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ABSTRACT 

Human Resource Accounting (HRA) is a systematic process of identifying, measuring, recording, and 

communicating information regarding investments made in human resources. In the modern business 

environment, human resources are recognized as one of the most valuable assets of an organization. 

However, traditional accounting systems treat expenditures on employees as expenses rather than 

investments. Human Resource Accounting seeks to overcome this limitation by assigning monetary values 

to employees and evaluating their contribution to organizational performance. This paper examines the 

concept, objectives, importance, methods, applications, advantages, limitations, and future prospects of 

Human Resource Accounting. The study also discusses the implementation of HRA in India and highlights 

the growing significance of human capital in the knowledge-based economy. 
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INTRODUCTION 

1.1 Background of the Study 

In today's highly competitive business environment, organizations increasingly depend on the knowledge, 

skills, creativity, and commitment of their employees for achieving success. Human resources have 

become a critical source of competitive advantage. While organizations invest significant amounts in 

recruiting, training, and developing employees, conventional accounting practices fail to recognize these 

investments as assets. 

The concept of Human Resource Accounting emerged to address this gap by recognizing employees as 

valuable organizational resources. HRA provides a framework for measuring and reporting the value of 

human capital, thereby assisting management in making informed decisions regarding workforce 

planning, development, and retention. 

The importance of Human Resource Accounting has increased significantly with the growth of service 

industries, technology-based organizations, and knowledge-intensive businesses. Organizations are now 

realizing that their success depends more on human resources than on physical assets. 

1.2 Meaning of Human Resource Accounting 

Human Resource Accounting refers to the process of identifying, measuring, and reporting investments 

made in human resources and the economic value generated by employees. 
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It aims to provide quantitative and qualitative information about employees for managerial decision-

making and organizational development. 

1.3 Definitions 

According to the American Accounting Association: 

"Human Resource Accounting is the process of identifying and measuring data about human resources 

and communicating this information to interested parties." 

According to Eric Flamholtz: 

"Human Resource Accounting involves accounting for people as organizational resources." 

These definitions emphasize the recognition of employees as valuable assets rather than merely 

operational costs. 

1.4 Objectives of the Study 

The major objectives are: 

 To understand the concept of Human Resource Accounting. 

 To examine the methods of human resource valuation. 

 To analyze the advantages and limitations of HRA. 

 To study the implementation of HRA in organizations. 

 To evaluate the future prospects of Human Resource Accounting. 

 

REVIEW OF LITERATURE 

Human Resource Accounting has attracted considerable attention from researchers and practitioners. 

Rensis Likert (1967) 

Likert emphasized the importance of human assets and argued that organizational success largely depends 

on employee satisfaction and commitment. 

Eric Flamholtz (1971) 

Flamholtz developed several valuation models for measuring human resource value and highlighted the 

significance of employee contributions. 

Lev and Schwartz (1971) 

They proposed a model for calculating the economic value of employees based on the present value of 

future earnings. 

Brummet, Flamholtz, and Pyle (1968) 

These researchers suggested that human resources should be recognized and reported in financial 

statements. 

Contemporary Studies 

Recent studies indicate that organizations investing in employee development achieve higher productivity, 

innovation, and profitability. 

 

CONCEPTUAL FRAMEWORK OF HUMAN RESOURCE ACCOUNTING 

3.1 Components of Human Resource Accounting 

Human Resource Accounting consists of: 

Human Resource Cost 

Includes expenditures incurred on: 

 Recruitment 

 Selection 
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 Placement 

 Training 

 Development 

 Welfare activities 

Human Resource Value 

Represents the economic contribution made by employees to organizational performance. 

3.2 Importance of Human Resource Accounting 

Better Decision Making 

Provides valuable information regarding workforce investments. 

Strategic Planning 

Supports long-term organizational planning. 

Employee Motivation 

Recognition of employee value enhances morale. 

Organizational Growth 

Facilitates effective utilization of human resources. 

Improved Productivity 

Encourages efficient workforce management. 

 

METHODS OF HUMAN RESOURCE ACCOUNTING 

4.1 Cost-Based Methods 

Historical Cost Method 

Under this method, all costs incurred on employees are capitalized and amortized over their expected 

service life. 

Advantages 

 Easy to understand. 

 Based on actual expenditure. 

Limitations 

 Ignores future benefits. 

 Does not reflect current employee value. 

Replacement Cost Method 

Measures the cost of replacing existing employees with equally qualified individuals. 

Advantages 

 Reflects current market conditions. 

Limitations 

 Difficult to estimate accurately. 

4.2 Value-Based Methods 

Present Value of Future Earnings Method 

This method estimates the value of employees based on future earnings discounted to present value. 

Opportunity Cost Method 

Measures employee value based on alternative uses within the organization. 

