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Abstract

Despite Government and academic interest ining human resources, there has been relatively
little progress in reflecting the value of human resesrin UK organisations. This research uses a
survey questionnaire to identify perceptions andtmras in the area of valuing human resources in
three types of UK organizations; traditional canjes, knowledge intensive companies and local
authorities. The survey focuses on the inguoce of valuing human resources, current
measurement practices, key barriers to the valnatf human resources and the progress expected
in this field over five years itUK organisations. Although the majority of respondents identified
that the measurement/valuation of human resources was important to their organization, only little
or moderate progress in recognizing the worth of human resources in financial statements wa
expected. The main reasons for this were idedtifo be lack of understanding and support of the
area by others in the organization, particularly @emanagement, lack of resources, uncertainty
as to what information should be reported aacklof precision and reliability in current human
resource measures. The research identified tlesé tis more interest in the area from human
resource professionals than accounting professi@malshat valuation of human resources should

be included in internal reports rather than regbexternally. More research is now needed, both
on conceptual models for valuing human resousggkin organizations and empirical research
focusing on issues such as gaining commitmin valuing of human resources by senior
management, the development of systems dding human resources, how systems to value
employees, when developed, are implementedgarosations and the consequences, both intended

and unintended of how the systems operate in practice.
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I ntroduction

Human resources have been identified as onthef main sources of competitive advantage by
many organisations in today's econorfTi, 2003; Mayo, 2003; Verma and Dewe, 2004,
Edvissonn and Malone, Stewart, Sveiby). Tlss true not only of knowledge intensive
organisations which are based on services atahgible outputs, but also increasingly of more
traditional organisations, both in the private seand in the public sector. However, human
resources are still not recognised in theoréng mechanisms of most United Kingdom
organisations, despite an interest dating back¢o1960's in techniques such as human resource
accounting and more recently, intellectual capgetements (Fincham and Roslender, 2004,
Roslender and Dyson, 1992; Mouritsen, Larsen and Bukh, 2001a,b).

This research focuses on exploring the reasons why measuring human resources |
important to organisations in the Unitedngdom, identifying current measurement practices,
barriers to measurement and the progress expectadifield over the next five years. The term
measurement of human resources is used here widest sense. It ithought of as a range of
technigues that provides a more balanced petigpeencouraging as much concern about the long
term drivers of financial success as about cumpenfiormance and value. The use of both financial
and non-financial approaches is now a mumebre common theme when the measurement of
human resources is discussed.

Data is obtained using a survey questiorndihe questionnaire is designed around a range
of issues concerned with the measurement ofammesources. Questionnaires were sent to both
human resource managers and finance/accoumtiagagers in the same organization. Data
analysis also extended to exploring differeniceperception and practice between three different
types of organisations in the United Kingdortraditional companies (i.e. companies in
manufacturing and retail industries) in the ptey sector, knowledge intensive companies (i.e.
companies in hi-tech, research and service indg}tiethe private sector and local authorities in
the public sector. In this article we presentlescriptive account of the findings and focus our

discussion around the issues that emerge in relation to the measurement of human resources.



Literature Review

Human resource accounting (HRA) has been déflnethe American Accounting Association as
“the process of identifying and measuring datout human resources and communicating this
information to interested parties” (AAA, 1973)ofrary to the dominant image of human resource
accounting of "putting people on the balance shéle¢'aim of HRA has always been wider than
this. In fact, as outlined by Flamholz (1999), HRAdhhree main roles; to provide organisations
with objective information about the cost and eabf human resources, to provide a framework to
guide human resource decision making and to motivate decision makers to adopt a human resourc
perspective. It is this wider definition of HRA that is used in this article.

Interest in HRA can be traced back to tf#60’s when Hermansson (1964) first raised the
issue of reflecting employees, an organisation’s nmgbrtant assets, on the balance sheet. In the
1960’s and 1970’s, there was growth in HRA reseavith the derivation of basic HRA concepts
and the development and assessment of various human resource cost and measurement models.
human resource cost approach involved meaguaind capitalising the cost of employees on the
balance sheet with proposals based on histwst, replacement cost, opportunity cost and, for
sportspeople, contract costs. (Brummeaniioltz and Pyle, 1968; Flamholtz, 1973, Jaggi, 1974;
Morrow, 1996; Flamholtz, 1999). Human resourceasurement models also included monetary
and non-monetary methods of measuring the wofthn organisation's human resources, both at
the individual and group level (Lev and Schtzad971; Flamholtz, 1971; Flamholtz, 1972; Likert
and Bowers, 1973; Flamholtz, 1999).

As well as the development of HRA modelsgaash was carried out into the effect of HRA
on decision making and the practical implem#gataof HRA systems in organisations. The
research on decision making looked at both internal and external decision making and at the impa
of HRA on attitudes and performance. In generalias shown that the use of HRA data did affect
decision making (Flamholtz, 1976; Tomassini, 19Dliver and Flamholtz, 1977; Elias, 1972;
Hendricks, 1976). There were also a range udiss which looked at the implementation of HRA
models in organisations. One of the first studieBlRA systems in practice was carried out at RG
Barry by Brummet, Flamholtz and Pyle, (1968)d Pyle (1970). This was followed by other
studies in a range of organisations includingoaating firms, financial institutions, and local
authority organisations (Alexander, 1971aMholtz, 1973; Frantzreb, Landau & Lundberg, 1974;
Ogan, 1976; Flamholtz and Kaumeyer, 1980; Flamholtz and Geis, 1984; Flamholtz, 1999)



However, following this initial enthusiasm interestHRA began to fade in the 1980’s. A number

of reasons appear to account for this. These include:

« most of the relatively easy preliminary easch on HRA had been completed with the
remaining research being complex and relatifely scholars being available to carry out the
research

. the co-operation of organisations willing to seageresearch sites for applied research studies
was not easily forthcoming.

. the cost of the research was significant witleartain benefits or benefits which would accrue
to the field as a whole and not just to the organisations who participated in the studies.

