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ABSTRACT: The past few decades have witnessed a global tiamgrom manufacturing to
service based economies. The fundamental differeatween the two lies in the very nature of
their assets. In the former, the physical asskesplant, machinery, material etc are of utmost
importance. In contrast, in the later, knowledgel attitudes of the employees assume greater
significance. For instance, in hospitals, academnistitutions, consulting firms etc, the total
worth of the organization depends mainly on thdisskif its employees and the service they
render. Hence, the success of these organizat®onentingent on the quality of their human
asset — its knowledge, skills, competence, mativadnd understanding of the organizational
culture. In knowledge- driven economies therefateis imperative that the humans be
recognized as an integral part of the total worfhao organization. This study therefore is an
attempt to understand the impact of conventionaindm asset reporting methodology on
corporate profitability. Our study revealed a pibg and significant relationship between the
conventional treatment of writing off human assevelopment expenses to profit and loss
account and corporate profitability. On the comiyrathere was a weak and insignificant
positive relationship between the conventionaltiment of non-reflection of human development
asset value in the balance sheet and corporatdtpholity. The study therefore concluded that
the main cause of discrepancy between book valderemket value of corporate organization is
the conventional financial accounting reporting hwology of human asset development
expensed profit and loss account and the balance shékhis discrepancy could be reduced
considerably by adopting a constructive methodolofygxcluding human asset value from the
profit and loss account and including human dewvelept investment in the balance sheet of
corporate organizations.
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CONCEPTUAL OVERVIEW

The major objective of human asset accounting ddofy the gap between the market and the
book value of an enterprise. In doing this, thetdbuation of a vital factor (personnel) is
evaluated. Gebauer (2003:36) stressed that tlreegwoes can be classified on the basis of two
distinctive features-first, the evaluation objeatsd, second the dimensions of the result. As
regards the evaluation object, some methods téngetvaluation of individuals; other methods
are aligned to observing the evaluation by meargraips. The second distinctive feature, that
is the dimensions of the result, deals with theemeination of monetary and non-monetary
values for human capital.
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The non-monetary methods are directed at the datation of percentage numbers or at a

number on a specifically crated scale.

differentiated in cost and value-based methods kifan et al, 1989).
presentation of methods for human asset accouistisigown in figure 1 below:

The mowgetaethods on the other hand can be
The diagrammatical
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FIGURE 1: METHODS OF HUMAN ASSET ACCOUNTING
Source: Gebauer (2003:36) conformation System anatuCapital in Service Sector
Organization.
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LITERATURE REVIEW

Cost-Based Approaches to Human Resource Accounting

Monetary measures of cost based approaches of hassats accounting include historical cost
(acquisition cost), replacement cost, opportunibgtc the compensating model and adjusted
discounted future wages

The Historical —Cost (Acquisition) Method

The historical-cost method consists of capitalizalgof the costs associated with recruiting,

selecting, hiring, training, placing and developiag employee (a human asset) and then
amortizing these costs over the expected usefal dif the ambiguous asset to offset any
additional cost that is expected to increase theefitepotential of the asset. Historical cost

offers many benefits, which includes:

1. It provides a record for all transaction entdargd by an entity at valid prices at the time of

the transaction.

2. It is considered to be a reasonable measureshéntincial commitment as well as
a useful reference point for allocation, adjustneerd financial  interpretation.
3. It is also considered both objective and veslg@aconsequently, it is accepted

universally for all practical purposes by busindsgal, taxing and other regulatory authorities
(AAC, 1964:702).

The use of these measures is limited in severabwagt, the economic value of human asset
does not necessarily correspond to its historioat.c Second, any appreciation or amortization
may be subjective and has no relationship to aoyease or decrease in the productivity of the
human assets, thirdly, because the costs assowmatiedecruiting, selecting, hiring, training,
placing and developing an employee may differ fmme individual to another within a firm, the
historical-cost method does not result in compadhiman-resource value (AAA 1976:133).
As a consequence, Carper (2002:8) concluded teaigh of such a measurement technique for
financial reporting purposes may be substantiallgleading, given the identification and
gualification of the estimated economic value dfaaisets of an entity as a financial reporting
objective. Besides the acquisition costs incumeekcruiting and professional development may
well become insignificant over economic serviceediy especially when compared to the
corresponding value of various individuals’ cumiviaton the —job experience. Unfortunately,
human models predicated on historical cost fahdequately include this key human resource
variable-experience.

