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Integrating Human Resource Accounting 
into the Public Policy Process: An 
Illustration 

K. J. Euske and C. T. Rock, Jr. 

Traditionally, public policy formulation has been accomplished through political compro
mise. In recent years, growing public pressure for austerity and accountability in the use of 
public resources has made the analytical approach to policy formulation and evaluation 
increasingly important. This exploratory study illustrates how the human resource ac
counting model can contribute to an objective and systematic evaluation of a complex public 
policy issue. The study considers the attrition of commissioned officers from the U.S . Army 
as a loss of human resources and examines the relative investment in human resources from 
two primary sources of commissioning. This type of systematic analysis provides valuable 
information for the policy maker in making logical decisions on human resource devel
opment. 

Introduction 
In recent years, concern for better government has focused on more systematic 
procedures for problem solving. This emphasis can be seen in public sector 
applications of scientific research methods in a variety of planning and 
decision-making areas within the public policy process (Brill et al. 1982; 
Gleason and Barnum 1982; Ignall et al. 1982; Williams and Fowler 1980). This 
article describes an application of the human resource accounting model to the 
analysis of the cost and effectiveness of alternative commissioning resources of 
U.S. Army officers. The article begins with a brief review of a critical policy 
issue facing the U.S. Army, followed by a general discussion of the human 
resource accounting model. The theoretical human resource accounting 
model is then operationalized and used to provide a systematic analysis of the 
cost and effectiveness of alternative officer commissioning sources. Based on a 
sound theoretical foundation, this study brings to the focus of the policy maker 
relevant factors that must be considered in training regular Army officers. 
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Issue of Officer Training 

The U.S. Army presently procures commissioned officers from three major 
sources: (1) the U.S. Military Academy (USMA), (2) the Reserve Officer 
Training Corps (ROTC), and (3) Officer Candidate School (OCS). According 
to a U.S. General Accounting Office 1975 report, the costs of these programs 
differ widely. The USMA, in particular, has been the subject of considerable 
scrutiny with regard to training costs, pregraduation attrition, and graduate 
retention on active duty. Canby (1972) not only questioned the high costs of a 
USMA education but challenged the need for college-trained officers in 
nontechnical specialties. Several other authors (Ellis and Moore 1974; Glick 
1971; Heise 1969) also criticized the high cost of producing USMA graduates. 
The GAO report Jed to congressional hearings conducted in the U.S. House of 
Representatives (1976). 

Although these inquiries focused on the costs of each commissioning source 
and briefly surveyed the problem of USMA graduate retention, they did not 
compare the returns to the Army of each source as a function of costs. What 
was not demonstrated was the relative effectiveness of each source compared 
to the training, salary, and fringe benefit investments in the graduates of each 
source. This study is an attempt to demonstrate that the relative effectiveness 
of each commissioning source can be systematically measured by employing 
the human resource accounting model. 

Human Resource Accounting 

The consideration of the value of human resources as a factor in economic 
production traces its origins to 18th century economists. This notion was later 
expanded and evolved into the more specialized study of human capital 
theory. Within human capital theory, labor may be valued as the amount of 
capital invested in a worker and the anticipated benefits to be returned to 
society from that investment (Knight 1944; Mincer 1958). 

The quantification and prediction of these values stimulated the interest of 
accountants and other social science theorists who sought to measure 
investments in human capital and their implications for formal organizations. 
Becker (1964), Denison (1962), Kendrick (1961 ), and Likert ( 1958) investigated 
the relationship between a firm's investments in the education and training of 
its work force and employee productivity. They generally concluded that a 
firm could not disregard the importance of such investments in the generation 
of income. As human capital theory evolved, the concept of human resource 
valuation was generated. Successive refinements eventually developed into an 
area of accounting known as human resource accounting (HRA). 

The measurement of the human resources may be classified into cost-based 
and value-based measures. Cost-based measures, as presented by Brummet et 
al. ( 1969), are concerned primarily with the historical costs incurred by an 
organization for the recruiting, training, and compensating of its employees. 
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Such historical cost-based measures attempt to represent the firm's investment 
in its human resources. Additionally, Flamholtz (1974) conceived an HRA 
system designed to measure positional replacement cost by using current 
employee acquisition, training, and attrition .costs as major cost factors. 