. concerns over whether it was appropriate to tifyapeople and treat them in the same way as
tangible assets such as plant and machinery

« concerns as to the reliability of some of thelfhgs of the research and much of the HRA work
going against the accounting concepts predonimathe 1970’s for example questions as to

whether people qualified as assets in accounting terms

(Sackman et al, 1989; Flamholtz, 1999; Scarpello and Theeke, 1989; Roslender and Dyson, 199
Roslender, 1997; Turner, 1996)

Nevertheless despite this ‘slow-down’ HRAs"“inot a subject that will willingly disappear”
(Roslender and Dyson 1992, p.312) simply becauses gfotential to significantly influence the
management of people (Flamholtz, 1999). Linkethis is the recognition that in today's economy,
the greatest source of competitive advantage for many organisations is their workforce. This
together with the changing nature of managemdrdre managers are now more likely to have to
have to manage by facilitation and the growtid strategic importance of the human resource
professional HRA is experiencing “something afevival” (Dawson 1994, p. 35). HRA is now
clearly viewed as something “of much greatepamance than simply findings a means of putting
people on the balance sheet” (Roslender and Dyson 1992, p. 319).

Many concepts and techniques have beepgsed by both academics and practioners alike
as a means of measuring human resources. Thaadarreturn on investment, IC index, Tobins Q,
human capital index, the balanced scorecardchvhncorporate the measurement of human
resources and an economic value added compdimietd to strategic management accounting
(Mayo, 2002; Kaplan and Norton, 1996; Fitz-enz, 20089s et al, 1997; Tayles et al, 2002). Other



proposals include the belief that human resources need to be measured in terms of their stratec
management potential. This is expressed thraugh techniques as human worth management and
human resource expense models (Cascio, 1B88lender, 1997; Fitz-enz, 2000; Mayo, 2001).
Other issues such as how human resoureasomrement systems should be designed, the link
between human resources and accounting, the ngedwmle information to effectively guide and
manage behavior and the need for accounting remeints to move away from a purely financial
focus (Pfeffer, 1997; Roslender and Dyson 1992néy 1996; Roslender, 1997) have also been
mooted.

The Government too has shown interesthim valuation of human resources. In 2003, the
Department of Trade and Industset up an “accounting for people” taskforce to explore the case
for encouraging organisations to report on penfmmce in four areas: size and composition of the
workforce, employee motivation, staff trainirgnd development and remuneration and fair
employment. The taskforce reported in Noven@03. In their report, they recognised that the
skills and commitment of employees are important to value creation in organisations and that HCl
reporting was generally supported but also recodntbat there were particular concerns that
needed to be overcome. These included revgalata to competitors, possible misinterpretation
by analysts and unhelpful media reporting, lack afigf on what and how to report, how to deal
with wide industry differences and requiremetscerns against an overly prescriptive approach
such that organisations would not able to refteeir own circumstances and concerns of lack of
common definitions and common reporting regueat making comparison difficult. The report
concluded by recommending an evolutionary appholeading to balanced and objective reporting
with a robust process capable of review lditors and recommended that employee matters
should be incorporated in the operating and firdmeview (DTi, 2003; Roslender, Stevenson and
Fincham, 2004). In 2005, the government eéskwa statutory regulation (SI12005/1011) to
incorporate the requirements for an operating farahcial review in the Companies Act 1985 for
all financial years ended after April 2005 and intradgaetails of what should be incorporated in
the operating and financial review in schedulé&74n addition, the Accounting Standards Board
has published Reporting Standard 1 on operatid) fanancial reviews (ASB, 2005). Both the
Companies Act and Reporting Standard 1 require employee matters to be included in the operatir
and financial review and it remains to be seematvi$ actually disclosed by those who are required
to publish operating and financial reviews.

The measurement of human resourcesss alkey component of intellectual capital (IC)

statements. Definitions of intellectual capital hasewed IC as an organisational level asset



obtained from the knowledge held within orgaations, both tacit knowledge held by employees
and codified knowledge. Authors continue to delihe concept of IC and explore its different
components (Saint Onge, 1996;ethy, 1997; Edvinsson and Malone, 1997; Nahapiet and Ghosal,
1998, p 245; Stewart, 1997 p x1, p 68here seems to be some consensus as to the components of
intellectual capital, even though the terminologyd adefinitions are slightly different. The
approaches all aim to give a broader picturarobrganisation than is given by a purely financial
focus. This is done by using a range of finanara non-financial indicators, very much along the
lines of a balanced scorecard approach (Kaptad Norton, 1996). Common to all the approaches,
there is the recognition that it is neither possible nor desirable to put an absolute and correct valt
on intellectual capital. Instead, IC statements kEnatganisations to fosuon stocks and flows of

IC over time and to be better able to manage knowledge and IC.

There has been much debate in the management and accounting literature about tr
measurement of human resources and the techitdpa should be used to do so. However,
despite this debate the measurement of human resources has not altogether translated into pract
Nevertheless academics and practitioners alike share a common goal; to develop measures tt
capture the very worth of people and report it irysvihat allows for the growth and development
of the people themselves and acknowledges in taogable form the contribution they make to the
organization.

In order to extend this common goal, to focus the debate surrounding the measurement c
human resources and to encourage researchersauithpers to use these results to consider ways
forward this research explores why measuring hureaaurces is seen as important, the barriers to
measurement, the types of measures that are tyrused and which might be used in the future
and the progress expected in this field overrtbgt five years in United Kingdom organisations.
The research methodology is presented next,vieitbby the presentation and discussion of the

results and conclusion.

M ethodology

This research uses a survey questionnair@dter data. The questionnaire is based on a
guestionnaire developed by Toulson and Dewe (200% questionnaire was developed to explore
a range of issues surrounding the measurement oarmuesources and the practices used. In this
way it provides an opportunity to collect generic diggive data for considering the state of affairs

in relation to human resource measurement. The questionnaire was adapted for this research a



included questions on the importance given &asuring human resources, current measurement
practices including what should be measurdd,not currently measured and barriers to
measurement where these are not made. The finabpthe questionnaire explored the expected
level of progress that may be made in measuring human resource over the next five years.

