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Introduction

A new way of thinking about thg human resource is
emerging. It is apparent that this
reconceptualization of the only vital factor of .
production will have a profound impact on the way
managers manage. The new set of concepts is coming as
an outqrowthl_of the -design of @ accounting systems
adequate to measure the costs of human resources and
to thus repqrt manpower as a capital asset. Though of
itself the revised acqouﬁtinq system will not improve
the - management of people, it will provide spﬁ%tantive

evidence of their vyalue and, therefore, act to

emphasize that a person is a unique entity requiring

ipdividualiggg consideration.

.The multiple bases for measuring investments in
human resources and the elements requiring measurement
pose no -perplexing probhlems for . accountants.
Accounting conventions can Dbe adapted eésily to
include human asset accounting. A practice that can
artfully incorporate the notion of "good will" and
incorporate it on official ledgers sc?rcely will find
allowing for investments in the people of entreprise a

difficulty -- technically or ethically..



The leadership of professional athletic teams has
helped ﬁo show us the way to account for human
investments. It has 1indeed accounted thus for
decades. 50, atcounting procedures are soméwhat in
place -- tax conventions contrariwise are not in place

at all.

The human asset adcounting model is  being
developed in -response to a qrowing concern amony
managers with the present inability to quantitatively
deal with their organizations’ human resources L[13.
To them, it 1s incredulous that_annual reports ~ often
include é.étatement to the effect that "oupﬁémployées
are our most Véluaﬁle‘asset", but that an interested
réadef is unable to find this "most valuable asset" in
ahy of the . accompanying financial stétéments. Often
incidentally, the significant wariances between the
amount paid for a compény and its book assets 1is due
to the value of its "unshown" human fesources and

their organization. Further, managers register dgreat

concern over their_inability to get information on the



To f£ill these needs, énd many other  allied
requireménts . regarding .the . human =~ resource,
conventional accounting practices. are undergoing
changes to accommodate measuring humans as a capital
asset. The results will have implications for
Imanaqement strategies that transcend the apparent

financial considerations.

Capitalizing a Person

Consider initially . the mechanics - of human
resource accounting. There are several bas€s upon
which the value of human resources can be ,estimated.

‘measured as acquisition costs,

Investments can be
replacement costs, Qr economic - value to “the

organizatien.  Acguisition cost is  derived by

summarizing historical transactions to acdquire a

resource., Replacement caost, as the term suggests, is

an estimate of the total expenditure to replace a

resource., And economic walue is an approximation of

the present value of a human resource based on that
portion of the organization’'s future earninqs'
attributable to his or her particular contribution.
Effectively, these three approacﬁeé respectively
attempt to measure (1) what the resoﬁrce Eosts, (2)

what it would now cost, and (3) what its value is,



based upon po;ential earning ability. Each basis for
estimatiﬁq resource value has merit for different
types of managerial decisions; each, also, has some

special problems.

For example, consider the seemingly
straiqhtforward allocation of transactions to
determine the acquisition-cost of a human rescurce.
-The acquisition cost would reasonably include A
proration of investment in recruiting, hiring,
orientation, training, initial on-the-job experience,
and c¢ontinuing development. 'The basic ag;cunting
model to .épply acquisition costs to mgﬁggers is

illustrated in Figure'l.

The reader will note the difficulty of estimaéinq '
ihveStmenté in several "functional asset accounts”,
In the account labeled "experience", for dinstance, a
nunber of subtle implicit costs might reasonably be
. considered. Costs assignable to errors and
opportunities miszed should also comprise this
account, together with the unavoidable investment in
an enployee’s time and efforts to assimilate his
ac%ivities with those in relatgd areas of ﬁctivity.
In a word, the investment incurred to establish

acceptable vroles, yvole relationships, norms, ang

values, In a. word, that required for
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enculturalization.

Any basis to account for the —human asset --

acquisition or replacement <cost, economic value, or

other -- poses special problems. Notwithstanding the

difficulties, .the \utility of the information for

managerial decisions made available as & product of

the wuse of a human asset accounting model far .

outweighs the burden of conceptual conmplexity and

‘discomfort with inexactitudes,

Omissions of Current Systems e

'

!

At the outset,. ilet us recognize frankly that

treating enployees in ‘part as- capital assets

technically is merely a matter of recording things as

they are financially. Conceptually, however, such

‘treatment goes bevond value to financial analysis,

Generally, resources used during the period in which

" benefit is realized by the firm are ‘"expenses".

