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1.1.Introduction 

HRA in present scenario is highly complex in the market to find well knowledge, coached, 

and highly motivated people. Human resource is one of the most important back office 

operations of any organization or business. 

The 21st century has been referred as the century of the service sector. All major expansion 

scope is occurring in the service sector and expansion of manufacturing sector has become 

minimal. Now most of the researchers do lots of study on understanding the concepts and 

thoughts and fundamentals of human resource accounting as the part of their research work. 

Human Resource Accounting (HRA) is a new branch of accounting. It is based on the 

traditional concept that all expenditure of human capital formation is treated as a charge 

against the revenue of the period as it does not create any physical asset. But now a day this 

concept has changed and the cost incurred on any asset (as human resources) should be 

capitalized as it yields benefits measurable in monetary terms. The purpose of human 

resource accounting is to depict the potential of the employees in monetary terms. This can be 

done in two forms such as: (1) cost calculation which will include the expenditure incurred 

for recruiting, staffing and training the quality of the employees and (2) value based 

calculation includes the return which the above investment can yield in future. 

 

Objectives of The Study  

The main objective of this paper is to explore the concept of Human Resource Accounting 

which focuses on human capital as an asset from the perspective of strategic human resource 

planning.  

 

Research Methodology  

This study is descriptive and conceptual in nature. This article is conducted on the basis of 

secondary data. This paper is aimed at searching the existing literatures on Human Resource 

Accounting (HRA). The secondary data have been collected from the journals, published 

books, newspaper articles and the internet sources are also used 
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1.2.Literature Review 

(Shenbagavalli & Soni, 2017) are of the view that the human resource accounting provides 

the base for decision making and planning of physical assets of an organization. This system 

of accounting also provides valuable information to all the stakeholders and the investors 

who are planning for long term relationships with the concerned organizations. 

(Jain, 2017) is of the view that it is required to give awareness to the employees and 

employers regarding the application and advantage arise from the HRA practices . 

Governmental and professional bodies should take steps to establish specific rules and 

regulations for valuing and reporting human resources. 

(Rahaman, et. al, 2013) Revealed that the conceptualization of HRA, the ideas incorporated 

therein, and arguments are good for the accounting profession and corporate financial 

reporting. But the existing models proposed so far are not in a state to implement HRA 

practice worldwide. 

(Islam & Sarker, 2016) Concluded that the in order to operate and manage a firm 

successfully and productively, Human Capital is needed. As HR is a very important and 

essential element of every firm, it is necessary to comprise every transactions associate with 

human capital under traditional accounting applications.    

(Ramaya, 2017)Stated that the HRA provides benefits in terms of better performance, 

employee efficiency, better decision making, improved employer brand, true reporting of 

worth of firm and Governmental and professional bodies should take steps to establish 

specific rules and regulations for valuing and reporting human resources. 

(Aggarwal, 2014) Given the view expressed by both academicians and policy makers that the 

traditional financial reporting system not makes the grade to provide investors with value- 

relevant information. It may well be that in the future, the reporting of information related to 

Human resource accounting in the financial statements may be mandatory. 

(Islam, et. al, 2013)is of the view that the approach or procedure of recognition and 

calculation of figures and information relating to human assets and disclosing the details to 

the keen individuals is called as HRA.Accordingly, for estimating the value of human assets 

and communicating the information’s of investment in human capital, there is a required to 

impose some particular laws. 

Okpako, at al. (2014) attempts to ascertain the relationship among human resource 

accounting and performance of the organization. The researcher carried out a study on seven 

organizations quoted on the Nigeria Stock Exchange and they found that human resource 

accounting variables impacted positively to the level of firm performance. 

Hossain, at al. (2014) concluded that when human capitals are measured in quantitative 

terms and stated as assets and included in the financial statement of the companies, the 

numerous users will be rewarded with higher qualitative and quantitative data, leads to 

improve decision taking capabilities by exploring previous literature review with few 

recommendations regarding new ideas, approaches, imaginations and procedures of adopting 

HRA. 

(Karimi, 2012) found out that the human capital, structural capital and relational capital 

influenced business performance of pharmaceutical firms in Kenya. Human capital and 
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structural capital relationship strongly existed among the studied pharmaceutical firms; and 

that the two positively and significantly influenced business performance. 

Soetan, at al. (2018) recommended that the expenditure on human resources should be 

recognized and recorded in the statement of financial position as intangible assets and not as 

expenses. 

Salajeghe, at al. (2015) showed the importance of human resources unit in the reduction 

cost, and increase employee and professors efficiency. And they recommended in addition of 

the importance and application awareness of human resource accounting in increasing the 

effectiveness of human resources, institutions can effectively take advantage from this 

powerful tool. 

