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Abstract

The paper aims at Assessing Possibilities for Décan of HRA Practice in Nigeria, we review fustal
background of HRA and its current practices arothe world in order to highlight some important kass that
cloud be learned by Nigeria as benefit or othervagélRA practice to the economy. The study utilizaarely
secondary data in form of journal articles, theséssertations and web-based materials. This pdipeovered that,
the existing accounting practice lack regard to anmesource as an asset and that have significdistipuraged the
use of any or a combination of measurement teckefijun quantifying human resource let alone repgrit in
Nigeria, it also established that HRA practice willhance the completeness and quality of finamebrting in
Nigeria by providing more information on the realwe of companies to investors and other stakehofde rational
decision making. Moreover, the article concludeat,tlit is possible to domesticate HRA practice igd¥ia
considering that, both professional and accounstendards are capable of accommodating HRA practice
especially with the growth of service sector in tligerian economy and the manner in which convergesmd
harmonization of accounting practice grow stronggthe day. Finally we recommend for domesticattbrHRA
practice in Nigeria through legislation and ensgrsomplete participation of all stakeholders, alsternational
accounting standard (38) on accounting for intalegdssets shall be expanded to cover human resourtdere
should be a new standard developed to carter fak piactice in Nigeria.
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Introduction

Human Resource Accounting (HRA) also tagged as Hiucagital or intellectual asset accounting ispghmcess of
identifying and reporting the Investments madehi@ Human Resources of an Organization that areipilgsnot
accounted for in the conventional accounting peasti In simple terms, it is an extension of the cddrting
Principles of matching the costs and revenues dndrganizing data to communicate relevant informtin
financial terms (Monti—Belkaoui and Riahi—Belkaol®95).

The Quantification of the value of Human Resourhelps the management to cope up with the changds in
quantum and quality so that equilibrium can be eabd in-between the required resources and thededwuman
resources. In effect, it is the assessment of tionddf human resources within an organization ta@dmeasurement
of the changes in the condition through time.

Human Resource Accounting provides useful infororatio the management, financial analysts and erapky
Specifically, it helps the management in Employmandl utilization of Human Resources and also inidileg
transfers, promotion, training and retrenchmentuwhan resources. It provides a basis for the phagnaf physical
assets vis-a-vis human resources as well in evatu#tie expenditure incurred for imparting furtteetucation and
training of employees in terms of the benefitskiby the firm among others.

Approaches to Human resource accounting was fagtldped in the United States of America in the J&91 the
next stage was during 1691-1960 and third phasel@&0. There are two approaches to HRA. Undercthst
approach, also called human resource cost accgum@thod or model, there are (a) Acquisition costleh and (b)
replacement cost model. Under the value approaetethre (a) present value of future earnings metfiod
discounted future wage model, (c) competitive bddimodel represent prominent methodologies usethén
practice of HRA.

Accounting practice is a universal language albeit without variations from one society to anothBnis makes
convergence and harmonization of accounting pe{&jcalmost inevitable noting the place of inteetetence
(global capital and expansion of same all overwioeld) in the era of globalization. In Nigeria,ette is hardly
available evidence that HRA practice has becomegfahe operations in defining accounting praciitespite of
the sensitivity attached to Human capital in thecpss of production and management of organizat@mssidering
the pace at which globalization acquires greatgmiicance by the day manifesting in the influxgibbal capital
into the economy as well as growth of the servisg@ (Banking, insurance, consultancies etc) igeNa and also
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taking into cognizance the extent to which inteioral best practices regulate corporate behavieveldpment of
an avenue for the domestication of such a prautit@rove useful.

