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ABSTRACT

Human Resource Accounting (HRA) involves accounting for the company’ s management
and employees as human capital that provides future benefits. In the HRA approach,
expenditures related to human resources are reported as assets on the balance sheet as
opposed to traditional accounting which treats costs related to a company’ s human
resources as expenses on the income statement that reduce profit. HRA suggests that in
addition to the measures themselves, the process of measurement has relevance in
decision-making involving organizations. Although the origins and early development of
HRA occurred mostly in the United States, interest and contributions to growth in the field
have been evident in anumber of other countries. This paper provides a brief overview of
HRA and sample of work in the area from an international perspective.

INTRODUCTION

In the United States and many other countries, the economic environment has seen a
fundamental change from industry based with afocus on physical assets such as machines
and equipment to a high technol ogy, information, innovation based environment with a
focus on the expertise, education, creativity, skills, and experience of people—human
capital. However despite the human capital intensive economy, traditional accounting
continues to focus on traditional assetsto the exclusion of the more important human
assets. Traditiona financial accounting in external financia reporting, including annual
report statements, still treats human resource-related costs as expenses which reduce profit
on the income statement, rather than as assets on the balance sheet which provide future
benefits.

Early Developments of HRA in the United States

Early organizational psychologists studied |eadership effectiveness from a human resource
perspective based on the premise that people were valuable organizationa resources.
(Likert, 1961, 1967; Odiorne, 1963). The recognition that organizations' human capital
should be considered valuable human assets led in the 1960s to the development of the
field of “Human Resource Accounting.” Roger Hermanson, while he was a Ph.D.
candidate at Michigan State University, conducted one of the earliest worksin HRA. Ina



pioneering monograph, Hermanson (1964, 1986) suggested a model to measure human
resource value in external financial reports. Additional research during the early stages of
development of HRA was conducted at the University of Michigan by a research team
including the late organizational psychologist Rensis Likert referred to above, founder of
the University of Michigan Institute of Social Research and well known for hiswork on
management styles and management theory, faculty member R. Lee Brummet, and then
Ph.D. candidates William C. Pyle and Eric Flamholtz. The group worked on a series of
research projects designed to develop concepts and methods of accounting for human
resources. One outcome of this research Brummet et al. (1968a) was a paper representing
one of the earliest studies dealing with human resource measurement-- and the onein
which the term “Human Resource Accounting” was used for the first time. Brummet et al.
(1968b) also published another article in which they assessed the impact that HRA can
have on management. Flamholtz's (1969) Ph.D. dissertation, an exploratory study in the
area of HRA, developed atheory of an individua’s value to an organization and how it
could be measured though HRA. Brummet et al. (1969) focused on HRA as atool for
increasing managerial effectivenessin the acquisition, development, allocation,
maintenance, and utilization of its human resources. The authors’ work represented one of
the first attempts to develop a system of accounting for a firm'’sinvestments and studied
the application of HRA in R.G. Barry Company, a public entrepreneurial firm.

The early work in HRA provided inspiration for the next phase of early HRA devel opment,
basic academic research devel oping measurement models. Interest in HRA was evident in
the many studies conducted since its inception, as noted in Sackmann, Flamholtz and
Bullen (1989), Flamholtz, Bullen and Hua (2002), and Flamholtz,K annan-Narasimhan and
Bullen (2004.

Human Resour ce Accounting in External Financial Reporting

HRA has implications for both externa financial reporting and internal managerial
reporting. External financia reporting is utilized in financial statements in organizations
annual reports distributed to externa users such as stockholders, bankers, and potential
investors and lenders. External reports for public companies, and often for private
companies seeking financing, must follow “ generally accepted accounting principles’
(GAAP) in order to encourage objective, reliable and verifiable measurement to facilitate
assessment of the company’ s financial standing and comparability among organizations. It
is recognized that there are problems with reporting human assets on the balance sheet for
external financial reporting because there is subjectivity in measuring human assets. The
same istrue for reporting intangible assets such as goodwill and patents that have been
internally generated rather than paid for through a corporate acquisition. Just as GAAP
does not allow reporting of human resources as assets, accounting rules do not alow for
these intangible assets to be reported as assets.