Johanson, at al. (1998) draws conclusions from literature whose goal was to put information 

on intangibles into financial and non-financial frameworks. Theoretical elaboration about 

possible effects is not rare, but investigations are scarce when it comes to financial attempts 

and almost non-existent with respect to nonfinancial models. 

Mahmoodi, at al. (2013) their research seeks to delve into the significant impact of human 

resources on the advancement of the institution, the results substantiate that the impediments 

pertaining to the process of collecting human capital data for the report, the weak points and 

failings of the current accounting systems, and the absence of a comprehensive model for 

appraising human resources are the major influential factors obstructing the implementation 

of human resource accounting.  

1.3.Conceptual Issues of HRA 

1.3.1. About Human Resource 

Human Resource refer to the individuals or personnel or workforce within an organization 

responsible for performing the tasks given to them for the purpose of achievement of goals 

and objectives of the organization which is possible only through proper recruitment and 

selection, providing proper orientation an induction, training, skill developments, proper 

assessment of employees (performance appraisal), providing appropriate compensation and 

benefits, maintaining proper labor relations and ultimately maintaining safety, welfare and 

health concern of employees, which is process of the human resource 

management(Sukmaya). 

1.3.2. About Human Resource Management         

Human resource management involves developing and administering programs that are 

designed to increase the effectiveness of an organization or business. It includes the entire 

spectrum of creating, managing, and cultivating the employer employee relationship  

(Cappelli, 2010). 

For most organizations, agencies, and businesses, the human resources department is 

responsible for: 

• Managing job recruitment, selection, and promotion 

• Developing and overseeing employee benefits and wellness programs 

• Developing, promoting, and enforcing personnel policies 

• Promoting employee career development and job training 

• Providing orientation programs for new hires 

• Providing guidance regarding disciplinary actions 
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• Serving as a primary contact for work-site injuries or accidents 

1.3.3. The Concept of Human Resource Accounting  

In order to get more insights into the theory of HRA, one needs to look at the few important 

definitions stated by the some proficient researcher in the related area. In economics we find 

Men, materials, land, money and the entrepreneur is the main elements of production 

(Tammana, 2014). 

The financial statement or annual reports of every undertaking recorded land and capital 

however they did not give much importance to the men and entrepreneur and hence, they 

only represent a charge against the profit made by the organization (Abubakar, 2006; 

Glautier, 1974). The two factors, labor and entrepreneur, are the human assets or resources 

organizations have. 

From another point of view, HRA is an expansion of the existing “Expense recognition 

principle” or “Matching Principles” that requires revenue to be matched with expenses 

incurred to earn that amount of revenue and of organizing data to communicate relevant 

information. This effort to quantify Human Assets value assists the management to deal with 

the changes in its quantity and standard in order to achieved balance between the needed 

resources and the benefit derived from such resources (Rahaman, at al. 2013). 

The American Accounting Association in their report (The Accounting Review, 

1973)defined Human Resource Accounting as the method of determining, quantifying and 

reporting information’s relating to human assets so as to promote productive management 

within a firm. Human capital can be Stated as the knowledge which the employees obtain 

during the course of their service life and use to manufacture services, goods, skills or ideas 

in different situations. This definition taken into consideration the HRA as the method of 

identifying and valuation of human capitals in order to help the firm for effective and 

efficient management. The concept is however incomplete because it is not distinct as to what 

constitute the Cost of Human Capital and how to identify it (Rahaman, at al. 2013).  

In his view, (Gupta, 1991) Stated that Human Resource Accounting is primarily a reporting 

system which informs the administration about the fluctuation takes place to the human assets 

of the organization. The HRA performs accounting for the individuals in a firm i.e. for 

investment in employees and substitution expenses, and also the economic worth of HR. 

(Rahaman, at al. 2013) 

From the above definitions, we therefore define the concept as the evaluation and quantifying 

procedure that report the cost and value of the individual in the annual reports and financial 

statements of an company as intangible asset, in order to present the real worth of the 

company thus helping the several users of the annual report in taking their personal decisions 

(Rahaman, at al. 2013). 