Resources used for benefits related to future time

periods, 1i.e., not exhausted .to realize present
benefit, are normally "assets". Thus, the nature and

timing of benefits to the firm from human resources

urge one to conjecture that a major portion of the

contribution from this resource will be realized in

the future, and that, therefore, a major segment of

4y e



the investment in employees should be treated as

assets.

When only traditional assets are accounted for,
management.  is responsibkle only for their prudent use
and perservation. So, for instance, when a new
building 1is acquifed those responsible sinply manage
to gain the highest long-term return on their
investment and to inhance coincidentally the value of

the structure. HWith human assets the same objective

prevalls, of course -- gain maximum return through use

and increase value -- Dbut the managerial /5Efateqy
. N /

differs. /

‘

SR

‘Non-people assets should be engineered and

managed: People must be lead. Leadership becomes the

critical strategic factor,

In addition, this matter of capitalizing human
resources is essential in the labor and.
management-intensive service, instead of product
industries. where the exclusion of people assets is
flat-out misleadinq. As examples, the balance sheets
of .the great advertising, consulting, or accounting

firms, particularly if they opt to 1lease physical



assets., are mere skeletal representations of each
firﬁ‘s financial substance. DBut, Wwhen one accounts
for the indispensable value of their people, this
worth acquires the sinew and muscle that the firm in

reality deserves.

The'incluéiqn of living assets together with
non-living assets of course, will cause a firm’'s cost
functions to shift upward to represent all factors of
production. The implications of which are heady for
tax Dbases, investment analyses and management
strategies. Yet frankly, th;s. completion”af .the
finénciai.ofchestration of a business adds pﬂé single

and only vital side  of enterprise.

“Apparent Financial Benefits

The information provided by such a system 1is
essential to managerial decisionS'for the purposes of
. financial planning, organizing, directing, and
controlling. Examine certain of the apparent merits
of Iaccountinq for human agsets for financial

considerations [21.

e Management needs more complete information on
the costs of personnel turnover. -Currently, managers

do not have access to enough information on employee



attrition to assess the magnitude of these losses.
Though the cost of employee turnover 1is commonly
recognized as a subjective concern of management, a

comprehensive approach to quantitatively analyze the

amounts of such financial drains, as they relate to.

efforts to mitigate the underlying causes of personnel

turnover, 1is not available. And this inability to
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more effectively manage costs associated with employee -

turnover 1is found in firms whose attribution rate is
in éxcess of 20 bercent a year, which represents a
staqgerinql loss, even when one does not considqr that
his firm's human assets are at times joining his

competitors’ forces.

e Managers néed estimates of their firms’ ratios
of investments in human resources to total assets as
- an indicator of potential to generate future profits,
Such analysis over time {(trend and comparisons) may
become useful as a prime determinant of a firm’'s
.‘capabilities to effectively compete. Both g priori
reasoning and certaln empirical evidence léads us to
believe that a positive corrélation exists between
investments in the acquisition, orientation, training,
reiraininq, and retention of human resources, and the
- future profitability . of corpgrations (or the

effectiveness of other social organizations). The



idea suggests that, at least in enterprises 1in which
the human resource is a critical factor of production,

high prefits can be ultimately expected from a high

human asset investment ratio, and declining profits

can be anticipated by firms with a low ratio.

o Human asset accounting dis thus needed to
evaluate alternatives to make decisions on capital
‘budgeting. Currently, managers are able to accurately
‘analyze investment alternétives in other assets,
whereas opportunities for strengthening the. human

resource can only be given qualitative consi@gf&tion,

-
F

or crude qugntitative approximation. As ,a result,
justification is - %e&kenedlfor further investments in
fﬁe human asset, and as a consequence, such
investments are often the first to be "red lined". Tt
should be stressed that the denial of human investment
opportunities is commonly missed not because they do

not represeﬁt potentially high vields, but rather

because management 1is uninformed of the potential

pagoffs.

e Management c¢an usze additiconal data for those
frequent ‘ decisions on capital budgetiﬁg when
alternatives involve Dboth investments in human
résgurces and . other Eapital assets. For instance,

consider a decision that involwves investments in human

11



assets and a physical asset. This might mean making a
choice among alternatives for the location of a new
plant. Typically, with conventional accounting data,

the impact of this decision on the enployees 1is

considered as a qualitative factor, and as such, may

bhe ignored: qunored because of the substantive nature

of evidence for Jlocating the facility in a certain

place.