Another problem in the development of HRA for external reporting purposesis the
possibility that the benefits from investment in intangible assets are uncertain both in terms
of economic feasibility and the duration of benefits. Lack of transferability refersto the
possibility that intangible assets are firm specific and cannot be transferred from one



organizational entity to another in case of liquidation. Researchersin HRA have been
highlighting the invalidity of these reasons for exclusion of human assets in the financial
statements. For example, in a study of 350 companies, Jensen (2001) found that the most
severe barriers to measuring intangibles included lack of concrete tools, time and
resources, and that one of the significant barriers for reporting of human resources included
the lack of recognized valuation approaches. Turner (1996) stated that inclusion of capital
value of human resources as an asset would assist stakeholdersin deciding if the
organization has generated an acceptable rate of return on the assets invested. Moore
(2007) argues that timely and appropriate training activities are needed to get the employee
“installed and started up.” Under traditional accounting, typically installment and setup
costs for machinery and equipment are capitaized as assets, although employeetraining is
not. Moore continues to argue that in same way that installation of capital equipment and
effective training of the workforce is essentia to the startup phase and to the planned

return on a company’ s investment, identifying, selecting, and recruiting the best quaified
individuals are also crucial for the company realizing a return on its investment. However
Moore laments that nowhere does the balance sheet state the value of the company’s
human capital assets, and that it should at the very least allow an estimation and notation of
that asset value. He notes that while most companies acknowledge the contributions of its
employees, they do not treat the acquisition and disposal of human capital assetsin the
same way or with the same thoughtful and strategic planning as they do fixed capital
assets.

Despite these arguments, researchers have not succeeded in convincing the accounting
profession of the logic behind including the monetary value of human resourcesin the
financial statements. Identification of problemsin the field of HRA is a necessary part of
the growth of the field so that these problems and bottlenecks to growth can be addressed.
Asnoted in Flamholtz, Kannan-Narasimhan, and Bullen (2004), some of the main
stumbling blocks identified in the last decade include lack of a meaningful system of
measurement, appropriateness of measuring human assets by a monetary value, and the
fear in organizations about the disarranging of the existing socia order due to HRA
implementation.

Whereas some proponents of HRA argue that it should be on the balance sheet now, itis
acknowledged that more applied research, case and field studies are needed in the
development of HRA measurement techniques. Until HRA measures become widely
accepted and used, therole of HRA in external financia reporting may best work as
supplemental information to the external financia statements.

Human Resour ce Accounting in Managerial Reporting and Decision-M aking

The best use of HRA may be as a managerial tool to aid in making decisions that will
benefit the long-run strategic goas and profitability of the company. As opposed to
external financial reporting, managerial reporting does not require adherence to a strict set
of GAAP in specific financia statements in acceptable format reported to the public.
However even if human assets are not reported on the face of external financial statements,
HRA can play acrucid rolein interna managerial decision-making, and HRA measures



can be used to show that investments in a company’ s human resources may result in long-
term profit for the company.

When managers go through the process of HRA measurement treating human resources as
capital assets, they are more likely to make decisions that treat the company’ s employees
as long-term investments of the company. Flamholtz (1979) describes the HRA paradigm
in terms of the “psycho-technical systems” (PTS) approach to organizational

measurement. According to the PTS approach, the two functions of measurement are:

1) process functions in the process of measurement and 2) numerical information from the
numbers themselves. Whereas one role of HRA isto provide numerica measures, an even
more important role is the measurement process itself. The HRA measurement process as a
dua function attempts to increase recognition that human capital is paramount to the
organization’s short and long-term productivity and growth. When managers go through
the process of measuring human resources, they are more likely to focus on the human side
of the organization and are more likely to consider human resources as valuable
organizational resources who should be managed as such.

For examplein a potential layoff decision, with use of HRA measures in addition to only
traditional accounting measures, management is better likely to see the hidden costs to the
company’ s human resources and the long-term implications to the human assets. Thisis
because HRA views human resources as assets or investments which must be maintained
for long-run productivity. Layoffs may affect future long-term flows profits from lost
productivity, costs of rehiring and retraining when business returns, and costs of lower
morale of existing workforce. If management quantified the actually costs of layoffs,
management might be lessinclined to use layoffs as away to cut costs and boost short-
term profits at the expense of long-run productivity and profits.

