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INTRODUCTION

The Committee on Human Resource Accounting of the American Account-
ing Association has formulated the following definition of Human Re~
Source Accounting: "Human Resource fccounting is the process of iden-
tifying and measuring data about human resources and communicating this
information to interested par"ties.”1 The avowed purpose of such meas-
urement is to improve the quality of financial decislions made intern-
ally and externally.

The purposes of this independent study are: 1) to examine some of
the axrguments, both for and against Human Resource Accounting, 2) to
observe some of the techniques used in attempts to implement Human Re-
source Accounting, and 3) to draw some conclusion about the status of
this new informational field.

Although relatively new, this topic has generated considerable
interdisciplinary interest. Accountants, economists, behavioral sci-
entists, and others have expressed their views and written of their
findings concerning the issues at hand. This study will concern itself
primarily with how accountants view Human Resource Accounting and will
tend to ignore interdisciplinary aspects except where some mention is

required to support a point.

"Report of the Committee on Human Resource Accounting,"” Committee
Reports (Supplement to Volume 48 of The Accounting Review), American
Accounting Association, 1973, p. 169.




The Premise

Most authors on the subject of Human Resource Accounting (hereaftex
referred to as HRA) give credit for the major impetus behind the move -
ment to capitalize investments in humans to Rensis Likert, Likert was
a college professor who was engaged in a study of the continuum of
management styles, He viewed such styles as falling into one of four
classes or systems ranging from "exploitive-authoritarian" on the one
end to “participative” on the Otherel

Likert firmly believed in the superiority of the participative
style, and in an attempt to discever the reasons for its infrequent use
he became convinced that some traditional accounting practices, such as
expensing all outlays for human resource development, were inherently
biased in favor of the more authoritarian approa.ch.2 The reasoning is
clear. Why should a manager who is being evaluated on the basis of
short-texm dollar profits seek to reduce such profits by incurring ex-
penses for personnel development costs? Why shouldn't a manager find
himself in the situation of having to exert undue pressures on his em-
Ployees to improve output and thus increase short-run profits? Con-

ventional accounting treatment would tend to indicate each of the above

1 Edwin Caplan and Stephen Landekich, Human Resource Accounting: Pasti,
Present and Future (New York: National Association of Accountants, 1974)
p. 49,
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managers had performed admirably, but the long-run effects of less
training and decreased morale might indicate otherwise. Thus, accoun=
tants' preoccupation with end-result variables, such as costs and
profits, while ignoring the causal and intervening vaxiables, such as
employee attitudes and morale, may assist managers in making erroneous
decisions.3

To remedy this deficiency Likert proposed that some means of
quantifying the worth of human assets be developed so that a measure
of the effect of depleting human resources could be made. Such a meas-
urement would tend to emphasize the long-run effect of management’s use
of people and would also help to mitigate the tendency of managers to
emphasize only short-run profits. This latter effect would, of course,
require that the management sysiem give rewaxrds for long=run effects on
profits. The procedure would be to measure the value of the human assets
at the beginning and end of the period and try to determine Jjust how
much of the short-term profit was made at the cost of wasting human re=-
souxrces.,

Economists were quick to join in the plea to accountants for some
form of HRA, and several of their arguments were convincing. They ar-
gued, for example, that there was abundant evidence of substantial earn-
ings and prcductivity differentials among persons with varying amounts
of education and training, with those persons most highly trained and
educated generally falling into the higher earnings and productivity
categories. Thus, they reasoned that expenditures for such personal de-

velopment should be capitalized as investments in humans, for future

3 Marvin Welss, "Human Resource Accounting - A Neglected Area', CPA
Journal 42 (September 1972), p. 736.



benefits are certain to accrue. They also pointed out that the services
of labor account for approximately four-fifths of the annual output of
the entire U.S. economy and that much more emphasis should be placed
on this huge and vital resource in financial reporting.4 Add to these
points the fact that the humans are the active ingredients of the econ-
omic processes-~that without humans, businesses could not employ any
of their financial or physical resources in any precductive manner--and
the economists established a substantial basis for their bellefs., At
least one accountant has written, “Accountants could take a lesson in
this regard from economists, who have long recognized personnel as a
form of capital on the same level as investment in tangible equipmente“i
Management experts, behavioral scientists and organization theo-
rists also joined in the dialogue. MNany became convinced, as did Likert,
that current organization patterns and management styles of the day
emphasized too much the management of physical and financial resources
and too little the management and development of people. The very pro=-
cess of management, they maintained, should be defined as the task of
developing people.6 Perhaps some of these people blamed the account-
ants for not providing managers with proper information required to
adequately manage human resources, but whether blame was placed or not,
it became clear that many felt that it was up to the accounting pro-
fession to take the initiative of developing a HRA system and implement-

ing it for the benefit of financial information users.

Caplan and Landekich, Human Resource Accounting: Past, Present and
Future,'p. 11.

5 Weiss, "Human Resource Accounting - A Neglected Area", p. 736.

Caplan and Landekich, Human Resource Accounting: Past, Present and
Future, p. 35.




And so it developed that Pressure was brought 1o bear on the
accounting profession to develop HRA. But before any system could be
developed some critical questions had to be answered., For example:

1. OShould such information be used only internally or both in-
ternally and externally?

2. If used externally, could HRA information be handled in accor-
dance wlth current generally accepted accounting Principles?

3. If the answer to question number two is “No“, what changes
must be made in generally accepted accounting principles to
permit such treatment?

4, 1Is it possible to develop a theoretically sound, feasible
mcdel to implement in the real world situation?

The above questions are not an exhaustive list, but they do illus-
trate the basic nature of the HRA problem, To illustrate, question num-
ber one deals with the internal-external reporiing decision. If a HRA
system is designed solely for the benefit of manzgers, then the tools
and techniques employed will not be shackled by the handcuffs of gener-
ally accepted accounting principles. But once the decision is made +o
incorporate such information in external reports, restrictions begin to
set in.

Whethexr one believes such external reports should be made depends
genexally on whether one believes the user will benefit from such infor-
mation, Accountants are generally split on this issue in regards to HRA.
Some authors, such as Brummet, Flamholtz, and Pyle, maintain that HRA is
meant to be a management tool--it need not be constrained by accounting
conventions, legal restrictions or tax laws.7 These three pioneers in

the field obviously felt that external users would not benefit. Actually,

7 R. Lee Brummet, Eric G. Flamholtz, William C. Pyle, "Human Resource
Measurement - A Challenge for Accountants", The Accounting Review 43
(April 1968), p. 224,
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very little research has been done in the area of determining the
effect on external users of including human resource information in
financial statements. One such study did tend to indicate that exter-
nal users did not benefit, but the experimental results were considered
; : 8
inconclusive.
Brummet and his compatriots sugzested several ways in which HRA
Q
could be of use internally. Among them were:”
1. Use of a human asset invesiment ratio, defined as the ratio of
human to total assets, as a projector of ability to generate

high profits.

2o Analysis of personnel turnover costs to determine if human
assets are being depleted to increase earnings.

3. Adjustment of net income to reflect the change in the value of
human assets could improve income projections.

4, The avallabllity of human rescurce value data will make mana-
gers constantly aware of human resource value in the search
for alternative solutions to problems.

5. Quantification of human resource data will improve capital
budgeting decisions where only qualitative human resource data

is now used,

6. HRA will help to establish standaxd costs in such areas as re~
cruitment, training, and development.

7. HRA could be used to establish replacement costs to assist in
budgeting investments in manpower planning and development.