Both checklists and open-ended questions were used. In the case of the checklist
respondents where asked depending on the issng besasured to consider each statement and
indicate on a five point scale the view of therganization. Scale metrics included for example
descriptors ranging from "not important to extedynimportant or very important”, from "strongly
disagree to strongly agree" and frono progress to significant progress".

Questionnaires were sent to three growpsorganisations, traditional companies i.e.
companies in the manufacturing and retail sactor the private sector, knowledge intensive
companies in the private sector and local authontigsin the public sector to get a broad view of
current practice in, and perceptions of, meaguhuman resources in UK organisations. The
knowledge intensive companies came from a rarfigedustries including accounting and auditing;
advertising and media; biotechnology; communications, IT and computing services; legal services
management consultancy and public relations;rrpheeuticals; research and development. In
these industries the focus was on serviceeareh and technological innovation and hence it was
expected that the main source of competitagdvantage within the industries would be the
employees and their knowledge in contrast to vihay be the case in the more traditional sectors
like manufacturing and retail the emphasis may be on more tangible products.

In total 4,938 questionnaires were distrdzit 1,000 questionnaires were mailed to human
resource professionals in traditional companies, 1,000 to human resource professionals i
knowledge intensive companies, 1,000 to accounting professionals in traditional companies, 1,00
to accounting professionals in knowledge intemiscompanies, 469 questionnaires to human
resource professionals in local authorities 468 questionnaires to accounting professionals in
local authorities. The questionnaires were setdrgger organisations with 100 or more employees
as the measurement of human resources was expected to be of more interest to these lare
organisations.

Of the 4,938 questionnaires sent out in td&28B responses were received, a response rate of
5.8 %. One question that himsbe asked argues Baruch (1999) is what can be described as a
‘reasonable and acceptable response rate.” Tdifglenreasonable response rate Baruch argues
that a number of factors must be taken intcaot. These include for example the trend that over

the years there has been a reduction in the leuva&spionse rate that may, according to Baruch, be



explained by “a disbelief in the value of thecial sciences” (Baruch 1999, p. 427). Other reason
for low response rates included for example ype tof population, the sector being surveyed and
the size of the organization. The necessity difficulty comes according to Baruch (1999) in
explaining a low response rate. While it could gmssible to mount an argument that involved
issues of sampling, population and sector pestthp more potent and somewhat disappointing
reason may be that those receiving the questieoied not find measuring human resources an
important enough topic to respond. This in ftsehy represent a finding. However we do, as
researchers have a responsibility to those who hetvened questionnaires. These results, if used
in a didactic sense as a source of understandingf asmhg a descriptive approach to analysis and
interpreting our results in a conservative way, ittils gossible to inform. It is in this way that the

results are presented and the context set for further research, examination and explanation.

Results and Discussion

Sample
Of those who responded 67.8% were from thediunesource function, 22.3% from the accounting
function and 9.9 % of the respondents were fiarer functions. 38% of responses were from
traditional companies, 29% from knowledge inteeascompanies and 33% from local authorities.
The analysis is given for the population awl@ole where appropriate and broken down between
sector groupings and between accounting and human resource respondents as appropriate. 1
moderate response from those in the finance/accounting function may suggest that measurir
human resources is not currently a high prioi@y the other hand it may also suggest this group
has not been sufficiently involved this kind of work and one possible outcome from this research
would be to call for a closer collaboration beém the accounting profession and those working in
human resources so that ideas can be sharediféer@nt techniques evaluated. The organisations
employed on average 5,845 employees with a rah§eto 123,000. Although, organizations with
greater than 100 employees were targeted, r@gponses from organisations with less than 100
employees were received. The issue of thle f measuring human resources in smaller
organizations is an important one and one may need to be the focus of further research.

The results and discussion are presentedreethections beginning with the importance of
measuring human resources followed by identifying barrier to measurement, establishing what i

for this sample current measurement practice and future plans.



The Importance of Measuring Human Resources

In this section, respondents were asked tntily how important the measurement of human
resources was to their organisation; what faatorgributed to the importance of measuring human
resources, to whom, in the organisation this iwgmortant and why human resources measurements
were not undertaken.

Respondents were first asked to indicate (1 = not important to 5 very important) how
important measuring human resources was to trganization. 52.1% of respondents stated that
the measuring of human resources was very important or extremely important in their organisatior
The rest, 47.9% of respondents, stated that #essarement of human resources was not important,
somewhat important or of moderate importan€gpically the private sector companies focused on

profitability and links to strategy:

Continual pressure on profitability and the nézdifferentiate form competitors means that
people resources will be one of the few segr of competitive advantage. This will

inevitably lead to greater focus on measurement/delivery.

In local authorities two drivers for the importance of valuation were identified:

Pressure from central government and tiditacommission on public organisations and our
own desire to better measure the impact of hr will drive progress. Local authorities are very
people based organisations providing services to the public and recruitment and retention o

staff is becoming increasing difficult.

However, against the whole area of valuation ar@hsurement, concerns were raised as to the

desirability and perceived benefits of valuation:

... employees do not like being thought of asorgces, the further dehumanising of them
by treating them as an accounting variable $&xsous implications for morale and their
perception of the way they are regarded by their employer. We already have some measure

in place and to spend further time on measures would be counter productive.
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Both sides of the argument have support and the concerns against valuation will have to b
addressed.

Results in relation to the importance of measuring human resources are presented in table (i).

