL NA &GZ NT STUDENTS
CONDITIONAL ACCEPTANCE CATEGORY
UNDERGR&DUATE SCHOOLS ATTENDED

-- United States Naval Academy

-- Southern Illinois University

-- Michigan Technical Institute

-- Massachuse!ts Maritime University

-- Emory University

-- Westmont University

-- Marquette University

-- State University of New York at Buffalo

-- University of California San Diego

-- Marshall

--San Diego State University

-- University of Santa Clara

-- Yale University
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TABLE 3-1 (Cont)

CURRENT FINANCIAL N GEN STUDENTS
CONDITIONIAL ACCZPTANCE CATEGORY

SCHOLATIC DATA

GPA DEGREE YR GRAD LAST 2 YRS GPA

1 2.97 BA POL SCI 1983 2.72
2 2.81 BS FINANCE 1983 3.00
3 2.86 BS MGMT 1987 3.07
4 2.98 BA PSYCH 1986 NA
5 2.86 BA ECON 1982 2.87
6 2.72 BS POL SCI 1989 2.63
7 2.74 BS MGMT 1984 3.00
8 2.51 BS BUS ADMIN 1983 3.00
9 2.71 BS PHY ED 1978 3.06
Ic 2.72 BA BUS ADMIN 1986 2.95
1 . .93 BS INDUS TECH 1980 3.12
12 -. 90 BS MAR TRANS 1985 3.05
13 2.92 BS ENG 1982 3.08
:4 2.80 BS MGMT 1985 3.35

0 2.93 BS SYS ENG 1982 2.60
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TABLE 3-1 (Cont)

CURRN FINANC.AL ANAGENENT STUDENTS
CONTRACT ACCEPTANCE CATEGORY

UNDERGRADUATE SCHOOLS ATTENDED

-- United States Naval Academy

-- University of Wisconsin

-- University of Florida

-- anisus College

-- University of New Hampshire

-- Universitv of California Riverside

-Sa'nt John's University

-- Washington State University

-- Mississippi State University

-- Norre Dame

-- Duke University
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TABLE 3-1 (Cont)

CURRENT • J ANCIAL MANAGEMENT STUDENTS
CONTRACT ACCZEPTANCE CATEGORY

SCHOLASTIC DATA

GPA DEGREE YR GRAD LAST 2 YRS GPA

i 2.27 BA ECON 1988 2.58
"2.64 BA MATH 1989 NA

S2.48 BS CHEM 1980 2.89
4 2.28 BA ECON 1980 2.38
S2.48 BS OCEAN ENG 1981 2.63
S2.34 BS ELEC ENG 1978 2.79

2.53 BA HISTORY 1979 2.48
S2.34 BS MECH ENG 1987 2.48

S 2 .50 BS PHY SCI 1985 2.48
"2.49 BS ECON 1983 2.51
"-.60 BS ECON 1981 2.45
Z.48 BS CHEM 1988 2.43
Z .67 BA ECON 1979 2.81
Z.44 BS ACCTG 1982 2.72
2.49 BA CRIM JUST 1986 2.65
2.30 BS MECH ENG 1983 2.01

B2.22 ES MECH ENG 1984 2.17
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Recall that the admissions model was broken down into

three acceptance categories:

1. Direct acceptances into a MBA program.

2. Conditional acceptance into a MBA program.

3. Contract acceptance into a MBA program.

Applying the admissions model using the Table 3-1 data, yields

the following: 19 of 51 (37%) of the students would be

directly accepted, 15 of 51 (29%) would be conditionally

accepted and 17 of 51 (34%) would have to be contractually

accepted into a MBA program.

These are not favorable results if over a third of NPS

Financial Management students would find it difficult to be

placed in comparable civilian programs. These figures

reinforce the point that NPS is capable of transitioning a

highly motivated officer to meet all requirements to receive

a masters degree within the Department of Systems Management.

This is a significant factor because NPS produces

approximately 80% of the officers who fill financial manager

billets in the fleet. The NPS accomplishes this considerable

feat with a greater than 99% graduation rate of its stuoents%.

5Interview with the Department of Systems Management's
Curricular Officer of 05 April 1994.
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D. THE CIVILIAN INSTITUTIONS CHOSEN FOR COMPARISON

Recall from Chapter II, four MBA programs were chosen for

comparison:

-- Harvard Business School

-- Duke University, Fuqua School

-- Northwestern University, Kellogg School

-- University of North Carolina, Kenan-Flagler School

These MBA programs were chosen because all four have approved

course matrix plans by the Department of Systems Management's

Academic Associate for Financial Management. These plans meet

the minimum requisite Educational Skill Requirements for the

XX31P sub-specialty code for Financial Management.

It is important to remember that the Financial Management

program at NPS is 18 months in length. Each of the four MBA

programs is 21 months in length beginning in September of the

first academic year of acceptance. All four are highly

structured programs in which the core requirements are offered

in the first academic year and the elective courses are

completed in the second academic year. None of the programs

begins other than in September or offer the ability to

accelerate the MBA program to finish earlier than the

prescribed 21 month time frame 6.

6Northwestern University will waive up to the first year
of the MBA program to students with strong undergraduate
academic records in management or business administration.
This waiver is granted after school review, on a case by case
basis.
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Recall from Chapter II, the ESRs for the Financial

Management program also included military applications that

are not offered at civilian institutions. Specifically, ESRs

(1), (8) and (9) deal with budgeting within the Department of

the Navy (DON), the defense systems acquisition process and

understanding of joint and maritime strategic planning,

respectively.

To satisfy the requirement for budgeting within the

Department of the Navy, each proposed civilian program used

the Practical Comptroller Course (PCC) offered at NPS. This

is a shortened version of MN3154, Financial Management in the

Armed Forces, which is a core course for Financial Management

students which is used to satisfy that particular ESR. The

Practical Comptroller Course is a two week course of

instruction that is offered six times a year to both military

and civilian DOD personnel who will be filling comptroller

billets. Five of the course dates are at NPS. The sixth date

is offered, on a revolving basis, at several sites on the east

coast.

To satisfy the requirement for instruction in the military

acquisition process, three of the four proposals used an

independent research paper that focused on the military's

acquisition process. The fourth proposal, substituted a

course in systems acquisitions management taught by the

Defense Systems Management College at Hanscom Air Force Base.
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None of the four proposals addressed the ESRs dealing with

joint and maritime strategy or the required thesis. These

particular ESRs were waived in conferring the XX31P sub-

specialty code for the civilian program.

The effect of satisfying the military aspects of the

Financial Management ESRs basically comes down to the fact

that the student will have to spend an additional two weeks of

instruction for the Practical Comptroller Course. The

additional expense of the student's time and travel costs will

have to be factored in when comparing the costs of the

civilian MBA programs to that of the Financial Management

program at NPS. These costs will be estimated and included in

the Chapter V analysis.
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IV. THE CONCEPT OF UNIT COSTING

A. INTRODUCTION

This chapter will provide a synopsis of the concept of

unit costing. I will discuss unit cost definitions and

methods for allocating and selection of cost objects.

B. •THAT IS UNIT COSTING?

Unit costing is the identification of the full cost or

resources consumed to produce an end product or output of an

activity. In the case of Naval Postgraduate School, the end

product can be derived from the school's two primary mission

areas:

1. Award Naval Officers with masters degrees to fill

required billets within the Department of the Navy.

2. Conduct research that is beneficial to the

Department of Defense and Department of the Navy.

Graduates and research are not the only outputs of NPS.

There are many measurable end products that NPS produces.

However the unit costs of an organization should incorporate

the total costs of an organization and apply them to their

primary output(s). In the case of NPS, all costs must somehow

be applied to either the cost of producing a graduate or

conducting research.
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C. UNIT COST PROCEDURES

Unit costing, as applied by the Department of Defense

(DOD), is an initiative to implement full cost accounting

procedures. This would entail collecting financial data in

such a way that it can measure the full cost or resources

consumed to produce a primary output of an organization. Full

costs include all direct, indirect and general and

administrative expenses associated with the production of a

primary output. The Department of Defense has mandated that

the primary output to be measured for training commands is the

number of graduates produced. Since the DOD has designated

NPS as a training activity, NPS's output would be measured by

the number of graduates produced.

The intention of unit costing is to provide managers with

tools to serve in resource and budget planning as well as to

identify costs as they relate to the organization's output.

This visibility of costs serves to highlight areas of possible

efficiency or productivity gains. The DOD guidance on unit

cost management noted that:

Unit costs will not directly provide a cost savings. It
will help to better identify costs but not eliminate them.
However, recognition of total costs coupled with greater
flexibility to manage costs provides the opportunity for
improvement[Ref. 8].

One pitfall that managers should be aware of is that unit

costing tends to treat all costs as variable. It is not safe

to assume that costs will vary directly with a greater Qr

lesser amount of production. A manager must be aware of which
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of his costs are variable versus those that are fixed, for a

given level of production. This study of unit costing

exemplifies the difference between average costs and marginal

costs. Unit costing shows the average cost of resources

consumed and does not highlight the cost of the last unit of

resource consumed to produce an output. This is an important

factor that managers should be aware. Although unit costing

is a powerful management tool, there is no substitute for

knowing your product costs and how they behave at various

levels of output.

D. UNIT COSTING AT NPS

At this point it is important to define the components of

full cost.

1. Cost Classifications

a. Direct costs are those costs that are clearly

attributed to a single mission or primary output. For

example, at NPS a percentage of an instructor's salary can be

clearly attributed to the production of graduates based on the

amount of time spent teaching.

b. Indirect costs are those costs that are attributed

to more than one mission or primary output but can not be

distinguished as to which one. For example, at NPS the

Systems Management Department chairman's salary can be clearly

attributed to the Systems Management Department but can not be
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distinguished between the mission outputs of graduates or

research. His job is to be a benefit to both mission areas

and can not be assigned to just one.

c. General and Administrative costs are those costs

that are incurred for the benefit of all outputs. For

example, at NPS the base police costs are clearly for the

benefit of all outputs and can not be assigned to just one

department or mission area.

2. Cost Aggregation and Allocation

To arrive at a unit cost, all applicable costs must

first be aggregated into one of three cost pools: direct

costs, indirect costs or G&A costs. The direct cost pool will

aggregate all the direct labor and non-labor costs that are

clearly attributed to the cost of instruction within the

Systems Management Department.

Indirect and G&A costs have to be allocated to cost

objects (i.e., school mission)'. For an allocation method to

be considered proper, there should be a demonstrated

relationship. The cost allocation process is composed of two

stages. The first stage allocates costs to responsibility

centers; the second stage allocates responsibility centers

costs to units.[Ref. 9)

Throughout this thesis I will be referring to "school
mission area", "cost object" and "cost of instruction". These
are all in reference to the unit cost measure, cost of
instruction per year per student in the Systems Management
Department.
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At NPS, the indirect cost pool would aggregate all

indirect labor and non-labor costs that were clearly

attributed to the primary outputs but that are not

distinguishable between Departments. These indirect costs

fall into three categories. Indirect costs can be attributed

to:

1. The cost of instruction only

2. The cost of instruction and research but not

distinguishable between the two

3. The cost of research only

Three examples will help clarify these categories.

1. The Director of Students and Programs is charged with the

overall management of students at NPS. His costs are

associated with the instruction of students but can not be

identified to a particular department. Thus, his costs are

considered indirect for instruction only.