Two of the above mentioned authors have written separately of their
own personal views on the importance of HRA to management, In December
1970, Brummet wrote, "Relevant information on human resource condition

and change could improve substantially the congruence of managers® de-

8 Nabil klias, "The Effects of Human Asset Statements on the Investment
Decision - An Experiment", Empirical Research in Accounting: Selected
Studies, 1972, p. 44,

? Brummet et al, "Human Resource Measurement - A Challenge for Account-
ants", p. 219,
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cisions and organizational objectives."io Flamholtz just four months

later proposed, "...failure to account for its human resources can have
Several adverse consequences on overall organizational effectiveness as
well as on the effectiveness of human resource management itself."l1

But this restricted view of HRA as solely a management tool is not
universally accepted, In fact, although HRA was envisioned as such a
tool initially, the trend of thought seems to have been toward the more
liberal use of HRA in both internal and external contexts. GSome early
champions of external use have gathered substantial support from cur-
rent individual writers and also from the American Accounting Assocla-
tion's Committee on this subject,

In response to the Erummet, Flamholtz, and Pyle article noted pre-
viously, Baruch Lev and Aba Schwartz proposed their own HRA model, and
at the same time tried to score some points for the use of human capital
information in published financial statements. Lev and Schwarisz argued.
that external users such as stockholders, creditors, potential investors,
union leaders, and others including society in general, have an interest
in, and could benefit from, quantified information regarding the value
of the human organization. Specifically, these two proposed the follow-
ing benefits to outside users:12

1. A new set of financial ratios would become available. For
example, the ratio of human capital to non-human capital would

1 R. Lee Brummet, "Accounting for Human Resources", Journal of Account-
ancy 130 (December 1970)5 p. 62. ‘

: Eric G. Flamholtz, "A Model for Human Resource Valuation: A Stochas-
tic Process with Service Rewards", The Accounting Review 56 (April 1971,

P. 253.

= Baruch Lev and Aba Schwartz, "On the Use of the Economic Concept of
Human Capital in Financial Statements"; The Accounting Review 56 (Janu-
ary 1971), p. 107.




measure the labor intensiveness of a firm and could possibly
be used as a projector of future income.

2. It could provide monetary information about the changes in the
structure of the firm's labor force, e.g. trying to measure
the dollar effect of an "aging firm."

3. By differentiating between the general value (based on U.S.
census figures) and the special value (based on the firm's own
wage scales) of its human resources, users could determine if
firm management was using cheap, low quality labor. Theoreti-
cally, the effect here is to reduce current expenses thus rais-
ing short-term profits--at the expense of tralning and develop-
ing personnel so as to generate profits in the long-term.

Recently, the Committee on Human Resource Accounting of the American

Accounting Association made a policy statement to the effect that the
members believe that the internal reporting objective is too narrow, and

13

that HRA should be developed to help external users. Even Flamholtz,
staunch proponent of internal use only in his early days in the field,
has mellowed a bit in this regard of late. In expounding on the poten-
tial benefits of HRA he suggests that HRA may facilitate social controls,
an obvious reference to use by outsiders to judge the effectiveness of
management in developing humans., [or example, a firm engaged in hiring
and developing the sc-called "hard core unemployed" might find its social
contribution measured by the observed increase in the value of these un-
derdeveloped human beings.14

5till, many practicing accountants remain unconvinced when it comes
to external reporting of HRA information. The problems of reporting such

data in accordance with current generally accepted accounting principles

are enormous, and the state of the art has not progressed to the point

13 "Report of the Committee on Human Resource Accounting”, Committee Re-
ports (Supplement to Volume 48 of The Accounting Review), American
Accounting Association, 1973, p. 170.

Eric Flamholtz, "Toward a Theory of Human Resource Value in Formal
Organizations", The Accounting Review 47 (October 1972), p. 677.




where these problems can be resolved. Even Welss, for example, a vig-
orous advocate of HRA development and implementation freely admits that
attempts to place values on human assets on external financial state-
ments is still outside the realm of generally accepted accounting prin-

15

ciples,’ Brummet reenforces the same point, “The potential for HRA
internally and externally is significant--yet the problems of public
reporting a) comparability, b) consistency, c¢) conservatism, and d) ob-
o : _ b e
Jectivity, present very potent roadblocks.

luch of this opposition to external reporting comes from account-—
ants who are firmly convinced that human resources simply do not fit the
current definition of an asset and therefore should not be reported as
such, Asseits are "economic resources of an enterprise that are recog-
nized and measured in conformity with generally accepted accounting
3 2 l.i? inl 7 o B SR - X3 ] £
Principles, Foxr many years the above definition has carried with it
the implication that ownership of a resource was required before asset

status could be claimed. Newell, in calling for a change in the defini-

tion of assets, points out by way of illustrations Just how strong this

traditional ownership view has been:18

1. From Canning, 1929, "An asset is any future service in money or
any future service convertible to money . » « the future bene-
ficial interest in which is legally or equitably secured to
some person.or set of persons.,"

15

16 R. Lee Brummet, "Accounting for Human Resources", Journal of Account-
ancy 130 (December 1970), p. 66.

Weiss, "Human Resource Accounting - A Neglected Area’, ‘DPy 737,

17 "Statement Number 4 of the Accounting Principles Board", APB Account-
ing Principles, Current Text, Volume One (Chicago: Commerce Clearing
House, 1973), p. 257,

18 Gale E, Newell, "Should Humans Be Reported As Assets?", Management
Accounting 54 (December 1972), p. 15.
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2. ©Sprouse and Moonwitz, Accounting Research Study Number 3,
"Assets represent expected future economic benefits, rights to
which have been acquired by the enterprise as a result of some
current or past transaction.”

3. Chambers, "An asset is any severable means in the ossession
9 y
oL an entity."

Nearly every opponent of HRA mentions this problem of legal owner-
ship. In a free society such as ours it is extremely difficult to con-
sider people as assets because there can be no legal ownership. Perhaps
the one exception to this rule is the professional sports industry where
an athlete is for all practical purposes "owned" by the franchise which
has his contract. Backers of HRA maintain that this defense of the
status quo based on pelicy of "no ownexrship - no asset" is very weak and
has already been ignored in at least one area, that being the capitali-
zation of leases by the lessee in cases where the lessee is not the le-
gal owner,

With regards to HRA, models which axe developed to account for the
values of individuals, as opposed to the work force as a whole, might
have to struggle with this ownership problem, since an individual worker
cannot be owned, But the Lev~-Schwartz medel for HRA is based on deter-
mining the value of work force as a whole and this, the authors reason,
would nullify the ownexship problem. Such a plan, say its designers, is
not concerned with the lack of ownership of individuals, since the work
force as a whole is "constructively" owned. Although individual workers
might be added to the force while others are terminated, the work force
will not radiecally change over the short term.19

However, even if the ownership problem can be sidestepped, other

S Lev and Schwartz, "On the Use of the Economic Concept of Human Capital
in Financial Statements", p. 109
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problems exist. Another factor in the asset-versus-expense decision is
the notion of future service potential and its effect on the matching
principle, Some items are capitalized in the period of expenditure be-
cause there is a reasonable expectation that the expenditure will re-
sult in benefits to future periods, and those benefits can be adequately
estimated., On the other hand, other cutlays are completely expensed in
the transaction period bscause either 1) there is no’. benefit to future
pericds expescted, or 2) any such benefit is not subject to reasonable
estimation, Applying these ideas to expenditures for recrulting, hiring,
training, and developing of personnel raises some extremely difficult
questions, among them:

1. What is the amount of the fubture benefit of these costs?

2. What is the length of time over which these costs should be
amortized or charged to expense?

The various HRA models which have been proposed have each attempted
to answer these questions, and the experiments conducted. by some firms
with HRA have dealt with them in vaxious ways, 5till, no clear answer
has emexrged, and this probably accounts for the fact that accountants
still follow the practice that Brummet, Flamholtz, and Pyle commented on
in 1968 of treating "all expenditures made for the purpose of investing
in human resources as charges to income without considering the timing of
expected benefits."zo

Newell favors HRA in general, but he disagrees with those model-build-
ers who design systems which circumvent current generally accepted account-

ing principles by making exceptions for the treatment of human resources.

