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Abstract

There have been arguments as to whether humarrcesshould be included in the financial statement o
not. While the proponents of its inclusion arelod iew that human assets are the most valuabétsass
in an organization and should therefore be inclutlease against it based their argument on thetlfiatt
human beings are not owned by organization in e¢gallsense of it. It is on this premise that tlapgy
seeks to put in proper perspective the reasonstiMdiyaccounting profession has maintained the status
quo despite the clamour for inclusion of human wese in the financial statement. The paper argoas t
the absence of a faithful and reliable model fomasweing the value of human asset is one of the main
reasons for its non-inclusion in the financial staénts. It is recommended that, until the developrog

a reliable model, the inclusion of human resourcéhe financial statement should be limited to &por
like football where the value of players, to anestf can be determined with some level of certaamty
reliability, and the players can be tested for impant periodically unlike employees in other
organizations.

Key Words: Human resource, Human resource accounting, AEsséncial, statement, Cost Models,
Economic value models

Introduction

Over the years the accounting profession has beénized for non-inclusion of human
resource in the financial statements. This hasrbhecan issue of controversy and debate among
accountants and non-accountants alike. It couldda® in a number of outbursts by different
writers. For instance, Wood and Sangster (1999ecmied that one of the main limitations of
normal financial accounting is the lack of any usibn of the ‘value’ of the workforce of an
organization. In the same vein, Appleby (1994)estdhat normal accounting information does
not give any indication of the value of personnelttie firm. O'Regan (2006) captured the
causes and consequences of this development thus:

...the reason for this is that accounting has tradétly focused its attentions on
capturing and representing items that are tangiklgowledge and people are outside the
comprehension of this model. Thus, their largesséss” go unrecognized in the balance
sheets of most knowledge- intensive firms. Thigrizbably not very enlightening from a
pure accounting point of view. Consequently, actiogis capacity to fulfill its function
as supplier of relevant information has diminislasdt has struggled to come to terms
with items to which it limited conceptual frameskocan assign neither value nor
tangible existence. (p. 480)

Accepted that human assets, the most valuablétasge organization is not reflected as assets
in financial statements, however the foregoing shtivat a lot of people, accountants and non-
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accountants alike have not really come to terms wlite basis for the non-inclusion of
workforce in financial statement. It is againststhiackdrop that this study was undertaken to
put in proper perspective why the accounting gssion is yet to change the status- quo on
human resource accounting.

Concept of Human Resource Accounting
Ramana (2013), UKessay (2013) and Garg (n.d) saesaH Resource Accounting (HRA) as a
new development in Accounting. UKessay, (2013)ih#sat the first stage in the development
of HRA was from 1960 to 1966. It was in 1960s thahavioural scientists attacked the
conventional accounting practice for its failurevalue human resource of the organization
along with other productive resources (Garg, n\What then is human resource to an
organization and by extension human resource atiog@According to Megginson (as cited in
UKessay, 2013) human resource is the total knaydedskills, creative abilities, talent,
attitudes and belief of an organization workforesswell as values, attitude and belief of the
individuals involved. In the same vein, Garg (mwjintained that human resources have certain
distinct characteristics from other physical askeéspersonality, self control, devotion, quality,
skills, talents, loyalty and initiativeness. Withig background, various authors put forward
different definitions for HRA. Ramana (2013) definélRA as the process of assigning,
budgeting, and reporting the cost of human ressuinceurred in an organization, including
wages and salaries and training expenses.

According to American Accounting Association ¢@ed in ICAN Distance Learning
Pack, 2000) it is the process of identifying, me#&sg and communicating information about
human resources to decision- maker. It is theegyatic recording of transactions relating to
the value of human resources (Garg, n.d). Flaml{eh cited in Ramana, 2013) defined HRA
as the measurement of the cost and value of theleoéar an organization. From the foregoing,
the concept of HRA is all about recognizing humasource like other fixed assets in an
organization. Fixed assets have been describedtnsdn and Whittam (1984) as those assets
which provide service to the business for a longeniod than one year. Thus argument for
HRA is that, like other fixed assets investmentiuman assets provide benefits that accrue for
more than one accounting period and should be aligitas against the current practice of
expensing them as they occur. This is in compliamitle the matching principle, which states
that the expenses of a particular period shoulchdehed with the revenue of that period.

