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Table - 1
	Main term (in general):
	Including:

	Accounting
	Human Resource Accounting
Social & ethical Accounting

	Audit
	Human Resource Audit
Social Audit

Verification

	Performance
	Performance Indicators

Performance Standards

Benchmark

	Intellectual Capital
	Human Capital
Structural Capital

Customer Capital

Organizational Capital

Innovation Capital

Process Capital

	Bodies
	Audit Committee
Audit Advisory Group

Social Audit Review Panel


Source: Secondary data.
The purpose of all above terms is to evaluate & measure the human & social aspect of functioning of interest group. All these terms are metaphor of human resource accounting which is used for measurement of human resource as asset in different terms. 

Accounting is keeping track of an organization’s affairs, records and files through systematic development and analysis of information for better understanding of those (as of HR) to organization’s stakeholders. 
An audit is the examination & investigation of an organization’s affairs and records, (as of HR) which provides an independent opinion and assurance.
Performance (HR) can also be measured quantitatively. Data are gathered for constant internal monitoring. Performance indicators and standards are parameter which helps in measuring & validating performance & process. Benchmarks are internal / external standards by which one can measure one’s performance. It includes comparison of internal performance indicators with relevant data from external sources.
Intellectual Capital is relevant in all organisations but most of all in knowledge based organisation. It is defined as the sum of human capital & structural capital (customer & organizational capital).
All above bodies engage themselves in measuring, evaluating, validating & verifying the records and affairs of any firm. 
1.3 Influencing Factors for development of HRA:
The development of human resource accounting is the result of changes and development at macro level and micro level environment, according to which any organization has to adjust.
Table - 2
	Macro level factors
	Micro level factors

	· Change in production pattern, work organization and employment patterns
· Change in role of government, enterprises and individuals
	Developing HRA internally
· Improvement in HRM.
· Focus on employees as asset.
· Requirement of qualified workforce.
· Valuation of intangible asset.
Developing HRA externally

· Sufficient information for stakeholders.
· Improvement of company profile & image.
· Attraction for future employees.
· Social responsibility fulfillment.


Development of human resource accounting is dependent over several macro & micro level factors. To study macro level factors helps us to update our HRA policies and procedure for ex. changes in the stakeholders’ position result in positional changes in company’s strategy, while micro level factors as recruitment, talent management, and valuation models etc. also influences HRA. It is obvious that there is connection between internal & external HRA, sometimes these can be prerequisites for each other for ex. If company wants to publish employee hand book / information broacher, it needs to have a detailed knowledge about company itself; it could be the reason for improvement of human resource management.  
1.4 Approaches to HRA:
Assigning money values to different dimensions of HR costs, investments & the worth of employees is the biggest challenge that the HRA is facing. HR Accounting basically has two approaches;

· HRCA- human resource cost accounting (Cost approach)
· HRVA- human resource value accounting (Value approach)

Cost approach involves methods based on the costs incurred by the company with regard to an employee. Two types of costs are of special importance in HRA: original cost & replacement cost.

An original/historical cost of human resource is the cost that was made to acquire, retain and develop the resource. 
In replacement cost approach, human resource of the company are to be valued on the assumptions to what it will cost if existing hr are required to be replaced with other persons of equivalent skills and talent.
Other cost methods that may be used are the standard cost method and the competitive bidding method. In the standard cost method, the standard cost associated with the recruitment, hiring, training & developing per grade of employees are determined annually.

The competitive bidding process provides an optimal allocation of personnel within the firm and quantitative base for planning and developing the human assets of the firm.
GENERALIZED MODEL OF HRA (Cost approach) FOR INVESTMENTS IN EMPLOYEES
Figure 1.2

What kinds of HR costs could be considered capital because of their future benefits? Figure shows that the companies included such costs as: recruitment including agency fees, headhunters, hiring and testing tuition, reimbursements, and seminar costs, formal and informal trainings etc. The same decisions on capitalizing versus expensing apply to both HR and non-HR acquisitions, namely are those costs maintenance, betterment, or improvement. "Maintenance," including normal salary costs etc.
HRVA - The Economic Value Approach which includes methods based on the economic value of the human resources & their contribution to the company’s benefits. The methods for calculating the economic value of individuals are two types- monetary and non-monetary methods. Many models have been created to value human capital. Some are based on historic costs while some are based on future earnings. But each has its own limitations and one model has proved to be more valid than other. Although the Lev and Schwartz model has been the most widely use model for its ease of use & convenience. Few value based models are:

· The Lev and Schwartz Model (1971)

· Flamholtz Model (1971)

· Giles and Robinson’s Human Asset Multiplier Method (1972)

· Hermanson’s Unpurchased Goodwill 
· Hermanson’s Adjusted Discounted Future Wage Model

· Jaggi and Lau Model
· Morse Net Benefit Model (1973) etc.
Lev and Schwartz developed an economic model for measuring the value of human resource in a company. According to that model, the value of human capital embodies in a person of age‘t’ is the present value of his remaining future earnings from employment in the form of salaries, wages etc.