Value-based measures, as defined by Flamholtz and Lundy (1975) are the 
discounted present values of future incomes expected to be earned by an 
employee. Flamholtz and Lundy also discussed the concept of employee
expected conditional value. It is defined as the value of a person who reaches 
maximum potential and remains with the firm until normal retirement. This is 
contrasted to employee-expected realizable value, which is defined as the value 
of a person who leaves the firm prior to normal retirement. The eS'sential 
distinction between these two values is the probability of preretirement 
employee turnover. 

Although the primary applications of HRA have been in the private sector, 
its potential application to government organizations is no less consequential. 
For instance, the U.S. Army, as the military service with the highest ratio of 
manpower to capital equipment in the Department of Defense, faces an 
especially critical problem in seeking maximum return on its investments in 
human resources. This study was conducted to analyze one facet of that 
problem. The study considered the attrition of commissioned officers from the 
Army as a loss of human resources and examined the relative investment in 
human resources from two primary sources of commissioning. 

In seeking to measure effective officer performance, the Army compares 
actual performance to desired performance. Desired performance is defined as 
extended active Army service in positions of increasing responsibility (U.S. 
Department of the Army l 979a). The measure of commissioning source 
effectiveness considered in the officer study was the attainment of desired 
performance by the graduates of each source, as determined by their retention 
and promotion. 

Selection of a Valuation Model 

To evaluate the Army's investment in an officer, a number of costs and factors 
affecting costs had to be measured: ( 1) recruiting and training costs, (2) costs of 
continuing professional education and training, (3) salaries and fringe benefits, 
(4) the value of retirement annuities, (5) the probability of retention in the 
organization, and (6) the quality of employee performance. 

The first and second costs are measures of the Army's monetary investment 
in an officer prior to commissioning and after entry into active duty. The third 
and fourth costs measure the monetary amount of the income stream paid to 
an officer during that officer's career and after retirement from active duty and 
are expressions of the worth of an officer's services as perceived by the Army. 
The fifth factor adjusts the ultimate amount of the income stream to account 
for varying lengths of individual service, since the aggregate amount of salary, 
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fringe benefits, and the retirement annuity is contingent upon when an officer 
leaves the Army. Similarly, the potential costs of future education and training 
are obviated when an officer leaves the Army. The sixth factor influences the 
probability of an officer's retention on active duty. A history of poor 
performance will prevent promotion to higher grades and result in in
voluntary early separation from the Army. 

The six criteria discussed above are necessary for the identification of a model 
that will be applicable to the structure of the Army. A review of human 
resource accounting literature revealed that the model developed by Ogan 
(1976a, 1976b) meets most of the criteria needed for the Army's purpose. Ogan 
used the following determinants in his evaluation model: (1) monetary value 
benefit potential; (2) an individual performance index, comprised of an 
efficiency index and a standard work index; (3) maintenance costs (such as 
salaries and wages); (4) start-up costs (i.e., recruiting and initial training); (5) 
training and development costs; (6) the probability of continued employment; 
and (7) the probability of survival. The determinants were utilized to compute 
a net monetary benefit and a certainty factor. The net monetary benefit was 
multiplied by the certainty factor and converted to periodic certainty 
equivalent net benefits. Considering the time value of money, the periodic 
certainty equivalent net benefits were discounted and aggregated to arrive at 
the adjusted net present value patterns of an employee for the organization. 
Ogan's human resource value model (HR VM) is shown schematically in 
Figure 1. 

Although Ogan's HR VM was applied to the valuation of employees in the 
private sector, its comparison with the model criteria of the officer study 
reveals direct applicability, as shown in Table 1. There are two main 
differences between Ogan's HRVM and the officer study factors: (l) the officer 
study factors include the value of an officer's retirement annuity, whereas 
Ogan's model does not; and (2) the officer study factors do not include an 
employee's monetary value benefit potential, whereas Ogan's model does. 
With modifications, Ogan's model was used in the officer study. 

Measurement of Valuation Factors 

How Ogan's determinants were adapted to the officer study is discussed below. 
Additionally, the means by which the determinants in Ogan's application and 
the cost factors used in the officer study were measured are discussed. 

Start-Up Costs 

Ogan defined start-up costs as the costs of initial recruiting and training. Start
up costs are those incurred by the Army as a result of the recruiting and 
precommissioning training of an officer candidate. 