Presentation the value of Human Assets in monetary nature in company’s financial 

statements is the main objective of HRA. From two different perspectives, the notion of HRA 

can be investigate i.e. 1. The amount of money invested in human assets; and 2. The value of 

human assets. The investment in human assets is the cost that suffered for recruitment, 

staffing, training, and developing the quality of the human assets (Ojha, 2013).  
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1.3.4. Origin and Historical Background of Human Resource Accounting 

In 1961, Sir William Petty becomes first person to make an effort to measuring the value of a 

human being in monetary terms. Petty revealed that HR should be incorporated in any 

assessment of national wealth as he regarded the employees as the father of wealth. After that 

attempts were made by first William Far in 1853 and secondly Earnest Engle in1883. The 

actual job begins only after the behavioral scientist vigorously criticized the traditional 

accounting methods for not measuring the human assets together with various other assets 

(Sonbhadra, 2010). RG Barry Corporation of Columbus made the first major attempt to 

value their HR in 1967. Their financial statements detailed the starting of HRA application 

developed by the corporation in order to report correct information’s of value of the 

corporation’s human resources. The aggregated expenditures of different categories such as 

recruitment and acquisition cost, training and development cost etc were considered. The 

expenditure for expected service lives of the employees was amortized and the unamortized 

expenditure i.e. when any employee quit the organization, were written down. Nowadays this 

concept is known as Historical Cost Approach to human resource valuation (Petty, 1899).  

1.3.5. Development of the concept of Human Resource Accounting   

The concept of HRA was first introduced by the Sir William Petty in 1961. But the actual 

research on HRA started from the year 1960 by the founder of the university of Michigan 

Institute of Social Science, R. Likert. He is popularly known for his research on management 

theory and styles (Likert R. , 1961; Likert R. , 1967). R. Likert, along with the teacher R 

Lee Brummetg and Ph.D. research scholars William C Pyle and Eric Flamholtz, developed 

some research projects which is designed to develop concepts and procedure of HRA 

(Darekar & Patil, 2017).  

The behavioral scientists try to develop accurate and effective procedure for measuring the 

human assets value to the company. They were against the traditional accounting method as 

this did not considered valuation of human assets and reported in financial statements.  As the 

HRA did not produce any animate assets; the conventional concept of accounting advocates 

the expenditure cost on human assets as a charge against the revenue. Currently the concept 

of HRA is changed and the expenditure on Human Assets must be treated as capital 

expenditure which is derived for a long time period and it can be valued in monetary terms 

(Bassey & Tapang, 2012).  

1.3.6. Human Resource Accounting in India 

After HRA was introduced by Neyveli Lignite Corporation and Bharat Heavy Electricals 

Limited it begins to earn popularity in India. Even though, the HRA was comes into 

existence prior to 1980. For including any important data regarding human capital in 

financial statement, the Indian Companies Act did not forward any regulations. Till now 

the HR aren't yet included as assets neither within the financial statement nor within 

the Annual Report of the various companies in India because HRA is not bring in any 

legislation. Also the Indian Companies Act 2013 doesn’t have any particular guidelines 

considering the requirement of accounting and reporting of HR in financial statement and 

balance sheet of Indian Companies. The Institute of Chartered Accountants of India (ICAI) 

issued lots of Accounting Standards (AS) related to numerous aspects of accounting. 

However for valuation and reporting of HR of a firm, it is quite impossible for ICAI to 
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introduce any accounting standard. This was the biggest limitation concerning HRA 

(Soshte, 2017). The companies, who are presently reporting human assets valuation, includes  

1. Bharat heavy Electrical Ltd (BHEL).  

2. Steel Authority of India Ltd (SAIL).  

3. Oil and Natural Gas Commissioning (ONGC).  

4. Oil India Ltd 5. Project and Equipment corporation of India.(PEC).  

6. Engineers India limited  

7. Mineral and Metal trading Corporation of India.(MMTC).  

8. Electrical India Ltd.  

9. Hindustan Shipyard Ltd.  

10. Cement corporation of India. (CCI).  

11. Infosys Technologies Ltd.  

12. Tata Engineering and Locomotive Works  

13. Southern Petrochemicals Industries Corporation Ltd SPIC).  

14. Associated Cement Company Ltd ACC).  

15. National Thermal Power Corporation Ltd (NTPC). 

1.3.7.   Traditional Accounting Vs Human Resource Accounting 

Wilson (2001), recommend consider a greater planned approach by using  basic company 

performance measure of ROI however including HR costs like benefits, training, payroll 

taxes, salary, and administrative costs share as investments within the ROI estimation. In 

assess administrative and workers training and educational plan of actions, The 

investments in human capital will probably end in management as management‘s 

participation during a long term measurement procedure which examine these 

expenditures as investment in human capital. This may benefit the corporate, as against a 

short term expenditure reduces procedure to spice up short term gains at the cost of long 

period competitiveness and efficiency (UNECE, 2013).  