Hermanson, lvancevich and Hermanson (1992 ) commented on the pitfalls of layoff
decisions made based solely on traditional financial accounting measures which treat
employees as expenses. These authors note that whereas some downsizing of U.S. firmsis
justified, some companies have gone too far, and that the culprit is overemphasis on
traditional financial statement effects. Because financial accounting emphasizes the good
side of layoffs and ignores the bad side of human asset depletion, it is easy to see how
companies can be led astray when they focus primarily on the traditional financia
statements effects of their decisions.

Wilson (2001) notes that the words “downsizing” and “rightsizing” became popular
business jargon during the 1991-1992 recession, and given the uncertain financia climate,
many companies have again looked toward downsizing. Wilson indicates that downsizing
may result in more problems than it solves because it puts the organization’s survivors on
overload and often doing work for which they were not trained, stressed, and burned out
sometimes even to the point of leaving, and often resulting in decline of morale which may
adversely affect the bottom line. The author suggests taking a more strategic approach
using the fundamental business performance measure of return on investment—>but
including employee costs such as salary, benefits, training, payroll taxes and share of
administrative costs as investments in the Return on Investment (ROI) calculation.



In evaluating management and employee educational and training programs,

management’ s involvement in a measurement process which analyzes these outlays as
investments in human resources will likely result in management taking alonger-term
approach. Thiswill benefit the company, as opposed to a short-term cost-cutting approach
to boost short-term profits at the expense of long-run productivity and competitiveness.

Flamholtz, Bullen and Hua (2003) utilized the HRA measure of expected realizable value,
and found that employees’ participation in a management development program increased
the value of the individualsto the firm. In addition the authors noted (p. 40) that the HRA
measures provided upper level management with an aternative accounting system to
measure the cost and value of people to an organization. Thus HRA represented both a
paradigm or way of viewing human resource decisions, and the set of measures for
quantifying the effects of human resource management strategies upon the cost and value
of people as organizational resources.

Davidove and Schroeder (1992) indicate that too may business |eaders have no generally
accepted definition or accounting procedure for tracking training investments, and note that
alower training investment is not automatically better for an overall return on investment.
The authors suggest that although many business |eaders still view training as an overhead
expense, with thorough ROI eval uations training departments can convince business to
view them as partnersin creating the assets crucial to organizational success.

Other authors have expressed similar views suggesting the benefits of HRA measurements
and the process of measuring human resources. For example Johanson and Mabon (1998)
indicate that expressing human resource interventions in financial terms and /or cost
benefit terms is more effective than using soft accounting information such as data on job
satisfaction. Because the classical function of accounting is the determination of the value
of the economic activity, performing analysis with hard numbers such as cost-benefit
analyses hel ps us determine how resources should be used by human resources for various
interventions. Toulson and Dewe (2004) conducted a survey study utilizing component
analysis and found two reasons why measuring human resources is important. Thefirstis
that measurement reflects the strategic and competitive importance of human resources,
and the second suggests that to earn credibility, human resources must be expressed in
financia terms. McKenzie and Melling (2001) suggest that, if properly implemented, the
human capital planning and budgeting process will become a key driver of strategy in that
strategic human capital planning and budgeting ensures that the best resources are
mobilized for each internal process They indicate that too often organizations focus 100%
on meeting the financial budget first without consideration of the effect the cost slashing
will have on strategy, and note that the financial numbers are alagging indicator of where
afirm has been and should not be substituted for leading indicators of where the firmis
going. Rather management should focus clearly on causal, leading indicators that drive
successful financial measures, and that it is through skills-based budgeting that the fallacy
of financia focus can be avoided.

Moore (2007) suggests that the value of human capital should be more fully considered
when making decisions about the acquisition and disposal of people—and notes that the



accounting practices currently employed by companies can have an undue influence in
driving the strategic decisions of these companies. Moore notes that there are parallels
between the process of acquiring an employee (a human capital asset) and that of acquiring
afixed capitd asset. However while most companies acknowledge the contributions of its
employees, they do not think of the acquisition or disposal of human capital assetsin the
same way or with the same thoughtful planning or strategic thinking as they do fixed
capital assets.