2. The Office of the Provost is responsible for all academic

activity at NPS. His office impacts both the instruction of

students and the conduct of faculty research but can not be

distinguished to that of a particular department. His costs

are considered indirect for instruction and research.

3. The Dean of Research controls the assignment and funding

of research but not in a particular department. His costs are

considered indirect for research only. The indirect costs of

NPS are aggregated into one of these three cost categories.
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Once the indirect costs are aggregated into one of the

three previously mentioned categories, they must be allocated

to the academic departments as either a cost of instruction or

a cost of research. This is done based on some common

attribute that shows a reasonableness of how they were

incurred8 . At NPS, records are kept documenting the amount

of time, in man-years per fiscal year, that was spent in the

pursuit of either instruction, research or both. In Chapter

V, multipliers are developed to allocate these costs based on

the amount of time an academic department spends pursuing

either instruction or research. The rationale and allocation

method will be discussed in more detail in that chapter.

The General and Administrative (G&A) cost pool would

aggregate all those costs that are incurred for the benefit of

all outputs. This pool would include non-labor costs, base

operating support, maintenance of real property, and other

salaries not already apportioned. Again, these costs have to

be allocated to the departments based on some common attribute

that reflects a reasonable basis of how these costs were

incurred. The allocation of G&A costs requires a two step

process. The first process is to allocate that portion of the

total G&A costs to a particular department based on the number

of persons assigned to that department. The second allocation

8This thesis is only concerned with the cost of
instruction within the Department of Systems Management.
Costs associated with research are not considered.

36



process is to apportion the allocated departmental G&A costs

to either the instruction or research output. Again,

multipliers were developed based on the number of man-years

dedicated to either instruction or research within the

Department of Systems Management. The multiplier represents

a percentage of time spent either instructing or doing

research within the department. Further amplification of the

allocation methods will be presented in Chapter V.

3. Output Measurement at NPS

The Hunter and Hicks study recognized the difficulty

of using graduates at NPS as the unit of output for the cost

of instruction.

... counting the number of graduates in a given year would
not accurately reflect the workload in that year. Since
academic curricula are of varying length, simply counting
the number of graduates would either understate or
overstate the actual workload[Ref. 10].

The curricula within the Department of Systems Management vary

between 18 to 21 months to complete. For this reason, I

borrowed the Hunter and Hicks surrogate measure of output at

NPS, namely the average number of students on board in a given

year. Fortunately, this information is tracked by the office

of the Director of Students and Programs. The average number

of students on board is kept by curriculum number. To arrive

at a unit cost for instruction within the Department of
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Systems Management for fiscal year 1993, simply divide the

full costs to instruct those students by the average number of

students on board in fiscal year 1993.

The Hunter and Hicks thesis involved developing a unit

cost model for the school's primary outputs of instruction and

research. Chapter V will apply their modeling techniques to

arrive at a unit cost of instruction for students within the

Department of Systems Management.
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V. COST DATA COLLECTION AND PRESENTATION

A. INTRODUCTION

The focus of this study is to compare the cost and

benefits of graduate education currently provided by the

Department of Systems Management at NPS to selected MBA

programs. One of the premises of this thesis is that NPS is

able to deliver a comparable level of education and fulfill

the requirements of the resource sponsor at a competitive

price compared with civilian institutions. To do this

required conducting field work, review of relevant

documentation and interviews with key personnel. This chapter

serves to identify cost data sources and present my findings.

B. UNIT COST REPORTING

The goal of a unit cost reporting would be to aggregate

all the costs of the resources consumed to produce a cost

object. In the simplest unit cost models, costs would be

assigned to one of three cost pools; direct, indirect or G&A

costs. As described in Chapter II, direct costs are those

costs that can be directly related to the production of the

cost object, while indirect and G&A costs must be allocated to

the cost object based on the reasonableness of how the

resources were consumed.
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Unit cost reporting has been recognized by the Department

of Defense as a way to provide the visibility of costs to

managers of military installations. However, unit cost

reporting procedures have not been implemented at NPS. The

Hunter and Hicks thesis built a unit cost model from the

existing accounting data and applied it to cost objects.

C. COST OBJECTS AT NPS

The Naval Postgraduate school provides professional

developmental education. NPS is also an academic institution

whose emphasis is on study and research programs that further

the interests of the Department of the Navy as well other

Department of Defense areas. The programs at NPS were

specifically designed to accommodate the unique requirements

of the military. To find the appropriate cost objects at NPS,

Hunter and Hicks went to the school's mission statement:

The Naval Postgraduate School exists for the sole purpose
of increasing the combat effectiveness of the Navy and
Marine Corps. It accomplishes this by providing post-
baccalaureate degree and nondegree programs in a variety
of subspecialty areas not available through other
educational institutions. NPS also supports the
Department of the Navy through the continuing programs of
naval and maritime research and through the maintenance of
an expert faculty capable of working in, or as advisors
to, operational commands, laboratories, systems commands,
and headquarters activities of the Navy and Marine
Corps[Ref. 11].

Thus, the primary mission of NPS is to provide instruction and

research. Additionally, NPS also provides service support to

tenant activities as a secondary mission. It was the intent
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of the Hunter and Hicks model to aggregate costs and apply

them to the two primary mission areas of NPS. As a secondary

issue, they were concerned with how tenant commands would

reimburse NPS for the services that it provided. This thesis

takes the fundamental attributes of the Hunter and Hicks unit

cost model and concentrates on providing cost allocation to

the mission of instruction within the Department of Systems

Management.

D. SOURCE AND CLASSIFICATION OF COST DATA

All financial data was made available by the Comptroller

at NPS. This office promulgates budgets, collects cost

information and analyzes variances between the actual and

budgeted figures. The Comptroller provided the financial

information and also explained how the financial organization

functions at NPS. Man-year data was used as the basis for

allocating indirect costs. This information is tracked by the

Director of Academic Planning within the Office of the

Provost.

Once budgets are promulgated, accounting and the control

of costs are conducted through military and civilian

administrators known as line managers. Each line manager is

tasked with a specific area of school operations. The line

managers are held accountable for meeting their budgets.
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Direct costs at NPS are accounted for by mission area

within each academic department and are easily identified.

The Hunter and Hicks model however had to justify and classify

the expenditures of each line manager (LM) as either indirect

or G&A costs. They did this by analyzing each of the line

managers organizational relationships to the three mission

areas (instruction, research or tenant support). They then

classified the line manager's costs based on which mission

area(s) they supported.

Below is a description of the existing line manager

organization and how Hunter and Hicks classified their cost of

operations.

a. LM: 00 Office of the Superintendent

The Superintendent is responsible for the overall

mission of NPS including tenant activities. His costs are

clearly for the benefit of the three school mission areas and

are classified as G&A.

b. LM: 01 Office of the Provost

The Provost oversees all academic activity at NPS.

His office impacts on both instruction and research but not

the tenant activities. His costs are classified as indirect

in support of instruction and research.

c. LM: 02 Director of Resource Management

This office is responsible for the management of

the school's financial resources. All mission areas benefit

from their service. Thus, these costs are considered G&A.
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d. LM: 03 Director of Students and Programs

This office is responsible for the management of

curricula and the conduct of students. This office is

concerned mainly with instruction and has little to do with

research. These costs are considered indirect in support of

instruction only.

e. LM: 04 Director of Military Operations

This Office is responsible for the physical

components of NPS by providing support functions to the school

and tenant activities. These costs are considered G&A.

f. LM: 05 Dean of information and Computer Services

This office administers all data processing

functions conducted at the NPS computer center. They are also

tasked with overseeing the school's library. This office

provides support functions to all mission areas as well as

tenant activities. These costs are considered G&A.

g. LM: 06 Dean of Instruction

This office controls the scheduling functions that

are related to students. Mainly their activities are

concentrated with the registrar, admissions and course

scheduling. Since these costs are incurred for the benefit of

students only, these costs are considered indirect for

instruction only.

h. LM: 07 Dean of Faculty and Graduate Studies

This office is responsible for tha overall control

of academic department personnel and tracks how much time is
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spent in the pursuit of research and instruction. Many of the

costs of this office can be directly traced to academic

departments by either instruction or research. It is only the

costs of the Dean's immediate office that can not be clearly

associated with an individual academic department and

therefore are considered indirect for instruction and

research.

i. LM: 08 Dean of Research

This office controls the assignment and funding of

research projects from a school-wide perspective. Since these

costs are associated with research and not with instruction,

they are considered indirect for research. Since I am not

concerned with the costs associated with research, these costs

are not considered in this thesis.

E. COMPLETION OF THE UNIT COST MODEL

I will use the financial data collected to derive ;. unit

cost per student in the Department of Systems Management. In

doing this, I will discuss and identify each of the three cost

pools and how they are applied in the Hunter and Hicks unit

cost model. For clarification purposes, all data relating to

labor costs in this chapter can be found in Appendix A. All

non-labor costs referred to in this chapter can be found in

Appendix B.
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1. Direct Costs

a. Direct Labor Costs for Instruction

Direct labor costs are represented by the salaries of

personnel whose efforts can be clearly identified with the

production of graduates in the Department of Systems

Management. These personnel include civilian faculty, lab

technicians, academic departmental clerical personnel and

military instructors. I will deal with each direct labor cost

in turn.

b. Civilian Direct Faculty Labor Costs for

Instruction

Exhibit 5-1' is the fiscal year 1993 faculty

budget plan. This document (as well as Exhibits 5-2 and 5-3)

was obtained from the Director of Academic Planning at NPS.

The fiscal year 1993 faculty budget plan is the breakdown of

the costs associated with civilian faculty as it applies to

the two mission areas of instruction and research for each

academic department. Each department chairman is required to

track the amount of time that faculty members spend

instructing and conducting research. Since I am only

concerned with the cost of instruction in the Department of

Systems Management, the figure of concern is found at the

9All exhibits in this chapter will be presented in
Appendix A.
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intersection of the (AS)'" line and the Direct Teach Total

(DTT) column. This figure represents the cost of salaries

associated with instruction provided by the civilian faculty

in the Department of Systems Management. It is important to

note that this tabulated cost does not include civilian

faculty fringe benefit costs of 21.6%. The fringe benefit

percentages represent the cost of the non-salary compensation

received by civilian employees at NPS11. All fringe benefit

percentages are calculated by the office of the comptroller at

NPS. Civilian labor costs are multiplied by 1 plus their

respective fringe benefit percentage and these costs are added

to arrive at a total cost for civilian labor.

c. Civilian Direct Clerical Labor Costs for

Instruction

Exhibit 5-2 is the fiscal year 1993 mission staff

budget/execution plan. It is a breakdown of costs associated

with the Dean of Faculty and Graduate Studies (Line Manager

Code 07). The costs represented in this Exhibit are the

civilian labor costs of assigned clerical and lab technicians

for each academic department, clerical personnel of the

"°The Department of Systems Management had its name
officially changed from the Department of Administrative
Sciences in 1994. The symbol (AS) stands for the Department
of Administrative Sciences.