Ogan did not attempt to measure these costs because no formal records 
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Table I. Ogan's HRVM Determinants and Their Operationalization and Extention in the 
Anny Study 

Ogan's HRVM 
Determinant(s) 

1. Start-up costs 
2. Training and development costs 

3. Maintenance costs 

4. None 
5. (a) Probability of continued employment 

!b) 
6. 
7. 

Probability of survival 
Individual performance index 
Monetary value benefit potential 

Army Study Factors 

Measurement of recruiting and training costs 
Measurement of costs of continuing education 

and training 
Measurement of costs and salaries, cash 

supplements, and fringe benefits 
Measurement of retirement annuity value 
Considers probability of retention on active 

duty 
Considers probability of survival 
Considers quality of officer performance 
None 
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were available in the firm he studied. The Army, however, makes such costs a 
matter of record (Defense Manpower Commission 1976). In the officer study, 
recruiting and training costs were measured by computing the monetary 
amounts incurred by the Army in the recruiting and training process prior to 
commissioning. Such costs were included in the average cost of producing an 
officer from a particular source. The cost for each precommissioning source 
program includes recruiting publicity, installation operation, logistical sup
port; uniforms; transportation; training materials; personnel support, includ
ing instructors' salaries; and candidates' salaries. The costs incurred by those 
who failed to complete a precommissioning source program were also 
allocated to the total costs of producing a graduate. The cost data for each 
commissioning source were obtained from the Office of the Deputy Chief of 
Staff for Personnel, Department of the Army. 

Training and Development Costs 

Ogan defined training and development costs as those costs incurred in the 
formal training and development of employees. Training costs are those 
incurred by the Army for formal education and training after commissioning. 
Ogan measured these costs by recording the expenses associated with 
education, training, and executive development programs that employees 
should be expected to attend. 

In the officer study, costs actually incurred, rather than, expected costs, were 
used. Continuing education and training costs were measured by computing 
the monetary amounts expended by the Army as the result of officer 
attendence at basic and advanced branch (occupational specialty) courses, at 
the Command and General Staff College, and at the Army War College. 
Logistical support, training materials, and personnel support costs were 
included in the total continuing education and training cost. The cost data 
were obtained from the U.S. Army Training and Doctrine Command. 

Maintenance Costs and Retirement Annuity 

Ogan defined maintenance costs as the monetary value of salaries and fringe 
benefits that accrue to an employee and measured this value by the total 
compensation paid to each employee. Ogan did not, however, account for the 
value of an employee's retirement annuity in his measurement of maintenance 
cost. Since the retirement annuity is the next largest component of military 
compensation, after basic pay, offered by the Army to career officers, it was 
included in the officer study (Canby 1972). Salaries, fringe benefits, and the 
retirement annuity paid by the Army to its officers are discussed separately 
and then compared to Ogan's maintenance cost determinant. 

Military salary is comprised of two components: (1) basic pay and (2) cash 
supplements. Cash supplements are quarters and subsistence allowances and 
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the tax advantage resulting from the exemption of quarters and subsistence 
allowances from income tax assessment. The cash supplements are included at 
4.1 percent of base pay (Canby 1972). 

An officer attains retirement eligibility upon completing 20 years of active 
federal service and draws retirement pay until death. The annuity rate is 
calculated at 2.5 percent for each year of active federal service and then 
multiplied by the terminal basic pay. The maximum annuity amount is 75 
percent of terminal basic pay and is reached at the completion of 30 years of 
active federal service (Canby 1972). 

Military fringe benefits are defined as medical care and commissary and 
retail exchange privileges. They amount to 13.8 percent of base pay (Canby 
1972). Noncompensation items of military pay that are associated with special 
job-related risks (e.g., hostile fire) or are situational in nature (e.g., family 
separation) were not considered in the officer study. 

Ogan's estimate of maintenance costs in the firm he studied were measured 
according to management's perception of each employee's promotion poten
tial and the salary increases that would result from promotions. The 
comparable costs for each Army officer were not based on the present 
superior's perception of promotion and salary increases. They were based on 
the past record of performance and promotion potential as represented by 
actual promotions; that is, actual compensation costs incurred were used. 
Number of years of service and rank were used in conjunction with Army pay 
tables to determine the appropriate annual compensation level for each officer. 