The Replacement — Cost Method

The replacement-cost methods consist of estimatiegcosts of replacing a firm’s existing
human resource. Such costs include all the cdsecauiting, selecting, hiring, training, placing
and developing new employees until they reach eliel lof competence of existing employees.
The principal advantage of the replacement —coshadks is that it is a good surrogate for the
economic value of the asset in the sense that madtsiderations are essential in reaching a
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final figure. Such a final figure is also geneyaihtended to be conceptually equivalent to a
concept of an individual’s economic value (Flamholt975:8).

The Opportunity Cost Method

Hekimain and Curtis (1967:105)roposed the opportunity cost method to overcone th
limitations of the replacement cost method. Theggested that human-resource value be
established through a competitive bidding proceghinvthe firm based on the concept of

“opportunity cost”. Investment-centre managers nteeblid for the scarce employees they need
to recruit. These “scarce” employees include dhbse employees within the firm who are the
subject of recruitment request by an investmentreenanager. In other words, employees who
are not considered “scarce” are not included irhilman —asset based on the organization.

The main limitations of this method include:
(@ The inclusion of only scarce employees in Hsset based may be interpreted as
‘discriminatory by other employees.
(b) Less profitable divisions may be penalized Hbeirt inability to outbid more
profitable divisions to acquire better employees.
(c) The method may be perceived as artificial arehemmoral.

The Compensation Model

Lev and Schwartz (1971:23)xonsidered the use of the economic concept of hurapital in
financial statements when they proposed this methiideey proposed the method to account for
the difficulty associated with determining the \alaf human capital in financial statements.
Based on Irving Fisher’'s theory, they concluded tloapital is defined as a source of income
stream and its worth is the present value of futnoceme discounted by a rate specific to the
owner of the source. Accordingly, the value of lamntapital embodied in a person of age T is
the present value of his or her remaining futuraiegs from employment.

This valuation model is expressed as:

Vt = ZT
=1 @
Where
Vi = The human capital value of an individual t gars

I(t) = The individual's annual earnings up to reirement
t = Adiscount rate specific to the individua

T = Retirement age

SinceV; is an ex-post value, given that 1(t) is obtainely after retirement an¥;ignores the
possibility of death before retirement age. Len &chwartz (1971:23-24) have defined the
valuation model as follows:

YVT) = ¥PT (t+1)y T I*
1=T =7 (@+ry
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Where

1* = future annual earnings

Y (VT) = the expected value of an individual's huntapital
P(t) = the probability of an individual dying atag

The principal limitation of the compensation modelthe fact that it is subjectively
associated with the determination of the level ofufe salary, the length of expected
employment within the firm and the discount rate.

The Adjusted Discounted Future-Wages Method
Hermanson (1964:33-43) proposed the discountinfyitofe compensation with an adjustment
using an “efficiency ratio” to determine the valofean individual. Discounted future wages are
adjusted by an efficiency factor intended to meaghe relative effectiveness of the human
capital of a given firm. This efficiency factor wh is a ratio of the return on investment of the
given firm to all other firm in the economy for avgn period is computed as:
Efficiency Ratio = 5RE+ 5RR+ 5RER, + 5RE + 5REk

Rg + RE+ RE +RE3 + RE

Where
RF = The role of accounting income on owned asse&tth#firm for the year 1
RE = The ratio of accounting income on owned assetalfdirms in the
economy for the year 1
T = Years (0-4)
The limitations of the method include the follogin
1. It is historically based and thus, of limiteckws a predictor
2. Even if it were based on projected earningseraihwould be no better than the
predicted earnings themselves
3. It assumes human resource to be the total tiatlwned” assets, making no allowance

for unowned assets other than human resource dhéovarious bases used for stating owned
assets on the organization books.

4. It implicitly assumes a zero value for the humasources in competitive situations
since a positive value requires above averagereggni
5. Future compensation is as much a measure oliab#ty of the firm employing the

individual as it is an asset. The concept, theegfmay relate to the human capital represented in
individuals employed by the firm.