"Fringe benefits represent the cost of the government's
share of the civilian employee retirement, life insurance,
health insurance, social security, and thrift savings plans.
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immediate office of the Dean of Faculty and Graduate Studies,

and clerical personnel in support of the Academic Groups. The

figure of concern is found at the intersection of the "Admin

Science" (AS) line and the "Other Total" (OTT) column. This

figure represents the cost of salaries associated with

civilian clerical personnel in the Department of Systems

Management used in the mission of instruction. It is

important to note, that this tabulated cost does not include

civilian clerical personnel fringe benefit cost of 23.6%. As

in the case of Exhibit 5-1, Exhibit 5-2 costs must be

multiplied by 1 plus the fringe benefit factor to arrive at

the total direct civilian clerical labor cost for the

Department of Systems Management.

The direct civilian labor costs for instruction were

determined by first multiplying the "Direct Teach Total" in

the (AS) row of Exhibit 5-1, by a factor of 1.216. Second,

the "Other Total" figure in the (AS) row of Exhibit 5-2 was

multiplied by a factor of 1.236. These calculations are

presented in Table 5-1.

d. MiliXary Direct Labor Costs for Inatruction

Military direct labor costs for instruction are

represented by the pay of officers assigned to the Department

of Systems Management as academic instructors and to the

curricular office. This cost is determined by using a listing

of the current military officer instructors and curriculum
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TABLE 5-1

SUNIRRY OF
DZRIBC COSTS FOR ZUSTRUCJLON

1993

Department of Systems Management

Direct Labor Costs
Civilian FaculEy Labor Costs 3,030,255
Clian Mission Staff Costs 383,282
Military Faculty 859,205
Military Support 173,065

Total Direct Labor Costs 4,445,807

Direct Non-Labor Costs
Non-Travel (includes OPTAR) 86,900
Travel 16,000

Total Direct Non-Labor Costs 102,900

Total Direct Costs for Instruction 4,548,707
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TABLE 5-1 (Cont)

BRZAKDOWN OF DIRECT COSTS

Department of Systems Management

Civilian Direct Labor Cost for Instruction

Cost Fringe multiplier Total
2,491 8,6 1.216 3,030o

Civilian Direct Labor Costs of Clerical and Lab Personnel

Cost Frinae multiplier Total
310,099 1.236 383,282

Military Direct Labor Costs for Instruction

Faculty
pavqrade onboard annual composite rate total
CDR 4 100,706 402,824
LTC (Army) 2 100,803 201,606
LCDR 3 84,925 254,775

Curriculum Support
oavqrade onboard annual composite rate total
CDR 1 100,706 100,706
LT 1 72,359 72,359

Total Military Direct Labor Costs for Instruction 1,032,270

Direct Non-Labor Costs for Instruction

Non-Travel Travel
8,900 16,000

78,000

Total Direct Non-Labor Costs for Instruction 102,900
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support within the department and applying the appropriate

annual composite pay rates from NAVCOMPT Notice 7041. These

costs are presented in Table 5-1. The primary responsibility

of military officers assigned to academic departments is in

the instruction of students. Since none of an officer's time

is spent in pursuit of research, all officer costs associated

with a department are considered direct costs for instruction.

I realize that there are some instances when an officer will

be afforded the opportunity to participate in research but

their time is not accounted for as their civilian faculty

counterparts. So for the purpose of this model, the

assumption is that all labor costs for military officers

assigned to the Department of Systems Management are

considered direct costs for instruction.

e. Direct Non-Labor Comts for Xnatruction

These costs are all non-labor costs that can be

directly attributed to a particular academic department. Non-

labor funds are allocated to each of the nine line managers as

identified earlier in this chapter. Each line manager is

treated as a responsibility center where funds are allocated

and costs accumulated. The allocation of funds takes the form

of a financial plan. These plans are controlled and tracked

by the office of the comptroller. Although they do not

represent the actual expenditures by each line manager, they

do act as his budget that must be worked within. Several
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conversations with the NPS comptroller assured me that the

deviation from the budgeted figures and actual expenditures

are not significant enough to impact the model.

Direct non-labor costs for each academic

department are first allocated to the Dean of Faculty and

Graduate Studies (LM 07) and then are further allocated to

each academic department's mission area of instruction or

research. Within each academic department's mission area,

these direct non-labor costs are further identified as either

travel or non-travel. Dollar figures are taken from appendix

B (NPS Financial Plan Travel Report and Financial Plan OPTAR

Report). Table 5-1 is a summary and breakdown of the direct

costs for instruction within the Department of Systems

Management.

2. Indirect Costs

a. Allocation of Indirect Costs

In the Hunter and Hicks model, indirect costs are

defined as those costs that relate to the mission areas of

instruction and research but cannot be clearly assigned to an

individual department. To allocate the indirect labor and

non-labor costs to an academic department, it must be

demonstrated that there is some common attribute that shows a

reasonableness of how these costs were incurred. To do this

Hunter and Hicks used man-year figures that are assigned to

instruction or research for a given fiscal year. In this
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case, fiscal year 1993 man-year figures were obtained from the

Director of Academic Planning at NPS. This provides a

breakdown, by academic department, of the total faculty effort

devoted to both instruction and research as measured in man-

years. To allocate the indirect labor and non-labor costs to

instruction, research or both, Hunter and Hicks derived

separate multipliers for each of the academic departments

using man-years as the allocation basis. In this case, I am

only concerned with the Department of Systems Management, thus

I only derived the multipliers that are applicable to this

study.

An allocation base is a measure that can be

directly related to two or more cost objects and is considered

to approximate the proportion of a common cost shared by two

or more cost objects[Ref. 12]. In this case, the common

attribute that measures the activities between academic

departments is the amount of man-years used in the pursuit of

instruction and research. The multiplier that is derived is

simply that fractional representation of the amount of time

devoted to a mission area within a department divided by the

total amount of time used in pursuit of that mission NPS wide.

An example: The allocation of the indirect costs of the Dean

of Faculty and Graduate Studies (LM 07) to the mission area of

instruction in the Department of Systems Management. Recall

from above, indirect costs of line managers are grouped in

three ways:
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1. associated with instruction only.

2. associated with research only.

3. associated with instruction and research.

Recall that the indirect costs associated with the Dean of

Faculty and Graduate Studies (LM 07) are to be allocated to

both instruction and research. To arrive at the multiplier

for instruction for the costs that are allocated to both

instruction and research, the numerator is the number of man-

years devoted to instruction within the Department of Systems

Management and the denominator is the total number of man-

years devoted to instruction and research by all academic

departments. Multiplying the fractional representation for

instruction in the Department of Systems Management by the

total indirect costs from the Dean of Faculty and Graduate

Studies gives the allocation of those costs to the cost of

instruction in the Department of Systems Management.

My concern is with the costs of instruction, thus

I only have to derive two sets of multipliers to allocate the

indirect cost pool. Computation of the instruction allocation

multipliers for the Department of Systems Management are

presented in Table 5-2. These costs are grouped into two

categories: instruction and research, and instruction only.

To arrive at the instruction and research multiplier, I summed

the total man-years for all the academic departments

(DTY+DRY+RMY) to determine the denominator of the allocation

base. The numerator was obtained from the Direct Teach (DTY)
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TABLE 5-2

COMPUTATION of INSTRUCTION ALLOCATION
MULTXPLIERS FOR INDIRECT COSTS

Total FY93 Academic Department Man Years (MY)

Instruction (DTY) 174.95

Research (DRY+RMY) 128.72

Total Academic Dept MY 303.67

. Note: Total Academic Department Man-Years exclude Aviation Safety and
Administrative Man-Year Totals.

Department of Systems Management Allocation Multipliers

For instruction and Research cost pool

Total Instruction MY (Dept)/Total MY (DTY+DRY÷RMY)
32.15/303.67 = .1059

For Instruction only cost pool

Total Instruction MY (Dept)/Total Instruction MY (DTY)
32.15/174.95 = .1838
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column for the (AS) row in Exhibit 5-3. The instruction only

multiplier was derived by substituting total instruction man-

years (DTY column) for the total man-years (DTY+DRY+RMY

column) in the denominator.

b. Indirect Labor Costa for ma truction

Indirect labor costs are those costs associated

with NPS line managers previously identified in this chapter

as having an indirect supporting role in the production of

graduates. Recall that these line managers are the Provost

(LM 01), Director of Students and Programs (LM 03), Dean of

Instruction (LM 06) and Dean of Faculty and Graduate Studies

(LM 07) (Dean's staff and Academic Groups only). Since I am

concerned with the cost of instruction, any line manager cost

that is associated with research only can be ignored. This

subsection will identify those civilian and military labor

costs that are associated with these line managers.

The source documents for determining civilian

staff costs are Exhibits 5-1, 5-2 and 5-4. As encountered

with direct costs, these exhibits do not include the fringe

benefit costs. Their annual costs were derived by multiplying

the costs associated with each identified line manager by 1

plus the fringe benefit factor.

Line managers 03 and 06 were the only ones that

had military officers assigned to them for the purposes of

indirect labor costs. Other military labor costs will be
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addressed in the G&A cost section of this chapter. The annual

military costs associated with line managers 03 and 06 were

derived by obtaining a list of military officer billets

associated with those line managers and summing the

appropriate annual composite pay rates for those billets. It

was necessary to verify that each authorized billet was in

fact filled during fiscal year 1993.

These costs are aggregated into either instruction

and research or instruction only pools, for allocation. The

aggregation and allocation of the indirect labor costs are

summarized and broken down in Table 5-3.

c. Xndirect Non-Labor Costs for Inatruction

The following line manager's non-labor costs are

considered indirect: Provost (LM 01), Director of Students

and Programs (LM 03), Dean of Instruction (LM 06) and Dean of

Faculty and Graduate Studies (LM 07). Again, these costs have

to be allocated to the academic departments using the

multipliers derived earlier.

The costs associated with line manager 01 are

considered in support of both instruction and research. The

only cost of line manager 07 that was indirectly allocated to

the academic departments were those costs that could not be

directly traced to a particular academic department. Line

manager 07's indirect costs are of note because you can

identify those indirect labor costs that are associated with
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TABLE 5-3

SURDIARY OF
InDiRzCT COSTS FOR INSTRUCTION

1993

Allocation of Indirect Labor Costa -and Apwrecation
Deatment of System~s Management

Line Manager 01. (1,115,738; (.1059)= 118,157
Line Manager 06, 03, 07 (2,929,9Z9ý .1838)= 538,521

656,678

*Allocation of Indirect Non-Labor Costs and Aggrecation
Department of Systems Management

Line Manager 01, 07 (912,000) (.10591= 96,581
Line Manager 03, 06 (3,339,300) .1838)= 613,763

710,344

The indirect non-labor costs are derived in TABLE 5-4

Aggregate of Indirect Costs for the
:~ecartrnenz: of Systems Management 1,367,022
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TABLE 5-3 (Cont)

MZAZLDOWN OF INDIRECT COSTS

Indirect Labor Costs

Labor Costs Allocated to both Instruction and Research

Line Manager 01, Civilian Labor Costs

Salaries (155,629)(1.236)= 192,357
Admin Support (747,072)(1.236)= 923,381

Total Costs Allocated to both instruction and research 16115 738

Lancr Costs Allocated to Instruction Only

Line Manager 06, Dean of Instruction
Salaries (334,417)(1.236)= 413,339
Salaries (military) (84,925) (ILCDR)= 84,925

498,264

Line Manager 03, Director of Programs
Salaries (990,987)(1.236)= 1,224,860
Salaries (militaryl 945,711

;nEr Manager 07, Dean of Faculty (Office)
Salaries t105,089)11.236;= 129,89C
Academic Group (106,152);(1.236)= 131,204
(Instruction)

26 ,094

Total Labor Costs Allocated to Instruction Only 2,929,929
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TABLE 5-3 (Cont)

Breakdown of Military Labor Costs
Line Manager 03

Rank Service #onboard Rate Total
3ý USN 3 ' 119,249 "-3 47
25 USN 1 200,706 100,706

USAF 1 100,803 100,803
05 USMC 1 100,706 100,706
04 USN 1 84,925 84,925
04 USA 1 85,722 85,722
03 USN 1 72,359 72,359

USN 1 42,743 42, 74
Tota: LM 03 Military Labor Costs 945,-!!
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instruction only but their indirect non-labor costs can not

also be identified to instruction only. Thus line manager

07's indirect non-labor costs are allocated to both

instruction and research.