According to Flamholtz Model, an individual’s value to an organization is determined by the service he is expected to render to the organization during the period he is likely to remain with the organization in various positions.
In Giles and Robinson’s human assets multiplier method, the valuation of human resources is based on the notion that an individual’s or group’s remuneration in same grade, may be multiplied by a factor determined on the basis of his contribution to the success of the business.
According to unpurchased goodwill model, the value of human resource of an organization may be calculated by capitalizing earnings in excess of normal earning for the industry.
The adjusted discounted future wage model uses compensation as a surrogate measure of a person’s value to the firm. The discounted future wages stream is adjusted by an efficiency ratio which is the weighted average of the ratio of return on investment of the given firm to all the firms in the economy for a specified period.

Jaggi and Lau Model suggest valuation of human assets on a group basis rather than on individual basis. Assumption of this model is that the pattern of employee movement is likely to remain constant overtime and the probabilities determined for one period can be extended to future periods.
According to Morse Net Benefit Model, the value of human capital is determined on the basis of the present value of net benefits derived by the organization from the expected future services of its employees.
The conceptual thinking about valuation human resources is still in a developing stage. No model of HR accounting is accepted by the accounting bodies all over the world. Still we find some application of Lev & Schwartz model (later discussed) is used in most of the public sector units and IT based sectors. In knowledge based sectors where human resources are considered to be the key elements for monitoring the business activities to attend their goals successfully, are also considering to use these models.
1.5 HRA: Overview of Indian Companies

There is no provision in the India for the disclosure of human resource in the final accounts. The only provision in the Act is regarding the disclosure of information about the employees getting a remuneration of Rs. 36,000 per annum or more as foot note in profit and loss accounts. In Indian HRA was first initiated by BHEL (Bharat Heavy Electrical Ltd), a leading public enterprise, during the financial year 1972-73. Later it was also adopted by other leading public and private sector Organization in the subsequent years. Some of them are Hindustan Machine Tools Ltd.(HMTL). Oil and Natural Gas Corporation Ltd.(ONGC), NTPC, Cochin Refineries Ltd. (CRL), Madras Refineries Ltd.,(MRL), Associated Cement Company Ltd.(ACC) and Infosys Technologies Ltd.(ITL).
There are few organizations that do recognize the value of their human resource, and furnish the related information in their annual reports. In India some of these companies are: Infosys, Bharat Heavy Electricals Limited (BHEL), The Steel Authority of India (SAIL), The Minerals and Metals Trading Corporation of India Ltd. (MMTC), The Southern Petrochemicals Industries Corporation of India (SPIC), The Associated Cement Companies Ltd. (ACC), Madras Refineries Ltd. (MRL), The Hindustan Zinc Ltd., Engineers India Ltd., The Oil and Natural Gas Commission (ONGC), Oil India Ltd. (OIL), The Cement Corporation of India etc.
However, adaptability of various model (mainly Lev and Schwartz model, Flamholtz model and Jaggi and Lev model) and discount rate fixation and disclosure pattern ie. either age wise, skill wise etc are in Indian companies but there has been no uniformity among Indian enterprises regarding HRA disclosure. 
HRA information disclosed by some of the Indian companies 
Figure 1.3
	S.No.
	Name of the Organization
	HRA introduce in the year
	Model followed by organization
	Discount Rate
(In %)

	1
	BHEL
	1973-74
	Lev & Schwartz Model
	12

	2
	ONGC
	1981-82
	Lev & Schwartz Model
	12.25

	3
	MMTC
	1982-83
	Lev & Schwartz Model
	12

	4
	SAIL
	1983-84
	Lev & Schwartz Model (with some refinement with Jaggi & Flamholtz Model
	14

	5
	NTPC
	1984-85
	Lev & Schwartz Model
	12

	6
	INFOSYS
	1999
	Lev & Schwartz Model
	12.96




Source: Secondary data.
As we see most of the Indian companies follow Lev & Schwartz Model which is basically value based human resource accounting model. The model is based on human capital theory which recognizes human capital as one of the several forms of holding wealth for a business enterprise, such as money, securities and physical capital.
The human capital value of a person is valued by taking into account the person’s annual earnings up to retirement, a discount rate specific to the person and the person’s retirement age.
The value of human capital of person is given symbolically in this model as:

[image: image1.jpg]



Where;

Vr = the value of an Individual r years old
           I (t) = the individual's annual earnings up to retirement
            t      = retirement age
            r      = a discount rate specific to the cost of capital to the company. 

