Chapter 1:  THE COSTS AND BENEFITS OF HUMAN RESOURCES

1.1:  Historical Costs

Advantages:  focuses on the dollars actually invested in employees; it is appropriate for external reporting because allows comparisons of the levels of human resource investment on a basis consistent with the accounting treatment of other assets; it is an objective method of human resource accounting.


Disadvantages: assumes the dollar is stable; there is considerable subjectivity in the detection and write-off of abortive expenditures; since the assets valued using this approach are not saleable, there is no independent check of employee valuation.  Finally, this method ignores completely any measure of the value of the employee to the organization.


Replacement Costs

Advantages:  in practice it is easier to estimate the cost of replacing an employee than it is to estimate his or her market value.  Such data are most appropriate in the context of dismissal and replacement of staff.


Disadvantages:  substitution of replacement for historical cost does little more than update the valuation of human assets, but at the cost of importing considerably more subjectivity into the measure.


Present Value of Future Earnings

Advantages:  this is an objective measure because it uses statistics such as census income returns and mortality tables.


Disadvantages:  this approach assigns a value to the average, rather than to any specific group or individual.  Hence there is no benefit to monitoring an individual firm’s investment in employee development, since the investment would have little or no impact on the present value of future earnings.


1.2:  HRA Expense Models measure the economic consequences of employee behavior.


HRA Asset Models measure an organization’s investment in employees, that is, costs actually incurred in recruitment, selection, and training.


1.3:  Intellectual Capital is that portion of a company’s assets not measured by its physical assets.  In other words, it is the knowledge, information, intellectual property (e. g. patents and copyrights generated by expenditures on research and development), and experience that can be used to create wealth.


Intellectual Capital is comprised of Human Capital, Structural Capital, and Customer Capital.  Human Capital is the capability of employees to resolve problems that customers think are important.
  Structural Capital consists of informational structures that remain when employees leave, such as customer files, databases, software manuals, trademarks, and organizational structures.
  Customer capital is the value of an organization’s relationships with the people with whom it does business.


Measurements of Intellectual Capital can help managers and investors by providing a more accurate estimate of the true value of the company than would a simple accounting of its physical holdings.  Moreover, measurement tools such as the Navigator allow these people to focus their efforts and investments into the particular facets of intellectual capital that will have the greatest payoff for the firm.
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