Economic Value Measurement

The view that value is a function of future profitsd should be calculated by discounting such
profits of the present is not new- both by theesdly oriented accountants and economists
(Carper, 2002:10). Economic value refers to ther@gmpately discounted amount of net cash
inflows generated by the human resources of a @wer their economic service lives. Some
authors refer to the economic value method as tbgept value measuring technique or use the
term in conjunction with the opportunity cost apgeb. In fact, economist Irving Fisher once
wrote:
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The value of any property, or rights to wealthitssvalue as a source of income
and is found by discounting that expected incomée.value of capital must be

computed from the value of its estimated futurepme, not vice versa...income
is derived from capital. But the value of the imeis derived from the value of
the capital goods. On the contrary the value efdépital is derived from the

value of the income (Fisher, 1965:12)

Using the economic value method, the value of @ s described in terms of future income
streams —where income is an ex ante propositionisadéfined as the amount which could be
distributed to the owners of an entity at the eha period, while still permitting the business
after the distribution to remain in the same finahcondition at the end as at the beginning of
the time frame (Hicks, 1946:176). Against this kzgound, Carper (2002:11) observed that if
profit is assumed to be a primary basis for creatiba business entity, then it logically follows
that assets of the firm should be so identified megsured only to the extent that such assets are
anticipated to fulfill the profit objective. Henge syllogistically follows the value cannot be
predicted on the basis of past performance alone.

Several reasons have been given to justify theafiseconomic valuation approach (Carper
2002:11):

1. The going-concern concept maintains that aséetsld be valued ona  basis of their
respective worth to an entity with virtually unlited life as opposed to a liquidation value basis.
It logically means that, asset valuation be bagehiexpected future income streams rather than
fast market price of historical costs.

2. The principle of full disclosure is equally ajgpble to asset valuations.  Accountants
have traditionally adopted the view that finanat@tement should reveal all material facts. The
principle of full disclosure supports a radical ©ba in the entire approach to both asset
valuation and income recognition.

3. It would contribute to uniform application ofcazinting principles.

4. It would reduce the significance of matchingdsasis for income determination. If all
changes in value were recognized when first evjdéet corresponding income would also be
realized simultaneously.Therefore no longer wolld émphasis be toward matching revenue
and expense, rather, the emphasis would be od &ali reliable assessment of value changes,
with net income as a residual.

Finally, the benefits to be derived from economéduation assets tend far beyond the realm of
accounting theory. By incorporating valid and able expectations about the future service
potentials of various assets including human ressurinto formal financial reporting all
interested parties would surely have both broaddrmaore extensive bases upon which to assess
the future than is currently available (Lev, 200):2

Non-Monetary Behavioral Measurement

The difficulty in successfully measuring formal anébrmal group interactions well may be key
to the development of valid and reliable asset omeasent techniques. The origins of human
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resource accounting include not only economics aswbunting but the behavioral sciences as
well (Carper, 2002).

Realization of the potential of human resource anting as an area of study and research, and
consequently its practical appreciations, will restour ability to undertake an interdisciplinary
approach. Such an approach would utilize the alvlglbody of knowledge, research findings,
theories and measurements (crude as they may benpee) from economics and the behavioral
sciences in the development of human resource atingumodels and measurements and
adapting them to the utilitarian ends accountingtnserve (both for internal and external) users
of accounting data (Elias, 1972:1). Sound thecaktievelopment and practical application of
HRA models are just as much a function of the zdtion of sound psychological concepts and
measuring techniques in the measurement of arysniiman resources, as HRA is a function
of the application of valid economic and accountimgpry.

Many non-monetary measures of human assets magdteauch as a simple inventory of the
skills and capabilities of individuals, the assigmm of ratings or rankings to individual
performance and the measurement of attitudes. mhbst frequently used non-monetary
measures of human value is derived from Likert- Bmsymodel of the variables that determine
“the effectiveness of a firm’s human organizatiorBome of the specific behavioral variables
present in an organization, which must be idertifer measurement, include:

The average age of employees and the dispdesitor;
Level of intelligence and aptitudes;

Quiality of leadership;

The degree of existing coordination;

The degree of ease of communication; and

The level of education and training (Elias, Q385)

~poooTw

Carper (2002:13) stressed that measurement ofdheus indexes of these primary variables
(originally referred to by Remis Likert as causatlantervening variables) should be included as
supplements to all financial and production repaatdeast in the interim until valid and reliable
HRA models are available. As argued by Likert (:9@), such a practice would improve
significantly the quality of financial reports. A& example, Carper (2002:13) states that if the
scores of these measures were basically constat ff@riod of time, the applicable financial
reports probably represent a firm’s actual opengtiduring the period and its current financial
position. On the other hand, should the behaviomdexes change considerably during the
period under review, such a change normally woulkdigt if not currently reflect both the
change and direction of the quality of the correstiog financial statements.