Lev and Schwartz have taken a hypothetical example to show the computation of value of human resource of a firm. It relates to the persons of different age groups and degree of skill. Also average annual earnings for each age group and skill group have been ascertained. The present values of future earnings for each group have determined and the total of such present values has been shown as the firm’s values of human resource. However, though Lev and Schwartz model has various limitations yet it is being used as most common accounting model in India.
2. Conceptual Framework:
Figure 2.1
Financial Statement disclosure in annual report


As we know that in India there is no act for compulsorily application of human resource accounting as for financial information disclosure. Here we are having only provision for furnishing or disclosing human resource related information (remuneration, wages etc.)
We here can approach whether human resource accounting related information is furnished properly by companies. Disclosure of HR information can be found out in annual reports through financial statement (Asset, expenditure etc.) and other heads of annual report (Corporate governance, mgt. analysis, director’s report etc.). In financial statements HRA information is related to asset side and employee cost in P&L accounts 
As we know that in India there is no act for compulsorily application of human resource accounting as for financial information disclosure. Here we are having only provision for furnishing or disclosing human resource related information (remuneration, wages etc.)
We here can approach whether human resource accounting related information is furnished properly by companies. Disclosure of HR information can be found out in annual reports through financial statement (Asset, expenditure etc.) and other heads of annual report (Corporate governance, mgt. analysis, director’s report etc.). In financial statements HRA information is related to asset side and employee cost in P&L accounts etc. Assets can also be divided into two parts as tangible and non tangible assets. Human resource is the part of intangible asset as it gives benefits to organization through rendering their services and contribution (both are non physical) within working tenure. The degree of other human resource accounting information disclosure can be measured through some attributes (i.e. HRA model used for human resource valuation, employee cost, particulars of employees etc.)
3. Objectives of study:

 The main objectives of research are:
· To describe the systemized view of human resource accounting practices.

· To provide the overview of human resource accounting practices in Indian companies. 
· To find out the correlation between intangible asset value changes and employee cost.

· To make comparative analysis of Indian companies on the basis of HRA disclosure attributes. 
4. Research Methodology:
The study is based on the collection of information from specified organization from all over India. Sample is selected randomly from the organizations which are adopting the HRA practices at some extent.
To identify the organizations which publish maximum information regarding HRA, the annual reports of Ten Indian Companies were scanned. Ten organizations, some from public sector, and few from private sector, were found to be publishing such information in their respective annual reports. To evaluate the quality of disclosure made by each company regarding human resource accounting, certain attributes were identified, In all, 08 attributes, generally concerned with human resource accounting system, were identifies. On the basis of those attributes one questionnaire is prepared through which we could measure the degree of HRA information disclosure by Indian companies. Few attributes are: Employee cost, intangible asset, particulars of employees, distribution of employees, HR ratios etc. Study is based on secondary data and data is collected through the 2007-2008 & 2008-2009 annual reports of Indian companies.
Each attributes is assigned one point, and rank no. are assigned accordingly, if an organization did not disclose a value for any of attributes it is assigned zero. Those which disclosed the variable properly earned full points i.e. one.
For measuring HRA disclosure, data are collected through questionnaire with rankings
1 – High level disclosure
0.5 – Moderate level disclosure 
0.25 – Low level disclosure
0 – No disclosure
Correlation between different values as change in employee cost & intangible asset are measured through the karl pearson’ correlation method. This shows that change in the value of intangible (HR) asset resulting in changes of employee cost.
5. Analysis & Findings:
Table 3 gives a comparative analysis regarding the degree & quality of disclosure made by various Indian companies. The table also shows the points of each variable in terms of disclosure by all companies together.
Table – 3 Comparative analysis of human resource accounting information disclosure in annual reports and points of each disclosure attribute in terms of frequency (2007-2008)

	S.No.
	Attributes
	ACC
	SAIL
	BHEL
	ONGC
	Mecon Lt.
	EIL
	R Power
	NTPC
	Infosys
	MPRL
	Total

(10)

	1
	HR as intangible asset
	0
	0
	0.5
	0.5
	0
	0
	0
	0.5
	0.5
	0.25
	2.25

	2
	HRA Model Name
	0
	0
	0
	1
	0
	0
	0
	0
	1
	0
	2.00

	3
	Separate HR valuation
	0
	0
	0.25
	1
	0
	0
	0
	0
	1
	0
	2.25

	4
	Particulars of employees
	0.5
	0.5
	0.5
	0.5
	0.5
	1
	0.5
	1
	1
	0.25
	6.25

	5
	Distribution of employees (Category, age etc. wise)
	0.5
	0.25
	1
	0.25
	1
	0.5
	0.25
	1
	0.5
	0.25
	5.5

	6
	HR related ratios
	0
	0
	0.5
	0.25
	0.25
	0
	0.25
	0.25
	0.5
	0
	2.00

	7
	Employee cost description (Salary, wages, welfare, benefits etc.)
	1
	1
	1
	1
	1
	1
	1
	1
	1
	1
	10.00

	8
	Disclosure of HRM 
	0.25
	0.25
	0.5
	0.5
	0.50
	0.25
	0.25
	0.5
	1
	0.25
	4.25

	
	Total (8)
	2.25
	2.00
	4.25
	5.00
	3.25
	2.75
	2.25
	4.25
	6.5
	3.00
	

	
	