HRA M easurement Models

Human Resource Accounting may be measured in terms of human resource cost or in
terms of human resource value. According to Flamholtz's model for measurement of
original human resource costs (1973, 1999, p. 59), human resource costs may be explained
in terms of the two major categories of acquisition costs and learning costs. Acquisition
costs include the direct costs of recruitment, selection, hiring and placement, and the
indirect costs of promotion or hiring from within the firm. Learning costs include the direct
costs of formal training and orientation and on-the-job training. In a human resource
accounting system, these costs are reported in asset accounts with future economic benefits
rather than as expenses.

Flamholtz ( 1999, p. 160) noted that the concept of human resource value is derived from
general economic value theory, and like all resources peopl e possess val ue because they
are capable of rendering future service. Thus as Flamholtz notes, an individual’s value to
an organization can be defined as the present value of the future services the individual is
expected to provide for the period of time the individual is expected to remain in the
organization.

The Stochastic Rewards Valuation Model, originally developed by Flamholtz (1971) for
human resource valuation, and further explained in Flamholtz (1999), is afive step process
that begins with defining the various service states or organizational positions that an
individual may occupy in the organization. The next step is to determine the value of each
state to the organization, the service state values, which can be calculated either by using a
number of methods such as the price-quantity method or the income method. Then the
person’ s expected tenure or service life in the organization is calculated and the person’s
mobility probability or the probability that a person will occupy each possible state at
specified future timesis derived from archival data. Next the expected future cash flows
that the person generates are discounted in order to determine their present value.
According to FHamholtz (1999, pp 160-161 ), there is adual aspect to an individua’s value.
First, the person’s “expected conditional value,” is the amount the organization could
potentialy realize from his or her servicesif the person maintains organizational
membership during the period of hisor her productive service life. Second, the person’s
“expected realizable value.” is the amount actually expected to be derived, taking into
account the person’s likelihood of turnover.

Using the SRVM, Flamholtz, Bullen and Hua (2003) showed a practical method for
calculating ROI on management development, and showed the incremental cash flows that



an organization will receive due to investment in management development. The article
concluded that use of HRA as atool to measure the value of management development
enhances not only the value of human capital but also the value of management
accounting.

One of the earliest models of human resource value measures human capital by calculating
the present value of a person’s future earnings (Lev and Schwartz, (1971). Dobija (1998)
proposes an aternate model for capitalization, where the rate of capitalizationis
determined through the natural and the socia conditions of the environment. Utilizing a
compound interest approach, this method takes into account the three factors for valuing
the human capital embodied in a person. These include the capitalized value of cost of
living, the capitalized value of the cost of professional education, and the value gained
through experience. Alternately, Turner (1996) refers to the framework issued by the
International Accounting Standards Committee and recommends the use of the present
vaue of the value added by enterprise, and measures assets by the four methods of
historical cost, current cost, realizable value and present value. Cascio (1998) proposed a
method for measuring human capital based on indicators of human capital of innovation,
empl oyee attitudes and the inventory of knowledgeable employees. According to this
method, innovation commands a premium and therefore needs to be measured, for example
by comparing gross profit margins from new products to the profit margins from old
products. Employee attitudes predicting customer satisfaction and retention are an
important indicator of human capital and therefore need to be measured, as well as
measures of tenure, turnover, experience and learning.

HUMAN RESOURCE ACCOUNTING FROM AN
INTERNATIONAL PERSPECTIVE

Interest in HRA related reporting has grown in a number of countries across continents.

In discussing “HR metrics,” Hansen (2007) notes that two thirds of the 250 largest
companies in the world now issue sustainability reports along with their financial reportsin
order to capture the full value of the organization. Global standards for sustainability
reporting require the disclosure of workforce data that reflect the potential for future
performance and profitability. Sustainability reporting has been formalized under
guidelines by the Global Reporting Initiative, an international network of business, labor
investors and accountants. Schwartz and Murphy (2008) also comment on human capital
metrics, suggesting that a class on the subject would benefit all undergraduate management
majors. They suggest that primary among those benefits is a change in mind set toward
using data and metrics to design and evaluate management policy rather than relying on
experience, fad or hype; and suggest that students familiar with HR metrics should be
better equipped to prove and enhance the contributions of human resources to their

organi zations.