Importance of Human Asset Accounting
It is unarguable that human beings are very imporia any organization. This fact is
constantly stressed in business literatures. Fstamte, Appleby (1994) maintained that it is
only when other assets are combined with humarisagsa the full potential of an organization
can be realized. Aligning with this fact, Uzor (20@ontended that if a loss making company
installs highly rated management quality, one caty bheir shares in confidence that
management will turn the situation around. Samaets Wilkes (1980) argued that the earnings
basis of valuation is based on the assumptiornthieadld managers will stay on, or that any new
managers put in to run the business will be abladmtain the profit level.

Therefore, if human assets are appropriately adedufor in the financial statement,
the following benefits among others are derivable:
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i.  The income statement comparability from one petmd@nother is enhanced
since the cost of human assets will be evenlyibiged.
ii.  The range of assets shown on the balance sheeinaidase providing more
useful information to users.
iii. Human assets would be regarded as investmentsarekpenses to be borne
out of current income.
iv.  Business valuation will be done with all relevaxformation.
On their own part, Wood and Sangster (1999) opthatlsuch development have the benefits
of having financial statements that are more cotepd®d managerial decisions can be made
with a fuller understanding of their implicationEhe foregoing shows that the accounting
profession is not oblivious of human resource agremt asset in an organization and the
importance of its inclusion in the financial statamh

Human Assets Valuation Models
Over the years several models have been proposé&tRiA. The models may be classified into
two: Cost models and Economic Value Models.

Cost Models
Given that cost is the amount of cash or equivatgmén to acquire property or services
(UKessay, 2013), the cost models include the fadhgvamong others:

Historical or Acquisition Cost Model: This model involves capitalization of the acteakt
incurred on recruiting, selecting, hiring, trainirend developing the human resources of the
organization (Garg, n.d). This model suffers frome tshortcomings of historical cost. For
instance, as rightly observed by the American Aatiog Association (as cited in Obara, 2013),
the economic value of human asset does not nedgssamrespond to its historical cost, any
appreciation or amortization may be subjective &ad no relationship to any increase or
decrease in the productivity of the human assétey Equally maintained that because the cost
associated with recruiting, selecting, hiring,rag, placing and developing an employee differ
from one individual to another within a firm thestdrical cost method does not result in
comparable human resource value. UKessay (2018jifgehe following among other as the
limitations of historical cost model:
1. Difficulty in estimating use of human resources.eCrannot tell when an employee
may quit a job.
2. The economic value of human resources may incredte experience, but
amortization reduces the reported value. It igdaliff to reconcile the two.
3. People may learn things outside the organizatioitlwtvill be useful in their jobs
yet these may not be taken in account.
4. Training and development cost that are capitalidednot guarantee employee
increased performance.

Replacement Cost Model This is the cost expected to be involved to replAuman
services at death, retirement or resignation (ICBiNtance Learning Pack, 2000). One
major limitation of this model is that no two humbaings are alike in terms of abilities. It
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could therefore be subjective. Garg (n.d) contertiatidefining what is replacement costs
and measuring it is one problem of this model. Maikperfection is equally a problem,
and also the perception by an employee of its ceptent cost might reflect in his
behaviour which may affect the overall profitalyilior objective of the organization.
Contributing to the limitation of replacement cosbdel, ICAN Distance Learning Pack,
(2000) maintained that management may have sortieyar asset which it is unwilling to
replace at current cost but which it wants to kesipg because the asset has a value greater
than its scrap values.

Opportunity Cost Model: This model attempts to estimate the value of dnumesources by
establishing an internal labour market in an orz@ion through the process of competitive
bidding (Garg, n.d). According to Obara (2013) Thearce” employees include only those
employees within the firm who are the subject afru@ment request by an investment centre
manager. In other words, employees who are notideresl “scarce” are not included in the
human —asset based of the organization. This ppeses that this model cannot value
employees who have no alternative use. The methend bre perceived as artificial and even
immoral (Obara, 2013).