	VII
	VIII
	III
	II
	IV
	VI
	VII
	III
	I
	V
	


The analysis shows that Infosys gave the maximum HRA information followed by ONGC. The least information is disclosed by SAIL, followed by ACC & R power. Infosys scored 6.5 points against eight attributes or eight points assigned for different attributes. Infosys got highest points and publishing appropriate information related to HRA, even though it has not disclosed information related to employees (such as distribution & particulars of employees etc.). SAIL has scored least point as it has even not disclosed HR – classification of employees, qualification-age-wise. 
The highest points are given to the employee cost attribute which is disclosed by all companies properly, followed by particulars of employees. Very few companies have disclosed the HR ratios & HRA model name used for human resource valuation. Human resource management related disclosure is also not furnished properly in annual reports of most of the companies.  Separate HR valuation is done by mainly two companies out of ten; this is also very low ratio.
Though all companies are disclosing some information related to HRA but still it is to be improved and modified.
Table – 4 approximate values of intangible asset and employee cost of different Indian companies (values in Crore & round figured)
	S.No.
	Company Name
	Intangible Asset Value

(2008)
	Intangible Asset Value

(2007)
	Employee Cost 
(2008)
	Employee Cost 
(2007)

	
	
	Software
	Other
	Total
	Software
	Other
	Total
	
	

	1
	BHEL
	23
	20
	43
	26
	10
	36
	2370
	2609

	2
	ONGC
	123
	-
	123
	110
	-
	110
	2292
	1146

	3
	MPRL
	2
	-
	2
	-
	-
	-
	125
	55

	4
	NTPC
	29
	1
	30
	5
	1
	6
	1896
	1163

	5
	ACC
	27
	-
	27
	26
	-
	26
	416
	357

	6
	SAIL
	22
	292
	314
	19
	203
	222
	7937
	5095

	7
	Infosys
	689
	-
	689
	589
	-
	589
	8878
	7112


Table 4 shows the intangible asset values given in annual reports of above Indian companies of the year 2007-2008. Also given the employee cost in the same period.
Table – 5 Changes in the values of intangible asset and employee cost as per annual reports of different Indian companies during 2007-2008
	S.No.
	Company Name
	Changes in employee cost (in Crore)
	Changes in intangible asset value (in Crore)

	1
	Infosys
	1766
	100

	2
	SAIL
	2842
	92

	3
	NTPC
	733
	24

	4
	ONGC
	1146
	13

	5
	BHEL
	-239
	7

	6
	MPRL
	70
	2

	7
	ACC
	59
	1

	
	Mean
	911
	34.14

	
	St. deviation 
	1103.21
	43.02

	
	Correlation – r = 0.88
	
	


This analysis shows the high positive correlation between intangible asset values and employee cost during 2007-2008. More specifically we can say that as employee cost value increases, the value of intangible asset also increases.

6. Conclusion:
Realizing this, many companies world-over are making HRA as a necessary element on their balance sheets. Experts point out that company can derive many benefits by going in for HRA. Not only they can measure the return on capital employed on total organizational assets (including the human assets), but the resources can also be planned accordingly. “Once organisations realize the actual benefit and take it as a growth process, it will only help them in increasing their shareholders’ value. When a company is able to assess an individual’s worth, it helps in increasing its own worth and image.
The disclosure practices of various Indian companies which publish HRA information show that most of the companies have focused on the disclosure of general HR practice and employee cost valuation which shows only cost factor. Moreover companies are not taking human asset as intangible asset which is essential for HRA practices and related to their services. Apart from these attributes companies need to go for the identification of some specific attributes which will help them in measuring real HR worth and value and make employees as asset for the company. Thus, the Indian corporate sector has still need to work on this aspect. As we see that there is positive correlation between intangible asset value and employee cost so companies should not overlook this factor that as soon as employee cost value will be increased asset value in balance sheet would also be increased as it will directly affect on the employee services rendered for company.
The application of HRA is mostly used in public sector units but in private and service sector where human resource are being considered as key element for growth of the business should initiate HRA practices. Hence, considering the great significance of HRA proper initiation should be taken by the government along with those other professional & accounting bodies at national levels for the measurement of such valuable assets.
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