Probability of Continued Employment 

The probability of the retention of an officer on active duty was defined as the 
probability that once commissioned, an officer would remain on active duty 
until normal retirement. The definition for the officer study factor and the 
determinant in Ogan's model are identical. 

Ogan's measure of the probability of continued employment was based on 
management's expectations of the likelihood of the employee staying with the 
firm. The measure of retention probability used in the officer study was different 
from Ogan's. The measure used was based on historical records (U.S. Department 
of the Army 1953- 1979; Association of Graduates 1979). 

Probability of Survival 

The probability of survival is defined as the probability that an officer remains 
alive for a period of time known as the average lifetime. The average lifetime 
for the officers considered in the study was defined by the Division of Vital 
Statistics, U.S. Public Health Service, as 65.6 years (World Almanac 1978). The 
definition for the officer study and the determinant in Ogan's model were 
identical; however, the data sources differed. Ogan's data were based on the 
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Commissioner's 1958 Standard Ordinary Mortality Table (CRC Standard 
Mathematical Tables 1964). The probability of survival for each Army officer 
was measured by tables provided by the Army Mutual Aid Association 
(AMAA). The AMAA, which insured only Army officers, recognizes combat 
exposure of its younger members by using a special mortality table through 
age 59 based on the American Experience Mortality Table. At age 60, the 
AMAA reverts to the Commissioner's 1958 Standard Ordinary Mortality 
Table (Service Table Probabilities 1979). 

Individual Performance Index 

To assess the quality of employee performance, Ogan used an individual 
performance index determinant which contained two components: (1) the 
efficiency index and (2) the standard work index. The efficiency index is defined 
as an employee's efficiency in the performance of a given task. The standard 
work index is defined as the type of work an employee should perform 
according to that employee's position in the firm. 

According to Ogan, the efficiency index was derived from management's 
perception of each employee's efficiency in the performance of a given task and 
management's feelings regarding the future performance of each employee. 
The standard work index measurement was based on the subjective expec
tations of management as to the type of work an employee should perform, 
given the employee's position. 

The promotion process in the Army identifies the decision to promote as an 
indicator of the quality or, at least, the acceptability of officer performance as 
perceived by the Army. In the officer study, promotions were used as the 
measure of quality of performance. The measure affected the analysis only in 
that it insured that those individuals included in the analysis exhibited 
acceptable performance by Army standards. 

Monetary Value Benefit Potential 

Ogan's determinant is defined as the maximum benefits an employee can 
generate for the organization. It was measured by the billing rate multiplied by 
the chargeable hours of each employee. Similarly, each officer in the Army can 
be thought of as generating benefits in terms of national defense; however, the 
full development and operationalization of a concept such as "contributions to 
national defense" was beyond the scope of the officer study. That determinant 
was therefore excluded. 

The lack of a determinant such as contributions to the national defense does not 
negate the usefulness of the model in the evaluation of training sources and resource 
utilization. If the individual is evaluated as exhibiting effective behavior in 
terms of specific individual or local goals and the entire organization uses a 
system such as the Army's Management by Objectives (MBO) system, individual 
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effective behavior should relate directly to organizational goal achievement. 
Or, viewed another way, if the least-cost method that provides for a given level 
of effectiveness or goal achievement can be identified, an efficient utilization of 
resources is facilitated. Promotion and retention by the Army of the officers 
indicate a minimum acceptable level of effectiveness by the officers (U.S. 
Department of the Army 1979a). Promotion and retention within a cohort, 
however, do not identify those officers who exceeded the minimum level of 
effectiveness. 

Time-Adjusted Value 

The development of a time-adjusted value of the total investment necessitated 
dealing with previously incurred costs (e.g., recruiting and training costs) and 
future costs (e.g., the retirement annuity). In order to insure the comparability 
of the unit of measure (i.e., the dollars), 1979 dollar values for each activity in 
the cost categories were used to represent constant dollar costs. These values 
were used as inputs to the model and compounded or discounted 1 as 
appropriate to the date of commissioning to give the time-adjusted value of the 
total investment. The validity of the use of the 1979 values for each of the cost 
categories is dependent upon the degree to which the cost categories require 
the same relative amount of resources in relation to each other in 1979 as they 
did (or will) when the costs were (will be) incurred. Investigation revealed that 
for the purposes of the officer study, the interrelationship among the cost 
categories was sufficiently stable to use the 1979 values. 