“A much more scholarly and effective approach would be to develop a

22 Brummet et al, "Human Resource Accounting - A Challenge for Account-
ants;™ip. 217,



definition or model of what is an asset, convince the profession of its
propriety, and use the model to determine what should be recorded as an
asset,“21 He suggests that the collective reputations of accountants
have long been based on their reporting of objective, verifiable data,
and that any relaxation of this objective for the sake of a presumed
improvement in relevance must be subject %o close scrutiny. Newell's
poftrayal of the traditional asset detexrmination model and his proposals
for asset determination models to record human resources at cost or at
economic value are presented as Exhibits i, 2, and 3 in Appendix A to
this study.

Having thus touched on the first three questions posed on page five
of this study, let us now turn our attention to the fourta. Is it pos-
Sible to develop a theoretically sound, feasible model to implement in
the real world situation? Several HRA models have been broposed, rang-
ing from the relatively simple method of capitalizing such human re-
source acquisition costs as recruiting, hiring, and training, to a far
more complex process involwing statistical analysis of causal and inter-
vening variables to predict future earnings. In this latter case the
discounted future earnings would provide a measure of the DPresent value
of the human resources of a firm.

The basic cost-value dilemma exists as much in the HRA problem as
it does in the treatment of tangible assets. Historical costs are re-
quired to be used for financial statement purposes, but they fail often
times to provide relevant information for decision-making, both for
management and for external users. For many decisions the relevant data

must reflect current or future economic value, as opposed to historical

= Newell, "Should Humans Be Reported as Assets?" p. 13,
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costs., Value measures, on the other hand, are generally viewed by
accountants as lacking objectivity and being difficult to obtain reli-
ably. However, this cost-value dilemma must be resolved someday for all
classes of assets, not just human ones, and until that happens it
appears obvious that a complete human resource accounting system will
require multiple measurements.

Three distinct approaches to this measurement problem are discern-
ible, namely: cost neasurement, value measurement, and behavioral
measurement. Caplan and LandeXkich, in thelr research for the National
Assocliation of Accountants Committee on itesearch, revealed that there
are two main types of cost methods other than nistorical costs, those
based on replacement cost and those based on opportunity cost.22 Either
of these two latter methods could be viewed as an approximation of eco-
nomic value. Various methods of establishing replacement costs have
been observed and include:23

1. Base replacement costs on accumulated historical cosis of re-~
cruiting, itraining, familiarization, etc.

2. Use management estimates of the costs to replace an individual
or group. (These estimates usually run from three to five
times the annual salary.)

3. Use estimates based on cost conditions existing inslide the firm,

L, Collecting information concerning the "going rate" outside the
firm for persons with similar capabilities and experience.,

Concerning these replacement cost values the Committee has said
they are generally useful for manpower planning and control and for de-

veloping valid and reliable surrogate measures of the value of people to

£ Caplan and Landekich, Human Resource Accounting: Past, Present and
Future, p. 74,

208 Wbt i, a o 7S



14

the organization, but they may be deficient when the company is unwill-
ing or unable to find a similar replacement for an existing asset.zg

To remedy this supposed defect, Hekimian and Jones proposed a con-
cept involving opportunity costs. The basic ldea was to determine oppor-
tunity cost values through a bidding process.25 Investiment center mana-
gers would be encouraged to bid for any scarce employeses they desired.
Non-scarce employees have no value here and are not included in the
system, The winning manager would be entitled to include profits gen-
erated by the employee in his center's income and would be required to
include the bid price in his invesiment base.

Unfortunately for Hekimian and Jones their model had some serious
defects and has genexzlly been regarded as inadequate and unworkable.
Gilbert points out that this model makes serious omissions of certain
asset values, such as employees of the type that can be readily ob-
tained from the outsideu26 since these assets are not regarded as
scarce they are not subject to bid oxr included in the asset base of an
investment centexr. By thus ignoring the value of ordinary personnel
and emphasizing the value of those with special capabilities in great
demand, one will arrive eventually at a state of neither expecting oxr
planning for development or growth in the value of ordinary employees.
As others have pointed out, this approach would by design be a direct
violation of the basic premise of HRA, which maintains that employees in
27

general are assets,

21+ o
Report of the Committee on Human Resource Accounting," 1973, s 171,

) Roger Jauch and Michael Skigen, "Human Resource Accounting: A Critical
Evaluation", Management Accounting 55 (May 1974), p. 35.

6
Michael H, Gilbert, "The Asset Value of the Human Organization", Man-
agement Accounting 52 (July 1970) p. 26.

2 . i
7 Jauch and Skigen, “Human Resource Accounting, A Critical Kvaluation" ,p.35,
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The behavioral measurement approach was suggested by Likert. It
would involve procedures whexeby periodic measurements would be made
of key causal and intervening wvariables for the firm as a whole or for
any investment center foxr which productivity, costs, waste, and earn-
ings could be computed. Provided statistical analysis could be made
of variations iln leadership styles, technlical proficiency levels, supexr-
visory levels, and organization structure (causal variables), and the
resulting changes in subordinate attitudes, motivation, and behavior
{intervening variables), and these chahges affect the end result vari-
ables such as preoductivity innovation, and human resource development--
then, Likert says, itrends in future earnings can be predictedgza These
forecast future earnings would be discounted to find the present value
of the human resources of the unit under evaluatibn,

Although Newell thought this mecdel had merit in that it would
focus management atiention on key human variables of the organization,
there are two readily appsrent drawbacks. The first is that there is
insufficlent statistical data avallable on the relationship between
causal, intervening, and end result variables and such data would be
difficult and costly to obtain. The second is that the system is very
complex and it is doubtful that accurate forecasts could be regularly
made since the statistical relationship may be subject to change.

Finally, there are the value measurement models. These models
attempt to establish the value of the firm's human resources on the basis
of the benefits which will accrue to the firm from the investments made
in such human resources. The methods differ in appréach. Some attempt

to calculate the investment in an individual, others in a group of indi-

8 .
?® Gilbert, "The Asset Value of the Human Organization”, p. 27.
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viduals, and still others in the entire work force of a firm.