Take in table (i) - Important reasons for measuring human resources

As shown in the table, there were four mas for measuring human resources, which had the
support of over 70% of all respondents. Thesecatdithat accountability is of prime concern with
most of the respondents stating that humaowees should be more accountable and this is
consistent with the concerns of human resoprodessionals who agree that the human resource
function needs to be more accountable in order tmdee influential in organisations as indicated
in the qualitative comments. The other thristlinked very much to the strategy of the
organisation. As human resources were idextifas being important sources of sustained
competitive advantage to organisations, it waseetgdl that the valuation of human resources
would help strategic planning and the achievememhede plans. Of the remaining fifteen reasons
for measuring human resources, fourteen reag@ns given moderate importance, with between
30% to around 70% of respondentstistathat they agreed or strongly agreed, with these. The
theme coming through here is that measurement of human resources should be helpful i
organisational planning and decision-making analéntifying the impact of human resources on
financial results. Although not explicitly stated, thmay be linked to the view that in order to
value and reward human resources, their contobut the key strategic plans of the organisation

and to financial results must somehow be made visible.

Differences between Human Resource Respondents and Accounting Respondents

Two tailed T tests were carried out to inveateydifferences between human resource respondents
and accounting respondents in relation to theoreaghey thought important for measuring human
resources. Four statistically significant differeneesge found between theo groups in terms of

the importance they placed on measuring human resources and these were:

e Dby identifying the value added contribution béiman resources, the impact of human

resources on financial results can be developed,
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e to earn credibility and receive needed resoutttesian resources need to speak in financial
terms,

e measurement of human resources gives investeeded information about the value of the
business and its potential for future profitability

e measurement of human resources gives mamageneeded information about the people

resources in the organisation and if the resources are there to support business strategies

The supporting statistical data is presented in appendix 1.

In all cases, the human resource respondents gave more importance to the above reasons than
accounting respondents, indicating, perhaps, more skepticism by accounting professionals i
relation to the financial impact of humansoeirces measures, whether valuation of human
resources would indeed provide needed infdrom for investors on future profitability and
whether measuring human resources gave neidi@enation for deciding business strategy. No
other significant differences were found betwdamman resource and accounting responses in

relation to the important reasons for measuring human resources.

Sector Differences

The next step was to investigate, using Btdewhether there were statistically significant
differences between sector groups (traditional, kadge intensive industries and local authorities)
in terms of the important reasons for measghuman resources. Comparisons between traditional
and knowledge intensive companies, traditionahjganies and local authorities and the knowledge
intensive and local authorities were undertakergni8cant differences between the sectors are set

in table 2 and supporting statistical data is given in appendix 2

Take in table (ii) - sector differences in reasons for measuring human resources

Comparing the traditional and local authorities, lomathorities have less interest in profitability
and financial measures, as is to be expected. Comparing the local authorities and knowledc
intensive organisations, there seems to leéss importance given by knowledge intensive
organisations to reasons that concern identifyirggvalue added contribution of human resources

and encouraging the alignment of humanouese plans with business plans but knowledge
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intensive companies saw as significantly more important as a reason for measuring huma
resources the issue that to earn credibility awive necessary resources, human resources need
to speak in financial terms. Comparinge thraditional companies with knowledge intensive
companies, again there seems to be less importance given by knowledge intensive organisations
reasons that suggest that measurement hs@pse human resource problems, helps strategic
planning and helps identify the impact of humasorgce plans on financial results. More in depth
work needs to be done to explore these sectorreifées and these would need to be addressed in

the development of appropriate human resource valuation models.

Barriersto Measuring Human Resources

In order to identify the main barriers to the \&tlan of human resources, respondents were given a
list of frequently mentioned reasons given by aigations as to why they do not measure human
resources. Participants were asked to congdeh reason and to indicate on a 5-point scale how

strongly they agreed with it and the results are presented in table 3.

Take in table (iii) - Reasons preventing the measurement of human resources

Only three reasons had the support of more 8@ of the respondents and these, ranked in order
of importance were lack of understanding of theasures by others in the organization, uncertainty
as to what information should be reported and ¢chatent human resource measures lack precision.
These three could be considered to represemh#ie barriers to the measuring of human resources
and each needs to be addressed in order to make progress in practice.

However, in addition, there is some sugpfor most with between 30% and 47% of
respondents agreeing or strongly agreeing with eaafon. Concerns as to quantifying people as
well as the lack of valid, widely accepted measumvhich are not overly complex and difficult,
come through as important barriers. Time and ressutoo are identified as important deterrents to
progress in the area and this also corttesugh in the qualitative comments provided by
respondents. Whether to use hard or soft areaswho should be involved in the development of
appropriate measures and the lack of expartisgeasurement by human resource professionals are
also indicated as problems. Indeed, the spreath®fers indicates thétere are no overall factors

that can be identified as key inhibitors of vaty human resources. Instead, there are a range of

13



concerns and barriers, which need to be addiessel this may contribute to why there has been

only limited progress in practice.

Two tailed T tests were carried out to investigatesther there were any statistically significant
differences between human resource respondents and accounting respondents in terms of t
barriers they perceived as preventing the measurement of human resources. The supportil
statistics are presented in appendix 3. Thasstally significant differences found between the
two groups were current human resource measuack reliability, current human resource
measures are too complex, current human resoureasures are too difficult, current human
resource measures are confusing, human resource people do not have the necessary expertis
measure, uncertainty as to who should be invoindgtle development of appropriate measures and
that existing personnel and company policy do not facilitate the use of human resource measures.
In all cases, the accounting respondents considbeetiarriers to be more important than
the human resource respondents, supporting the thiaithe accounting profession view valuing
human resources to be more problematic than hueswurce professionals, particularly in relation
to the lack of reliability, complexity and difficulty of measures, a lack of expertise in measurement
by human resource professionals and uncertaintg a0 should be involved in the development
of appropriate measures.
Two tailed T tests were also carried outetplore whether there were any statistically
significant differences between the three sectougs in terms of the barriers to measuring human
resources. Those reasons which showed statigtssgnificant difference between the three groups

are given below:
Table (iv) - Differences in barriers to valuation / measurement between sector groupings
The supporting statistical data is given in appendix 4.
Looking first at the differences between thaditional organisational group and local authorities
the results suggest that local authorities conssdaumber of barriers as more problematic than
their traditional counterparts. There are fewer statistically differences between the local authoritie:

and knowledge intensive organisations ahdtween traditional and knowledge intensive

organisations. Again, these sector differences need to be explored further.
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Who Should Drive the Measurement of Human Resources and at the importance of measuring

human resources at different levels of the organisation?