The indirect non-labor costs of line managers 03

and 06 support instruction and not research. Consequently

their costs are allocated to instruction only.

Indirect non-labor costs are taken from the financial

plans that are generated and tracked by the office of the

comptroller at NPS. These plans provide each line manager a

budget for non-labor costs in which to work from. All non-

labor costs of the line manager that are related to travel

will be charged to the travel account. All non-labor costs

that are not associated with travel (i.e., office supplies)

will be charged to the non-travel account. These are the only

two accounts that track the expenditures for indirect non-

labor costs associated with a line manager. Table 5-4 is the

aggregation and allocation of indirect non-labor costs.

3. General and Administrative Costs

The G&A cost pool would aggregate all those costs that

are incurred for the benefit of all outputs at NPS. The

Hunter and Hicks model identifies the costs associated with

line managers, Superintendent (LM 00), Director of Resource

Management (LM 02), Director of Military Operations (LM 04)

and Dean of Information and Computer Services (LM 05) as G&A
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TABLE 5-4

IDMIRZ CTNON-LABOR COSTS

Line Manager Code Non-Travel Travel Total

01 B01 71,000 15,000 = 86,000

Allocated to both Instruction and Research

D03 133,000 18,800
D04 253,500 20,000
E3A 2,577,000
PI1 40,000

3,003,500 38,800 = 3,042,300

Allocated to Instruction only

M08 282,000 5,000
P11 10,000

292,000 5,000 = 297,000

Allocated to Instruction only

J05 25,000 58,000
306 543,000
P11 200,000

768,000 58,000 = 826,000

Allocated to both Instruction and Research

"*Allocate to Initruction and Research**

Line Manaoer Costs

CI 86,000
826,000

"**Allocate to Instruction Only**

0. 3,042,300
.'297,0613=339 300
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costs. These costs have to be allocated to the departments

and all tenant commands based on some common attribute that

reflects a reasonable basis of how these costs were incurred.

Later in this section an explanation of the two stage

allocation process will be presented.

The G&A cost pool consists of the following four

components:

1. Non-labor expenses.

2. Base operating support (BOS)

3. Maintenance of real property (MRP).

4. Other labor costs.

a. Non-Labor Zxpenaes, Base Operating Support (BOS)

and Maintenance of Real Property (MRP)

The first four components of the G&A cost pool,

non-labor costs, BOS and MRP expenses were readily available

from the financial plan provided by the office of the

comptroller. As seen before with other non-labor cost

information, the expenses were broken up into two categories;

travel and non-travel costs. For each of the aforementioned

line managers, Table 5-5 summarizes all of the G&A costs as

well as a breakdown of the non-labor costs. It is important

to note that the non-labor costs associated with the Director

of Military Operations (LM 04) include both the non-labor

costs of his organization as well as the BOS and MRP expenses
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TABLE 5-5

8U2(ARY OF G&A COSTS
1993

Costs

Non-labor, BOS and MRP

Non-Travel 8,520,200
Travel 128,60C

':her Labor Costs

Enlisted Salaries 3,433,951
LM 05 3,268,691
LM 00 (Military) 478,479
LM 00 (Civilian) 350,000
LM 02 (Military) 100,706
LM 02 (Civilian) 1,518,516
LM 04 (Military) 1,465,440
LM 04 (Civilian NonPW) 3,517,500
LM 04 (Civilian PW) 3 888 000

Total G & A Costs R2670,_083
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TABLE 5-5 (Cont)

•EAKlDOWN OF
G&A COSTS

Non-Labor, BOS and MRP Costs
LM
Code BudQet Code Non-Travel Travel

00 AO0 39,000 48,600
A02 46,700 4,000

02 L07 181,000 5,000
L08 288,000 2,000

05 C14 1,864,000 42,000

04 F04 458,500 18,800
G4A 3,663,000
G4B 205,000
G4C 154,000
H4B 1,510,000

Pi 22,000
riPnting P2 9,000

P4 38,000
P5 13,000
P9 4,000

Public PAO 25,000 8,200
Affairs

Total Non-labor costs 8,520,200 128,600 8,648,800
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TABLE 5-5 (Cont)

OTMER LABOR C08TS

MILITARY SALARIES

NPS Enlisted Personnel

Rank Number Rate Total
S= " 67 TT 34

E8 2 56,032 112,064
E7 9 48,239 434,151
E6 19 41,114 781,116
EE 41 33,853 1,387,973
E4 16 27,996 447,937
E3 4 27,996 95,224
E 2 21,651 43 302Totals "M 3,433,951

:-ne Manager 00

Ran : Number Rate Total
06 1 148,130 148,130
05 1 100,706 100,706

4 1 84,925 84,925
2 72,359 144,718

Total 478,479

L-ne Manager 02

F.an_. Number Rate Total
C. 2 100,706 100,706

Line Manager 04

Rank Number Rate Total
06 2 119,249 23-8,498
c5 4 100,706 402,824
04 4 84,925 339,700

2 72,359 144 718
Total 1,465,440
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TABLE 5-5 (Cont)

CIVILIAN SALARIES

Line ManaQer 00

Code Cost 1with frince)
00 33,000
005 106,000
006 26,000
009 105.000

Total 0,000

Line Manager 02

Code Cost (with fringe)
22 867,524
22 519,987
213 131 00023~T~t•I2,518",516

.Manag M 04
Non Public Works

Code Cost (with frinae;.
FE.FIRE 682,000
FF 250,500
PG 1,293,000
FG. MZ 36,000
FE 23,000
FL 365,000
FV 582,000
UD 66,000
LF 220 000

Tc:•i 3,517,500

Public Works

Code cost (with fringe)
FA 2,482,000
FC 215,000
FD/PW 916,000
FN 69,000
FR 155,000
FT 51 000

Total 3,888!000
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TABLE 5-5 (Cont)

Line Manager 05 (2,644.5-2)(1.236) 3,268,691

Total G&A Labor Costs 18,021,283

Total G&A Non-Labor Costs 8,648,800
Total G&A Labor Costs 18,021 283
Total G&A Costs to be Allocated 26,670,083
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f or NPS"2. For ease of compilation, BOS and MRP costs are

included in the non-labor, non-travel costs associated with

line manager 04.

b. Other Labor Costs

Other labor costs are those labor costs that are

incurred for the benefit of all mission areas and not

previously allocated. Recall the labor costs of military and

civilian personnel of line managers 00, 02, 04, and 05 are

considered in the G&A cost pool.

The costs for military labor were compiled by

obtaining a list of officer and enlisted personnel currently

assigned to NPS and applying the annual composite rate pay to

their billets. I did not have a list of those of ficer and

enlisted personnel actually on board during fiscal year 1993.

The assumption is that the ranks/rates of the current military

personnel are not significantly different from those present

in fiscal year 1993. other military labor costs are

summarized in Table 5-5.

The civilian labor costs associated with line

managers 00, 02, 04 and 05 were compiled using the cost data

from Exhibits 5-4 and 5-5. The labor cost for line manager

05, from Exhibit 5-4, did not include the 23.6% civilian labor

12The BOS and MRP expenses can be identified under line
manager code 04, budget codes G4A and H4B, in Table 5-5.
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fringe benefit factor and hence had to be added. Labor costs

for line managers 00, 02 and 04 were obtained from Exhibit

5-5 and did include the fringe benefit factor.

c. Allocation of G&A Coats

General and Administrative costs are those costs

that are incurred for the benefit of all outputs. In this

case, G&A costs are those costs that should be allocated to

all activities at NPS that benefit from their incurrence and

that have not already been allocated.

Allocation of these G&A costs is a two step

process. The first step is to allocate G&A costs to the

various academic departments and tenant commands using the

total number of personnel as a basis of allocation. To do

this, take the sum of the total G&A costs to be allocated from

Table 5-5 and divide that by the total number of non-student

personnel on board at NPS from Table 5-6 '. This gives a

dollar figure to be allocated per non-student personnel

assigned. In the case of the Department of Systems

Management, one would take the number of non-student personnel

assigned to the department and multiply that by the allocated

dollar figure per non-student personnel assigned to arrive at

3The non-student personnel total was obtained from the
NPS comptroller office. His office had recently completed a
survey of all activities at NPS and its tenant commands for an
upcoming required base closure report. Within that survey
was the non-student personnel figures that are presented in
Table 5-6.
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TABLE 5-6

ALLOCATION OF G&A COSTS

Onboard Personnel - Non Student

Officer Enlisted Civilian Total
NPS 101 97 1020 1218
Tenants 63 117 372 552
Total 1770

Allocation

Total G&A Costs/Total Personnel = 26,670,083/1770

S15,068 Allocated Per Non Student Personnel Assigned

G&A Costs Allocated to the Department of Systems Manaaement

!99 Non Student personnel assigned)(15,068) = S1,491,732 Total
G&A Allocated

Total Departmental G&A Costs Allocated To Instruction Only

Departmental, Instruction Only, Multiplier

Total Dept Instruction Man Years/Dept (DTY - DRY+ RMY)

32.15/53.06 = .6059

c -a: A'location to Instruction
(1,491,732) (.6059) = $903,840 G&A Costs Allocated to

Instruction
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the total G&A cost to be allocated to the Department of

Systems Management. Another alternative would be to divide

the number of non-student personnel assigned to the Department

of Systems Management by the total number of non-student

personnel assigned to NPS and tenant commands. This fraction

is multiplied by the total G&A costs for NPS to arrive at the

total amount of G&A cost assigned to the Department of Systems

Management. Either way is acceptable.

The second step is to allocate the G&A costs

assigned to the Department of Systems Management to the cost

of instruction within the department. These costs need to be

allocated based on the reasonableness of how these costs were

incurred. Again, the man-year data can be used to derive a

fractional representation of the amount of time that was

devoted to teaching (DTY) within the department, divided by

the total man-years (DTY+DRY+RMY) consumed within the

department. Table 5-6 summarizes the allocation of G&A costs

to instruction within the Department of Systems Management.

To arrive at a cost per average student on board,

simply sum all direct, indirect and G&A costs that are

allocated to instruction within the Department of Systems

Management and divide those costs by the total average number

of students on board during fiscal year 1993.

The Director of Students and Programs (LM 03)

maintains a file of the average number of students on board by

curriculum for each fiscal year. This file also distinguishes
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between United States and international students. I combined

the United States and international students because I have

not separately accounted for all Foreign Military Training

funds. The NPS is reimbursed for each of-the international

students that attend the school. These reimbursements are

part of a general fund that is further allocated to each

academic department based on their student academic workload.