Human resource accountiﬁq would integrate both
human and physical congiderations into the capital
budgeting decision model by moving the human {gctor to
a duantifiéble position. Thus, in hybrid£{hvestment
decisions (such as'thé location of:a new plant with
its impact on the poﬁential loss of wvaluable
personnel) , management could sample the receptivity of
- employees to relocation in relation to the various
alternatives wunder consideration. In turn, full

turnover costs could be calculated with sufficient

precision to be gquantitatively weighed against the

advantages of various physical 10ca£ions. The

12



o Rates of return on 1investment c¢ould be more
intelligently interpreted if the value of human assets

was estimated and included in the rate base. As it

now stands, employees are assumed implicity to be a

free qood ~- a _costless resource. This assumption.

seriously distorts  both evaluating performance and
weighing alternative investments. ‘Since some
enterprises 'hqve the 1ion’'s' share of their capital
_inﬁested in people, rather than physical assets, (e.q.
the accounting,‘ advertising, and consulting f;rms
mentioned earlier) calculated rates of return that
~exclude the ﬁuman value from the rate Xﬁase are
inadequate. Andl'ﬂf?rther} evaluating xinvestment
opportunities to the exclusion of the cost of human
resources is misleading because employees as well as
._'pﬁysical ésseﬁs .have an opportunity cost related to
their use, i.e., the increment of | loss of

profitability from alternative investments not

selected.

¢ Management needs to be able to eétimate the
value of training and development programs. Most
successful enterprises i1nvest heavily in - training
prbqrams for employees ﬁhroughout their organizations.
It is particularly fashionable fér corporations to

devote substantial resources to .the continuing

13



development of members of management. Though we can
reasonably assume that their value is enhanced, and
‘research supports this proposition (33, large capital

commitments are made to such programs without even an

estimate of expected payoffs or return on investments. .

Since the value of developing human. resources 1is

14

largely taken on faith, the expenditures are too

frequently treated as a luxury 1in which "successful
cofpofations indulge theﬁselves. Unhappily, but
consistent with this attitude, Wheﬁ profits are not
sufficiantly high to afford such “self-indgléénce";
'traininq is restricted -- pestricted at the;/éoint in
time when an investment in  the human asset may be
éivotal to reversing the downward profit  trénd,
Management - sorely needs analytical tools to weigh
" decisions heretofore made on subjective grounds. They
need a systematic approach to estimate the yield, or

“return on investment, over time, of expenditures in

human assets.

¢ In addition, management needs information about
the categories of 1ts human resource investments so

that standard costs and replacement costs can Dbe

established for wuse in planning. Data is needed to

set standard costs on recrulting, hiring, orientation,

training, and integrating new employees to a
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sufficient level of interaction with fellow workers,
These costs would form the basis for controlling
'J: B personnél cost. And at least of egual importance,
they would provide management with guidelines to
estimate the replacement cost for persons in variouﬁ.
positions so that  manpower acguisitions could be

planned to become a segment of the capital budget.

® And last, management would ﬁalue information on

the composition of the- human asset inventory.
Currently, "net income" is, of course, not adjuéted to
include changes in ‘the value of human rqséhrces;
“Prafits“, és a consequence, include amountg derived
from the use (or pdftial liquidation) of human assets.
Hence; management . can withhold invésting in human
resources ‘during a given period with a subsequent

~ increase in net income the close of that period. This
illusion of profitability, at the expense of poverty

in the personnel ranks, can represent the genesis of

failure to profit in the future.

Though unconventional in a reporting sense,
accounting when used for managerial decisions should
adjust net income for changes in the value of human

assets. Whether appreciated or depreciated, this



would give managers a more realistic measure of true
profit, an improved basis for approximating future
earnings, and a manpower audit to forecast

requireﬂents to acguire and develop human assets.

Potential Pehavioral Implications

The value of human resource accounting to
financial decision makers seems apparent. In a word,
the appreach moves financial abstractions c¢loser to
concrete reality. The concern in the remaining
sections of this article is for managing an ’pmbloyee

. S y,
as a capital asset. It seems reasohable and

consistent that manéqément will reconceive'an employee

as the only vital'éspect of business, and as such will

16

restore individualistic treatwment for each employee--

leading to heightencd congruency and improved
relationships among human beinas. The focus 1is on
"managerial - accounting”, rather than on.“stewardship
accounting". As such, we will aﬁtempt to predict
changes 1in leadership patterns as a consequence of

managers’ change in perceiving the value of employees.