If the interrelationship among the cost categories were unstable, then the costs 
actually incurred would have to be used. If this were done, the costs would 
have to be compounded or discounted by an inflation factor specific to that 
particular cost. These costs could then be aggregated by cost category. Such an 
approach obviates the concern for relative changes within and between 
programs but introduces a whole new set of uncertainties associated with 
identifying appropriate inflation indices. The choice of the measure of costs 
should depend upon the purpose for the analysis and the nature of the 
programs included in the study. 

Investment Valuation Model 

The complete investment valuation model, adapted from Ogan's HRVM, for a 
cohort of officers may be expressed as: 

1 The discount rate used throughout the calculation was 10% as established by Department of Defense 
Instruction 7041.3. 
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where: 

I ik =the time-adjusted value of the total investment in a cohort of officers 
commissioned in year k from source i; 

Cik =the time-adjusted value at the time of commissioning of the total 
recruiting and training cost of a cohort of officers commissioned in year k 
from source i; 

Qik =the time-adjusted value at the time of commissioning of the cost of 
continuing education and training of a cohort of officers commissioned 
in year k from source i; 

Tik =the time adjusted value at the time of commissioning of the cost of total 
military compensation of a cohort of officers commissioned in year k 
from source i; and 

Wik= the time adjusted value at the time of commissioning of the retirement 
annuity of a cohort of officers commissioned in year k from source i. 

Application of the Model 

The USMA and ROTC cohorts that began active commissioned service in the 
Army Maneuver Combat Arms (MCA) in 1952 and 1954 were considered in 
the officer study. The MCA are Infantry, Armor, Field Artillery, and Air 
Defense Artillery. Two years were selected to permit interperiod comparisons. 
These particular years were selected for the following reasons: 

(1) They provide a record of experience past the initial voluntary retirement 
option at 20 years of service. 

(2) They provide an indication of career commitment beyond the 20- to 25-
year retirement eligibility points, when the majority of voluntary retire
ments occur (Canby 1972; Galloway and Johnson 1973; Glick 1971). 

(3) There are similar external influences upon the cohorts such as economic 
conditions and wars. 

(4) The data are available. 

The number of officers commissioned from each source in 1952 and 1954 and 
the number of officers from each source who remained on active duty at the 
completion of 20 and 25 years of service are shown in Table 2. 

The total time-adjusted investment incurred by the Army when com
missioning for each cohort occurred is expressed in the following terms: (1) 
total investment averaged among the number of officers who were com
missioned from a source, expressed as the investment per graduate, and (2) 
total investment averaged among the number of officers remaining on active 
duty at the end of the 20th and 25th years of service, expressed as investment 
per officer (see Table 3). This arrangement permits a uniform comparison of 
the investments in each cohort at specific points in time. 
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Table 2 . NumberofROTC and USMA Regular Anny Officer Commissioned in 1952 and 
1954 and Remaining on Active Duty after 20 and 25 Years of Service 

Source and Year of Remaining on Remaining on 
Commissioning Commissioned Active Duty after 20 Years Active Duty after 25 Years 

1952 

1954 

USMA 
ROTC 

USMA 
ROTC 

307 
492 

543 
192 

186 
208 

212 
102 

79 
64 

93 
43 

Source: AssociationofGraduates, 1979. Register of Graduates USMA (1979). West Point, 
N. Y.: U.S. Military Academy ; U.S. Department of the Army. 1953-J 979. Official Army 
Register. Washington, D.C. 

It should be noted that the results Ogan generated were by individual 
employees. In the officer study, the results generated were by cohorts of officers 
and then allocated to individual officers. The reason for the deviation from the 
individual valuation method of Ogan is that the investment in the individuals 
who left the Army before completing the 20th and 25th years of service was 
considered as part of the total investment necessary to end up with the group 
of officers who completed 20 and 25 years of service, respectively. 