In 1964, Roger Hermanson became the first accountant to publish
a major work on HRA.29 He argued, as did many to follow, that tradi-
tional accounting practices Presented users with misleading information
because they ignored the effect of what he called “operational assets'--
i.e., assets not legally owned but which benefited the firm. Excess
earnings, he argued, result from human resources and should be attribu-
table to them. Thus he proposed that the excess of profits over the
normal for the economy as a whole be capitalized at the normal rate of

. . ; . - 30
return. Note the illustration whieh Iollows:j

Average value of owned assets $100,000
Actual after tax net income 15,000
Rate of return owned assets 15%
Net income at normal rate of 10% $ 10,000
Excess of actual over normal income 5,000
Value of human assets capitalized at 10%

($5,000 = ,10) $50,000

To record this unpurchased goodwill, Hermanson proposed the follow-

ing sample entry:

Operational Assets $50,000
Equity Increase -~ Superior
Earning Powex on Owned Assets $50,000

If the company's actual return fell below the normal rate a de-
crease in equlty would be required. At the end of each year, the pre-
vious year's entry would be reversed and a new entry made.

Hermanson alternatively proposed an adjusted present value method.31

This would basically involve: 1) determining the next five Years® wage

& Caplan and Landekich, Human Resource Accounting: Past, Present, and
Future, p. 78, ;

30
31

Ibids, B 79,

Newell, "The Asset Value of the Human Organization”, p. 27,
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payments and discounting them at the rate of return on owned assets in
the economy for the most recent year, 2) calculating an average effi-
clency ratio by dividing actual earnings of the firm by normal earnings
and weighting the more recent years heaviest, and 3) multiplying the
Present value of the wage payments by the ratlo obtained in 2 to de-
termine the present value of human resources. For example, where the
ratio was 1,2 and the present value of the wages was $200,000, a Jjournal

entry to reflect the human resource value could be:

Human Resources $240,000
Future Wages Payable $200,000
Excess Worth--From Relatively
Bfficient Human Resources 40,000

Newell points out a m2 jox draewdack in this latter approach. To be
effective it must be accepted across the board by the accounting pro-
fession if it is to function propexrly. Otherwise firms adopting this
Plan will show a lower return on investment than similar firms who do
not include human resources in the investment tase., This may cause
financial resources to flow to less efficient firms, thereby destroying
the incentive for more efficient utilization of resources.32

Lev and Schwartz advocate a value model which would be used to pro-
vide both internal and external financial informa'tion.33 They maintain
that the value of a singular human of age T is the present value of his
future_earnings from employment, By Segregating and classifying persons
by age, education, and skill, and by applying statistical inputs from
such sources as the U.S. Census, mortality tables, and industry data, it

should be possible to determine the value of human capital with some

32

33 Lev and Schwartz, "On the Use of ‘the Kconomic Concept of Human Capi-
tal in Financial Statements”, p, 105.

Ibids., p. 27,
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degree of accuracy. I'or the firm the steps would include:Bu 1) seg-
regating employees into homogeneous groups, 2) valuing each group,
3) summing the groups to find the firm's human resource value. The
discount rate used in the present value computations would be the firm's
cost of capital,

This model also proves deficient in sonme axeas, and in January
1972 Eric Flamholtz chided its two co-authors for failing to consider
the possibility of early exit from the firm, as in the case of pre-
death termination ox retirement,35

What is considered by many to be the most complex and most theoret-
ically correct value model has been developed by Flamholiz. Named
"expected realizable value®, this model postulates that an individual
is not of value to the organization in the abstract, but is of value to
an organization only in relation to his own attitudes and attributes,
the type and characterisiics of the organization, and the nature of his

36

role therein. Flamholtz centers his value measures arocund the indi~
vidual for two reasons: 1) individuals are the most frequent center of
management attention, and 2) information on individuals can be aggregated
to formulate a value for the entire work force,B? The basic interrela-~

tionships which Flamholtz envisions as determining this expected rea-

lizable value are illustrated in Exhibit 4 of Appendix A to this study.

3“’ Ibidl’”Pl 106- :
35 Eric G, Flamholtz, "On the Use of the Economic Concept of Human Capital
in Financial Statements, A Comment", The Accounting Review 47 (January

1972), p. 149,

36 Caplan and Landekich, Human Resource Accounting: Past, Present, and
Future, p. 83.

3 Flamholtz, "A Model for Human Resource Valuation: A Stochastic Pro-
cess with Service Rewards", p. 255.
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Flamholtz's model does not possess the theoretical deficiencies that
other value models do, But even Flamholtz himself freely admits it
would be difficult *o apply in the real world, primarily because of the
uncertainties with respect to employee output, position and termination.
50 he goes on to Propose that other Surrogate or substitute measures of
human resource value be used, and as alternatives he suggests several of
the other methods discussed Previously in this baper, among them: acqui-
sition cost, replacement cost, current or open market cost, compensation,
and performance measures,

Finally we should consider the general problem of feasibility.

Jaggl and Lau suggest that for a model to be useful it must meet three
basic standards:38

1. It must provide relevant information to decision makers,

2, I{ must meet operational capabilities~-i.e., the raw data must
be avallable,

3. It must include the Pertinent variables relating to the problem.

Generally, the value models provide the most relevant information
but fall shoxrt of meeting the operational capabilities. Cost models fit
the operational capabilities but may not Provide relevant information for
managerial decisions. Thus, either a multi-valuation approach should be
used, or management must decide on appropriate trade-offs and select the
model whiéh best fulfills their particular needs. Some approaches to

these problems are illustrated in the following chapter.

38 Bikki Jaggl and Hon-Shiang Lau, "Towaxrd a Model for Human Resource
Valuation®, The Accounting Review 49 (April 1974) p. 321.




Experimentation

There have been at least four major attempts to implement some form
of HRA in business, By far the most exiensive HRA operation has been
developed at the R.G. Barry Corporation in Onio, but other noteworthy
experiments have been conducted by the Montreal office of Touche Ross &
Company, by American Telephonz and Telegraph, and by the CPA firm of
Lester Witte & Company., Each of these experiments has involved a dif-
ferent approach to the problem, and this chapter will attempt to present
‘these approaches,

In addition to these major experiments, several companies have made
limited attempis to quantify human resource data in various ways so as to
aid managers in decision-making, and other related research has been
conducted regarding the behavioral impact of the use of HRA information.
For example, as noted in the preceding chapter, Elias reported that al-
though some investors used human resource data provided them on financial
statements, others chose simply to ignore it. Thus he concluded that the
effects of external reporting were uncertain and the study inconclusive.

Dermer and Siegal have reported the results of an experiment con-
ducted with sixty-five MBA students at the University of Toronto.1 As a
result of the experiment these two authors concluded:

1. Accountants should not look to behavioral features of an organ-

ization to determine human resource value to use in an account-
ing system.

L Jerry Dermer, Jacob Siegal, "The Role of Behavioral Measures in Account-
ing for Human Resources"”, The Accounting Review 49 (January 197%4), p. 95.
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2. Information based on behavioral factors such as attitudes and
satisfaction may increase dysfunctionzl decision-making and
therefore worsen attempts at achieving goal congruence.

If the results of this experiment are valid in true business situatlons,
great doubts are cast on the workability of Likert®s behaviocral measures
approach to HRA discussed previously.

These minor experiments present interesting sidelights to the major

research, which according to Brummet, Flamholtiz, and Pyle, has three

broad objectives;z

1, The development of human resource accounting systems in a num-
bexr of corporations.

2. The formulation of a body of generalizations about the ways in
which information provided by a HRA system should be used in
planning and control within a firm.