This paper attempts to provide a conceptual framlewn which the practice of HRA may be based ingXiig.
Human Capital Accounting: Conceptual Clarification

Human Resource Accounting (HRA) has been definedhleyAmerican Accounting Association (AAA) as ‘the
process of identifying and measuring data aboutarunesources and communicating this informatiomterested
parties’ (American Accounting Association, 1973pnfrary to the dominant image of human resourcewating as
‘putting people on the balance sheet’, the aim BRAHvas wider. In fact, as outlined by Flamholtz42) HRA has
three main roles: to provide organizations withechtive information about the cost and value of hamesources; to
provide a framework to guide human resource deatigiaking; and to motivate decision makers to adoptiman
resources perspective.

Bhat (2000) provides a definition oHUM AN resour ces accounting” as depicting thdauman resour ces potential
in money terms while casting the organization’safioial statements. The author refers to severaksunement
models including the Brummet et al. model (196&4%8b, 1969) based on historical cost method wittvisions for
appropriate depreciation and replacement cost gfiieing, training and developing the entineaman resour ces,
and competitive bidding proposing the capitalizafighe additional earning potential of eduliman resource in the
organization.

HRA can be considered both an internal and an meateafiscipline: internal as a management tool; retieas a
reporting tool. In HRA, human resources are vievesdassets or investments of the organization. HR& w
originally defined as the process of identifyinggasuring, and communicating information about humesiources
to facilitate effective management within an orgaition. It is an extension of the accounting ppies of matching
costs and revenues and of organizing data to conwamerrelevant information in financial terms (Flaotiz, Bullen
& Hua, 2003). However, the process includes theeephof accounting for the condition of human calgés and
their value as provided by the measurement toote@behavioral sciences. Human Resource Accou@tip) is
a denominator (Frederiksen, 1998). Human resourceodnting (HRA) is concerned with measurement and
reporting of the cost and value of people as omgitinal resources. HRA is basically an informatiystem that
tells management what changes are occurring ome to the human resources of the organization.nisther
development, Human resource accounting (HRA) iateempt to identify , quantify and report investmerade in
Human resources of an organization that are naeptty accounted for under conventional accounfragtice
(Tang,2005)

Bhat,(2000) provides another definition as depgthe human resources potential in money termkewhisting the
organization’s financial statements. The authoenefo several measurement models including thenBret et al.
model (1968a, 1968b, 1969) based on historical oosthod with provisions for appropriate depreciatiand
replacement cost of acquiring, training and devielppthe entire human resources, and competitivedigd
proposing the capitalizing of the additional eagnpotential of each human resource in the organizalhe author
also mentions the Jaggi & Lau (1974) model estingathe human resources worth on a human resouccegr
basis with the groups accounting for productivitd gperformance, and Hermanson's (1964, 1986) uohased
goodwill method in which the marginal higher eagipotential of human resources in comparison wiithilar
industries is capitalized. Bhat notes that withbgldarade and foreign exchange transactions begpmure complex
with innovations in derivatives, more uniformity accounting practices and transparency will emefrge. author
suggests that accounting and financial managens=sute$s will soon be integrated in accounting statésne
facilitating more meaningful use of accounts, agaged to history and bookkeeping.

Historically, HRA started in the 1960s with Hermang(1964) first raising the issue of reflecting déoyees, an
organization’s most important assets, on the balaheet. In the 1960s and 1970s there was a iotevést in HRA,
with the derivation of basic HRA concepts and tegaedlopment and assessment of various human rescostand
value measurement models. The human resource ppsbach involved measuring and capitalizing thet @fs
employees on the balance sheet with proposals hmséistoric cost, replacement cost, opportunitgt and, for
sportspeople, contract costs. (Brummet, Flamhoitk Ryle, 1968; Flamholtz, 1973; Jaggi, 1974; Morrd®96;
Flamholtz, 1999). Human resource value models @delumonetary and non-monetary methods of measthimng
value of an organization’s human resources, bothaindividual level and at the group level (LexdaSchwartz,
1971; Flamholtz, 1971; Flamholtz, 1972; Likert @wvers, 1973; Flamholtz, 1999).