Several advantages are associated with the usersmonetary behavioral approach (Likert,

1967:153). Historically the possible advantagesraa@y. Behavioral measurement of various
human attributes should help both internal andreatelecision-makers of an entity better assess
the quality of various financial and production odp Creditors, investors, and members of
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regulatory agencies are just as interested in tleeteof different behavioral variables on the
guality of the financial reports as are the boasiners and senior officers of a firm.

Measurement of various casual and intervening bkasashould insure a more equitable review
of financial and production reports for all units profit centers of a firm, as well as the firm

itself. Managers of units which achieve a portafntheir short-run earnings or productivity

through liquidation of human assets correspondinglyuld have their operating reports

discounted. On the contrary, managers who actualbrease company assets through
improvement of their human resources would haveir tiperformance records viewed

accordingly by members of top management.

Finally, profound changes in the generally acceptedcepts, as to the most effective and
efficient way to obtain financial success for artegprise, should result from the improvement
measurements of the human dimensions of the om@#mz Once and for all cold-hard facts of
accurate and representative measurements shouohh&ie many of the erroneous concepts
widely held today regarding such financial prowebst which are based on incomplete
accounting and short-run financial analysis of omlgegment of a firm’s total assets. Several
problems are also associated with non-monetaryviatah approach. These problems have
been categorized into conceptual measurement, emal/toral levels (Elias, 1970:25).

CONVENTIONAL HUMAN  ASSET TREATMENT AND CORPORATE
PROFITABILITY

The main problem confronting human asset treatnmentganizations include the difficulty to
measure or value human capital over the last twaadkes, which has ran into the difficult
problem of pricing such assets (Strassman, 1998:3lt the benefit associated with the
exercise has forced many companies to embark oreteecise. Research carried out by
Leadbeater and Demos in the UK revealed that methedd to measure human assets depend
on which user group the report is for (Leadbeatet Bemos 1999:65). They stressed that
internal users such as managers prefer the tretgrtreat allow for more information and which
allow human asset to be managed more effectiviety. such users, a new range of performance
measurement and internal corporate reporting waitdmpts to link financial performance such
as cash flow to intangible drivers are sufficierfExamples include: Economic Value Added
(EVA) and European Foundation for Quality Model (B#). There is another approach as
recommended and used by ten Danish and Swedishacoespin their HAAT which is capable
to show the underlying fundamental that determiaesompany’s future growth and the link
between human with the strategies of the compariesdligeria, the companies do not have any
standard approach to measure or treat human @ss$beé&sr organizations.

The study of Chen and Lin (2002:226) provided algwn how to identify investment in human

assets in a firm. They viewed human asset invedta®input made by company in talents and
technology that benefit competitive advantages,ctvldre valuable and unique and should be
kept out of reach of other companies. They posttet only employees possessing these
gualities are qualified as human assets.The toawitihuman asset accounting theories also
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identified three major areas of cost items of huragset investments (Flamholtz, 1973:18). It
therefore means companies could identify thosestand separate them from their profit and
loss accounts; such treatments would definitelyaobpn the corporate portability of the firm.
The extents to which an organization can practigedn asset accounting treatments have strong
relationship with its profitability. As pointed bby Chen and Lin (2002:124), a company can
actually “loose its competitive edge when makingta@duction decision by cutting down on
human asset investments instead of human asseensegi. There is therefore a strong
relationship between the extent to which convemiidreatments could be practiced and the
impact on profitability indices such as Net Prdffargin, Return on Equity and Return on
Investment. These considerations lead us to tflenimg hypothesizes:

Hoi:  There is no significant relationship betweendbeventional treatment of writing off
human asset development expenses to profit ancdassint and Net Profit Margin.

Ho,:  There is no significant relationship betweendbeventional treatment of writing off
human development expenses to profit and loss atemd return on owner’s equity.

Hos:  There is no significant relationship betweendbeventional treatment of writing off
human development expenses to profit and loss atemd return on investment.