Some research has included aspects of HRA in studies examining and comparing reporting
practices of anumber of countries. A study by Subbarao and Zehga (1997) gave a macro-
level perspective to HRA disclosurein financia statements by analyzing the differences



across countries in the disclosure of human resources information disclosure in annual
reports across six countries. The authors found differences in disclosures of HR
information across countries and provided accounting and financia professional insights
on the HR information areas they need to focus on in their country. In another study,
Boedker, Mouritsen and Guthrie (2008) examined contemporary trends from Europe,
Australia, and the United States, in “enhanced business reporting” (EBR), which includes
aspects of HRA. The authors found avast diversity in international EBR practice,
including measurement and reporting model's, and suggested the need for further research
about the barriers to and consequences of harmonization. The paper covers contemporary
debate on EBR and seeks to inform the US SEC Advisory Committee on Improvements to
Financial Statements (Prozen Committee).

Other research has focused more specifically on the authors' country, but often with
implications for the international development of HRA. Examples of thiswork follows.

Scandinavia

The Scandinavian countries have taken a particularly strong interest in the areaof HRA.
For example, the Vaue Driving Taks (VDT) model, developed by Arne Sandervang
(2000), and tested in an empirical study in a Norwegian business firm in the electrical
sector, calculates financial returns on an organization’s investments in competence
development. It focuses on employee training or competence development as its strategic
focus, and aligns investment in competency devel opment to the overall business strategy to
help organizations with their strategic human resource management goals. VDT, founded
on the basic premise of participant’sinvolvement and motivation in the process of
competence devel opment, begins with analyzing the company’ s expected economic results
and defines the competencies required among the workforce to achieve these results. Once
the gaps in competencies have been identified, the aims for the competency devel opment
process are set, and then the actual learning process is conducted. On the completion of the
learning process, the participants are expected to have gained the competency and changed
their behavior, which in turn helps the company achieve its economic results. The
participants assess the benefits of the competency program through a benefit description
statement that shows a comparison of the potential benefits and experienced
improvements. A calculation isthen made of the benefits to the company and compared to
the costs of training in order to arrive at the Return on Investment of training and
development.

Two Swedish studies experimented with reporting HRA measures in financial statements.
The Statement of Human Resources, published by Telia, a Swedish National
telecommuting Company (Telia, 1996) and the Statement of Human Resources provided
by the Swedish Civil Aviation (Swedish Civil Aviation Administration, 1998) provided
some insights on the reporting formats. In case of Telia, in addition to a human resources
report, the financia statementsincluded a profit and loss account and a balance sheet that
included investments in human resources. The statement provided by the Swedish Civil
Aviation Administration provided the human resource income statement and a human
resources balance sheet showing the change in the percent of value of human capital,



number of employees and the calculated value of human capital, in addition to other key
personnel indicators.

Roy (1999) reports on a case study on Skandia Group- one of the first companies known
for itswork on intellectual capital, and provides an interesting example for organizations
desirous of managing their intellectual capital. Included in the case study is the process of
development of the Skandia Navigator and the Dol phin Navigator under the guidance of
Leif Edvinsson, one of the first persons to be documented as a knowledge manager, The
Skandia Navigator successfully introduced new business ratios that emphasized an
organization’ s intangible assets rather than tangible ones. The Dolphin Navigator
developed was an IT infrastructure that would help to distribute information regarding
Skandia Navigator business planning world wide in a cost effective manner. Roy also
discussed the case study from the standpoint of pitfalls and the risks of implementation of
such a system and the ways organizations can |earn through feedback.

Grojer (1997) gives an interesting perspective on why HRA has taken roots in Scandinavia
especially Sweden, as compared to other parts of Europe, by suggesting that human
resource accounting measures can be successfully introduced only when it suits the social
order in organizations—and Scandinavian management and the Swedish organizational
socia order suits HRCA. Grojer notes that introduction of new personnel key ratiosin
financial key ratio pages in organizations may result in the change in the social order
between the management elite, and will therefore be a problematic process. A possible
conclusion from this perspective is that human resource measures may be introduced
smoothly in organizations when these measures would conform to the organizational social
order. However Grojer notes that is not an established fact and further research needs to
study this area of HRA and social order in organizations in order to help us understand the
full implications of this factor.