3. A set of generalizations about the behavioral impact of a HRA
system on people.

Against a background of these objectives, the three men menticned
above became involved in 1966 with R.G. Barry Corporation in an attempt
to develop and implement the first HRA system., Baxry Coxporation was an
apparel and footwear manufacturer. Such firms typically have low caplital
investments per employee, which causes the value of human resources to be
readily apparent to management.3 At Baxrry this recognlition of the worth
of human assets led to changes in the basic business objectives and poli-
cies to the extent of establishing a new business purpose of "creating a
climate that stimulates, challenges and channels human intelligence, in-
genuity and desire to our Associates (employees) to the fulfillment of

our purpose and to provide them with a sense of achievement, equitable

= Brummet et al, "Human Resource Measurement - A Challenge for Account-
ants", p. 221,

3 Robert L. Woodruff, Jr., “Human Resource Accounting", Canadian Char-
tered Accountant 97 (September 1970), p. 156.




compensation, plus participation in the results of sx‘lccess."l’L Barry
officials soon realized their conventional accounting procedures were
inadequate., Two separate attempts to install formal performance eval-
vation systems had failed, primarily because the accounting system pro-
vided no information bearing directly on the organization®s human assets.
Barry then contacted Likert for assistance in developing a HRA system,
and Brummet, Flamholtz and Pyle were assigned to the development tean.

Barry's primary objective was to develop a usable system that would
provide relevant information on human resources and which would inte-
grate with the conventional accounting system. A mulitl-measurement
approach involving outlay costs, replacement cosits, and economic values
waé planned from the beginning to be uliimately used,5 but the histori-
cal outlay costs were the first to be implemented when ithe project began
on January 1, 1968. Cost data concerning ninety-five managers was accu-
mulated in seven functional capital accounts:

1. Recruiting outlay costs

2. Acquisition costs

3. Formal training

4, Informal training

5., Familiarization costis

6. Investment building experience costs

7. Development costs

By 1970 the system had been expanded to include all managers at all
locations and 800 other employees. By the end of 1971 all employees wexe
included, although cost outlay data on non-managerial employees was bro-
ken down into only three sub-areas: acquisition, orlentation, and txain-

6

ing.

& Ibid.

5 Caplan and Landekich, Human Resource Accounting: Fast, Present and
Future, p._89.

6

Hoodruff, "Human Resource Accounting”, p. 158.
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Human resource account balances are amortized annually based on
the expected working life of the employee, or over a shorter periecd if
circumstances warrant. Total write-offs ocecur as employees terminate.
Managers receive quarterly reports on the human assets in their respon-
Sibility area. 1In 1969 and 1970 pro forma talance sheets and income
statements vwere prepared to reflect the HRA data., For example, the 1969
income statement reflected a nat increase in human resource investments
of about $173,000, and the 1969 balance sheet reflected a net invest-
ment in human resources cf nearly $1,OOO,OOO,7

In 1970 the country experienced an econonlc turndown, and R.G.
Barry was no exception. Conventional personnel turnover statistics in-
dicated that Barry would suffer the least from a substantial layoff of
personnei. However, in working with HRa information the development
team formulated a new method of evaluating the effects of layoffs and
the subsequent turnover. Named the “monetary turnover index", this
method involves dividing the sum of 1) the invesiment bases of persons
terminating plus 2) the investment required to replace these rersons by
the sum of the total human resource investment at the beginning and the
end of the period.B Using this new quantitative analysis made Possible
by the accumulatién of human resource accounting data, 2 decision was
made ta substantially reduce the sige of the 1ay~off.9

Other developments in the R.G. Barry experiment include:

1. Use of standard replacement costs, updated for inflation and

7 Ivid., p. 159.

® Rt L. Woodruff, "Measuring Staff Turnover", Canadian Chartered
Accountant 102 (February 1973), p. 38.

7 Caplan and Landekich, Human Resource Accounting: Past, Present and
Future, p., 106,
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other factors, to establish an employee's beginning balance.

2. Use of human resource data in annual budgeting for human re-
sources.

3. Continued use of pro forma financial statements revealing HRA
data.

4, Accumulation of behavior measurements since 1968 in an attempt
to eventually integrate behavioral measurements intc value
analysis.,

5. Continued work on the development of arn sconomic value mcdel
to provide even more relevant data for decision-makers,

Illustrations of some of the important documents and statements
prepared at R.G. Barry appear as Exhibits 1-6 in Appendix B.

At the Montreal office of Touche Koss & Company there developed an
idea that a public accounting firm is by its very nature human resource
intensive, and “represents an ideal proving ground for the application
of HRA concepts,”io And indeed, the primary assets of a public account-
ing firm are its clients and the capabilities of its people, Thus, it
can be logically xeasoned, the prospects for long-term survival of a
public accounting firm are enhanced by its effortis to develop its human
resources, But reasonable and orderly development requires that managers
have information on 1) turnover costs, 2) the effectiveness of hiring
and training, 3) the adequacy of the professional mix, ‘and 4) measures
of human performance, The Touche Ross partner-in~charge of this HRA
project, Michael Alexander, maintains that all of the above information
can be provided by an effective HRA system.

The traditional yardstick of Performance in a CPA firm is charge-
able hours, but this restrictive view may very well discourage necessary

and beneficial investments in human resources. At Touche Ross the HRA

.0 '
1 Michael Alexander, "Investments in People", Canadian Chartered Account-

ant 99 (February 1971) p. 39,
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approach is to calculate the investment in each employee on the combined

basis of cash outlay costs and opportunity costs. Amortization here, as

at Barry, is over the expected useful 1life of the employee or shorter if
required., This employee investment cost is then in turn used to cal-
culate the employee’s contribution to profit and the cost of turnover.

Finally, these human resource invesimentis are related to operating re=

sults,

Some of the typical internal management reports generated at Touche
Ross are illustrated in Exhibit 1 of 4ppendix C. The title, nature and
nse of each of these four reports 1s briefly as follows:

1, Cost of Time Analysis Report (Figuve 1) - This report indicates
the value of planned and actual houxrs and resulting variances.
Variances result from too many or too few personnel on staff
and from having spent teco much or too 1ittle time on assignments.
The breakdown of times for recruiting, orxientation, professional
development, etc., assists managers in evaluating the human de-
velopment of the firm.

2, Human Resource Investment (Figure 2) - This report compares the
actual versus planned investments in pecple for a given period
of time, Similar reporits for the various staff levels give
managers a good idea of the magnitude of investments made at
each level,

3. Statement of Human Resource Flows (Figure 3) - This repori shows
in dollars and numbexrs of people the beginning investment and
how the investment changed during the year. This report fur-
ther emphasizes to managemeni the need for constant resource de-
velopment, especially when depariure rates run high.

L, Contribution Report (Figure 4) - This report provides Touche
Ross with a measure of profitability before overhead items are
deducted,

Touche Ross is convinced that their HRA system has substantially

improved their knowledge of the required personnel mix and the effects
of its training and development program on profits. As a result, they

are in a better position to manage these key public accounting firm

L Ibid., p. 100,



variables.

The HRA project at AT&T is under the direction of AT&T's Human RHe-
source Laboratory. The project is entitled “Force-Loss Cost analysis”
and is designed to measure the costs of employing and developing toll
directory and assistance oparators.12 This cost-data collectlion system
treats employee replacement costs as capital investments rather than
immediate cxpenses. Replacement costs are approximated by accumulating
historical costs in four different cost categories, namely employment costs,
training costs, efficiency recovery costs, and costs of extra supervision.