Hos,:  There is no significant relationship betweendbaventional treatment of non-reflection
of human asset value in the balance sheet andrist P Margin.

Hos:  There is no significant relationship betweendbaventional treatment of non-reflection
of human asset value in the balance sheet andhretur owner’s equity.

Hos: There is no significant relationship betweendbaventional treatment of non-reflection
of human asset value in the balance sheet andretur investment.

METHODOLOGY

The survey research approach suits our researctctolgs since we are looking at how
companies and organizations identify employees Wigfn value and high uniqueness and how
conventional human asset accounting treatment inpaccorporate profitability of Nigerian
organizations; and again, the population of thisdgtwas the entire quoted companies in
Nigeria, which stands at 207 (Nigeria Stock Exclehand book 2012).

DATA PRESENTATION

Conventional Treatment of Writing-Off Human Asset Development Expenses to Profit And
Loss Account and Corporate Profitability

The result of the relationship of the conventionadatment of writing-off human asset

development expenses to profit and loss accountarmbrate profitability is shown in the table
1 below:
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Table 1: Persons Correlation for Conventional Treatent of Writing-off Human Asset
Development expenses to Profit and Loss Account ar@brporate Profitability

Write-off Human | Net Profit | Return on | Return On
Development Margin Owners Equity | Investment
Expenses to P &| (NPM) (ROE) (ROI)
L AIC
Write off Human| Pearson 1 126** 775 571**
Development Correlation
ij‘genses o P& Foonificance . 1000 1000 1000
(2 tail)
N 100 100 100 100
Net Profit Margin| Pearson .726** 1 744** A57**
(NPM) Correlation
significance .000 . .000 .003
(2 tail)
N 100 100 100 100
Return on Owner'y Pearson 775** 744%* 1 .610
Equity (ROE) Correlation
significance .000 .000 . .000
(2 tail)
N 100 100 100 100
Return on| Pearson 571** A57** .610** 1
Investment Correlation
significance .000 .003 .000
(2 tail)
N 100 100 100 100

Source: SPSS Window Output, Version 11

Hypothesis One:

Hoi:  There is a significance relationship betweenctheventional treatment of writing off
human asset development expenses to profit ancdosaint and Net Profit Margin.

The result of the test is presented in table 1e #le shows an r-value of .276 between Net
Profit Margin and treatment of writing off humarsas development expenses to profit and loss
account. This relationship is positive and sigifit at 0.05 level of significance.

Hypothesis Two
Ho,: There is no significant relationship betweendbeventional treatment of  writing off
human development expenses to profit and loss atemd return on owner’s equity.

The result of the test presented in table 1 shdwsvialue of 0.775 representing a positive
correlation between conventional treatment of wgtoff human development expense to profit
and loss account and return on owner’s equity. s Tasitive correlation is also found to be
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significant at 0.05 level of significance. We tHere reject the null hypothesis based on the
result.

Hypothesis Three

Hos: There is no significant relationship between toaventional treatment of writing off
human development expenses to profit and loss ate@mdl return on investment. The test result
shown in table 1 shows the r-value of 0.571 whiepicts a positive relationship between the
conventional treatment of writing off human devetenmt expenses to profit ad loss account and
return on investment. This result does not lengpstt to the null hypothesis, it is therefore
rejected.

Conventional Treatment of Non-Reflection of Human Aset Value in the Balance Sheet and
Corporate Profitability.

The result of the relationship of non-reflectionafman asset value in the balance sheet and
corporate profitability is shown in table 2 below:

Table 2Peterson’s Correlation for Conventional Treatment & Non-

Non reflection | Net Profit | Return on | Return on
of HAV in the | Margin Owner’s Investment
balance sheet (NPM) Equity (ROI)
(ROE)
Non reflection of| Pearson 1 .086 101 .244*
HAV in the | Correlation
balance sheet | significance . 394 315 .015
(2 tail)
N 100 100 100 100
Net Profit Margin| Pearson .086 1 744** AST**
(NPM) Correlation
significance .394 . .000 .000
(2 tail)
N 100 100 100 100
Return on| Pearson 101 744** 1 .610
Owner's Equity| Correlation
(ROE) significance 315 .000 . .000
(2 tail)
N 100 100 100 100
Return on| Pearson .244* 457 .610** 1
Investment Correlation
significance .015 .000 .000
(2 tail)
N 100 100 100 100
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Reflection of Human Asset Value in the balance shieand corporate profitability
Source: SPSS Window Output, Version 11

