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following factors: (1) enterprise size; (2) business; (3) HR structure; (4) HR policies;
and (5) philosophy of management.

The model consists of the following cost categories: (1) acquisition; (2) orientation;
(3) learning; and (4) separation. The most difficult categories to measure are the
learning costs and the indirect separation costs. The system is based on calculating
the replacement cost of employee’s position for a particular period of time. The system
attempts to improve the quality of information available for facilitating effective HRM.
In addition, it provides information that is necessary for a cost/benefit analysis and
decision making in such areas as employee turnover, separation indemnity, duration of
labor contract, and personnel budgets in monetary term.

With respectto learning cost a matrix was used to calculate the total training cost incurred
for each position. The columns in the matrix represent the four major categories of
resources used in the training process. These include, personnel, equipment, facilities,
and materials. The rows represent the five stages of training cycle. These include,
analysis, design, development, implementation, and evaluation. The sum of the total
columns and row gives the total cost of training for a particular position.

With respect to indirect replacement cost, a lost productivity cost was used as
representation measure. The figure was calculated by using a ratio of labor output
(sales and revenues) to labor input (salary). This ratio is then converted into a monetary
measure by calculating the deviation between the input and the output that was lost for
a particular position during the job vacancy of during employee’s leaving.

Results of the study showed that in a resigning situation, 95% of the HRRC was
accounted for learning cost. Orientation cots came next with 3.5%, then acquisition
costs with 1%, and separation costs with 0.14%. Whereas in a dismissed situation, the
cost allocation was as follows: orientation (63%), separation (34%), and (3%) for both
acquisition and orientation costs.

According to the article, there are major ways in which HRRC can be used in HRM.
These include the following:

* Provide information for helping management to awareness the magnitude of
turnover costs and for the control personnel costs.

* Provide information for helping management to make better HR decisions.
* Provide information to determine optimal duration of labor contract.

* Provide information to determining reasonable indemnities for emplyee’s
separation so that such indemnity policies can be based upon a reasonable
assessment of their costs.

* Provide information to budge personnel for acquisition and development.
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Article

of human resource; and (3) to motivate decision makers to take an human resource
perspective.

a) The reading “Human resource accounting as a measurement tool’ explores the
importance of HRA and to whom it is important, by using a survey-questionnaire
approach to gather data from three institutions located in New Zealand. The study
was performed in three stages in order to achieve the best results. The writer believes
that measuring human capital has two goals: (1) to provide a way to thinking about
people as valuable organizational resources, and (2) to act as a decision-making
tool by proving the necessary information to effectively manage and develop such
a valuable resource. So, the goal becomes to develop a measure of valuing that
captures the very nature of the worth of people and report it in a way that not only
allows for the development of the people themselves but the added value (worth)
that they contribute to the organization.

The results of the study revealed two reasons why measuring human resources is
perceived as being important. First, illustrated the view that measurement reflects
the strategic and competitive importance of human resources. Second, suggested
that to earn credibility, human resource management must be expressed in financial
terms. However, a problem arises as to whether to measure knowledge-based, skills,
or competencies. Even though, it is important to include the rate of knowledge and
intangible assets in any meaningful measure of profit, there are no single measure of
human capital that are independent of the context in which they operate. As a result,
it becomes evident to know who will make decisions about investment in HR matters
and how much control HR managers will have over their own function. To get support
from line and other senior managers, HR managers must establish the credibility of
their functions. Therefore, HR managers should be aware of the consequences that
can occur to their function’s practice and the scope of their influence when too much
reliance is placed on one measurement approach.

Even with those difficulties, some authors stressed the important role that employees
play in all organizations. Some authors pointed to the changing structure of organizations
coupled with the impact of technology and the need for continuous learning and the
rise in importance of intangible assets and intellectual capital. Others pointed out the
importance of globalization of competition, where future profitability and sustainable
competitive advantage lie in the skills and capabilities of employees. Sill others, pointed
out the changing nature of management, where management of people has become a
key element in the strategic decision of organizations.

b) The author of the reading “HR Replacement Cost: Measures and Usefulness” develops
a measurement methods for measuring direct and indirect cost of HR. It is called
human resource replacement cost HRRC. HRRC is defined as ‘the sacrifices that
would have to incurred today to replace HR’s presently employed.’ The objective of
this paper was to address a link between HRRC and the decision-making process.
The author added that the feasibility of developing the model is relevant to the
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The following diagram illustrates the above discussion more clearly.

No Is it accepted to capitalize
human resource expenditures?

iYes

No Is the company is a human-
Expenses (Income Statement) [« capital intensive?

(the 70% rule)

iYes

Capitalization of human
resource expenditures?
(Balance Sheet)

Possible capitalization
measurement methods:
*  Fair Market Value
* Replacement Cost
*  Historical Cost

* Net Present Value

The best example to consider with this regard is the practice of purchasing professional
football players by sporting clubs in Europe and other countries. Let us assume that
a certain club purchased a football player for $30 million (FMV) to play for the club for
the next five seasons. Let us assume also that the club can sell the player at the end of
the fifth year for $5 million and the straight-line method is used to allocate the total cost
of the player. Here, an asset account appears in the club’s accounting records, let say
under the name “football players”, for $30 million. This total should be amortized over
five years, with an expense amount of $5 million for each year, taking into consideration
the salvage value of the player.

It sounds like a simple example to apply. However, in reality, the accounting profession
has not yet reached an acceptable agreement for measuring and valuing the human
capital of an organization. Despite the fact that other practitioners argue that human
resources should be capitalized because of the value of employees’ contribution to
the organizational success. Others, such as Flamholtz (1999), suggested that HRA
has three main roles: (1) to provide a framework to guide human resource decision
making; (2) to provide organizations with objective information about the cost and value
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Human
Resolulice
Accounting

Article

Many researchers have tackled the subject v'h
of Human Resource Accounting (HRA) since
the mid 1970s of the last century. The one and ‘ w = [
most standing issue of the subject was the
measurement and the valuation of HRA. HRA 2 J
was defined as ‘the process of identifying
and measuring data about human resources
and communicating this information to inter-
ested parties.’ The difficulty of measuring hu-
man capital stems from the fact that it is hard
to measure and value knowledge and skills of
employees working inside the organization.
The measurement process is highly subjec- By: Waleed ALQattan, MBA, PhD
tive because in order to achieve an accurate Accounting Department, GUST.
measure of human capital, non-financial
qualities should be considered as well.

Algattan.w@gust.edu.kw

In my opinion, | think it is possible to measure and value human capital in certain
industries, such as sporting clubs. The measurement and valuation of human capital
may go through several steps. First, we need to ask the following question: Is it
acceptable to capitalize human resource expenditures? If the answer is “No”, then the
human resource expenditures should be expensed as incurred. If the answer is “Yes”,
next, we should ask: Is the organization a human-capital intensive? If the answer is
“No”, then the human resource expenditures should be expensed as incurred. Here,
we can use a benchmark measure as a guiding figure, say 70%, to determine whether
an organization is a human-capital intensive or not. If the human capital represents
70% or above of the total capital of the organization, then it should be considered a
human-capital intensive organization. Otherwise, it is not. If the answer is “Yes”, then
we should capitalize human resource expenditures and amortize them based on an
applicable allocation method. | think, the best measure to use to value human capital

is to use the fair market value.
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