Economic Value Method 

Focuses on future economic contributions expected from employees 

 

http://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR260587152 Volume 8, Issue 5, September-October 2026 4 

 

HUMAN RESOURCE ACCOUNTING MODELS 

5.1 Lev and Schwartz Model 

One of the most widely used models. 

The model assumes that employee value equals the present value of future earnings until retirement. 

Merits 

 Simple and practical. 

 Easy to apply. 

Demerits 

 Assumes salary reflects employee value. 

5.2 Flamholtz Model 

Measures expected realizable value of employees. 

It considers: 

 Employee skills 

 Organizational roles 

 Career progression 

Advantages 

Provides realistic valuation. 

Limitations 

Complex calculations. 

5.3 Likert's Behavioral Model 

Focuses on: 

 Leadership 

 Employee attitudes 

 Organizational climate 

This model emphasizes qualitative aspects of human resources. 

 

BENEFITS OF HUMAN RESOURCE ACCOUNTING 

6.1 Organizational Benefits 

Better Resource Allocation 

Managers can allocate resources effectively. 

Enhanced Productivity 

Investment in employees improves performance. 

Competitive Advantage 

Skilled employees create sustainable advantages. 

Improved Planning 

Facilitates manpower forecasting. 

6.2 Employee Benefits 

Increased Recognition 

Employees feel valued. 

Career Development 

Organizations invest more in employee growth. 

Job Satisfaction 

Recognition leads to higher satisfaction. 
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LIMITATIONS OF HUMAN RESOURCE ACCOUNTING 

Despite its usefulness, HRA faces several challenges. 

Measurement Problems 

Human qualities such as creativity and loyalty are difficult to quantify. 

Lack of Standardization 

No universally accepted valuation method exists. 

Uncertainty 

Employee turnover affects valuation accuracy. 

Legal Restrictions 

Accounting standards do not permit capitalization of human resources. 

Ethical Concerns 

Assigning monetary value to people may be viewed negatively. 

 

HUMAN RESOURCE ACCOUNTING IN INDIA 

Several Indian companies have implemented HRA practices. 

Bharat Heavy Electricals Limited (BHEL) 

BHEL was among the pioneers in adopting Human Resource Accounting. 

Oil and Natural Gas Corporation (ONGC) 

ONGC reports human resource values in annual reports. 

Steel Authority of India Limited (SAIL) 

SAIL uses HRA for evaluating employee investments. 

Infosys 

Infosys emphasizes human capital measurement through advanced HR metrics. 

Importance in India 

 Growing service sector 

 IT industry expansion 

 Knowledge-based economy 

 Increasing focus on talent management 

 

CASE STUDY OF HUMAN RESOURCE ACCOUNTING 

Case: Infosys Technologies 

Infosys recognizes employees as its primary source of competitive advantage. 

Human Resource Practices 

 Extensive training programs 

 Leadership development initiatives 

 Employee engagement activities 

Outcomes 

 Higher employee productivity 

 Strong organizational culture 

 Improved innovation capability 

Lessons 

Organizations that invest in human capital achieve sustainable growth and long-term success. 
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FUTURE OF HUMAN RESOURCE ACCOUNTING 

Several factors indicate a bright future for HRA. 

Digital Transformation 

Advanced analytics improve workforce measurement. 

Artificial Intelligence 

AI enables accurate employee performance assessment. 

Sustainability Reporting 

Human capital disclosures are increasingly included in ESG reporting. 

Knowledge Economy 

Organizations depend heavily on intellectual assets. 

Global Competition 

Talent management has become a strategic priority. 

 

FINDINGS 

1. Human resources are among the most valuable organizational assets. 

2. Traditional accounting systems fail to capture employee value adequately. 

3. Human Resource Accounting improves managerial decision-making. 

4. HRA contributes to workforce planning and development. 

5. Lack of standardization remains a major challenge. 

6. Organizations implementing HRA experience better human capital management. 

 

SUGGESTIONS 

1. Develop international standards for HRA reporting. 

2. Integrate HRA with HR analytics systems. 

3. Encourage companies to disclose human capital information. 

4. Conduct regular employee valuation exercises. 

5. Increase awareness among managers and accountants. 

6. Include HRA concepts in business and accounting education. 

 

CONCLUSION 

Human Resource Accounting has emerged as a significant tool for measuring and managing human 

capital. In an era where knowledge, innovation, and talent determine organizational success, recognizing 

the value of employees has become essential. Although HRA faces challenges such as measurement 

difficulties and lack of standardization, its benefits far outweigh its limitations. Organizations that invest 

in human resources and systematically evaluate their contribution are better positioned to achieve 

sustainable growth and competitive advantage. As businesses increasingly rely on intellectual capital, 

Human Resource Accounting is expected to play an even more important role in the future. 
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