Hypothesis Four

Ho,: There is no significant relationship betweendbeventional treatment of non-reflection
of human asset value in the balance sheet andridfit Margin.The test result shows the r-value
of 0.594 depicting a positive relationship betweamventional treatment of non-reflection of
human asset value in the balance sheet and returowmer’'s equity (see table 2). This
relationship is however weak; it therefore mans ¢batributions of non-inclusion of human
development expenses in the balance sheet doexoamint well to corporate profitability. In
contrast, the strong positive relationship betw@&dPM, ROE, ROl and the conventional
treatment of writing off human development expense® & L account well for variation in
corporate profit of organization.

Hypothesis Five

Hos: there is no significant relationship betweendbaventional treatment of  non-reflection
of human asset value in the balance sheet andhretuowner’s equity. The test result shows r-
value of 0.315 depicting a positive relationshigween the conventional treatment of non-
reflection of human asset value in the balance tshad return on owner's equity. This
relationship is weak when compared to those of thgses 1-3.

Hypothesis Six

Hos: There is no significant relationship betweea ¢cbnventional treatment of non-reflection
of human asset value in the balance sheet andiretumvestment. The test result had shown in
table 2 shows the r-value of 0.244 which depictpoaitive but weak relationship between
conventional treatment of non-reflection of humaset value in the balance sheet and return on
investment. The null hypothesis is therefore rejgct

The effect of conventional treatments of humantassepressed in hypothesis 1-6 and the result
shown in table 1 and strong positive relationshwstebetween NPM, ROE, ROI and the
conventional treatment of writing off human devetmnt expenses to P & L and this
relationship account well for variations in corpergrofit of organizations. On the other hand,
the effect of conventional treatment of non-refl@ectof human asset value in the balance sheet
does not account well for variations in corporatafip of organizations. To explain the effect of
these variations, we apply thé Rhe coefficient of determination) as our guid&he model
summary (see table 2) shows that R at 0.829 &mat B.681 provide us with an indication of
how far variation in one variable is accounted for the other. R (the coefficient of
determination) of 0.681 shows that 68.1 percentinafease in corporate profitability is
associated with conventional treatment of humareldgment expense. In other words, 21.9
percent of increase in corporate profitability i'edo variables other than conventional treatment
of human development expenses. Based on this @alys test results do not offer support for
hypotheses 1-6 as shown above.
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Model R R-square Adjusted RStandard  Error
square Estimated
1 0.829 0.687 0.681 0.584.89

DISCUSSIONS OF FINDINGS

Positive and Significant Relationship between the @ventional Treatment Of Writing Off
Human Asset Development Expenses To Profit And Los#&ccount and Corporate
Profitability.

In other to provide a practical approach to idécdiion of human asset development expenses in
this study, the hiring mode of employee was adaptegince the traditional human asset
accounting theories identify three major areas o$tcitem of human asset investments
(Flamholtz, 1973) which include:

1. Formational and acquisition costs at the eddges of development.
2. Learning costs in the middle stage of develogmen
3. Replacement costs at the final stages of denedop

The hiring mode used includes alliance, contraternal development and outsourcing.We
discovered that all the sectors of Nigeria econengept Agro-Allied sector incurred the highest
cost of expenditure on human assets expense imtérmal development and outsourcing. On
the other hand, the Agro-Allied sector of the egaogancurred its highest cost on human asset
development expenses in the alliance and contraderof hiring. The treatment of writing off
expenses under alliance and contract mode of hitiag found to have a positive impact on
corporate profitability, as they are expenses #rat not directly helpful to the company core
skills and value. While the treatment of writinff buman development expenses to profit and
loss (Wo) shows a positive and significant relagldp with corporate profitability the
conventional treatment of non-inclusion of humasea$n the balance sheet shows a very weak
and insignificant relationship. This result whesmpared to empirical investigation of actual
classifications of human asset expenditures ofaratp organizations in the four sectors of the
economy and in three areas of cost items of hursaataaccounting shows discrepancy which
could be traced to wrong classifications.