These allocations are not distinguishable in the faculty

budget plan and are captured within the direct instruction

salaries presented in Table 5-1. Thus, international students

within the Department of Systems Management in 1993 are

included in the denominator to determine the unit cost per

graduate. 14

Table 5-7 summarizes the costs for instruction and

the cost assigned to the average student on board within the

Department of Systems Management for fiscal year 1993.

F. COMPARISON OF THE FULL COST DATA

1. Introduction and Limitations

Recall from Chapter II that one of the points of

comparison would be the full cost of the Financial Management

program at NPS to the full cost of selected civilian MBA

" 1The NPS accounting systems does separately account for
direct non-labor and indirect labor that supports Foreign
Military Training. These costs were not included in this unit
cost model because they are for the benefit of the
international students only.
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TABLE 5-7

DEPARTENZT OF SYSTEMSMANfGZINT
INSTRUCTION COST SUMMARY

1993

Department of Systems ManaQement

Cost of Instruction Summary:

Direct Costs 4,548,707
Allocated Indirect Labor 656,678
Allocated Indirect Non-Labor 710,344
Allocated G&A 903,840C
Total 6,819,569

Total Costs Allocated to Instruction/Total AVG Students Onboard
in Dept of Systems
Management for FY 1993

Average Number of United States Students = 370
Average Number of International Students = 47

417 Total Students

ro-:,569/417 Students = $16,354 Yearly Instruction Cost per Department
of Systems Management Student
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programs. To make this comparison it is necessary to stay

within the same frame of reference. Simply comparing the full

cost of the Financial Management program at NPS to the tuition

cost of a civilian MBA program does not suffice. Remember

that the Office of Management and Budgets' circular requires

that the full cost to society is the comparative that we

measure federal programs against. To do this I had to look

past the tuition costs and find the total expenditures per

student for instruction at each civilian program. It was

necessary at this point to search for alternatives to estimate

the total spending per student for instruction at these

civilian institutions.

John Minter and Associates, of Boulder, Colorado, uses

source documentation from the United States Department of

Education to compile statistics and ccst data that are needed

in making the cost estimations. Exhibit 5-6 is the cost data

for each of the four civilian schools for the year 1990-1991.

These costs represent the total expenditures for salaries,

wages, goods and services provided. These costs are

aggregated for each of the schools as a whole and can not be

broken out by a particular academic program. Since statistics

were not kept on the total costs incurred by each particular

academic program, it was necessary to formulate a surrogate

cost figure that could reasonably represent the costs that

were incurred. I understand that I will be comparing the full

74



cost of instruction per student in the Department of Systems

Management to the full cost of instruction at each of the

selected civilian institutions as a whole.

2. Deriving the Full Cost at Civilian Institutions

Exhibit 5-6 presents the cost data for each of the

selected civilian schools into cost function categories.

These cost categories are listed as:

1. Instruction
2. Research
3. Public Service
4. Academic Support
5. Student Services
6. Institutional Support
7. Plant operations

a. Direct Costs of Instruction

Cost category (1), instruction, is broken up into

two sub categories, salary and wage costs and non salary and

wage costs. The total of this cost category is considered

direct costs for instruction.

b. Indirect and General and Adminiatrative Costs

Cost categories (3) through (7) are considered

either as indirect or G&A costs for the civilian institutions.

In the case of these costs they must be allocated on the basis

of the reasonableness of how they were consumed.

C. Allocating the Indirect and General and

Administrative Costs
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I used the assumption that each of the schools

produced only two outputs, instruction or research. In this

case all of the indirect and G&A costs have to be allocated in

some proportion to the way that they were used to either the

cost of instruction or the cost of research. For purpose of

allocation, I used the percentage of total cost of instruction

and research as the basis for allocation. An example will

illustrate this point. From Exhibit 5-6, Harvard University:

Percentage of total costs for instruction = 74.8%
Percentage of total costs for research = 21.2%

56.0%

Allocation multiplier for instruction = 34.8 = .6214
56.0

Allocation multiplier for research = 21.2 = .3786
56.0

In the Harvard University example, 62.14% of all the indirect

and G&A costs would be allocated to the cost of instruction.

Table 5-8 is a summary of all the multipliers and the

allocation of indirect and G&A costs for each of the selected

civilian institutions.

d. Full Coat Per Student for Instruction

To find the full cost per student for instruction,

simply sum the direct costs for instruction with the allocated

costs of instruction and divide that number by the total

number of students attending the university.
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TABLE 5-8

ALLOCATION MULIPLIERS AND SUrGIlRY
OF ALLOCATION OF INDIRECT AND G&A

COSTS FOR CIVILIAN INSTITUTIONS

Harvard University

Percentage of all Function Cost for Instruction = 34.8%
Percentage of all Function Cost *f.or Research = 21.2%

56.0%

Allocation Multiplier for Instruction = 34.8 = .6214
56.0

Allocation Multiplier for Research = 21.2 = .3786
56.0

Cost of: Public Service 22,166,000
Academic support 119,948,000
Student Services 33,249,000
Institutional Support 75,177,000
Plant Operations 143,838,000

394,378,000

Allocation of Indirect and G&A Costs to Instruction

(394,378,000)(.6214) = 245,070,000

Cost of Instruction

Direct Cost of Instruction 312,091,000
Allocated Cost of Instruction 245,070,000

557,161,000
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TABLE 5-8 (Cont)

Northwestern University

Percentage of all Function Cost for Instruction = 53.2%
Percentage of all Function Cost for Research =z

Allocation Multiplier for Instruction = 53.2 = .70

Allocation Multiplier for Research = 22.8 = .30
760

Cos: of: Public Service 647,000
Academic support 20,817,000
Student Services 16,186,000
Institutional Support 29,879,000
Plant Operations 37,373,000

104,902,000

A'iocation of Indirect and G&A Costs to Instrucrlor-

(104,920,000)(.70) = ,3,44:,000

7..': Cost of Instruction

Direct Cost of Instruction 234,316,000
Allocated Cost of Instruction 73,445,000

307,760,780
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TABLE 5-8 (Cont)

Duke University

Percentage of all Function Cost for Instruction = 43.1%
Percentage of all Function Cost for Research = 28.2%

Allocation Multiplier for Instruction = 43.1 = .6045
731

Allocation Multiplier for Research = 28.2 = .3955
73.1

Ccsý of: Public Service 0
Academic support 36,763,000
Student Services 11,117,000
Institutional Support 36,991,000
Plant Operations 33,155,000

118,026,000

AI0ocation of Indirect and G&A Costs to Instruction

(118,026,000)(.6045) = 71,346,717

F I-Cost of Instruction

Direct Cost of Instruction 177,537,000
Allocated Cost of Instruction 7!,346,717

248,880 717
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TABLE 5-8 (Cont)

University of North Carolina at Chapel Hill

Percentage of all Function Cost for Instruction = 42.0%
Percentage of all Function Cost for Research = 18.0%

60.0%

Allocation Multiplier for Instruction = 42.0 = .70
60.0

Allocation Multiplier for Research = 18.0 = .30

ýCcs cf: Public Service 118,951,000
Academic suppcrt 33,347,000
Student Services 7,345,000
Institutional Support 27,123,000
Plant Operations 42,946,000

229,971,000

Alczation. of indirect and G&A Costs to Instruction

(229.971,000)k.70) = 160,800,000

F-l Ccst of Instruction

Direct Cost of Instruction 241,387,000
Allocated Cost of Instruction 160,800,000

402,187,000
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Since universities offer courses to both full and

part time students, the Department of Education uses the term,

Full Time Equivalents (FTE), to approximate the number of

students attending an university.Is To find the total number

of full time equivalent (FTE) students attending a university,

take the total direct dollars for instruction and divide that

by the dollars per FTE student figure (Exhibit 5-6). In the

Harvard University example, it would be:

Total Direct Dollars for Instruction = 312,091,000 = 18,708
Dollars Per FTE Student 16,682 FTE

Table 5-9 shows the calculations of the Full Time Equivalent

students and the total cost per student for instruction for

each of the selected universities.

e. The Inflation Factor

The cost data used to calculate the full cost of

instruction for the selected universities was for the year

1990-1991. The cost comparison is to full cost data at NPS

for fiscal year 1993. At this point it is necessary to

inflate the 1990-1991 cost figures to 1993 dollars. To do

this, I used reference data from the National Center for

Educational Statistics[Ref. 13] that keeps cost figures

15 Full Time Equivalent (FTE) students is the total number
of all full time students plus one third of the part time
students attending a university.
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TABLE 5-9

FULL ThM EQUIVALENT (FTE) STUDENT CALCULATIONS
AND FULL COST PER STUDENT FOR INSTRUCTION

AT CIVILIAN INSTITUTIONS

Costs from TABLE 5-8

1. Direct Cost for Instruction = Full Time Equivalent Students
Dollars Per FTE Student
(From Exhibit 5-6)

2. Total cost for Instruction (1990-1991' = $ Per FIE Student
FTE Students

Harvard University

312,091,00 = 18,708 FTE Students
16,682

2. 557,161,000 = 29,782 Per FTE Student Per Year
18,708

Ncrthwestern University

1 234,316'000 = 14,650 FTE Students
15,994

- 307,760,000 = 21,008 Per FTE Student Per Year
14,650

Duke Universitv

.77,537,000 = 10,872 FTE Students
16,330

2. 248,880,000 = 22,892 Per FTE Student Per Year
10,872

University of North Carolina at ChaPel Hill

1. 241,387,000 = 20,928 FTE Students
11,534

402,19[',00 = 19,218 Per FTE Student Per Year
2C,926
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on the educational and general expenditures per Full Time

Equivalent (FTE) students for both public and private

institutions. Using these cost figures I derived an average

increase in expenditures for education over the period 1991-

1993. These calculations and application of the inflators to

the 1990-1991 full cost data is presented in Table 5-10.

f. The Time Delta

The last consideration when making the comparison

between the costs incurred for one program versus another is

the time that it takes to complete each program. The average

time for a student to complete the Financial Management

curriculum at NPS is eighteen months. The full cost for

instruction is based on a year. For purposes of comparison,

I assume that costs are incurred at a uniform rate throughout

the year and there is no inflation. Thus the total full cost

for instruction for a Financial Management degree at NPS would

be 1.5 times the yearly full cost for instruction. In the

case of the civilian institutions, the average amount of time

for the MBA degree is 21 months'". The total full cost for

instruction at civilian institutions would be 1.75 times the

yearly full cost for instruction.

Another time consideration is officers' wages.