The employment and training ccst categories are similar to those in
othexr projects butl the latter two categories require some explanation.
Efficlency recovexry costs are the portlons of wages of newly tralned
operators for woxrk that does meet the normal or expected preductivity
level, Cosis of exira supervislon are measured by the number of dis=-
cussions required between the operator and a supervisor and consist of
‘the supervisor®’s wages atiributable to the period necessary to get opera-
tors up to normal productivity.13

Amortization of these investments is straight-line over the expected
tenure of the employee, Adjustments are made regularly to the expected
tenure figure. The amount amortized during tenure represents the recovery
on the investment, and the unamortized balance becomes a loss on termina-
tion, At AT&T all this HRA information is used solely for management
planning and control, and AT&T managers claim the efforts have resulted in
making local offices more human resource cost-conscious.

The final major HRA experiment of which I have knowledge is being

12 :
Thomas W. McRae, "Human Resource Accounting as a Management Tool",

The Journal of Accountancy 138 (August 1974), p. 33.
13 Ibid., D. 34.
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conducted at Lester Witte and Company, a CPA firm. This case is espe-
cially noteworthy because of the attempt to establish a HRA system to
measure human resource value as copposed to some form of human resource
cost. The project began in 1971 under the direction of Professor Eric
Flamholtz, and is to be an attempt to implement his proposed value model,
"a stochastic medel with service rewards”, which was discussed briefly

in chapter one.

Briefly, a stochastic process is a natural system that changes over
time in accordance with the laws of probability014 such a model may
represent personnel movement through an organization, and as indlviduals
occupy various positions oxr "sexrvice states" the organization can expect
some future benefit or rewaxd. A HRA system based on value would attempt
to measure the present value of expected future benefits from time to
time and determine the increase or decrease in the human resource value.

A firm wishing to measure human resource value in this manner must
determine in some fashionl5 1) a time period for evaluation, 2) a sub-
Jective estimate of the present value of eaxrnings expected if a particu-
lar individual occupies a specified position for specified time, and 3) a
probability that the individual will remain with the organization and oc-
cupy the specified positions.

At Witte the process of developing basic data involved five steps:16

1. Service states, This step involved identification and classi-
fiecation of all jobs within the firm.

14 Flamholtz, "A Model for Human Resource Valuation: A Stochastic Fro-

cess with Service Rewards", p. 149.

15 Ivid., p. 152.

16 Caplan & Landekich, Human Resource Accounting: Past, Present and

Future, p. 115.
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2, Economic values. This step involves attaching economic values
(potential benefits) to service states.

3. Probability estimates. This step involves establishing proba-
bllity estimates with respect to the various service states.
This is considered the critical aspect of Flamholtz's model,
and at Witte the technique used is to utilize management's
considered judgement.

4, Bstimated Service Lives. This step represents the probablistic
caleulation of the individual®s service life.

5o Discount rates. This step represents the determination of a
proper discount rate for the computation of present values of
the expected future benefits.,

An illustration of the value method used at Witte for one individ-

ual appears as Exhibits 2 and 2 in Appendix C,

These four experiments have added, and will continue to add, sig-
nificant contributions to the body of knowledge required to properly

answer the key guestions about human resource accounting. Chapter three

will consider the prospects of continued and expanding use of HRA.



Evaluation

There can be little doubt that human resource accounting has great
potential for managerial planning and control. OUne major premise for
its development, 1ts ability to glve managers relevant data for such
decisions as layoffs, capital budgeting, and personnel development, has
already been successfully demonstrated in field studies. A4s these ex-
periments progress in complexity toward the implementation of value
models they will provide managers with even more relevant data. Because
conventional accounting systems provide no quantified measure of the
effect of changes in human resources on income, managers are encouraged
to "use up" human resources to improve their performance. Human re-
source accounting and accountablliiy would tend to reduce this particulaxr
management myopia. This new emphasis on the wortih of the individual
might also lead to expanded use of more participative management styles,
which according to Likert and others, would be a desirable change.

It is not too difficult to envision the expanded use of HRA infor-
mation in managerial contexts, Based on the Touche Ross experiment alone,
one can visualize other predominantly service firms such as advertising,
insurance, law, consulting, and engineering, finding similar useful in-
ternal applications.

However, there is considerable difficulty in comprehending the ex-
tension of human resource accounting to the external reporting function

in the near future. There are strong arguments on both sides of this

29
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question at thi
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Advocates Present convincing points that Soci~
ety in general, and investors in particular, Will benefit from such gjs-
closure, Opponents Point oyt that such treatment is not noy in accor-

dance with generally accepted accounting principles, that humans do not

The Aaa Committee on &ccounﬁing for Human Resources, Which Supports
external use, revealed in its 1974 feport that one sSurvey of ma joxr (PA
firms ang two hundreq large industria] Firms disclosed:l

1. Little interest ip HRA by cpa firms,

2. Sone firms computed humsp resource costs, but none capitalized
thenm,

3. The use of HRA was considered "impraciicable" in making return
on investment computations, ‘

Teport States, "Unless empirical data from Organizations using HRA Sys-

tems are collected, analyzed, ang Published, the attractiveness of current

"Report of the Committee on Accounting for Human Resources", Committee
- e
Reports, (Supplement to Volume 49 of The Accountin Revlew), American
Lo =g Review
Accounting Association, 1974, p. 118,

S ohia. 124,

o EEE——..
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ticing accountants, and then to Proceed to develop human Tesource ac-

counting on sound theoretical footing and with the Support of fellow

accountants, Once Proponents of HRA have thus enlisted such backing

the last major hurdle will be to develop a valid measure

As we have seen in this study,

ment system,

great strides have already been taken in
that direction, '



Appendix A

Exhibit 1
TRADITIONAL ASSET DETERMINATION MODEL

Dd
tirm incur
cost?

Donsted
to firm?

v

£

Charge oft |

" Racord as assat ?
&N;( record SLCOs O wrre?l’;"‘iod‘s E
appraised value ey )
i
|
]

Source: Newell, "Should Humans Be Reported As Assets?" p. 14,
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Appendix A

Exhibit 2

ASSET DETERMINATION MODEL TO RECORD

HUMAN RESOURCES AT COST

Did

cost?

Donated
to firm?

Discovered
by firm?

Objective
measure of
benefit?

firm incur

Firm
have specific
right to
benefit?

©
Accumulate
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associated with

scquisition of
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|

Ibid., p. 15.
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Appendix A

Exhibit 3

ECONOMIC VALUE

¥

Ignare or b
cost iy
involved charge
3gainst current
period’s revenu

ASSET DETERMINATION MODEL TO
RECORD HUMAN RESOURCES AT

value of

Determine
present value
of future
benefits

Racord as
asset

|
Ibid., p. 16.




individual
Attributes

Exhibit &

Appendix A

REVISED MODEL OF THE DETERMINANTS OF AN INDIVIDUAL'S

VALUE TO A FORMAL ORGANIZATION

Instrumental
Individual
Determinants

Cognitive
Abilities

]-—b-] Skills l

Activation
Level

Personality
Traits

Pl e e
'Organizational |

Attitudes

Elements of

Conditional Value

Promotabili '

v

Productivity

Transferabilit’y

!
1 Siructure |
gl =1

ivlanagement |
Style

Organizational
Aitributes

Source:

e ——— ey

i Rewards

|
S e et e e 3

Instrumental

Organizational

Deaterminants

' 3
i i
¥ H
Satisfaction

Individual’s
Conditional
Value

¥

with
Organization

Probability of
Maintaining
Organizational
Membership

Symbols Meaning

hypothesized determinants
hypothesized interaction

= a subset

Individual's
Expected
Realizable:
Value to a
Formal
Qrganization

possible determinant

Caplan and Landekich, Human Resource Accounting: Past, Present
and Future, p. 84.
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Appendix B