Olsson (1999) studied measurement of personnel through human resource accounting
reports as a procedure for management of learning in the hospital sector of Northwest of
Stockholm, and reported that learning in smaller groups is an effective means to make
organizational communication regarding intellectual capital within the organization,

hel ping organizations learn better on how to report human resources value. Olsson (2001)
provided information on annual reporting practices related to human resources in corporate
annual reports of major Swedish companies

Vuontigarvi (2006) explored by means of content analysis the extent to which the largest
Finnish Companies have adapted socially responsible reporting practices in aresearch
study focusing on Human Resource (HR) reporting in corporate annual reports with
criteria set on the basis of the analysis of the documents published at the European level in
the context of corporate social responsibility with specia attention to the European
Council appeal on CSR. The results of the content analysis indicate that although social
reporting practices are still at an early stage of development in Finland, the most reported
theme was training and staff development. A positive sign was that the mgjority also
disclosed themes of participation and staff involvement and employee health and well-
being, and nearly one third made references to their work atmosphere or job satisfaction



survey. However disclosures lacked overall consistency and comparability with each
other, and quantitative indicators were disclosed by few.

United Kingdom

Morrow (1996 and 1997) investigated the concept of football players in the United
Kingdom as human assets and the importance of measurement as the critical factor in asset
recognition. In another publication Wagner (2007) suggested that human capital (people
and teams) is one of the intangible assets that investors ook for in valuing a

company, along with structura capital (processes, information systems, patents) and
relational capital (links with customers, suppliers, and other stakeholders). However,
according to an analysis of more than 600 manufacturing and service companiesin
research led by Dr. Chris Hendry, Centenary Professor of Organizational Behaviour and
Human Resource Management at the Cass Business School, City University of London,
Wagner notes that annua reports now overemphasize the role of relationship capital in
company performance and minimize the role of human capital, giving a skewed view of
companies future performance. A conclusion was that the long-term value of innovative
workers is not getting enough attention from companies preparing annua reports for
investors, according to research for Britain’s Economic and Social Research Council.
Although the annual reports provide glowing accounts of R& D spending and numbers of
patents, including those generated by the innovators have left the company, the reports are
less likely to focus on the numbers of innovators that have left the company and have thus
reduced the company’ s future prospects for innovation.

Australia and New Zealand

Gusenzow and Tower (2006) note that the Australian Football League (AFL) isAustralia's
premier spectator sport involving millions of people across a wide range of communities,
and that it is not surprising that the most valuable assets as regarded by AFL clubs and the
AFL hierarchy are the players, the organization’'s biggest revenue drivers. However in the
authors’ survey of 79 AFL-linked individuals and 58 accountants and accounting
academics to assess whether key stakeholders considered putting the value of playerson a
balance sheet a plausible idea, findings showed that the majority of respondents disagreed
with the concept of showing the value of AFL playersin their clubs balance sheet.
However it isinteresting to note that the results from the logistic regression analysis and
ANOVA analysis show there is a significant rel ationship between the concept of valuing
AFL players, and both the type of respondent and their knowledge of accounting.
Gusenzow and Tower note that although player valuation is a plausible and arguably
important idea, areason for the resistance by AFL respondents could be that AFL hasa
salary cap to limit amounts paid to players and no transfer fee system. Although the
evidence from study did not demonstrate a need to implement player vauations,

amove towards financial statement player valuation may be needed if AFL clubs emulate
other overseas sporting codes and list on the stock exchange.

Other Australian authors Whiting and Chapman (2003) aso investigated the merits of
HRA in aprofessiona sport—rugby. The authors comment that the Australia and New
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Zealand rugby union is a combination guaranteed to stir patriotic feelings across the
Tasman. The authors raise the question that since rugby players are the team’ s most
valuable assets, should their value be placed on the balance sheet, and does doing so make
any difference to decisions made by financial statement users. They comment that
professional sport has been prevalent in the United Kingdom and the United Stated for
nearly 200 years, but arrived much later in Australiaand New Zealand. In the United
Kingdom and the United States, professional sportsteams’ financial accounts often
incorporate HRA, in which avalue for the employeesiis placed on the balance sheet and is
amortized over aperiod of time, instead of expensing costs. The authors refer to the big
question being whether HRA information is more useful to the decision- maker than the
alternate expensing treatment, and that past research has shown that sophisticated users of
financia information do make significantly different decisions with the different
presentations. The outcome was tested in New Zealand in a survey questionnaire
responded to by 64 members of the professional body Institute of Chartered Accountants
of New Zealand. On an overall basis, the study shows that generally accountants will make
the same investment decisions regardless of whether human resource information is
expensed or capitalized. The authors noted, however, that their exercise only explored one
type of decision-making process, and that prior studies may have been of awider nature,
thus explaining the differing result. They then suggest that if HRA isto follow the
international trends emerging in intangibles reporting, capitalized human resource
information may become more preval ent.