When asked to identify who in the organisatishould drive the practice of valuing human
resources, 50.2% of the respondents stated theathuman resource function should drive the
practice of measuring human resources with @hfo of respondents stating that this should be
driven by the accounting function. 35.3% of tlespondents stated that a multifunctional team
should drive the practice of measuring humasoueces. Those respondents who identified the
human resource function as the most appropriate function to drive valuation practices stated th:
this was because they had the knowledge, expertisdata to be able to do so. A few respondents
also indicated that if the human resource fuorctlid not get involved ithe valuation of human
resources, there might be a threat to the dnumesource function and the danger that other
functions such as accounting would perhaps€'taker’. Those respondents who stated that a
multifunctional team including human resourced aaccounting professionals should drive the
valuation of human resources indicated that Was desirable in order to obtain the expertise of
both functions and to improve acceptance and understanding of human resource valuation acro
the organisation. There were no major differenbesveen the responses of the three sector
groupings.

Finally in this section, respondents, eve asked about how important they thought
measuring human resources was at different leMeilse organisation. The results clearly identify
that valuation/measurement was importantthe human resource function. In addition, the
importance of measuring human resources at diffdesels of the organisation were identified as

follows, ranked in order of response:

Take in table (v) - importance of valuing human resources at different levels of the organisation

As well as the human resource function, respote@lso considered that measuring human
resources was important at senior levels in tigamisation, particularly senior management and the
CEO. Less importance was given to theocating function with only 44.4% of respondents
stating that it was important or extremely imjaot for the accounting function. However, 32.9%
of respondents also stated that the importasfceneasuring human resource was of moderate
importance to the accounting function. This reinforttesview that there is some interest in the
accounting function in measuring human resourcegbtiiaps more needs to be done to engage

accountants within organisations in the debate on valuing human resources.
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Valuation/Measurement Practices
In this section respondents were asked abauthtiman resource measures that were utilized by
their organisations. From a list of 33 measurespondents were asked to identify which ones
were used by their organisations and how oftese were calculated. Respondents were also
asked to identify the measures that were camsil to be important measures, irrespective of
whether the measures were currently used kyr tbrganisations. The measures included both
measures, which might predominantly be used by the human resource function in an organisatic
such as job satisfaction and organisational comerntnand measures of wider interest such as
economic value added and intellectual capital. The respondents were asked to add to the list if tt
measures they used were not included.

Absenteeism and accident frequency rate measures which have to be kept by
organisation and hence, not surprisingly, are kept by more than 70% of the respondents. Of th
other measures the following are identified amdeised by more than 50% of the respondents,

ranked in order of use:
Take in table (vi) - measures used most by UK organisations
Apart from client satisfaction surveys, the otheasures are internal to the organisation, mostly
relevant to the human resource function anel e@alculated monthly, quarterly or annually as
appropriate. None of the measures are calculated on daily or weekly basis.
The measures that are used the least, by less than 30% of the respondents are given below
ranked in order of importance:
Take in table (vii) - measures used least by UK organisations
The other measures, identified below and rankedderasf use, were repoddo some extent, with
30% to 50% of respondent stating that theseasures were reported, again either monthly,

quarterly or annually.

Take in Table (viii) - measures used to moderate extent by UK organisations
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Thus there are a range of measure that aresext by many respondents or used by between 30%
and 50% of respondents. Thigpports the view that although an area of interest and importance in
organisations, there are relatively few measuraesaligtcalculated by organisations in relation to
the valuation of human resources. This may aldecate that, in practice, there is little agreement
as to what should be measured. There were no major differences in responses between the thi
sector groupings with all three groupings identifyia variety of measures that are currently
calculated.

Finally in this section, respondents werdeas to indicate how important the different
measures outlined above were for their industihe following, ranked in order of importance,
were considered as important measures witlr @286 of respondents indicating that they were

important or extremely important.

Take in table (ix) - which measures are deemed most important

The least important measures, with less than 30% of respondents identifying them as very or

extremely important were, ranked in order of importance:

Take in table x - which measures are deemed least important

The remaining measures, ranked in order of importance are given below:

Take in Table (xi) - Which measures are given moderate importance

With such a wide range of measures considarggbrtant, this lends supports to the proposition
that there is only limited consensus as to whaukl be measured. It may well also indicate that a
prescriptive approach is neither feasible nor rdése. Instead, a more flexible approach with
organisations being able to use those measures most appropriate to their circumstances may be
way forward. Also, complex measures suchirgsllectual capital are not identified as being
important and this may, in part, be due to thec@iged difficulty and complexity in calculating
these, lack of agreement on how they should be calculated and concerns about quantifying people
There were no major differences in the respon$éise three sector groupings with all three

sector groupings identifying a variety of measures as being important.
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Future Progress

In this section, respondents were asked about fyiares in relation to valuing human resources.

If respondents did have plans they were dskéhat measures would be reported, why the
information was to be collected, who in thegamisation the measures would be reported to,
whether the information would be reported intélgnar externally and how often the measures

would be reported. Respondents were alskedisabout the barriers they might face in

implementing new measures and asked on a $eate no progress to significant progress, how

much progress they thought would be madevatuing human resource and human resource
accounting in the next five years.