Whether an officer attends NPS or a civilian institution, the

"6This is based on an interview with the Manager of
Civilian Institution Programs at NPS.
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TABLE 5-10

EDUCATIONAL AND GENERAL EXPENDITURE PER
FTE OF PUBLIC 4 YEAR INSTITUTIONS

1993 DOLLARS

YEAR DOLLARS PER FTE STUDENT DOLLAR DELTA % DELTA

1991 12,777 ......
1992 13,050 273 2.1%
1993 13,834 784 6.0%

8.1%

AVERAGE CHANGE PER YEAR (1991-1993) = 8.1% = 4.05%
2

EDUCATIONAL AND GENERAL EXPENDITURE PER
FTE OF PRIVATE 4 YEAR INSTITUTIONS

1993 DOLLARS

"REA, DOLLARS PER FTE STUDENT DOLLAR DELTA % DELTA

:99: 23,195 ......
-- 23,755 560 2.4%

25,256 1501 6.3%
8.7%

AVERAGE CHANGE PER YEAR (1991-1993) = 8.7% = 4.35%
2
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TABLE 5-10 (Cont)

FULL COST FIGURES FROM TABLE 5-9

ADJUSTED
PUBLIC INSTITUTION FULL COST INFLATOR FULL COST

UNIVERSITY OF
NORTH CAROLINA 19,218 (1.0405)2 20,806

PR7VATE INSTITUTION

HARVARD UNIVERSITY 29,782 (1.0435)2 32,429

DUKE UNIVERSITY 22,892 (10435)2 24,927

NORTHWESTERN UNIVERSITY 21,008 (1.0435)2 22,87S
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Navy still incurs the cost of the officers' salary. However,

civilian MBA programs take on average three more months to

complete. In addition, there is the required two week

Practical Comptroller Course that must also be completed to be

awarded the sub-specialty code. This additional time (14

weeks) represents a percentage of an officers' annual

composite pay rate. This added wage expense should be

factored into the total full cost for instruction at civilian

institutions. For the purpose of this study, I will assume

that the officer annual composite pay rate is that of a Navy

Lieutenant. Table 5-11 is the comparison of the total full

cost of instruction at NPS to the selected civilian

institutions plus the added wage expense.

One issue that will be focused on in Chapter VI is

comparing the full cost of instruction at NPS to the full cost

of instruction at selected civilian institutions. Although

the OMB circular specifies that the full cost for instruction

at civilian institutions must be considered, a government

organization would pay very close attention to the budgetary

costs incurred. This factor and a number of unique

qualitative considerations that are important when making a

comparison between NPS and civilian institutions and will be

addressed in the next chapter.
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TABLE 5-11

COMPARISON OF THE FULL COST OF INSTRUCTION
AT NPS TO THE FULL COST OF INSTRUCTION

PLUS THE ADDITIONAL WAGE EXPENSE AT
SELECTED CIVILIAN INSTITUTIONS

1993

YEARLY
FULL ADDITIONAL

INSTITUTION INSTR COST MULTIFLIER WAGE EXPENSE TOTAL.1 7

NPS 16,354 1.5 --- 24,531

NORTH CAROLINA 20,806 1.75 19,481 55,892

HARVARD 32,429 1.75 19,481 76,232

DUKE 24,927 1.75 19,481 63,103

NORTHWESTERN 22,875 1.75 19,481 59,512

Multiplier

Full costs are calculated on a yearly basis. Hence the multiplier for the 18 month
Financial Management program is 1.5 times the yearly cost. Similarly, a 21 month
MBA program would be 1.75 times the yearly cost.

Additional wage expense

Assuming that the officer is a Navy Lieutenent.
An~ual composite pay rate for a Navy Lieutenent = 72,359

Additional time to Acquire XX31P = 12 weeks for MBA degree
sub-specialty code 2 weeks for PC course

14 additional weeks

14 additional weeks = .27
52 weeks per year

(.27)(72,359) = 19,481 Additional wage expense

17Total cost is the total instructional cost plus the
additional wage expense.
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Vi. COMPARISON OF COST AND QUALITATIVE ASPECTS OF NPS TO
CIVILIAN INSTITUTIONS

A. INTRODUCTION

This chapter will compare the full costs of instruction at

Naval Postgraduate School to the tuition costs at the selected

civilian MBA programs. In addition, this would be a good

point to revisit some of the limitations on the data that were

used to formulate the comparison between NPS and the civilian

institutions. Lastly, I will discuss some of the qualitative

aspects of the Naval Postgraduate School that contributes to

its uniqueness in preparing Naval Officers for future

assignments.

B. FULL COST VERSUS TUITION COST

Recall from the end of Chapter V, I briefly discussed the

issue of full versus budgetary costs. While the OMB circular

A-94 requires that analysis be conducted using full costs,

there would be a great deal of interest within the United

States Navy in the budgetary costs of graduate education. In

fact, one argument frequently heard is that these are the only

relevant costs to consider. According to .nis argument, a

civilian institution's full cost for instruction would be

immaterial for comparison because they do not pass these full
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costs on to students. Hence, it is appropriate to also

compare the tuition that the Navy would be charged by civilian

institutions to the full cost of instruction at NPS.

To present the budgetary costs, Table 6-1 is the

comparison of the full cost of instruction at NPS, from

Chapter V, to the 1992-1993 tuition costs for each of the

civilian MBA programs.18 When making this comparison, I will

again be calculating the costs for earning the degree and sub-

specialty code. For the purpose of this illustration, I will

assume that costs are incurred uniformly throughout the year

and held constant for the period of the study."9 For the

full cost of instruction at NPS, it is 1.5 times the yearly

full cost for instruction for the Financial Management program

because the program takes 18 months to complete. To determine

the cost for the selected MBA degree with the requisites for

the XX31P sub-specialty code, it is 2.0 times the 1992-1993

tuition charge because each program lasts two academic years,

plus the marginal additional wage expense of the officer's

salary for the added time to earn the MBA degree and sub-

specialty code.

"•Tuition costs were obtained from the Manager of Civilian
Institution Programs at NPS.

"'The assumption that costs remain constant over the
period is a difficult one to justify. For the four schools
chosen, tuition rates have risen between 16% - 85% between the
academic years 1992-1993 and 1994-1995. I assume that costs
remained constant because I have not •.alculated full cost of
instruction at NPS for 1994, only for 1993.
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TABLE 6-1

COMPARISON OF THE FULL COST OF INSTRUCTION
AT NPS TO THE TUITION AND ADDITIONAL

WAGE EXPENSE AT SELECTED CIVILIAN NSA PROGRAMS
1993

YEARLY FULL
INSTRUCTION COST ADDITIONAL
OR TUITION MULTIPLIER WAGE EXPENSE TOTAL2"

NPS 16,354 1.5 --- 24,-=53 1

HARVARD 17,050 2.0 19,481 53,581

NORTHWESTERN 15,080 2.0 19,481 49,641

DUKE 10,720 2.0 19,481 40,92:

NORPT-H CAROLINA 6,580 2.0 19,481 32,64:

Mulu-clier

Fu." costs are calculated on a yearly basis. Hence the multiplier for the 16 monhr.
Finan:ial Management program is 1.5 times the yearly cost. Similarly, a 2 academz:
year MBA program would be 2.0 times the yearly tuition cost.

A'dditicnal waoe expense

Assurminc that the officer is a Navy Lieutenant.
Annual composite pay rate for a Navy Lieutenant = 72,359

Aid~i~cna2 time to Acquire XX31P =12 weeks for MBA degree
Q'b-specialty ccde 2 weeks for PC course

14 additional weeks

'4 additional weeks = .27
52 weeks per year

(.27 (72,359, = 19,481 Addit.onal wage expense

2°Total is the total instructional cost for the Financial
Management program at NPS or tuition plus the marginal
adQitional wage expense of the civilian MBA programs.
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C. A REVISIT OF DATA LIMITATIONS

At this point it is important to revisit some of the

limitations on the data collected for the civilian

institutions. Recall from Chapter V, when determining the

full cost for instruction at a particular institution,

statistics were gathered for four year public or private

institutions. There were no statistics for post-baccalaureate

education. Hence, the assumption is that the MBA graduate

programs incurred direct costs and are allocated indirect and

G&A costs at the same rate as undergraduate programs. This is

an assumption that civilian institutions have an incentive to

allocate their costs at the same rate for undergraduate

degrees as for their graduate programs. Whether civilian

institutions have an incentive to subsidize the cost of

undergraduate education to a greater extent than graduate

education is beyond the scope of this study but no less an

interesting question that could be explored. In conversations

with the admissions departments at each of these schools it

was apparent to me that they had little idea of how the rate

of tuition was determined. However, looking at the

differences in the cost of undergraduate to graduate tuition

rates, it appears that graduate students bear a greater

portion of the full cost of instruction.
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In Chapter V, I made the assumption that each civilian

program had only two cost objects (instruction and research)

to allocate their indirect and G&A costs to. I also made the

assumption that all programs incurred costs at the same rate.

Another thesis, done in conjunction with this one, shows that

different programs at NPS incur costs at different rates.

This assumption for civilian institutions, in essence,

averages the cost for all programs offered. This assumption

also ignores that there could be other mission areas that the

civilian institutions support that should be allocated a

portion of the costs or should be charged for reimbursable

purposes. These could take the form of institutional support

services or community outreach programs.

Even with these limitations, I think that it is clear that

the overriding factor that drives the difference between the

costs at NPS and the civilian institutions is the additional

wage expense for the extra time that is needed to complete the

requisites for the MBA and the XX31P sub-specialty code. Even

when employing tuition rates, NPS is still the low cost

alternative. The additional wage expense represents over 70%

of the entire cost of instruction for the Financial Management

program. Thus, until civilian institutions can (or are even

willing to) deliver an approved XX31P sub-specialty code

program within an 18 month window, it is doubtful that they

will be the low cost alternative for the Navy in the near

future.
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D. UNIQUENESS ASPECTS

1. Adzmissions procoss

For illustrative purposes, I think that an example of

the how the admissions process at NPS differs from that of its

civilian counterpart would be enlightening. Imagine the

scenario of two officers, both deployed on the same ship and

both wanting to obtain the XX31P sub-specialty code. One

wants to go through the Financial Management program at NPS,

and one wants to go through a civilian MBA program. The

officer wanting to attend NPS simply has to consult his

Officer Data Card (ODC) to determine his eligibility for

graduate education. If the officer is selected by the

Graduate Education Selection Board and his Academic Profile

Code (APC) 21 meets the academic prerequisites for admission,

no formal admission requirements, e.g., GMAT, are necessary.

If the requested program is available, then the requesting

officer may be detailed to that billet.

Contrast this to the officer wanting civilian graduate

education. The Fully Funded Graduate Program requires that

the prospective student be accepted into a graduate program

prior to requesting orders. For flexibility and budgeting

2'The APC is a three digit code that indicates the
academic background of an officer.
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purposes, the officer should apply to at least three

universities,

... one of which has relatively inexpensive tuition
rates.[Ref. 14]

Recall from Chapter II, the general admission requirements

for civilian MBA programs:

1. GMAT scores. This requires that the prospective student

to be available and prepared to take the test. Using the data

from Table 3-1, the average NPS naval officer has been out of

the academic world for about 10 years at the time of entry and

is more than likely out of touch with his study skills.

2. Overall undergraduate GPA. As shown with the admission

model, over a third of the current Financial Management class

would find it difficult to be accepted into an approved MBA

program.

3. Student application and essay. The only likely problem

with this requirement would be with the turnaround time from

the request of the application to the acceptance of the

prospective student. Officers generally have a six month

window for their next set of orders. This requirement would

require that the student be timely in submitting his

application.

4. Work history. A naval officer's work history would

satisfy this requirement for all the schools that I

interviewed.
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5. Assessment of the student's ability and how they would

fit in at the school. This is a subjective assessment that is

difficult to gauge.