India

Interest in measuring human capital has also been apparent in India. Mahalingam (2001, p.
19) notes that “Pundits of today assert that while the other forms of capital, including
material, equipment, tools and technology, only represent inert potentialities, it isthe
human capital that converts this potential and energises the creation of wealth.” This
author suggests a human resource val ue approach based on a person’s skills and the returns
these skills are expected to return over the next five years, with future years discounted to
arrive at the current value. Mahalingam notes that each person has a set of competencies
and avalueis assigned to each, with the sum total of these values making up the value of
the employee and the value of all the employees making up the human capital of the
organi zation—which together with the customer and structural capital producesthe
revenue. In a case study conducted in India, Patra, Khatik and Kolhe (2003) studied a
profit making heavy engineering public sector company which used the Lev and Schwartz
model to evaluate HRA measures. The authors examined the correlation between the total
human resources and personnel expenses for their fitness and impact on production. They
found that HRA valuation was important for decision-making in order to achieve the
organization’ s objectives and improve output.

Bhat (2000, p. 1) provides a definition of “HUMAN resources accounting” as depicting the
human resources potential in money terms while casting the organization’ s financial
statements. The author refersto severa measurement models including the Brummet,
Flamholtz and Pyle model (1968a,1968b, 1969) based on historical cost method with
provisions for appropriate depreciation and replacement cost of acquiring, training and
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developing the entire human resources, and competitive bidding proposing the capitalizing
of the additional earning potential of each human resource in the organization. The author
also mentions the Jaggi and Lau (1974) model estimating the human resources worth on a
human resource groups basis with the groups accounting for productivity and performance,
and Hermanson's (1964, 1986) unpurchased goodwill method in which the margina
higher earning potential of human resources in comparison with similar industriesis
capitalized. Bhat notes that with global trade and foreign exchange transactions becoming
more complex with innovationsin derivatives, more uniformity in accounting practices
and transparency will emerge. The authors suggests that accounting and financial
management issues will soon be integrated in accounting statements facilitating more
meaningful use of accounts, as opposed to history and bookkeeping.

China

Tang (2005) focused on a measurement of human resource cost in developing a heuristic
frame addressing the link between human resource replacement cost and decision-making,
in a human resource replacement cost (HRRC) system. The system measures direct and
indirect costs of human resources, which is then applied to a company within the metro
industry in China. The author includes a suggested measure of learning cost, cost of lost
productivity, and cost of job vacancy and discusses the usefulness of the HRRC model in
decision-making in such areas as employee turnover, separation indemnity, duration of
labor contracts, and personnel budgets in monetary terms. Tang ( p. 2) notes that an
increased focus on human resource management and improved information technology has
led to asaying “what you cannot measure, you cannot manage.” The author adds that
since the time when China espoused an open policy of reform there have been many brave
attempts to seek new ways for handling organization and management. Tang (p. 14) also
suggests that HRA information can aid in budgeting of human resources recruitment and
development. The hard costs in human resource replacement cost are the actual
investments in human resources which reflect the historical direct costs of recruiting,
orientating, and training people. Combining these hard costs with human resource demand
can help a company budget its personnel activities more reliably. Tang (p. 15) notes that
the system of accounting for replacement cost in people is an attempt to improve the
quality of information available for facilitating effective human resource management,
providing information necessary for a cost/benefit analysis and decision making in areas
such as employee turnover, separation indemnity, duration of labor contract and personnel
budgets in monetary terms. Care should be taken to recognize that high human resource
costs should not be viewed as negative and low costs as positive in that, for example higher
costs could indicate higher-quality training. Although the HRRC system devel oped was
based on apilot study and still requires refinement and extensions, it does represent a
meaningful contribution to the practice of HRA, and an expected result is a new awareness
by management of the high costs of turnover.