From the above literature, it is essential to rib&ég HRA is comparatively a new but a very sensitievelopment in
the accounting field and there appears a somewtra&ensus that its adoption is a response to thikeobig
guestions posed by the prevailing trends that ¥iaman resource as most instrumental in productioogss.
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Human Capital Accounting Practices: A View from Cross-national Perspective

In all parts of the world, some forms of practideaocounting are found. This does not necessariyly complete
uniformity noting that some aspects of the practicay obtain in one environment and fails to in &eot
environment. On the basis of the foregoing, a paafdsome countries will be undertaken with a vievexploring

the accounting system and how the Human Capitabéating acquires significance in the definitiontio¢ir overall

accounting practice. This will provide a platforor understanding the variation between the coums@® paraded
and Nigeria in the light of developed or adoptediei@nd general orientation of the accounting syste

Scandinavia

The Scandinavian countries have taken a partiguktrbng interest in the area of HRA. For exam{ie, Value
Driving Talks (VDT) model was developed by Arne 8arvang (2000), and tested in an empirical studw i
Norwegian business firm in the electrical sectdre Thodel, which calculates financial returns oroeganization’s
investments in competence development, focusesmphogee training or competence development agrigsegic
focus, and aligns investment in competency deveéoyirnto the overall business strategy to help omgdiuins with
their strategichuman resource management goals. The participants asmesenefits of the competency program
through a benefit description statement that shawsomparison of the potential benefits and expeeén
improvements. A calculation is made of the benefithe company and compared to the costs of trgiim order to
arrive at the Return on Investment of training degdelopment.

Two Swedish studies experimented with reporting HRéasures in financial statements. The Statemertiofan
Resources, published by Telia, a Swedish National teleconminguCompany (Telia , 1996) and the Statement of
Human Resour ces provided by the Swedish Civil Aviation (SwedishviCAviation Administration, 1998) provided
some insights on the reporting formats. In casdelfa, in addition to énuman resources report, the financial
statements included a profit and loss account ahdlance sheet that included investmentiuman resour ces.
The statement provided by the Swedish Civil Aviatiddministration provided théauman resource income
statement and human resources balance sheet showing the change in the percemélok of human capital,
number of employees and the calculated vallruiaian capital, in addition to other key personnel indicat

Roy (1999) reports on a case study on Skandia Group of the first companies known for its workiatellectual
capital, and provides an interesting example faganizations desirous of managing their intellectcapital.
Included in the case study is the process of dewetmt of the Skandia Navigator and the Dolphin Natdor under
the guidance of Leif Edvinsson, one of the firstspas to be documented as a knowledge managerSHRénedia
Navigator successfully introduced new businesssatiat emphasized an organization’s intangibletasather than
tangible ones. The Dolphin Navigator developed amdT infrastructure that would help to distribuméormation
regarding Skandia Navigator business planning wadd in a cost effective manner.

Grojer (1997) gives an interesting perspective ¢ty WRA has taken roots in Scandinavia especiallgdm, as
compared to other parts of Europe, by suggestiaghihman resourceaccounting measures can be successfully
introduced only when it suits the social order ngamizations—and Scandinavian management and thesliStv
organizational social order suits HRCA. Grojer satieat introduction of new personnel key ratiogimancial key
ratio pages in organizations may result in the gkaim the social order between the management elité will
therefore be a problematic process. A possible losimn from this perspective is thatiman resource measures
may be introduced smoothly in organizations whes¢hmeasures would conform to the organizatiora@hlsorder,
but that further research needs to study this afelRA and social order in organizations in orderhelp us
understand the full implications of this factor.

Olsson (1999) studied measurement of personnelighrbuman resourceaccounting reports as a procedure for
management of learning in the hospital sector oftiNeest of Stockholm, and reported that learningsimaller
groups is an effective means to make organizatimeahmunication regarding intellectual capital withthe
organization, helping organizations learn bettethow to reporthuman resources value. Olsson (2001) provided
information on annual reporting practices relattiuman resources in corporate annual reports of major Swedish
companies.