Exhibit 1

Forn 120--ASSOCIATE ACCOUNT ' 7-11

Rame: Position: Date:

Date of Hire: Dete of Birth: Salary Grace:

Location: Number of Assoc.: Fex. Life:

hzcount (haroes Write-(1:s

1. RECRUITING

2. AZQUISITION

3. ORIEKTATION

4. TRRIKING

5. FAMILIARIZATION

6. INFORMAL DEVELOPMENT £135

7. FORMAL DEVELOPMENT #£130

8. EXIT COSTS

Source: Caplan and Landekich, Human Resource Accounting: Past, Present
and Future, p. 93.
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Appendix B

Exhibit 2
REQUEST FOR PERSONNEL
poSTTION SALART GRADE HAME
berery ceomr DATE OF HIRE DATE OF BIRTH

A RECRUITING:

* (g3 Correspond to Fom 10OA)

L *S™ Imerrsd Scrosning

OTHER CANDIDATES INT ERYIEWED

2. *A® Advertizing =

A A" Seerch Fesz

& S~ Permswe! Dopt. Time

5 5" Acguiriag Dept. Timo

& “A® Interview Troeel Cost

7. "A" Testingl Evslustion

" .

Irterviews

8 "0 Other

Q. Mor-kiivn Aliccation

12 TQPALS l—

B ACGUISITIONS:

*5* pPersonnzd Degt. Time TR
*5° doquiring Dept. Tina

A" Agency Fees

A" Moving Costs

*A" Tamoorery Livirg Costs
*f\" Tetrrpocery Traesl Aliowancs

*A* Phyysicsl Exsrmicacod

*A" Other

PRI IR

TOTALS

5 = Use Stancard Costs
*A" = Use Actush Casts

RECRUITING COSTS ACQUISITION COSTS

DIRECT

VARIANCE

Source: Ibid., P. 9.
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Exhibit 3
FORMAL & INFORMAL DEVELOPHENT
VORKSHEET
¥ SALARY GRADE
DATE SUPERVISOR

A. FORMAL DEVELOFMENT

iten (Semisar or Workshop)

(3) Allocated

Total Ko. (1) Time
+Expenses  + Cost

(3) Total (2) Eval.
= Cost x Fur. Use =

Write—off

Toral

of Previous

f-nves tnanz] Developaaent

Date of Days Cost

3. INTORMAL DEVELOPMENT

Izen (Nev Project or Activiry

2. Consider Following Formatt No Value or

1. ¥ddpoint of Salary Crade
Times Total No. of Days Current Use Future Use
802 202
50% 50X
Forn 135 20% 802
Send to Corp HR - End of Each Quarter Other

Source: Ibid., p. 97.
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Exhibit &
HUMAN RESOURCE CAPITAL BUDGET Locetion
g Supervisor,
&th Beginnin .
Current Querter Balance g Year-To-Date .
S Actua) ¢ CosT COST 12 Momth
J «~FPeople $ Plan $ Actual Investments $ Plen $ Actual $§ Plan
i Hanagsment Personnel
Additions
Replacement

Transfer In

Development

Hourly Personnel

TOTAL

i Brite-0ffs
| Hanagement Personnel
Amortization

Turnover Losses
Voluntary

Involuntary

Transfer Out

Hourly Personnel

TOTAL

Ending
Balance §

Source: Ibid., p. 98.
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Appendix B

.
Exhibit 5
A R.G. BARRY CORPOAATION
HUMAN RESOURCES REPORT
FORTIEMONTNI OF - iinestiigrse .
NUMBER OF HRA A
ASSOCIATES TRANSFE RS HAE TEAMINATIONS TURKOVER PRACENT MONETARY | AVE. o
Exp. | Ava, . LiFg
Locanon "‘-'";0"“ UFE | AGE | e
o HAA paes. | svo. yro | MOeX
fou Jueave | m | oot | wa | vi ] wo | Bac | cosT | mow | waa | yro | waa PENCENT
7 3 3 i om% /
COURTINGMT 1 Q@ ! 510848 AL 117, | sass a9 3 s 172.
LANT 2 A Pl : ] 3 @/
] 10
CP.G. WARS MOUSE H 1 ° o 0 o 0 ] [‘la 0 0 22 a1 o 23 = son
W e
2
LY. ) %) ] 0 0 ° 0 L] ] oo 0 0 o 0 24 ] 1now
cro orrers @ o 1l\ o o [ o ° ﬁ )o 0 u/'Lu 29 o(m' &2_1 a1 aom
=5 £
L l—-d'r-/ 1 -
GO DE20R0 477 " o =] [ oo 11 028 | el 2 is 65 100 85% 1.7 nr S0%
LY 1',
K?.C. TOTAL E- T - < 0 2 (sne |z [neme [semn. | 22 12 | ez 10 79% 19 » 0%
.y
&
SOBST m 7 0, & 13 @ o 8 [34337. 1s2053, <2 &3 D Z"-ZI LI 21 » aon
( 5
14,
e nTLEY ) 0 o 0 o ) 0 0 o |o 0 778 | M8 o ] n s.0%
fras FE e On ST
kconeoaaTE B 0 1 0 0 0 1 o |em | 20 1s 20 | as 10% 24 = eo%
(o€ FICES. S s
Q
F)
[TOTAL 1
x| w 5 5 2 |smex | 31 [sicors s2rem | 28 as 18 102 e 20 » s

1. Explanations identify units to be included in each individual
location.

2. End of month total,

3. Leave of absence.,

4&5, Transfer between locations, not those within a location.

6. Number of employees hired.

7. HRA investment consists of acquisition, orientation and training
costs,

8. Number of employees terminated.

9. Present balance of associate (employee) account.

10. Standard cost of replacement for employees terminated.

11. Conventional turnover percent = number of terminations % average
number of employees.

12. HRA turnover percent = Present balance # average HRA investment base.

13. Conventional year-to-date turnover percent.

14, HRA year-to-date turnover percent.

15. HRA monetary turnover index.

16. Average expected life.

17. Average age.

18. Percentage of expected life to maximum life.

Source: Ibid., p. 99,
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Exhibit 6

Appendix B

"The information presented on this page is provided only to illus-
trate the informational value of human resource accounting for more

effective internal management of the business.

The figures regarding

investments and amortization of human resources are unaudited and you

formance of this com-
e cautioned for purposes of evaluating_the per
;zny to refer to the conventional certified accounting data further on

in this report."

Source:

“THE TOTAL COKCEPT”

R. G. Barry Carporation and Subsidiaries

ro-Forma

Pi
(Conventional and Muman Resource Accounting)

Balance Sheet

- 1972 1972
Convertional and  Conventional
Aszats Human Resource Onty
TOU Cumant Assats o, vos i aim o o s e $16.408,620 $16,408.620
Net Propeny, Plant and Equipment ... [[[ [ 1111t 371,943 3371943
Excess of Purchasa Price
over Net Assats Acquired ....uvuiiiii Ll 1,283,458 1,282,454
Deferred Financing Costs ! 183,152
Net Investments in Humsen —
OIMEASSOIS 20002 ha wn o it g e R 232,254
$21.484,433
f——teal
Lisbilities and Steckhelkders Equity
Total Current Lisbitities 3,218.204
Long Term Dedt, Exciugii ,285, 7,285,000
Deferrsd Compensation . . ..., .. .. e gy s e 116,533 116,533
Delerred Fedenal Income Tex Brsed Upon Full
Tax Deduction for Humon Resource Costy . ............ ... 889,975 -—
Stockholcers’ Equity:
Capital Stock .......... 1,818,780 1,818,780
Additrenal Capital in Exe 5.047,480 5,047,480
Retained Eamings,
FRBNCIAL 1+ o w0t i e s S S s s 3.998.436 3,998,436
HUmAN ROWOUICHS . v e von it smmnnn s e e 529,975

__sesns
Zsise

Statement of Income
Net Sales ...............