Little 1is known about the impact of human
resource managerial accounting on the behavioral
patterns of people, Through conjecture, we can

reasonably assume that this new way of thinking about



employees may lead to certain .rétional reéctions by
managerg; ' &ssuminé that .a correlationh generally
- emerges, after an expected time lag, hetween
investments in human assehs and' profitability, it
would follow that management would insist that such
investments be made in a desired ratio with other

assets, Let us now consider certain generalized

statements about managing a person as a buman asset.

e Today, a line manager 15 responsible largely
for the dévelopment' of his immediate subordinates,
with intermittent specialized assistance from~” staff

. . /s
personnel, But this arrangement produces dubious

17

results for at least two reasons. First, the typical

day of a 1line manager is absorbed by matters of an

operative .and adminigtrative nature.  Operative .

matters are immediaté regquirements imposed by his
subordinates and their duties, and administrative work
comes from related units in the organization and
higher authorities. Tasks from both areas are usually

of an vurgent nature in varving degrees, As a

consequence, time for the development of subordinates

commonly is simply not available. Either the workload
1

iz too great, or in a Parkinsonian sense, work expands

te fill the time available for work. Whatever the

cause, employee development suffers since it is often



the single aspect of a manager’s work that can be

deferred.

Second, no means are avallable *to give the 1line
managey an incentive.for adding vaiue to human assets.
His costs and those of his subordinates are neatly
labeled '“cperatinqi expenses® and commonly related
exclusively to current productivity. Interestingly,
"though no distinctionl exists between expenses and
investment in dealing with human beings, a careful

separation  is made when a manager invests his time in

developing other capital assets, ' y -
. : - : . /
/

£

In sum, little incentive is given to line

18

nanagers to develop human resources, and such

ngelopment efforts assume low priority among the
variéd demands competing for the manager’'s time,
Viewing an employee'as a human asset, however, would

niormally cause us to reconceive responsibilities for

- his or her development in several ways. First, upper

management would insist wupon the completion of

approved {capital budgeted) human development -

pr¢grams. Second, spans of management (ratios of
subordinates to superiors) would ﬁe narrowed to
facilitate the fulfillment of responsibilities both to
current matters and to building the value of future

resources., Third, manadgers would be given an



incentive to develop subordinates since one measure of
their effectiveness would be the "value added" to
subordinate émployees. Fourth, in response managers
would allocate their time and intellectual enefqies to
include the development of the human assets under
their direction. The catalyst, in essence, would be
provided in the form of incentiveé to invest 1in the
continuing developmenE of employvees c¢onsistent with
ihvestments' in technology and other fixed assets
toﬁard Orqanizationél obijectives,

® More exacting deliberation and greater/,éoncern
wouid bé éxpended to assure that emplp§ees were
assigned to sufficienkly challenging positions. To do
ofherWise would ~ fail to provide the means “for
realizing a maximum return on the human investment,
The rate of return on human resources . would Dbe
suhoptimized should a person be "cast" for a role not

requiring his or her capabilities.

For example, assume that a certain management
position is conservatively estimated to require the
talents of a manager who represents an investment of,

say, $100,000, Assume further that the position is

currently filled by a manager who has been developed

to the degree that she represents a $200,000

investment. In a word, she 1s "cast tco low" to bring

19



on a reasonable rate of return.

With the use of human resource accounting, top
management would be provided with data that would
alert them to gituations in which investments were

disproportionate 1in relationship to job requirements,

As a conéequence of this surveillance, the frequency

of such incidents would be minimized. And where they
‘were unavoidable, corrective measures ~of an interim
nature - might be taken to protect the integrity of the
investment. |

- . /
* Promotions are currently based in 1argg' measure

on attrition. A’ _vacancy occurs causinq’the upward

movement of the candidate chosen. ‘This is followed by

20

sgquential readjustments of personriel indirectly .

affected by the initial appointment. As a result, the
ability of people with high earnings potential to
perform, i.e., human resources highly capitalized, is
- often thwafted by impediments posed by limitations on
employee turnover. In turn, the enterprise fails to
realize ‘“payoff" from its investment at the time when

a resource’'s potential is prime.