Vuontisjarvi (2006) explored by means of conteralgsis the extent to which the largest Finnish Canigs have
adapted socially responsible reporting practices rasearch study focusing bluman Resource (HR) reporting in
corporate annual reports with criteria set on thsidof the analysis of the documents publishetthetEuropean
level in the context of corporate social respottisybivith special attention to the European Couragipeal on CSR.
The results of the content analysis indicate th#toagh social reporting practices are still atearly stage of
development in Finland, the most reported theme twasing and staff development. A positive signswhat the
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majority also disclosed themes of participation ataff involvement and employee health and welkbeiand
nearly one third made references to their work afhere or job satisfaction survey. However disglesuacked
overall consistency and comparability with eacheotland quantitative indicators were disclosedewy. f

United Kingdom

Morrow (1996 & 1997) investigated the concept aftfmll players in the United Kingdom haman assets and the
importance of measurement as the critical factorasset recognition. In another publication Wagrz007)
suggested thadtuman capital (people and teams) is one of the intaegéssets that investors look for in valuing a
company, along with structural capital (processsf®rmation systems, patents) and relational chiitaks with
customers, suppliers, and other stakeholders). ¥fagates that annual reports now overemphasizedieeof
relationship capital in company performance andimmize the role ofhuman capital, giving a skewed view of
companies’ future performance. A conclusion wag tha long-term value of innovative workers is matting
enough attention from companies preparing annupbrte for investors, according to research for dnis
Economic and Social Research Council. Althoughaheual reports provide glowing accounts of R&Drsjieg
and numbers of patents, including those generateéldebinnovators have left the company, the repanmgdess likely
to focus on the numbers of innovators that havethe company and have thus reduced the companysef
prospects for innovation.

India

Interest in measuringuman capital has also been apparent in India. Mahatin@2001) notes that “Pundits of
today assert that while the other forms of capitalluding material, equipment, tools and techng|amly represent
inert potentialities, it is théuman capital that converts this potential and energibescreation of wealth.” This
author suggeststauman resource value approach based on a person’s akillshe returns these skills are expected
to return over the next five years, with future ngediscounted to arrive at the current value. Malgain notes that
each person has a set of competencies and a ga@ssigned to each, with the sum total of thesgegainaking up
the value of the employee and the value of alldhmployees making up tHeuman capital of the organization—
which together with the customer and structuraitehproduces the revenue. In a case study conductdia.

Patra, Khatik & Kolhe (2003) studied a profit madsiheavy engineering public sector company whicdubke Lev

& Schwartz (1971) model to evaluate HRA measurde @uthors examined the correlation between tha tot
human resources and personnel expenses for their fithess and itmpacproduction. They found that HRA
valuation was important for decision-making in artle achieve the organization’s objectives and maproutput.
The author also mentions the Jaggi & Lau (1974) eh@stimating théhuman resources worth on ahuman
resource groups basis with the groapsounting for productivity and performance, and Hermans¢h364, 1986)
un-purchased goodwill method in which the margimgher earning potential dfuman resources in comparison
with similar industries is capitalized

Canada

Jones (2000) writes that “Financial reporting systeneed to account for people. The author indiditasthe issue
of providing bottom line worth for training, wellag programs or employee satisfaction surveys resyairongoing
struggle with HR executives in Canada, and lamestg one is required to make the business casecfoething
that is intrinsically known to be important to fim@al importance. The author refers to theternational
Accounting -Committee (IASC) recently published standard dargible Assets (IAS 38) and comments
on reports that investment and awareness of therteapce of intangible assets have increased signitiy in the
last two decades.