Economic Value Models
These models use the concept of present valudue liaman resource. Some of the models are
as follows:

Lev and Schwartz Model This model states that the human resource ofnapaay is the
summation of value of all the Net present value NBf expenditure on employees (Dultta,
2008). According to Lev and Schwartz the value wrhbn capital embodied in a person of age
K is the present value of his remaining earningsmfremployment. Their formula for
calculating the value of an individual is givenfaeldows:
V=¥ 1)

(1+1)

Where:

V = the value of an individual r years old

I(t) = the individual annual earnings up to retiearh
r = a discount rate specific to a person.

t = retirement age

Dutta (2008) outlined the limitations of this motielinclude:

i. Itis essentially an input measure .It igndtess output i.e. productivity of employees;

ii. the service state of each individual emploigerot considered,;

iii. the training expenses incurred by the companyts employees are not considered;

iv. the attrition rate in organization is also igad;

v. factors responsible for higher earning poteityiaif each individual employees like seniority,
bargaining capacity, skill, experience etc. whickymause differential salary structures are also
ignored.
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Apart from the above other shortcomings, it is@ fhat market imperfections and high
unemployment has made wages and salaries not todoed surrogate of employee’s value.
Evidence abound that employees are in most casedainty compensated, especially in
developing economies. There is also the probleroef to arrive at an appropriate discount
rate per employee. An employee that may be sedrmmast may end to be fraudulent in an
organization. On the other hand, using the comgasy of capital would not be rational.

Stochastic Reward Valuation Model The model as proposed by Flamholdetermines an
individual's value to an organization by the seegite is expected to render to the organization
during the period he is likely to remain with theganization in various position or service
states (Mohatan, 2014). According to Gupta (n.e) riodel suggests a five step approach to
assess the value of an individual to the orgamimaffhese are:

a) Forecasting the period a person will remaith@organization i.e., his expected service life.
b) Identification of service states i.e. the raf@smight occupy and the time at which he will
quit the organization.

¢) Estimating the value derived by the organizatidien a person occupies a particular position
(service state) for specified time period.

d) Estimating the probability of occupying each gible mutually exclusive service state at
specified future times.

e) Discounting (at a specified predetermined rtite)expected service rewards to their present
value.

It is unarguable that to obtain data for the debeation of employee’s value under this model is
at best a shot in the dark.

Hermanson’'s Model Roger H. Hermanson suggested two models for thasorement of
human resources. These are unpurchased GoodwilelMatd Adjusted Discounted Future
Wage Model. Under the first model it is argued thaper normal profits in a firm are the
indicators of presence of human resources (Gadj, mhus, the value of human resource is
calculated by capitalizing earnings in excess ofrrad earnings for the company or the group of
companies of which the firm is a part (Mohanta, £01ts main limitation is that since the
methods limits recognition of human resources ®amount of earnings in excess of normal,
the human resource base that is required to cartynormal operations is totally ignored
(Articlebase, 2010). As a result, the value of honassets will be an underestimation.The
second model uses compensation in form of wagessalaties as a surrogate measure of
person’s value to the firm (Garg, n.d). The disdednfuture wage stream is adjusted by an
“efficiency ratio” which is the weighted averagethé ratio of return on investment of the given
firm to all the firms in the economy for a spedifiperiod, usually five years. The weights are
assigned in the reverse order, i.e. 5 to the cugesr and 4 to next year and so on.

The following formula is used:

Efficiency Ratio =

RK Rk RE RE RE
5 +4 +3
RE RE RE
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Where:

RF, is the rate of accounting income on owned assethé firm for the current year.

RE, is the rate of accounting income on owned assetalf the firms in the economy for the current
year.

RF, is the rate of accounting income on owned assetthé firm for the fourth previous year.

RE, is the rate of accounting income on owned assetalf the firms in the economy for the fourth
previous year.

Obara (2013) identified a number of limitationstlas model but suffice to mention these two.
First, it assumes human resource to be the totall 6inowned” assets, making no allowance
for unowned assets other than human resource dahéovarious bases used for stating owned
assets on the organization books. Secondly, theefutompensation is as much a measure of
the liability of the firm employing the individuals it is an asset.

Factors Militating Against the Inclusion of Human Value in Financial Statement

The non capitalization of human asset in the fir@ratatement is with some good reasons that
are premised on the fundamental principles of aathog. For instance, from the review of the
some of the key human assets valuation models &3 isethis paper none is capable of
measuring human resource faithfully and relialyline with the concept of prudence an asset
that cannot be measured reliably is not capitalizetbther way of looking at prudence is to
only record a revenue transaction or an asset \thisncertain (AccountingTool, 2014). The
concept of prudence was aptly captured by Michik\&erma (n.d ) when they assert that assets
whether tangible or intangible which is hard to mea and value are not capitalized in the
balance sheet. Therefore, in accordance with tlhelgmce concept human asset costs are
expensed in the period in which it occurs. The sén@&tment applies to other similar assets.
For instance, in relation to research and developncest Jupe, Manson, Rutherford and
Wearing (1995) are of the view that it is dangertiusapitalize costs where their recovery is
uncertain. It therefore means that where assetsnatter their form, are uncertain one has to
exercise a little bit of caution to avoid greategnet thereafter.