Ng (2004, p. 26 ) further comments on the benefits of HRA related information and notes
that measuring and managing human capital is not rocket science, but is( p. 26) “simply a
defined framework to maximise the only real competitive advantage companies have in the
knowledge economy—their human capital assets.” Ng notes that to derive and quantify
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value from this human asset requires human capital analytics—an entirely new class of
systems that aggregates HR data financial, customer and supplier information for
exploration, analysis and presentation. According to the author, human capital analytics
supports rapid decision backed by quantifiable, accurate information and defensible
forecasts, and in addition helps identify essential insights that alow organizations to
proactively apply strategic human capital initiatives to meet corporate objective.

Portugal

Bras and Rodrigues (2008) analyzed two competing approaches to accounting for afirm’s
investment in staff-training activities: the accounting and |abour economics approach
which argues that no asset should be recognized from training activity and the human
resources management approach, espoused by HRA, that advocates recognition of an asset.
The authors used document analysis and interviews in their attempt to understand

the training phenomenon from the company’ s point of view. The paper provided a case-
based empirical anaysis of accounting and human capital and asset recognition arguments,
and clarifies the situation in which assets should be recognized as generated by training
expenditures.

Germany

Schmidt and Minssen (2007) explored to what extent human resource practitioners value
and account for international assignments, and to relate these findings to the human
resources cost accounting context. The authors drew on data from a quantitative survey
among 415 German chemical companies and expert interviews with human resource
managers from eight chemical companies. They found that human resource managers
appreciate the positive effect of overseas ass gnments on persona development, but often
underestimate the long-term benefits of an international assignment for the company.

Canada

Jones (2000, p. 9) writes that “Financial reporting systems need to account for people.”
The author indicates that the issue of providing bottom line worth for training, wellness
programs or empl oyee satisfaction surveys remains on ongoing struggle with HR
executives in Canada, and laments why one is required to make the business case for
something that isintrinsically known to be important to financial importance. The author
refersto the International Accounting Standards Committee (1ASC) recently published
standard on Intangible Assets (IAS 38 and comments on reports that investment and
awareness of the importance of intangible assets have increased significantly in the last
two decades. Furthermore the author notes that while the standard is expected to have no
direct impact on how Canadian chartered accountancy firms report and file (unless the firm
is multi-national with officesin countries required to comply with IASC standards) it does
give aglobal definition to intangibles. Jones (p. 2) called for researchers to team up with
practitioners to create the knowledge base required for the development of awhole new
measurement system for value creation that would operate in parallel with the existing

val ue redlization measurement system. The author noted how the Canadian Performance
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Reporting Initiative Board is being established to advance knowledge in the intellectual
capital management and other areas critical to performance measurement, providing a
golden opportunity for HR leader to work together to ensure that people count.

Greece

Andrikopoul os (2005) attempted to bridge the gap between traditional financia theory and
intellectual capital (IC) reporting by proposing a model where organizationa priorities
were set as the solution to a portfolio selection problem. The solution to this problem
provides priorities for organizationa change. The author notes that the quantitative
approach in the paper requires extensive use of data on organizational performance found
in 1C statements, and that when it comes to human capital |C reporting, works on results
from HRA, which have been extensively applied in the academic and business
communities. Andrikopoulos found that that the model helps discover corporate strengths
and uses them to set organizationa prioritiesfor IC value creation.

CONCLUSION AND IMPLICATIONS

International contributions made to the field of HRA have resulted in growth of both the
field HRA and the wider study of human capital, human resource metrics, intellectual
capital, and organizational management. Along with advancesin HRA theory, it is
encouraging to note that some studies have been based on empirical research, case and
field studies. Even studies pointing out bottlenecks and controversies to growth have
resulted in opportunities to suggest improvements. Both the process and inclusion of HRA
measures in human resource decisions is expected to have implications from the standpoint
of providing measures that can compete with other investment proposals for the firm’'s
resources, and demonstrate that the long-term benefits from such investments can be
positive. In addition, the very process of measurement can influence management to think
in terms of human resources as increasing the value of human capital or human assets that
will provide expenditures for the company’ s future benefits, rather than in terms of
expenses. Thiswill promote alonger-term profit perspective compatible with along-term
strategic planning approach for the organization, rather than a strictly short-term profit
perspective which may neglect maintenance and jeopardize the long-term security of its
most valuable capital investments and assets. Continuing interest in human capital and
HRA is compatible with a growing focus on the importance of an organization’s
intellectual capital in both external investment and internal managerial decisions.
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