In relation to future plang9.6% of the respondents stated thair organisations had plans
to introduce human resource measures in the reatt 22.2% in the next two five years and 9%
in over five years. Those that did have plaese asked to outline these plans. Respondents that
did give brief details of plans were generallytla¢ stage of deciding which measures should be
used and how often. In all cases, the measwe to be reported internally to senior
management. Respondents did not includeildetd specific measures. A few respondents
outlined plans of pilot studies and the acquisitioambropriate software to facilitate the capture of
human resource information and a couple of respondetite private sector stated that they would
be using a balanced scorecard type approach, but plans were at an early stage.

The qualitative comments, a wide variety of issues and concerns are raised by the
respondents who did provide qualitative comments. There are some issues that are common to a
three types of organisations. Support for valuing human resources is indicated by respondents in a
three organisations due to the importance of employees to organisations. Private sector
respondents indicate that the drive for profits in an increasingly competitive market would be a key
driver for the valuation of employees while loeaithority respondents indicate that the difficulty
in recruitment and retention of staff, together with government led requirements would drive
employee valuation in the local authorities. However, the view that the valuation of employees was
the latest management fad and that measures already used were adequate was also expressed by
some respondents indicating that support for the valuation of employees was not universally and
unambiguously accepted.

In relation to barriers against implementation of human resource medbkar®g) main
factors identified by most respondents, irrespective of sector, were lack of time and resources.
Another common theme against valuation of human resources was the complexity and difficulty in

doing this in practice. Other concerns identified by respondents from all industries as barriers
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against progress included concerns as to quantifying people, letting accounting take over,
professional jealousies, resistance to changealitical pressures. In addition, private sector
respondents indicate lack of board commitment to the area due to a short-term approach taken by
senior management and lack of awareness of the area as key barriers to progress. They also
indicate that measures should not be calculated for there own sakes but to improve the business a
that it would be difficult to persuade the board of this, due to up front costs and uncertain long term
benefits.

The wide range of concerns and viewgressed by respondents in all three types of
organisations in the qualitative comments highliggdme of the problems which will need to be
addressed in order to make progress in the futuféese include both conceptual issues such as
developing appropriate measures or techniquegdioing employees and empirically based issues
such include gaining the commitment and interest of business leaders and analysing th
implementation of appropriate measures into organisations.

In response to how much progress there wagylikebe in the next five years, 19.1 % of the
respondents considered that there would be little or no progress in human resource accounting ov
the next five years, 65.3% of the respondents censiithat some or moderate progress would be
made in the next five years. Only 13% thie respondents considered that there would be
significant progress in the valuation/measuremertiushan resources in the next five years. Of
the ones that did indicate significant progress, most of these come from knowledge intensive
companies and this may be for two reasons. flise is that people are the main source of
competitive advantage in these companies ands#w®nd is that in some of the industries,
measurement has never been important in geaathhence they will be implementing measures

from a lower starting point and hence will see the most progress.

Summary and Conclusions
This research set out to explore current perceptions and practices in the area of valuing hums
resources focusing on the importance of, andoreagor, valuing human resources, identifying
current measures being used, identifying the éarrto valuation of human resources and the
progress expected in this field over the next five years

A survey questionnaire was sent to both fimance/accounting function and to the human
resource function in three types of organisations, traditional companies in the private sector

knowledge intensive companies in the private sector and local authorities in the public sector.
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From the responses, it appears that many regardpastant the measuring of human resources to
improve the accountability of the human resounaecfion and to facilitate strategic planning by
giving information about whether pgle resources would be available to achieve strategic plans,
making the costs of different actiomsible and focusing on people as an investment rather than as
an expense.

Respondents identified that the valuation of human resources was more important for the
human resource function and senior managerttert for line management and the accounting
function. A third of the respondents identified thaman resource professionals did not have the
necessary expertise to measure or value hunsumees and that the best way to make progress
would be to use multifunctional teams in order to obtain the expertise of both the HR and
accounting functions and to improve the acceptance and understanding of human resourc
measures across the organisation.

Currently, a range of measures relatindghtonan resources were calculated but only seven
were used by more than 50% of respondents. eltvese absenteeism, accident rates, training and
educational costs, turnover rate, cost of peapient satisfaction surveys and competencies. Only
ten measures were identified as being imporgnmore than 70% of respondents and these were
job satisfaction, leadership, absenteeism ratggnt satisfaction surveys, turnover rate,
competencies, cost of people, learning, oiggional commitment and return on training.
Measures such as intellectual capital and econwaliee added were identified as being important
by relatively few respondents.

However, there were a wide range of meesutonsidered either of moderate or high
importance and this indicates that there is only limited consensus as to what should be measur
and may also indicate that a prescriptive approaakitber feasible nor desirable. Instead, a more
flexible approach with organisations being atbeuse those measures most appropriate to their
circumstances may be the way forward. Perhapderlying these results, is that when deciding
on the importance of a measure, respondents alssider the complexity of the measure. This
may lead to some measures being describediag lBss important to the majority of respondents
because of the difficulties involved in calculatitngm, the lack of agreement on how they should
be calculated and concerns about quantifying people.

The main barriers to the valuation of human resources were identified to be lack of time anc
resources to progress the area, lack of undersigqradithe area by others in the organization, lack

of precision in valuation methods and uncertaadyto who the information should be reported to.
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Other moderate concerns in relation to the wadnaof human resources included lack of reliable
and valid measures which are not overly compded difficult, the lack of widely accepted
measures and models, concerns as to qyargifpeople and lack of expertise by the human
resource function in relation to valuation of human resources.

Very few respondents had detailed plans in relation to implementing the valuation of human
resources, but most respondents did state thahimyplans to introduce some measures in relation
to human resources over the next five years. ide#gs, only a minority of respondents considered
that there would be significant progress, withsindentifying little or moderate progress citing the
barriers outlined above.