6. Subjective assessment of managerial ability. Again,

this is a subjective quality that the school must assess.

7. Formal interview with school officials. Not only is the

time to fulfill this requirement an issue, but so is the

question of who will bear the expense for travel. If the Navy

wants officers to attend these schools, then the Navy would

have to bear the expense of travel and per diem.

I think that it is obvious that the officer wanting to

attend NPS has an easier time and a greater success rate. He

merely writes or calls his detailer and requests the

assignment. He will know in a short time if his request has

been granted.

The officer wanting to attend a civilian institution

has many obstacles to contend with if he hopes to succeed. I

would venture to say that it is an overwhelming task for an

officer assigned to a deployed ship to be accepted into an

approved program. Thus, that would leave graduate education

available only to those officers on shore duty, with an

inordinate amount of inport time, or not assigned to

operational commands. Presumably, this should never become

the case.
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2. Qualitative Aspects of NPS

a. The Theala

From a research perspective, student theses

provide a wealth of information on relevant topics for the

Department of Defense. Analysis of the theses written by

students within the Department of Systems Management for the

year 1993 shows that 94% submitted were of DOD relevant

topics.2' None of the four civilian MBA programs requires a

thesis, and this particular ESR is waived for military

students attending these institutions when considering the

award of the XX31P sub-specialty code. Here are some examples

of NPS thesis topics:

1. AN ANALYSIS OF THE BASE REALIGNMENT ACTIONS (COBRA) MODEL

2. AN ANALYSIS OF NAVY BACHELOR HOUSING FUNDING

3. INNOVATIVE CHANGE IN THE ARMY

4. BUDGETING AND INVESTING IN THE MILITARY RETIREMENT FUND

5. ANALYSIS OF NAVY AIRCRAFT ENGINE AND ENGINE COMPONENT

WARRANTIES.

6. STRATECIES TO MINIMIZE FINANCIAL LOSS DURING PERMANENT

CHANGE OF STATION MOVES.

7. A COST ANALYSIS OF A NAVY DRUG EDUCATION PROGRAM.

8. AN ANALYSIS OF THE MARINE CORPS RESERVE APPROPRIATIONS.

220f the 174 theses submitted in 1993, 163 were of DOD
relevant topics.
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9. ESTIMATING OPERATING AND SUPPORT COST MODELS FOR U.S.

NAVY SHIPS.

10. COMMERCIAL STYLE MARKET RESEARCH FOR NAVY ACTIVITIES.

The thesis process has a future impact on an

officer's career. As an officer moves into future

assignments, he will most likely be called upon to analyze

defense issues and present briefings to high level military or

civilian officials. The thesis process exposes and enables an

officer to obtain both analytical and presentational skills.

b. Superintendent'a Guest Lecture Series

The Superintendent's Guest Lecture Series provides

officers with relevant and timely exposure to military or

career enhancing information on a continuing basis. These

lectures help prevent an officer from becoming isolated from

his particular warfare community and widens his perspective of

other aspects of military service departments.

C. Military Atmosphere

Attending NPS keeps students from becoming

disconnected from the military atmosphere. Over 90% of the

students attending NPS are from the United States Armed

Forces. Common concerns and discussions in the joint and

international arena are presented on a daily basis. Each of

the courses taken have a distinct military flavor and

application. A majority of professors teaching these courses

have DOD experience and incorporate military aspects into
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classwork, homework and research papers. In addition, the

required Joint and Maritime Strategy course, offers an

officer attending NPS a historic and current view of military

strategy not available to a student attending civilian

institutions

d. Other Aspecta

William Bowman, a Professor at the United States

Naval Academy, has identified other aspects of NPS that

warrant attention.[Ref. 15]

1. Housing costs probably would be lower at NPS due to the

availability of Navy housing. There is a commonly held

opinion that Navy housing is less expensive to provide than

subsidized housing payments. This is a point that requires

more study. However in most cases, civilian institutions are

not located near military facilities, thus subsidized housing

allowances would have to be provided to the attending officer.

2. The agglomeration factor. NPS offers one central

location and can take advantage of shared common costs. If

graduate studies are to be moved to civilian institutions then

small administrative units would have to be formed, or the

Navy would have to use the nearest NROTC unit to support the

attending officers.

3. One aspect that is applicable to graduate education,

whether it be conducted at NPS or civilian institutions, is

that officers attending graduate schools incur longer periods
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of obligated service. Officers completing the Financial

Management or a civilian MBA program incur an additional three

years of service commitment. Take an example of a six year

lieutenant entering NPS. After the eighteen month course work

and the three year obligated service, the lieutenant is at the

ten and a half year point in his career. He is at an

important decision point in his life. He will be screening

for the lieutenant commander promotion and is over half way

toward his military retirement. There is a good chance that

this officer will remain in the naval service. If this is the

case, then the Navy can expect lo - accession rates which

reduce turnover costs for officers attending NPS.

E. A SUMMARY COMPARISON OF COSTS

At this point I would like to present a summary of the

comparisons between the full cost for instruction shown in

Chapter V and the tuition cost that was presented earlier in

this chapter. Table 6-2 brings both cost summaries together

for ease of comparison. As stated earlier, until civilian

institutions can deliver an approved XX31P sub-specialty code

program within an 18 month window, it is doubtful that they

will ever be the low cost alternative for the Navy.

Chapter VII will wrap up this study with a summary of the

data provided, conclusions reached, and recommendations based

on this research.
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TABLE 6-2

COMPARISON OF THE FULL COST OF INSTRUCTION
AT MPS TO THE FULL COST OF INSTRUCTION

PLUS THE ADDITIONAL WAGE EXPENSE AT
SELECTED CIVILIAN INSTITUTIONS

1993

YEARLY
FULL ADDITIONAL

INSTITUTION INSTR COST MULTIPLIER WAGE EXPENSE TOTAL23

NPS 16,354 1.5 --- 24,531

NORTH CAROLINA 20,806 1.75 19,481 55,892

HARVARD 32,429 7. 5 19,481 76,232

7 24,927 1.75 19,481 63,103

NORTHWESTERN 22,875 1.75 19,481 59,511

COMPARISON OF THE FULL COST OF INSTRUCTION
AT NPS TO THE TUITION AND ADDITIONAL

WAGE EXPENSE AT SELECTED CIVILIAN MBA PROGRAMS
1993

YEARLY FULL
INSTRUCTION COST ADDITIONAL
OR TUITION MULTIPLIER WAGE EXPENSE TOTAL'

NPS 16,354 1.5 --- 24,S31

" ".VARD 17,050 2.0 19,481 53,581

NORTHWESTERN 15,080 2.0 19,481 49,641

DUKE 10,720 2.0 19,481 40,921

NORTH CAROLINA 6,580 2.0 19,481 32,641

2'Total cost is the total instructional cost plus the
marginal additional wage expense.

24Total is the total instructional cost for the Financial
Management program at NPS or tuition plus the marginal
additional wage expense of the civilian MBA programs.
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TABLE o-2 iCont)

Multiplier

Full costs are calculated on a yearly basis. Hence the multiplier for the 18 month
Financial Management program is 1.5 times the yearly cost. Similarly, a 21 month
MBA program wcid be 1.75 times the yearly cost. Tuition costs are based on a
yearly rate for 2 academic years. Thus the multiplier is 2.0 times the yearly
tuition rate.

Additional wage expense

Assuming that the officer is a Navy Lieutenent.
Annual composite pay rate for a Navy Lieutenent = 72,359

Additional time to Acquire XX31P = 12 weeks for MBA degree
sun-specialty code 2 weeks for PC course

14 additional weeks

14 additional weeks = .27
S: weeks per year

(.27)(72,359) = 19,481 Additional wage expense
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VII. SUIfOARY, CONCLUSIONS AND RZCOMIAINDATIONS

A. SUMMARY

To summarize this thesis, I want to revisit the primary

and subsidiary research questions to ensure that the objective

of this study has been met.

1. Primary Research Question

a. IA there a significant benefit in the Naval

Postgraduate School maintaining a Financial

Management program as compared to sending its

students to civilian institutions?

To answer this question, I provided quantitative

and qualitative analysis in comparing the Financial Management

program at NPS to four leading MBA programs. Whether

comparing the full cost of instruction at NPS to either the

full cost of instruction or tuition cost for each of the

civilian MBA programs, an important factor that made NPS the

low cost alternative was the additional wage expense incurred

to complete the requisites for the civilian MBA degree and the

XX31P sub-specialty code. In addition, NPS does have the

lowest yearly full instruction cost of any of the schools

considered.
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There are many qualitative aspects of NPS that

make the school an attractive option for the Navy to continue

its operation. The military atmosphere, joint and

international military exposure, and continuing the connection

to the officer's warfare community helps to build a unique

perspective that can not be duplicated at a civilian

institution.

2. Subsidiary Research Questions

a. To capture all of the costs associated with the

Financial Management program, I must define the

unit of output.

Measurement of unit cost requires that final cost

objects be identified and the cost of resources used to

produce these end products accumulated into accounts that

record their consumption. The DOD guidance for unit costing

states that training commands' measurement of output for unit

cost purposes will be graduates. The Hunter and Hicks unit

cost model pointed out that curriculums at NPS are of varying

lengths and that simply counting graduates would either

overstate or understate the amount of resources used to

produce a graduate in a given year. Borrowing their surrogate

to represent output for NPS, I substituted the average student

on board for number of graduates. This more accurately states

the output for an academic department with curriculums of

varying lengths.
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b. Are Financial Management curriculum courses

sufficiently unique in nature or sequencing that

they can not be duplicated at other civilian

institutions?

It was my original intention to try to

analytically compare the Financial Management program to its

MBA counterpart but found that I was proceeding deeper into

the realm of subjectivity. Discussions with my thesis

advisors led me to the conclusion that it was best to leave

the academic comparison of each program to the judgement of

the individual program Academic Associate. However, I have

pointed out that there is strong military influence that is

intentionally woven into each course that is offered at NPS.

In the case of sequencing, the Financial

Management program at NPS is more flexible than civilian MBA

programs. NPS offers two start dates each year (January and

June) for the Financial Management program as compared to one

(September) for the civilian institutions.

c. The Office of Management and Budget Circular A-94

stipulates that when measuring the costs of a

federal program or policy, the full cost to

society should be analyzed and not just the cost

to the Federal Government.

This question raised a lot of discussion in

determining the relevance of this circular's policy. The
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debate centered on what should be the focus when comparing

costs. Should it be between full costs for instruction or

budgetary costs? I believe that the comparison should be

between the full costs for instruction. This perspective

keeps the comparison within the same frame of reference: total

costs to society. To compare the full cost of instruction at

NPS to tuition at civilian institutions ignores the effects

that institutional, state and federal subsidies have on

lowering the tuition rate of a school.

d. What Is the cost of transitioning students with

limiting undergraduate backgrounds or no recent

academic experience?

I had originally thought that students with below

average scholastic achievements could take classes at a

particular civilian institution to prove that they could

handle the program requirements. These added courses would

act as the transitioning element to gain entrance and to which

I could attach a cost. What I found with civilian MBA

programs is that one is either accepted into the program or

not. The civilian MBA programs are structured to transition

the student through the core courses. These core courses help

build the foundation needed for future courses. The Financial

Management program at NPS is built along these same lines.