Some have argued that the models can be usedrmtsthe value of human resource
since the use of estimate is an important compoinetite preparation of financial statements.
The fact is that there are rules guiding the usestimates in accounting. Reasonable estimates
may only be relied upon as long as forming thenestits do not involve a high degree of
subjectivity and uncertainty. However, the avaialbhodels for human assets valuation are
subjective and uncertain. Therefore, the use dfmagt in the determination of human asset
value is neither credible nor reliable.

The International Financial Reporting StandardR@¥ definition of asset is also
another reason for the non-inclusion of human ass#te financial statement. According to
IASB (as cited in Collings, 2012 p.72) “an assed iesource controlled by the enterprise as a
result of past events and from which future ecomob@nefits are expected to flow to the
enterprise”. It has been argued in accountingditee that employees are not owned as assets in
the legal sense of it. However, the definition eagit control as against ownership. Thus,
human beings do not fulfill the aspect of the défin that an asset is a resource controlled by
an enterprise even though the aspect of expectarcefaconomic benefits may assured to some
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extent. However, in the football industry, the ssmémis different. It can be argued that football
clubs have control over a player once the trarfeks have been paid and contract signed. Until
the contract period expires, the player is beingtrotled by the club. The club may even
decide to sell a player before the expiration of bontract period. As Michie and Verma
maintained, players may help generate revenuecande sold. They equally contended that
there is an active transfer market in football play This presupposes that the price of player
can be determined at arm’s length transaction.iistance, just to mention a few, David Luiz
was bought by PSG from Chelsea E50m on a five years contract (Weekend Soccerstar,
2014), and Cesc Fabregas was bought by Chelsé@7ar on a five years contract (Soccerstar,
2014). As at August 2014, Manchester United haweeat a transfer fee @&b9.7m to sign
Angel Di Maria from Real Madrid, and Bayern Munigias reported to have reached an
agreement with Roma for the signing of Mehdi Bemdtir £24m (Daily Trust, 2014). The
foregoing is in line with the disposition of Amind Livne (2005) when they contended that
assets acquired at arm’s length transaction sHaildapitalized. To them the rationale behind
this presumption is that the transaction price jgles reliable evidence about the fair value of
the acquired assets. That is why players may bectefl as assets in the financial statement.
However, this cannot be said of other organizatiemployees and not even the use of bond
could change this position because there are wiasasolving bond and the employee will be
free. The above position is consistent with thaliements for recognition of intangible assets.
According to Alfredson, Leo, Picker, Loftus, Claakd Wise (2011p.144) an intangible asset is
recognized as an asset (in terms of the framewirk)
- It meets the definition of an intangible asset;
- It is probable that the future economic benefitskattable to the asset will flow to the
entity; and
- The cost of the asset can be measured reliably.
Thus, this paper make bold to say that definitiobahchmark is not the principal
reason for the non-inclusion of human assets irfittacial statement. The main issue
is that currently human asset cannot be measuiedtiiely and reliably. At present, it
is doubtful if organizations have all that it takesundertake periodic evaluation of
human assets to ensure their carrying value daesxaeed the benefits expected to be
derived from the human asset in line with IAS 36ghirment of Assets).
This paper is of the view that if there exist, adslothat can measure human resource with
much certainty, the concept of substance- overmfavill prevail over the argument of
workforce not being owned or controlled in the leggnse of it.

Conclusion

This paper has argued that the accounting professicmot unaware of the effect of non-
inclusion of the human asset in the financial statet. Due to several problems that are
associated with attempts at measuring human resgtine probable option currently is to write-
off human resource expenses in compliance withpttuelence concept. Any attempt to do
otherwise could results in unimaginable consequenadspart from the behavioural problems
that may arise from employees dislike of valuesgaon them, the use of any of the proposed
models for human asset valuation is a veritabléftoacreative accounting. Therefore, for now
the reporting of human resource in the financialeshents should be restricted to sports, where
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for instance, transfer fees can be taken as dlelturrogate of the value of players. Apart from
that, players are the stock in trade for clubs.alfat the determination of players’ value are
readily available and players as assets can bedtdst impairment which is almost an
impossible task for other industries.
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