One of the issues that need to be expldwuether is how the views of those involved in
accounting and finance be reconciled with thoe®lved in human resource management. This
seems to suggest an interesting paradox. Human resource managers need the support of th
accounting colleagues to be able to develop aitidtenhuman resource measures. However to gain
this support they need first to be able to cooeitheir accounting colleagues that such measures
are important, reliable and valid. In order to do tthisy need to work with these colleagues to
develop such measures. Here lies the rub because those whose help they need are not entir
convinced as to the merits of measurement énfitist place. So to make progress human resource
managers must gain the support of their accograolleagues but their accounting colleagues need
convincing that measurement is worthwhile. Agman resource managers cannot do the latter
without help from the very colleagues who app somewhat unconvinced and this might be a
circle that is difficult to square.

Despite the interest in this area, the surveycludes with the view that there will be only
moderate progress in the area over the next years, most likely because of the perceived
difficulties confronting those wishing to measure lamnresources in practice. In order to show
greater progress, more needs to be done dt thw theoretical and empirical level. More
conceptual research is needed into valuatiothats and models, the use of a range of measures,
including soft measures, how best to deal widhaerns over quantifying people, how best to deal
with sector differences and differences betweerpthate and the sector and local authorities. As
well as developing appropriate measures Wwhiould gain acceptance by most organisations,
empirical research is also needed into issuel as gaining the commitment to valuing employees
by senior management, which will, no doubt, invgbegsuading management of the benefits of the

process compared to the costs involved, hostesys to value employees, when developed, are
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implemented into organisations and the coonsaces, both intended and unintended of how the

systems operate in practice.
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Appendix 1

Important reasons for measuring human resour ces Mean
response acc

By identifying the value added contribution of human resources, the impact of  3.4894

human resources on financiakults can be developed

The language of business is dollaif®@ earn credibility and receive needed 3.0213
resources, human resources need to speak in financial terms

Measurement of human resources gives investors needed information about the2.7174
value of the business and its potential for future profitability

Measurement of human resources gives management needed information about3.6170

the people resources in the organisation and if the resources are there to support
business strategies
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3.8085

3.5704
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Appendix 2

Important reasons for measuring human resour ces

The knowledge and skills of our peopleoisr most important source of sustained
competitive advantage

The language of business is dollarslo earn credibility ad receive needed
resources, human resources need to speak in financial terms

Mean Mean response
respons  public sector

e ftrad

co

4.0784 3
3.5686 2

Measurement of human resources gives investors needed information about tf®1667 2

value of the business and its potential for future profitability

.7955

.9318

.8434

Important reasons for measuring human resour ces Mean Mean
response response Ki
public sector  co

The knowledge and skills of our peopi® our most important source of  3.7955 4.3846

sustained competitive advantage

By identifying the value added contribution of human resources, the impact of3.7386 3.3974

human resources on financiakults can be developed

Measurement encourages the alignnartuman resource plans with business 3.7640 3.3974

plans

The language of business is dollar$o earn credibility ad receive needed 2.9318 3.7273

resources, human resources need to speak in financial terms

Important reasons for measuring human resour ces Mean Mean

response response K|l
trad co co

The knowledge and skills of our peopleis most important source of sustained 4.0784 4.3846

competitive advantage

Measurement helps with strategic planning 3.7941 3.5128

Measurement allows people to be seen aswastment to be developed rather than  3.5980 3.2821

as an expense to be trimmed

By identifying the value added contribution of human resources, the impact of 3.7745 3.3974

human resources on financiakults can be developed

Measurement encourages the alignneéituman resource plans with business 3.6863 3.3974

plans

Measurement helps solve human resources problems 3.1373 2.7436
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Appendix 3

Reasons preventing the measur ement

of human resources

Current human resource measueek reliability
Current human resource measures are too complex
Current human resource measures are too difficult
Current human resource measures are confusing

Human resource people do not have the seary expertise to measure

Mean
response acc
3.5333

3.8913
3.2609
3.3696

3.1957

Existing personnel and company policy do not facilitate the use of human3.4000

resource measures

Uncertainty as to who should be involved in the development of appropriate3.0870

measures
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2.8440
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Appendix 4

Reasons preventing the measur ement Mean Mean response

of human resour ces response public sector
trad co

Current human resource measures are confusing 3.000 3.3218

There are not enough financial resources available to measure humah0490 3.4070

resources

Lack of understanding of the measures by others in the organisation 3.2871 3.7471

Concerns as to quantifying people 3.0990 3.4353

Uncertainty as to whom in the organisation the information should be 2.6436 2.9651

reported to

Reasons preventing the measur ement Mean response Mean
of human resour ces public sector response

Kl co
Current human resource measures are confusing 3.3218 3.0132
concerns as to how human resource information will affect decision making.0706 2.7368

in the organisation

Reasons preventing the measur ement Mean Mean
of human resour ces response trad response
co Kl co
Lack of understanding of the measures by others in the organisation 3.2871 3.5789
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Table (i) - important resons for measuring human resour ces

Important reasons for measuring human resour ces % agreed or

strongly agreed
Human resources should be accountghl like any other function 94.1
The knowledge and skills of our peojdeour most important source of 79.4

sustained competitive advantage

Measurement of human resources gives management needed information about75.1
the people resources in the organisation and if the resources are there to support
business strategies

Measurement helps with strategic planning 70.2

Understanding the value of our people focuses on our future human resource  68.8
needs, which is crucial for both setting long term strategies and achieving them

By identifying the value added contribution of human resources, the impact of  65.6
human resources on financiakults can be developed

Through measuring the effectiveness of a particular programme and the impact 65.5
it will have on the level of knowledge withthe organisation, management can
make better decisions

Measurement encourages the alignnaéituman resource plans with business 63.4
plans

Measurement increases the preparedness of management to take action
Measurement encourages human resource to adopt a strategic perspective

Measurement allows people to be seearamvestment to be developed rather 55.3
than as an expense to be trimmed

The language of business is dollaif®@ earn credibility and receive needed 54
resources, human resources need to speak in financial terms

Measuring human resources facilitates decision making by making the costs of 51.1
different actions visible

To be able to manage knowledge we need to be able to measure it

Measurement of the knowledge and skills of employees is an important 34.5
indicator of future profitability

Measurement helps solve human resource problems

Measurement of human resources gives investors needed information about the 32.0
value of the business and its potential for future profitability

Human resources should be mandatedreave as one of their priorities the 30.4
development of HRM accounting procedures and practices.