1.3.8. Why we favor human resource accounting?  

From the point of advertisement for a particular post to the point of departure, organizations 

do commit some financial resources to the employee. Many reasons culminated into the 

spending nature of organizations on their human resources. (Abubakar, 2006) identifies that 

getting the best human brain, achieving the pre-determined objectives of the organization, 

Commanding Respect in the Eyes of Stakeholders, gaining Competitive Advantage, 

Becoming the Pace Setter and Market Leader are some of the reasons why organizations do 

invest a lot of financial resources on their human capital (Abolfazi, at al. 2014).  However, 

(Lau & Lau, 1978), (Steffy & Maurer, 1988), (Roslender & Fincham, 2001), and 

(Williams & Leffingwell, 2002) also revealed areas through which organizations invest 

money relative to their human resources. The identified areas are Advertisement, Recruitment 

and Selection, Familiarization and Training, Training and Development, Medical and 

Entertainment. (Sveiby, 2017), argued that organizations acquire Human Resources to 

generate future revenues, and therefore Human Resource must be take into consideration at 

the time of measuring a firm by taking advantage rather expensing them in the present 

financial year. According to him human capital, intellectual capital and structural capital 

concepts are similar to other assets. Human resources is largely seen as an integral part of the 
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firm’s value – creating processes (Pike, at al. 2000; Holland, 2003; Bukh, at al. 2005) as 

well as creating and maintaining competitive advantage (Holland, 2006). In today’s dynamic 

business environment, firms invest heavily in human capital assets. The problem however, is 

that these investments are either immediately expensed in the financial statement or 

arbitrarily aromatized and therefore are not fully reflected in the balance sheet. Consequently, 

the book values of firms with significant amounts of human capital investments are unrelated 

to the market values (Amir & Lev, 1996; Brennan, 2001; Lev, 2001; Holland, 2003). The 

chartered institute of management accountants noted that all drivers of performance and value 

should be provided to investors including the non financial ones such as intangibles (Starovic 

& Marr, 2003). The financial Accounting Standard Board (FASB) addressed this issue by 

encouraging business to voluntarily disclose information regarding their intangibles and 

intellectual capital (FASB, 2001). 

1.3.9. Argument against Human Resource Accounting 

The following are the hurdles which make it hard to report and disclose the values of human 

assets by the organizations.  

(a) The foremost barrier for reporting human assets outside of the company is that the data 

shared might be sympathetic to the organization and considered as anything which shouldn’t 

be reported to the outside of the business because it may create a unfavorable image on the 

minds of the stakeholders or the data shared might provide significant information’s to the 

rivals.   

(b) As stated by Gates (2002) the businesses did not give initial preference to the 

interpretation of the value of the human resources instead they give more importance to the 

crucial matters like HR requirement and allocation. 

(C) Further from Gates (2002) point of view about the acceptance of HRA practices is the 

absence of generally accepted method to measure and reporting the same accordingly 

outlining the norms that might agree to valuable, significant and relevant comparisons. As 

presently there is a lack of generally accepted definition of HRA, the businesses that are 

sufficiently provident to calculate, accomplished it in their own method.  

From another perspective, (Josrotia, 2004) focused at the recent trends in the HRA area and 

developed few element which discourage the progression in the field and the implementation 

of the concept are low level of awareness and acceptance of HRA, absence of an industry 

standard, Extensiveness of the Research Involved, Strength and passion of few businesses 

like the IT is extremely dynamic because of repeated invention and technological 

development. On another viewpoint, human resources, according to (Kodwani & Tiwari, 

2007; Abubakar, 2006; Josrotia, 2004; Flamholtz, 1974; Roslender R. , 2004), have 

certain notable quality, which leads to construct their measurement very different. These 

qualities include the uncertainty of the service life because the free movement of the human 

assets at any time they accordingly want. An HR can leave his work for a different job at any 

moment without any intimation. (Rahaman, at al. 2013). 

 

Conclusion 

Human resource accounting helps the company to ascertain the investment made on its 

employees and how much return can be expected from this investment. The ratio of human 
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capital is calculated as per accounting concept which indicated the degree of labor intensity 

of an organization. The human resources accounting provides the base for decision making 

and planning of physical assets of an organization. This system of accounting also provides 

valuable information to all the stakeholders and the investors who are planning for long term 

relationships with the concerned organizations. 

Overall, even valuing human resources appear to be important to Indian organizations, most 

organizations do not value their human resources and plans to implement valuation of human 

resources are at a very early stage. Despite the interest in valuation there will be little or 

moderate progress in the area over the next five to ten years. In order to show greater 

progress, more needs to be done at both the theoretical and practical level. More search into 

valuation methods and models, and the practical implication of these, is needed together with 

the engagement of both human resource and accounting professionals in the debate on 

valuation and its implementation in practice. 
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