Discussion of Results 

Findings at the Time of Commissioning 

The results indicate that officers commissioned from the USMA in 1952 and 
1954 represented a higher total investment per graduate than the officers 
commissioned from the ROTC (see Table 3). This finding is consistent with the 
conclusions of the earlier studies (Canby 1972; Galloway and Johnson 1973; 
Glick 1971 ), which limited their analyses to the comparative commissioning 
costs per graduate. 

Findings at 20 Years of Service 

The results for officers who remained in the Army until their retirement 
opportunity at 20 years of service revealed that an officer commissioned from 
the USMA represented a greater investment than an officer commissioned 
from the ROTC (see Table 3). The 20-year investment figure was influenced by 
the number of graduates from a particular source who were commissioned but 
left the Army prior to the completion of 20 years of service. These officers 
increased the amount of total investment while they were on active duty. Their 
departure prior to the completion of 20 years of service reduced the number of 
individuals to whom the total investment could be allocated. 



110 Euske and Rock 

Table 3. Time-Adjusted Value of Total Investment, I; 

Cost Per Officer Cost Per Officer 
Remaining on Active Remaining on Active 

Source and Year Cost per Graduate Duty at End of Duty at End of 
of Commissioning Commissioned ($) 20 years($) 25 years($) 

1952 
USMA 278,414 459,532 1,081,936 
ROTC 193,318 457,272 1,486,133 

1954 
USMA 226,952 581,296 1,325,104 
ROTC 192,104 361,607 857,767 

The findings indicate that the USMA was a more costly source than the 
ROTC in commissioning officers who remained in the Army until the 
completion of 20 years of service. 

Findings at 25 Years of Service 

The investment per officer for those who completed 25 years of service reveals 
the effects of the first six voluntary retirement opportunities on the number of 
officers who completed 20 years of service (see Table 2). Investment in each 
USMA officer commissioned in 1954 and remaining on active duty after the 
completion of 25 years of service is greater than that in each ROTC officer. 
However, the money invested in each ROTC officer commissioned in 1952 and 
remaining on active duty after the completion of 25 years of service is greater 
than the investment in each USMA officer. 

Analysis of Findings 

The criterion for commissioning source effectiveness used in the study was the 
attainment of desired performance by the graduates as determined by 
retention and promotion. Analysis of the investment in the effective graduates 
of each source indicates that the USMA was the more economical source for 
officers commissioned in 1952 and remaining on active duty at the end of 25 
years of service. The ROTC was the more economical commissioning source 
for each of the other comparisons made. 

The disparity in the results between investment per officer in the 1952 cohort 
who completed 20 years of service and the officer who completed 25 years of 
service results from the rate at which these officers retired between the 20th and 
25th year of service. The 20-year results indicate that officers from the USMA 
commissioned in 1952 represented a higher investment per officer than their 
ROTC counterparts. The 25-year results, however, indicate that investment 
per officer commissioned from the ROTC was higher than for those 



Human Resource Accounting 111 

commissioned from the USMA. Analysis of Table 1 reveals that 58 percent of 
the USMA officers commissioned in 1952 and on active duty after 20 years 
retired by the end of the 25th year of service, while 69 percent of the ROTC 
officers commissioned in 1952 and on active duty after 20 years retir11d during 
the same period. There were, therefore, proportionately fewer ROTC officers 
at the end of 25 years of service to whom the total investment could be 
allocated. 

The effects ofretiremeht attrition may also be seen by comparing the 20- and 
25-year USMA and ROTC results for officers commissioned in 1954. The 
figures indicate that 56 percent of the USMA officers retired in those years, 
while 58 percent of their ROTC counterparts retired during the same period. 
The figures in Table 3 indicate that with approximately the same retirement 
rates, the ROTC provides a more economical source of regular Army officers. 
Further investigation may indicate that ROTC graduates do, in fact, 
experience a consistently higher attrition rate. However, the figures imply that 
when a comparable number of officers are commissioned, the ROTC is more 
economical when the ROTC and USMA officers leave the Army at 
approximately the same rates. 