This finding agrees with the submission of Chen &amd(2002), which viewed human asset
investments as input made by company in talents taodnology that benefits competitive
advantages are valuable and unique, and which @hm@ukept out of reach of other companies.
Since only employees possessing these qualitiegualdied as human asset. It also agrees with
Boxtal, (1998) description of expenses on managdechnical experts and personnel related to
the development of a company’s goals as investioetiie “inner core” of the company.
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The result of hypothesis one revealed that theagpgsitive and significant relationship between
the conventional treatment of writing off human eepment expenses to the profit and loss
account and corporate profitability. This resu#ishfurther provided more illumination on
theoretical postulation of Chen and Lin (2002:188t the accounting items of human asset
derived from traditional human asset accountingtties such as those of formational and
acquisition costs, at the early stages of developmearning costs in the middle stage of
development and replacement costs at the finalestad development are contingent on the
following expenses on human development expenses.

Advertisement expenses during recruitment,

Settling expense for applications and new engssy

Administrative expense relating to recruitment,

Related expenditure paid to new employees duhegrial period,

Training Costs,

Discharge Costs,

Opportunity Costs derived from new employee @@ésg positions and from
position remaining vacant and,

Costs incurred by inefficiency.

> @mpoooTw

Weak and Insignificant Positive Relationship betwee Conventional Treatment of Non-
Reflection of Human Development Asset Value in théalance Sheet and Corporate
Profitability.

The result of the test of hypothesis two which shiosv weak, positive but insignificant
relationship between conventional treatment of redlection of human development asset value
in the balance sheet and corporate profitabiligvahthe reason behind the wrong decision often
taken by chief executive in decision involving humdevelopment asset value. The effect of
this treatment is not easily noticed in the corpogofit of the company, but is captured in the
balance sheet when calculating the net-worth ofithee The weak and insignificant relationship
between the conventional treatment and corporabditgdnility also offer no incentive for
corporate organizations to evaluate the effectushdin development assets on its profitability.
Every company therefore allocates resources thutsan development based on its absorption
capacity for the current financial year under focus

The weak relationship reflects the true situatihich is what happens when assets are wrongly
excluded from the balance sheet. What happenseigpossible discrepancy between market
values and the book values of companies. It is dissrepancy that necessitated interest in
human resources accounting in earnest in the 19@@&bauer, 2003:35).

The use of conventional treatment of excluding humavelopment expenses from the balance
sheet has only succeeded in fueling the skepticidrserved by Roslender and Fincham
(2003:35) that if it has been possible to idensifyne simple means of extending the established
accounting calculus to incorporate intellectualitzdpthe (on going) debate about accounting for
intangible assets would have already provided dledications on how to proceed. It had not,
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which meant that the accountancy profession wasvebitplaced to deliver reliable information
of the sort many stakeholders might reasonably @xgieit. Edvison (1977) had also described
the situation as the dilemma facing the accounpngfession, which is the different value
ascribed to human capital such as balance sheet,vahrket value and acquisition value. In the
same vein, it could be concluded that it is thisvemtional treatment that makes the valuation
methods (of corporate organizations) mushroomingobserved by Seetharaman, et al,
(2002:136).

The results of the test on corporate profitabgityo highlight the confusion in the current use of
conventional treatment. If employment of humanaiiegment effort as shown in expenditure on
human development do not reflect a significant iohpan corporate profitability of firms in
different sectors of the economy, it becomes evificut for accounting theoreticians to
develop performance measurement and internal catgoreporting standard which could
attempt to link financial performance such as déslv to intangible drivers such as employee
quality and morale, as is currently experimenteddaypanies in the UK.

In a nutshell, the conventional treatment of exiclgchuman asset value in the balance sheet has
contributed to decrease in corporate profitabilityhas also resulted in negative impact, which
shows discrepancy in actual value of the firm g®red by the accounting books and as shown
in the market place. Also the contributions ofgoemel to the firm’s performance could not be
measured, accounted for or reported to outsiddre résults of the test of hypotheses one and
two support these assertions.

CONCLUSIONS

The importance of the human elements in organizatamd the significant failure of accountants
to deal with its asset have created a lot of corecerThis failure is more noticeable in the

balance sheet of corporate organizations. The gageof differences between market and book
value of the owners’ equity in many corporationsildobe traced to manager’s inappropriate
decisions, which are caused by conventional treatmEhuman development expenses in both
profit and loss accounts and in the balance sHemirporate organizations.