$39,162,301

—J
LB

339,162,301

CostofSakes ... ..... FEAE SO ERNER R e e 8 o 25.667.737 25.667,737
. GIOES PAOH 4oy vncmsviin simiamm 13,494,554 13,452,564
Seliing, Genersi and Administrative Erpenses . _10,190.773 10.150.773
Operating Income ., . ... . 3,303,751 3,303,791
Interest Expensa ..., ..ol 0 542,225 549,225
Income Before Feders| Income Taxes 2,754,566 2,754,566

Net Increase in Human Resource Investment ., ., ., .. 218.686 —
Adfusted Income Bafore Federst Income Taxes ... ... 2,973,252 2,754,566
FedrLINcorme THXes oty nn onwown s 1411343 1.305.000

NELIBCOME . s st et nm e s .558.9 AL

incoma $ 1,558.909 $ 1449568

Source: 1972 Annual Report: R, G. Barry Corporation,

Ibid., p. 105,
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Exhibit 1

Appendix C

- Figure 1

COST OF TIME ANALYSIS REPORT
FOR THE YEAR ENDED DEC. 31, 1970

Figure 3

STATEMENT OF HUMAN RESOURCE FLOWS
FOR THE YEAR ENDED DEC. 31, 1970

TOTAL OFFICE
MANPOWER INVESTMENTS
Man. Hour
Plan Var, Var. Actual Plan Actual Plan Actual

Chargeable $738,952 $(7.230) $(24,724) $706,998 Opening Balance 29 29 .51 12.532 $112.532
‘ Investment Add: )

Recruiting 11,500 622 868 12,990 Transfers in (Other
! Oneniation 11,000 69 1,931 13.000 Offices) 4 3 13.000 10,321
i .Counselling and Dev. 10,000 579 1,421 12,000 Investments:
i Formal Training Recruiting 10 10 12.000 14.410
i Courses 35,000 100 7,000 42,100 Investments in exist-
{ Research 15,500 42 (284) 15,258 ing personnel
| durnng period 82,000 89,658
] Total 83,000 1,412 10,936 95,348
‘ Total 14 13 $107.000 $114,389
i
¢ Maintenance Less:
1 : 2720
i :rachce_ Develop. ggg: (1]7'3) (gggg) 9,908 Transters out (other
I '-::or:{':rsi:gls'oa:d PR 36.864 237 (310) 36,791 Offices) 6 5 30,000 26,449
B i 102,000 (782) | (25.892) 75.366 Departures 9 8 34,000 33,498
! Sickne!s and Per.' 28,932 (68) 8877 37.741 Atoiteaton 32,000 36.381
j Total 178,564 (678) | (16,350) | 162.526 gotar 15 13 $ 96.000 | S 96.328
| Fotal $1,001,506 | $(6,496) | $(30.138) | $964.872 Closing Balance 28 29 |L5123,532 | $130.594

i
Figure 2 ]
Figure 4

HUMAN RESOURCE INVESTMENTS
FOR THE YEAR ENDING DEC. 31, 1970

PLAN ACTUAL
Outlay Opport Total Qutlay | Opport Total

Recruiting s 500 |$11,500 | $12.000 $1,420 | $12,990 s 14,410
i Onentauon 2,500 11,000 | 13,500 2,200 13,000 15,200
! Counseiling
| and De-
! veiopment! 1,600 | 10,000 | 11,600 400 | 12,000 12,400
i rormal
: Training
! Czurses 5,000 | 35,000 | 40,000 3,500 | 42,100 | 45.600
, Pesearch 1.400 | 15,500 | 16,900 1,200 | 15,258 16,458
ﬁ Tota 511,000 | $83.000 | $94,000 $8,720 | $95,348 |$104.068
i !

Source:

CONTRIBUTION REPORT

FOR THE YEAR ENDING DEC. 31, 1970

Chargeable Hours
X Standard Billing
Rates

Less:

Salaries and Fringe
Banefits

Amortization of Human
Resource Investment
Departures

Standard Operating
Contribution before
Overhead

Total Office
Man Hr.

Plan Var. Var. Actual
$738.,743 $(6.537) §(25,220) $706,986
240,000 (13.107) 253,107
32,000 (4,381) 36,381
34,000 502 33,498
$432,743 | $(23,523) | $(25.220) $384,000

Michael Alexander, “Investments in People", p. 41.
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Appendix C

Exhibit 2
' | ECONOMIC VALUES OF SERVICE STATES
Gross Net i
Service Billing  Chargeable Economic Compen- Economic :
State Rate Hours Value sation Value
|
Staff accountant $20 2,000 $ 40,000 $20,000 $20,000
Manager $40 2,000 $ 80,000 $40,000 $40,000
Partner $60 2,000 $120,000 $60,000 $60,000
Exit - —_ —_ — —
i
SERVICE STATE PROBABILITIES FOR EMPLOYEE
. JEFF DENNIS
Service : Time Period
Fiate T T2 T3 Ta 5
Staff accountant .90 .40 .20 — —
Manager — 50 .70 .50 .20
Partner e — — 40 .60
Exit 10 .10 .10 .10 .20

Source: Caplan and Landekich, Human Resource Accounti :
nt itk
and Future, p. 117. . ing: Past, Present
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Appendix C

Exhibit 3

l0s'9cLs — 000'991L% Sjelo] 000'991$ = SSS'061% S|ejo|
L88'2e & ELpL: 000t $ SL 000ty ¢ 08’ .ooo.mm $ Sl
258t 8 Lzl 000ty % vL 000ty $ 06" 688’8y ¢ vL
L98°9Z & 96¢eg’ 000°ze & €L 000’ze ¢ 0s° §S99°'5E ¢ €L
0z6'vz ¢ goes: 000°8Z 3 Zl 000'8z ¢ 06’ LLl’le ¢ A
185'g1 $ reve’ ooo’sl $ LL ooo'sL ¢ 06° 000°0zZ % LL
$301A195 paadxy %9 12 anjep potiag eniea, Buuieway enjep pouay
40 anjeA Jussaly Jojoey 8jqezt|eay awyy 8|qezijesy o [eUONIpUOS awyy
ﬂCDOUm_O —U@uumn_xm UNHOOQXM z__"_ﬂmﬂok& UWHUQQXW L
SINN3Q 4431 JIAOTdING 40
S32IAN3S 3HNLNS SINN3Q 443r JIA0TdNT
d3L23dX3 40 3aMiva LNIS34d 40 INTvA 378vZIMvay d3Lo3dx3
GSE'061S 000°s5% 689'8¢3 865'6eg Lil'les 0oo’'0zs vioL
LS9'LL 000°5P3 £99°9z%
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§55's8 0oo'0Ls ceeees LLL'LES [AXAAAS
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Ibid., p, 119,

Source:
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