The economics associated with the ROTC can be traced directly to the costs 
of recruiting and training a cohort of officers (i.e., start-up costs). Only in this 
category of costs was the ROTC consistently lower than the USMA. The base 
1979 recruiting and training costs per graduate were $116,830 for the USMA 
and $17,085 for the ROTC (U.S. Department of the Army 1979b). The analysis 
suggests that if the recruiting and training costs vary proportionately with the 
number of graduates and effectiveness is held constant, an efficient allocation 
of resources would be to devote relatively more resources to the ROTC 
program with the goal of commissioning more regular Army officers from that 
source and proportionately fewer from the USMA. On the other hand, if one 
assumes the continued existence of the USMA and that recruiting and training 
costs are relatively fixed (i.e., do not vary proportionately with the number of 
graduates) and effectiveness is held constant, an efficient use of resources 
would be to increase the size of the student body at the USMA and thereby 
reduce the cost per graduate. 

This study considered commissioning source effectiveness in relation to the 
Army's investment in the human resources commissioned from two primary 
regular Army Maneuver Combat Arms (MCA) commissioning sources. It did 
not treat other branches of the Army. 

Commissioning source effectiveness was measured by the number of officers 
commissioned from each source and remaining on active duty for 20 years or 
more. While this provides an indicator of commissioning source effectiveness, 
it does not directly measure the contributions of the graduates to national 
defense. Therefore, it does not differentiate between officers of the same grade 
who receive identical compensation but whose jobs entail different degrees of 
responsibility or who perform acceptably but at different qualitative levels at 
the same job. 
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Concluding Remarks 
This study examined the relative effectiveness of the USMA and ROTC in 
producing regular Army Maneuver Combat Arms officers. With one excep
tion, the ROTC was found to be the more economical source for an effective 
Army Maneuver Combat Arms officer for the cohorts considered. 

Of course, the conclusion could be different if different cohorts were used for 
the study. One should keep in mind, however, that this research is exploratory. 
It represents an additional step in integrating sound conceptual foundation 
into the public policy process. Public policy proposals are often strongly 
influenced by the emotional and value-laden perspectives of various parties 
involved. Our main contribution is to demonstrate that public policy issues 
that may have emotional and value-laden aspects, such as the one addressed in 
this article, can be analyzed by using a sound research method. This article 
provides an example of a systematic analysis needed for rational public policy 
formulation in the future. With this premise in mind, we will proceed to discuss 
additional contributions our study can offer. 

As mentioned earlier, this study examined only two cohorts of regular Army 
officers. Although information obtained from studies such as this one will not 
lead to the elimination of either source, a more rational resource allocation 
decision can be made. Additionally, the same method may be used to analyze 
later cohorts as new data become available. The tracking of additional cohorts 
will provide logitudinal data that will help identify changing cost-effectiveness 
relationships for the commissioning sources considered. The same method 
could also be applied to a study that considered a longer period of retention. 
Given such additional data and analysis, a more consistent pattern of 
conclusions might emerge. Additional data will also provide a sounder basis 
for analysis of commissioning source cost-effectiveness. 

Subject to additional assumptions for input data (such as future pay scales), 
this model can be used for the analysis of the allocation of tomorrow's budget 
dollars and not only for the analysis of past investment decisions as was done 
in this article. The use of historical and prospective analyses together can 
provide a means to identify the effects of past decisions and prognosticate the 
results of current and future decisions. Specifically, cost data obtained from the 
human resource accounting model may be applied to the construction of cost 
models needed for the identification of an optimal accession mix for future 
officer and enlisted personnel. The Army could use the cost data from the 
human resource accounting model along with other information, such as 
expected retention and budgetary constraints, as inputs to probabilistic 
models to forecast its officer and enlisted personnel requirements. In light of 
today's all-volunteer force, this kind of information should be of particular 
importance. 

Another use of human resource accounting information is in the determi
nation of re-enlistment bonuses for highly demanded specialties. This study 
shows the replacement costs of officers at different stages of their career. The 
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same method could be used to determine whether it is more economical to 
induce re-enlistment rather than to recruit and train a replacement. 

Finally, human resource accounting information can be used by the highest 
level of policy makers in Congress. The cost of a congressionally mandated 
reduction-in-force may be calculated objectively with the human resource 
accounting method. Whether such a mandate results in real or false economies 
can be demonstrated. To be sure, the human resource accounting model will 
not insure that sound decisions are made; it will, however, provide information 
that can facilitate sound resource allocation decisions. 

We would like to thank Professor Shu S. Liao for his comments and suggestions. The views expressed 
in this paper are those of the authors and do not necessarily reflect positions of the Department of 
Defense . 
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