The study revealed that the (current) conventidregtment of writing off human development
expenses to the profit and loss account impactisiyelg on corporate profitability due to wrong
classifications of human asset development expensastsourcing and internal development of
hiring mode. The conventional treatment does ntmwathe impact of size and age of the
organization to be felt discriminately when ass®gsis impacts on corporate profitability
because by its procedures, human development eapans written off in both large and small
companies. They are not classified into assets exeinses, neither are they amortized as
investment assets in the balance sheet, their aiivelleffect are not noticed immediately,
therefore the impacts are generally high in botalsend big companies.
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We also conclude that the main cause of discrephatyeen book value and market value of
corporate organization is the conventional treatneérhuman development expenses in profit
and loss account and in the balance sheet and thimtdiscrepancy could be reduced

considerably by adopting constructive treatmengafluding human asset value from the profit

and loss account and including human developmeesiment in the balance sheet of corporate
organizations.

References

Boxtall, P. (1998) “Achieving Competitive Advantagbrough Human Resource Strategy:
Toward a Theory of Industry Dynamicsfuman Resource Management Reyigal. 8 No.
3, pp. 265 — 88

Carper, W. B. (2002) “The Early Development of Humfaesource Accounting Including the
Impact of Evolving Asset Valuation Theory: A Mantupt Submitted to Ninth World
Congress of Accounting Historians, Deakin Univgrételbourne Australia Chen, H. M. and
Lin, K. J. (2003) The Role of Human Capital Cosi®iccounting Taipei, Taiwan, Tani Kang
University Graduate Institute of Management Scisnce

Edvinsson, L. (1997) “Developing Intellectual Capiat Skandialong Range Planningy/ol.
30 No. 3, pp. 336 — 373

Elias, N. (1972) Human Resource Management and Socio-PsychologiaaalMes (Paper
Presented at the $6Annual Meeting of the American Accounting Assoiciat Salt Lake
City, Utah, August, 21 — 23 p. 1

Elias, N. (1970) The Impact of Accounting for Human Resources onisideczmaking: An
Exploratory Study” Unpublished Ph.D Dissertatiomivérsity of Minnesota, p. 35

Fisher, 1. (1965)I'he Theory of InteregNew York): Augustus M. Kelly, Bookseller, pp. 24
Flamholtz, E. (1975) “Human Resource Accounting 8eang Potential Replacement Costs”
Human Resource Managemevibl. 12 No. 1 pp 8 — 16

Flamholtz, E. (1973) “Human Resources Accountingaeing Potential Replacement Costs”
Human Resource Managemgyibl. 12 No. 1 pp 8 — 11

Gebauer, N. (200Q3Information Systems on Human Capital in Serviced8edrganizations
New Library World, Germany, Witten/Herdeck, Vol.8.8lo. 1184/1185, pp. 33 - 41

Hekimian, J. and Curtis, H. J. (1967) “Put Peopleyour Balance Sheetarvard Business
ReviewJan — Feb, pp. 105 - 113

Hermanson, R. H. (196#ccounting for Human Asse®ccasional Paper No. 14 (East Lansing,
MI: Bureau of Business and Economic Research, GtaduSchool of Business
Administration, Mitchgan State University pp. 322

Hicks, J. R. (1946Yalue and Capita™ ed. Oxford: At the Clarendon Press, pp. 176 — 178

Leadbeater, C (1999) New Measures for the New Econdmypemos, Available at:
www.oecd.org, June

Lev, B. and Schwartz, A. (1971) “Use of the Econoi@bncept of Human Capital in Financial
StatementsThe Accounting Review, Januapp. 38-48

Lev, B. (2001) Intangibles: Management, Measurement and Repdrtid@shington, D. C.
Brookings Institution Press

81



European Journal of Accounting Auditing and FinaResearch
Vol.1, No.3, pp. 66-82, September 2013

Published by European Centre for Research TramsmigDevelopment UK (www.ea-journals.org)

Likert, R. (1967)The Human Organization: Its Management and VaNew York, McGra-Hill
Book Company

Roselender, R. and Fincham, R. (2003) “Intellec@epital: Who Counts, ControRroceedings
of the Third Critical Management Studies Conferghi@versity of Lancaster

Strassmann, P. A. (1998) THe Value of Knowledge Capital Available at:
www.strassmann.com, March.

82