The NPS uses required courses to transition the student early

in the program. These acquired skills are necessary for
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application in more advanced courses within the curriculum.

The question now becomes, what is the cost to the Navy to

contract with a civilian institution to provide the course

work for the XX31P sub-specialty code? This was beyond the

scope of this thesis but would be a good topic for further

research.

B. CONCLUSION

I attempted to compare the full cost for instruction of

the Financial Management program at NPS to the full cost of

instruction of MBA programs at selected civilian institutions

plus the marginal additional wage expense incurred to satisfy

the MBA degree and XX31P sub-specialty code requirements. To

achieve this I used fiscal year 1993 cost data to arrive at a

unit cost for instruction. For NPS cost data, I was able to

use the Hunter and Hicks unit cost model. I used their model

to employ NPS accounting data to arrive at a unit cost within

the Department of Systems Management. For developing a unit

cost for each of the civilian MBA programs, I had to

manipulate statistics that were provided from the Department

of Education. The reasonableness of my application and

limitations of this data were discussed in Chapter VI.

However I believe that these unit cost figures for the

civilian institutions are representative of the costs that

they incur to provide instruction.
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Comparing costs between NPS and the selected civilian

institutions to obtain a graduate degree and the XX31P sub-

specialty code, NPS was, in every case, -the low cost

alternative. This is a significant finding. I had originally

thought that NPS would be more expensive but one could justify

its existence based on the many qualitative aspects that make

it unique. However, the Financial Management program at NPS

does what it advertises to do. That is, it provides graduate

education and sub-specialty code skills at a lower cost to the

government than comparable civilian institutions.

C. RECOMMENDATIONS

I recommend that the Naval Postgraduate School continue to

offer the Financial Management program. I chose to compare

the Financial Management program to civilian MBA programs

because they were the closest in character. However in many

respects the Financial Management program at NPS is superior

to the civilian MBA programs for the purposes of the military.

The Financial Management program is more analytically based

and is focused on military applications. In addition, the NPS

requires a thesis that typically addresses an issue of concern

to the DOD. One must remember that the Financial Management

program is charged with producing officers with the skills to

account for the resources that are used to run a military
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operation. Civilian MBA programs have to be more broadly

based so that their graduates can be competitive in the more

diverse civilian sector.

D. TOPICS FOR FURTHER RESEARCH

I suggest three additional topics for further research.

These questions were encountered during the process of

researching this thesis.

First, this study is a snapshot of the costs of the

Financial Management program and selected MBA programs for

fiscal year 1993. To ensure that NPS continues to be the low

cost alternative, this analysis should be done on a periodic

basis.

Second, if the Navy were to close the Financial Management

program at NPS but still require XX31P sub-specialty coded

officers, what would the Navy do with the students that would

not be accepted into an approved MBA program? This study

could focus on the cost to the Navy to contract with a

civilian institution to provide the additional course work

required for the XX31P sub-specialty code.

Third, my thesis focused on the costs for instruction

within the Department of Systems Management. The NPS needs to

do similar evaluations for every program that it offers. Due

to the purely military applications of some programs, I

understand that there may not be comparable civilian programs.
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However, an analysis of each program would offer a manager the

visibility of the costs that drive his program. This would

highlight where cost efficiencies could be attained.
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APPZNDIX A

FY1993 LABOR COST DATA AND CIVILIAN INSTITUTIONS

FULL COST SUMMARIES

This appendix is the compilation of Exhibits 5-1 through

5-6 referred to in Chapter V.
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EXHIBIT 5-6
1991 COSTS - NAVAL POSTGRADUATE. SCHOOL SELECT SCHOOLS EXHIBIT 5-6 BInois

Instruction Public Service Studcnt scrvices •Lant Operations
OST FUNCTION CAT[GONIIS researe AcoGami¢ Supor Insltu••'@•"l Supwrt Total Punctlne

FTEaFuL-tiS pLus 113 of Part¢*to weSdcount

Cpytrilht CC) 1993 John Pinter Associatos, :ne. cutLGer Cokorsae, Atl. Rigts ReS@erve (SOVrC:' U.S. 0ceprtment of 9cEd.ca:or)

NOR? ESTIK.N U'\VlRSrrY. £VA.%STON
SAlAUY erg WAGE COSTS,OtL DoLart.. ........... 160,57,00m 45,317,000 181,000 6,50C.000 5,90.,000 20,384,000 10,766,000 249,865,008
0otter$ per FT! 5•uOc• ...... 10,960 3,107 12 1." 436 1,391 735 17,056S of Function Cost ......... ,. 68.5 (5.3 28.0 31.2 36.? 68.6 26.8
% of TotaL SaLary/wasg Cost.. 64.3 18.2 0.1 2.6 2.4 8.2 ',.3
% of AL• Fmun-tions Cost ...... 36.5 '0.4 0.0 1.5 1.4 4.6 2.4 S6.8
NOW SALARY and WAG COSTS

Total Dollars ................ 73,746,000 54,921.000 466.000 U4,317,OOC 10.239,020 9,495,000 26,607,000 189.791,000OOLtlrs oer PT' Student ...... 5,034 3,749 32 977 699 468 1,116 12,955X of Pumtion Cos. ........... 31.0 51.0 7m.0 69.0 63.0 32.0 71.0X of Total. NorSaltry/wabc Cos 38.9 28.9 0.2 7.5 5.4 5.0 14.0
% of ALL Functions Cost ...... 16.8 12.5 3.• 3.3 2.3 2.2 4.1 (3.2

TOTAL COSTStotal DolLars ................ 234,316,00 100,438,000 647,000 20,$1',O00 16,136,000 29,879,000 37,373.000 439,655,968Dollars per FTC Student ...... I,99 6,856 44 1,421 1,103 2,040 2,551 30,311% of Ail Fumctions Coat ...... 53.3 22.8 0.1 4.? 3.7 6.8 8.5 100.C
HARVARD LN•VER5ITY. CAMBRIDGE
SALARY a.d WAGI COSTSTOct (are 0o rs................ 236,952,OCO 52,408,000 9,227,00 4.,979,*,00 3,841,,-CO 3!,10',OC0 20,i6!,000 408,672,003OOLLrs oar Pq5 Studer! ...... 12,666 2,101 493 2,404 740 %,663 1,078 21,845% of Function Cost ........... 75.9 27.6 41.6 37.5 "..6 41.4 11.0% of Total SaLary/woge Cost.. 56.0 12.5 2.3 11.0 3.4 7.6 4.9X Of ALL PRWOiMn Cost ...... 26 5.8 1.0 5.0 1.5 3.5 2.2 45.6NON SALARY and WAGI COSTS
iotaM .o.L.rs ............. 73,139,000 137,471,00S 12.939.000 74,969,00C 19..0CC ".073.000 ¶23,677,OOC 4,7.6?6.o"6OoUars e ! Stuacn...... 4,,016 7,,48 69? 4,307 1,C37 2,356 6,611 26,068% 0o Fu•cfon Cost ........... 21.0 72.0 56.0 63.0 58.0 59.0 86.02sf Total. NOnSOtory/Wge Cos 15.4 28.2 2.7 13.4 4.0 9.0 25.42 of ALL Funct:ons Cost ...... 8.4 15.3 1.4 8.' 2.2 (.9 13..

TOTAL POSTS S,.4
Totlar poetrs ................ M312,91,000 ¶69,579,CCO 22,166,000 119,ro 33,249.300 75,77,'000 43,138,3400 8,340,032OatLrs o FT? Stunt ...... 16,682 10,150 1.185 6,412 1,777 4,018 7.689 47,913s of ALL Functions Cost ...... 8 21.2 2. 13.4 3.7 8.4 16.0 100.0

DUKIE U'IVERSITY, DL•i LWSALARY wid WAGE COSTS
TotaL 0)@Ll rs ................ 105,732,000 37,261,000 o 19,72,OCO 6,16S,-,00 36, "1,000 11,628, CO 237,DotLtrs per FE S-unt ...... 9,723 5,267 0 1,763 567 3,402 1,088 2.,813X of Function Cost ........... W9.6 49.4 0.0 52.2 535.5 00.0 33.71 of Total Sslary/wos* Cost.. 44.6 24,1 0.C 8.1 2.6 15.6 5.0% of ALL Functions COSt ...... 23.7 13.9 0.0 4.7 1.5 9.0 2.9 $7.6MON SALARY aen UAG1 COSTStotaL DetLers ............... 71,804,992 56,623,000 0 17,391,300 .,952.,cC 0 21,327.000 174,297,992DeLtars oar FTC Student ...... 6,605 5,392 0 1,618 455 0 1,962 16,032x, of unction Cost ........... 40.0 51.0 0.3 48.0 45.0 0.0 64.0% Of TOtal NoRSOlary/IWag Cos 41.2 33.6 0.0 10.1 2.8 0.0 12.2% of All Functions CoSt ...... "?.3 14.2 0.0 4.3 1.2 0.0 5.2 42.4

TOTAL COSTS
Total CollarS ............. 1T7,537,0C0 115,U4,000 0 36,763,30C 11,1I17,0-0 36.991,0C0 33.155,=0•, 411,i,07,X*:0ollars wr P"11 Stugomt ...... !6,330 10,659 0 3,381 iC23 3,402 3,060 37,84S1 of ALl Functios Ca ...... 03.1 28.2 0.3 8.9 2.7 9.0 8.1 i00.0

L*NIVFRSrI'y OF VOf1M CAROLINA AT CHAPIE. lIuLL. CHAPEL HILL
SALARY and WAGE COSTSTtoal OL'ars ............ 167,309,400 56,599,210 53,84',3c0 18,339,620 4,558,493 "8,357,020 13.242.970 332.29',.-SDottees per IFT Studqnt .. 7..,995 2,7"0 2,17 876 a36 877 633 ,5,;78x o' Function Cost ........... 69.3 $4.9 45.3 55.0 62.1 67.7 30.8"o*al Soalry/voge Cost.. 50.4 17.0 16.2 5.5 '.4 5.5 '.,Al.? afuc WIs Coat .... ,, 9.1 9.9 9.4 3.2 0.8 3.2 2.3 57.9

".:Il Dollars. .............. 744",392 46,539,992 65,067,500 15,C0?,720 2.786.642 8,766,610 29,703.970 241.949,8263otLarS 0Pr PT! Student ...... 3,540 2,224 3,109 7'? 133 419 1,419 11,561x o0 Purctiow C:st ............ 31.0 45.0 33.0 45.0 38.0 32.0 69.02 of ?otal monSatary/wole COs 30.6 19.2 .A,2 6.2 1.2 3.6 12.3X of Al. PuntionS Cost ...... 12.0 8.1 2.6 0.5 1.5 1.2 42.1TOTAL COSTS
Total CaoLLas ................ 241,386,800 103.139,200 118,951,600 33,307,340 7,345,135 27,123,630 42,946,940 574,240.832'OmLlS oer PTi Studnt ...... 11,534 4,1 5,684 1,593 351 1,29% 2.052 27,439S of All F;Mtloft Cost ...... ',2.0 16.0 20.? 5.8 1.3 4.? 7.5 100.3
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APPENDIX 8

FY 1993 FINANCIAL PLAN TRAVEL AND FINANCIAL PLAN

OPTAR REPORTS

This appendix are the Travel and Non-Travel related costs

that were referred to in Chapter V.
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