Reflect now on the impact'of impeded advancement
on the individual. The employee believes that he/she

is ready for expanded responsibilities, bhut also 1s



aware of the organizational realities blocking
immediapé progress. IConfronted by this common set of
circumstances, a number of alternafive paths of action
emerge for the employee’s considerétion. First, he
can acguiesce to the limitation and acceét limited
contribution. - Second, he can involve himself in
internal activities of a “dysfunctional" nature, such
as leadership in organized vresistance to formalized
"arranqements d; as an informal leader of dissidents or
maicontents. Third, he can _'realize " certain
fulfillment. as  a 1eédef in activities apart from the

rs

company, such as charitable, cultural, religibus, or

&

athletic groups.. Or fourth, faced 'with this
- - \ + .

restrictive situation, he can disascociate himself
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from the company "and join an entreprise where his

potential and actual contribution are more

commensurable. TWhatever prerogative he selects, his

"pavoff" will not occur for the firm that has made the

capital investments.

Management must first recognize that man does not

live with "cognitive dissonance" -- in this instance,

a dissonance between what an employee, believes {(feels)
he can contribute and what he .s permitted to
contribute. Instead, he reconciles this discontinuity

through the alternatives cited, or through other



means.,

Human reéource accounting can give management
another  indicator of each employee‘s potential.
Astute managers will react by providing work-related
activities to fill the disparity between immediate
capabilities and present demands from the job. The
horizons of employees’ contributions will be broadeneq
on the Dbasis- of competence, rathgr than only
attrition. And considerations of employee treatment
on this basis are practical and sound, not only ¢to
realize a sfoicient return on a ﬁital asset./put also
“to ‘éreaté \a work atmosphere in which ;ihdividual
enterprise can -Iflburish. Hepce, the practice
ehcoufaqes good ‘mgnaqemenﬁ ocn both financial -and

behavioral qrounds.

& Managers would strive to expand the spahs of
responsibilities of employees who represent major
investments even when formal positions of advancement
are not availabdle. Otherwise, the expected return

from the asset would be partially sacrificed.

~  As examples, it seewms reasonable that management
would - take bold steps to provide opportunities to
competent people whose progression-is blocked by the

mechanical selection process dictated by the pyramidal

22



structure of a corporation. A nunmber of workable

alternatives come to mind: First, job enlargement, or

expansion, can be accomplished laterally as well as
upwards. Analyses of investment in human.resoﬁrces on
a given authority level might  clearly lead to the
expansion of certain individuals' spans of
responsibility and the ‘contraction of others [41.
_Second, potent}al achiévers can be appointed to "shore
u?" manageys whose areas of responsibiiity now exceed
resources aVAilablé to deal with the demands of the
position. The arrangement might be on a part—t;me or
full-time basis. (The use of jhnior managerp’%o serve
senilor executives i§ pot common in the Unitéd States,

although it 1is an important managerial strategy in

Japan.) And finally, special assignments can be
p;ovided _for ~ those persons considered to be
‘exceptionally qualified in their positions. These
added responsibilities micht come about through
service to Such activities as ad hoc resource teans
_for gpecial projects, standing committees, or junior

boards of directors.

" There are a number of spheres of activity in
nearly every corporation in which specialized, probing
investigations and analyses are’ needed. In the

unusual case when such efforts could not be assigned

23



to aﬁ underutilized employee, it is within the realm
of feasibility that the person might serve another
organization until such a time as his talents could be

effectively used in his own. For instance, a manager

possessing general skills could Dbe traded to an:

affiliated branch of ¢the firm to serve during an

interim period and by this means continue his growth

24

and contribution. This agreement wmight include -

"waivers” so that he could be recalled to his primary

enterprise at such time as his talents could be more

fully used.

-~

_ s
. 7
In addition, by extending this 1line ¢f thought

further, it seems-féa%onablg to assume that management
ﬁiqht'be encouraged to negotiate exclusive contracts
with persons representing substantial investments as
" human assets. This tack would merely be a step beyond
providing a package of fringe benefits that increases
in wvalue as an employee Dbuilds longevity and,
'therefore, encourages her to continue affiliation with
thg firm to which the benefits are fied. The
exclusive contract is frénk acknowledgement that the
contributor 1is considered to be a "living treasure" to

his or her employer.