Furthermore the author notes that while the stahidaexpected to have no direct impact on how Canmachartered
accountancy firms report and file (unless the fisnmulti-national with offices in countries requiréo comply with
IASC BB it does give a global definition to intangiblemnes also called for researchers to team up with
practitioners to create the knowledge base requoedhe development of a whole new measuremertesy$or
value creation that would operate in parallel vilte existing value realization measurement sysfEme. author
noted how the Canadian Performance Reporting fiviéieBoard is being established to advance knovdddghe
intellectual capital management and other areéisarto performance measurement, providing a golggportunity
for HR leader to work together to ensure that peaplunt in the preparation and reporting of finahstatements.
Nigeria
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Discussion on HRA practice in Nigeria can be obsdrvased on contributions of both researchers eadifoners.
The practice of HRA in Nigerian companies is mofeaamirage than reality noting how human resousc@at
reported in financial statements. There have tigEnempirical researches on HRA related problémthe country.
However, Okafor (2009) in her study on disclosufehoman capital in the annual reports of firms igétia,
solicited for views of accountants both in acadeanid in practice. She posits that, most accousitanmet in favor of
HRA theories and practice in the country, but they of the view that, HRA information shall be meted as a
separate report but as asset in the balance shdwtdinancial statements without HRA informatiwitl look more
healthier and they prefer staff costs method of HRAlation for inclusion in financial statements.

The study discovered a number of difficulties in AMRhich include; difficulty in quantifying human seurce
without bias, difficulty in establishing acceptalparameters for valuation, establishing basis feprdciating of
human assets, high mobility from one job to othmt agitation for salary increase can makes valoatifiicult.
Kumshe (2012) in a PhD thesis titled human resoaomunting in Nigeria; an analysis of its pradtitity which
aims at examining and assessing the applicabifity®A in the financial statements of incorporatempanies in
Nigeria, he utilized view from both administratiaead management staff of the sampled companies.sfity
established that, there is greater awareness an@iaus categories of staff of HRA concepts bub agreed that
HRA is not practiced by Nigerian companies. Thedg shows how HRA can enhance the completeness and
quality of financial statements, also with HRA manéormation is made available to the investor taken more
rational investment decisions, because HRA providese information on the real value of companies.

M ethodology

The paper applies a s methodology that allowedeweiew of historical background of HRA and its @nt practices
around the world in order highlight some importeassons that cloud be learned by Nigeria as beoefitherwise
of HRA practice to the economy. The study utilizearely secondary data in form of journal articldseses,
dissertations, and web-based materials.

Discussions

The need for adoption of international best prastin the Nigerian accounting practice cannot ler-emphasized.
This is given the universality of accounting therldamver. Nigeria as an attractive economy in whachumber of
corporate wealth are established and with a coraditle presence of development partners and bilatera
organizations, depict a strong possibility for #umption of such practices due largely to unifaatdf operations in
the case of corporate wealth and related invessné&n the basis of the foregoing, the role to teyed by both
professional institutions/bodies and institutioficdmeworks remains incontestably central. Nigenaactice is
lagging behind compared to other countries espgg@alsame relates to proper quantification of humesource and
reporting same in the financial statements of o@gocitizens operating in the economy.

Conclusion
Lack of regard of human resource as an assetipasicantly discouraged the use of any or a coraton of
measurement technique(s) in properly quantifyingn&an resource let alone reporting it.
Considering the internationalization of variousgiees typical of corporate behaviors through therumentalities
of international best practices, HRA is practicahbl&ligeria. This is given the flexible nature afnziples and rules
guiding accounting profession in the country. Psefenal and related standards are also capablecofremodating
HRA practices especially with the growth of servemctor in the economy of Nigeria and the mannewinch
convergence and harmonization of accounting pracfiow stronger by the day.
Recommendation
On the basis of the drawn conclusion, this papssmaemends for domestication of HCA practice in Nigehrough
legislation and ensuring complete participatioralbfstakeholders as this will help in strengthenimgestment and
related decision, also international of accounstamdard (38) on accounting for intangible asdetdl e expand to
cover human resource or there should be a newasthiiéveloped to carter for HRA practice in Nigeria
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