Through being able to demonstrate the value and importance of the 16.0
organisation’s human resources, human resources becomes a strategic partner.
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56.4

50.9
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Table (ii) - industry differencesin reasons for measuring human resoures

Between traditional
and public sector

The knowledge and skills of
our people is our most
important source of sustained
competitive advantage

The language of business is
dollars. To earn credibility and
receive needed resources,
human resources need to speak
in financial terms

Measurement of human
resources  gives investors
needed information about the
value of the business and its
potential for future profitability

Between public sector
and knowledge intensive

The knowledge and skills of our
people is our most important
source of sustained competitive
advantage

The language of business is
dollars. To earn credibility and

receive needed resources, human

resources need
financial terms

to speak in

By identifying the value added

contribution of human resources,
the impact of human resources on
financial results can be developed

Measurement encourages
alignment of human resource
plans with business plans
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the

Between  traditional and

knowledge intensive

The knowledge and skills of our
people is our most important
source of sustained competitive
advantage

By identifying the value added
contribution of human
resources, the impact of human
resources on financial results
can be developed

Measurement allows people to
be seen as an investment to be
developed rather than as an
expense to be trimmed

Measurement encourages the
alignment of human resource
plans with business plans

Measurement helps with
strategic planning
Measurement  helps  solve

human resources problems



Table (iii) - Reasons preventing the valuation/ measur ement of human resour ces

%
Reasons preventing the measur ement of human resour ces Agreeing or
strongly agreeing

Lack of understanding of the measures by others in the organization 58.8
Uncertainty as to what information should be reported 58.8

Current human resource measures lack of precision 57.7

Current human resource measuaes not widely accepted 47.2

Current human resource measures lack reliability 47.0
Concerns as to quantifying people 44.7

Current human resource measures lack validity 44.4

There are not enough financial resources available to measure human resources 44.4
There is not enough time to develop appropriate human resource measures 44.1
Current human resource measures are confusing 40.0

Existing personnel and company policy do not faddithe use of human resource measures 38.9
Uncertainty as to who should be involved in the development of appropriate measures 38.0
Current human resource measures are too complex 36.9
Uncertainty as to the appropriateness of using financial measures or softer non financial 36.2
measures

Current human resource measures are too difficult 34.4

Human resource people do not have the necessary expertise to measure 31.2
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Table (iv) - Differencesin barriersto valuation between industry groupings

Between traditional companies
and the public sector

Lack of understanding of the measures by
others in the organisation

Current human resource measures are
confusing

There are not enough financial resources
available to measure human resources

Between the public sector Between trad and
and knowledge intensive knowledge intensive
companies companies
Lack of understanding of
the measures by others in
the organisation
Current  human resource

measures are confusing

concerns as to how human
resource information will affect

decision making in
organization

Concerns as to quantifying people
Uncertainty as to whom in the

organisation the information should be
reported to

the

Table (v) - importance of valuing human resour ces at different levels of the organization

% %
Level in the Organisation Very important Moderate
or importance
extremely
important
Human resource management 84.0 11.3
Senior management 63.6 23.8
CEO 63.3 18.6
Board of directors 54.7 14.0
Line management 495 26.9
Financial and management 44.9 329

accounting

Table (vi) - measures used most by UK organizations

Which measures are used most by %

UK organisations Used
Training and educational costs 68.8
Turnover rate 67.0
Cost of people 65.3
Client satisfaction surveys 60.4
Competencies 50.5
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Total very
important,
extremely
important and
moder ate
importance

95.3
87.4
81.9
68.7
76.4
77.8



Table (vii) - Measures used least by UK organisations

Which measures are used least by UK organisations

HR ratio

Tenure

Learning

Return on investment
Leadership

Organisational commitment
Return on training
Seniority

Training lost

Cost-benefit analysis

Total shareholder return
Innovation

Economic value added
Value added per employee
Return on investment in
human capital

Intellectual capital

Table (viii) - Measures used to moder ate extent by UK organisaions

Which measur es ar e used to some extent by UK organisations

Average age

Healthcare cost per employee
Job satisfaction

Revenue per employee

Cost per hire

HR cost/investment
Experience

Time to fill jobs

Educational level

Turnover cost

Table (ix) - Which measures are deemed most impor tant

Theimportance of particular % Indicating very or
measur es extremely important
Job satisfaction 85.2
Leadership 84.1
Absenteeism rate 84.0
Client satisfaction surveys 83.7
Turnover rate 79.1
Competencies 77.1
Cost of people 74.8
Learning 74.7
Organisational commitment 71.6
Return on training 71.2
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%
Used

46.5
40.3
38.5
37.5
36.5
36.8
34.4
33.7
33.3
31.9

%
Used

28.8
25.7
25.3
24.7
22.9
191
18.8
18.1
16.0
14.2
12.2
9.0
8.0
7.6
6.9

2.8



Table (x) - Which measures are deemed least important

Theimportance of particular % Indicating very or
measur es extremely important
Tenure 23.0
Healthcare cost per employee 20.7
Average age 17.7
Seniority 16.1

Table (xi) - which measures ar e given moder ate impor tance

% very or
Theimportance of particular extremely
measures important
Turnover cost 69.3
Accident frequency rate 68.4
Training and educational costs 64.8
Experience 57.1
Return on investment 55.2
Value added per employee 54.4
human resource cost/investment 53.9
Revenue per employee 53.9
Return on investment in human capital 52.9
Cost per hire 52.5
Innovation 52.1
Time to fill jobs 51.2
Cost-benefit analysis 46.7
Training lost 42.0
Total shareholder return 39.8
human resource ratio 39.2
Educational level 32.8
Intellectual capital 32.8
Economic value added 31.8
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