The personnel practices éhét will emerge from
human ~esource accounting .will lcandilylrecognize a
person as a valuable property. Ag quch, every effort
will be made to realize.hér or his full contribution
to the team effort, and will include the means to
protect the corporate team from losing a capéble

performer,

e Managenént may bécome more selective in making
investments in human resources. As suggested
previously,.it is now common practice to invest in the
continuing training and development of gmﬁloyees

I

throuqhout-the organization, with substantially large

25

sums invested in mdhaéement, Though generally a sound

.investment because it increases eﬁployees" future
value to the enterprise, consider the special case in
which an individual is unresponsive to efforts to
enhance his capabilities. And further, assume that
although he:has been exposed to a potential wealth of

training, with an accompanying burden of cost, no

evidence of his increased value has  been witnessed.

In a word, an Investment 1is not paying off! The
quéstion seems apparent: HWould manaq?ment continue to
invest in any other asset that is not generating a
sufficient rate of return knowing the amoun£ invested

would fail to enhance its capacity to perform?



There are a number of associated issues that
would péquife consideration to adequately deal with
this question. Quesﬁions might be.posed, such as, was
the opportunity given to deménstrate increased
competency; was a sufficient "lag time" given between
investment and return; or were there mitigating
circumstances of an interyeninq nature that Impeded
improved performance? Notwithstanding the complexity
of deriving sé;isfactorily accurate answers to such
quéstions, it seems reasonable ﬁhat if, after fair
deliberatiqﬁ, it was found that efforts to further
develop an enmployee were apparently in yd&n, then

i/

management would diveFt the resources and iﬁvest them

26

in employees whose performance and potential would be -

-~

enhanced.

This personnel strategy also squares with sound
human relations practices. Currently, managenment
apparently assumes that 1like efforts to develop
\ nanagers will end with 1ike results  for all

participants. This assumptlion coupled with the common

practice of promoting people largely on their'

performance at the next lower level, aives credence to
’ 1

thke wiew that men are advanced 1o their level of

incompetence. In certain instances, this is doubtless

true. Though humran resource accounting cannot



eliminate advancements heyond one’'s capacity, it will
provide an additional indicator of the candidate’s
potential strength for consideration  before an

advancement is made.

e Last, and most important, when personnel
problems occur an employee will receive treatment as a
valuable resource, réther‘ than merely an operating
-expense that acts to drain corporate_resources. As a
consequence, consider the new behavioral patterns of
nanagement that logically emerge from this
reconceptualization of an employeé’s contribug;dn.

s
/

_ To illustrate-ﬁh? point, picture a manéqer faged
with the probleﬁ‘of a physical asset that has become
inCapéble of producing at 1its optimum level. Yor
ihstance, _a piece of machinery has idle capacity
because of inefficiency due to changes in the
production process for which it has not been retooled:
It is, therefore, not integrated into the new flow of
production. Several apparent alternatives might be
considered initially: (a) replace the machine, (b}
eliminate the machine, (¢} continue to accept
Sugstandard output, or (d) retool the machinel If we
assume further, however, that the equipment 1is a

valuable asset and can bring a return on investment if

converted to produce increased marginal return (i.e.,
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prorated differential conversion costs exceeded by

differential revenues from production}, then a manager

28

would reject alternatives a, b, and c¢ to select

alternative d, and would retool and integrate the

equi?ment.

Consider now the implications of this type of

managerial problem related to managing the human
assetb. Often, an enployee losses optinum
effectiveness because he 1is unable to adjust to new

expectations concerning such things as his role, role

relationships, scope of authoritg,’ and
reséonsibilities, and priorities of duties.,/lNor can
he ~ adopt and'supébrt new organizational goals and be
dédicated to them. This is a common problem brought
oh by swiftly moving adaptations requiréd to keep pace
with innovations in technology, product development,

market movements, and growth.

An empioyee who has become ineffectual can be the

product of discontinuities between new work

expectations and actual performance. Should
management consider 1its alternatives for correcting
the problem to be based sclely on traditionallviews of
an employee as an operating expense, its spectrum of
relevant alternatives might be as follows: {a)

replace the man by relegating him to a less sensitive



position, (b) terminate the man, (c¢) continue to
accept éubstandard performance, or (d) reorient and
redevelop the employee to integrate his abilities with
the altered position. Viewed dominantly as a'loss of
operétinq_. revenues, performance perceived as
incompetent frequently, and quite understandably,
results in demotions, restricted dreas of authority,
or terminations. Fach such decision minimizes ov

"fails to generate return on the human investment.

If, by contrast, management had considered the
employee first as a valuable asset, and second as an
asset necessitating an operating expense, ité line of

reasoning would have' followed a quite different path.

For instance, first, management would concede that- it

has, say,-a $200,000 human resource; second, that for
some as vet undetermined reason, the asset 1s unable
to vield an acceptable return in the form of
contribution to productivity; and third, management
| would correct the condition so that a maximum feturn
on investment could be realized. The priority and
relevance of its alternatives would be greatly
rashaped by  incorporating sunk costs, i.e.,
investment, in the human resource into the decision
model, As a result, alternatives dealing with

replacement, downdgrading, termination, and continued

29



acceptance of sub par pefférmance -would lack
relevangf, “at 1easﬁ initially, because they fail to
maximize return on investment. One alternative
remains the primary consideratioé because it will
result in the optimum solution of the problem as
defined: Efforts -shoﬁld be made to reorient and
"retool” a $200,000 human asset just as a reinvestment
would Dbe made in a valuable fixed asset, as it become

necessary in order to achieve maximum utilization

under new operating conditions.

Indeed, it 1s ‘interesting to muse thdt if

. . . 7
management had prioritized its options  with other

30

capital assets as it does now with the human asset =--

i.e., (a) replace, (b) eliminate, (c) accept
_substan&ard, or (d) retool -- the management would be
critized summarily for mnismanagement {(probably more
likely, malmanagement) and dealt with correspondingly.
Yet, alas, managenent is fully accountable to

administer prudently, thoughtfully all resources, save

one,



Concluding Remarks

In the future, managers may come to insist wupon
estimates of their investments in human resources as

individuals. Human resource accounting will emerge as.

explicit recognition that man is a valuable corporate

asset. It will also provide additional. quantitative
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data for difficult managerilal decisions involving this

vital resource.

Accounting.for an employee as a capltal asset
should not result in dehumanization. To the contrary,

it can restore the personal treatment of each” one in
/

complex orqanizatio?s and lead tha wa? to more

humanisﬁic treatmgnt of employees. Greater attention

-

may bhe give to individual selection, development,

piacement,hadvancémgnt, incentlive, and redevelopment.
Greater care may be taken to avoid overextending
employees, underutilizing talents, and allowing
managerial :obsolescence, When managers are .informed
on financial facts, and thereby enabled -to act as
"economic men", the resulting. decisions often also
1e§d to soﬁnd human relations. This is true because
.in: part “economics" summarizes quantitatiQely the
results caused by the fulfiliment of the values,

needs, and wants of individuals.



It is the writer’s hope that this article
triggers interest, controvérsy, - and encourages

reflection on the treatment of employees as valuable

humran résources s0 that the hypothesis wmatures further

toward widespread use, Though the approach- only

redefines existinq knowledage, it should persuade

managers to reconceive their way of thinking about
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‘employees, and .to reconsider the terms surrounding

their dealings with them. For accountants,
reconceiving an employee asg a human resource poses
mere problems of a conceptual and mechanistic nature:
For ® managers, this reinterpretation of Ig/berson's
value to an orqaniﬁgtion poées the perplexiég problem

of effectively managing the only vital resource of

enterprise.
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This article is derived as an analysis from a

managerial viewpoint of R. Lee Brummet’'s contribu-

tion, with Eric G. Flamholtz and William C. Pyle,.

entitled "Human Resource Measurement - A Challenge

for Accountants", The Accounting Review, XLIII, 2

(April, 1968), 217-224.

Brummet, et -al, op. cit., pp. 218-221.

Robert E. Boynton, "Attitude Change in Management

-
‘Development”, in process. Professor Boynton finds

~ that manaqéria; \taleﬁts are'Strengthened as a
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resﬁlt of changes in attitude so that views are
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more consonat with contemporary management theory .

and employee expectations. The researcher derived

‘fhis knowledge through empirical pretests and

postests of 166 participants in two-week manage-

ment development courses.

American managers generally set the same ratio of

subordinates %o each supervisor in areas of close-

1y related work, particularly when the work wunits -

are in close physical proximity. Presumably this
approach to organizational design brings on

equity, or consgistent treatment, to all super-



visors on that 1eve1. If, ﬁoéever, the supervisors
havgl different ‘capacities for accomplishment,
unliformity brings on inequity,las.well as economic
inefficiency since certain human resources are

underutilized.

e im.
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