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Abstract

The human resources considered as the most important resource in every entity, because
it represents the resource that controls and directs the other resources, but the accounting still not
recognized the human resources (HR) as asset in the statement of financial position, because the
lack of measurement to these resources by using generally accepted concept, resulted in
continuity of criticize the absence of HR assets from statement of financial position.

In this research, the researcher discussed and investigated the possibility of including the
human resources within the definition of asset, and also, the possibility of measuring the human
resources, and as a result recognizing it, the researcher depends on what the International
Financial Reporting Standards (IFRSs) include a topics related to employees benefits,
particularly conceptual framework of financial reporting 2010, IAS 38: intangible assets, 1AS
19:employees benefits, and IAS 26:accounting and reporting by retirement benefits plans , in
addition , the researcher adopts a questionnaire distributed in the business sector to detect their
opinions about the different issues relate to human resources.

The researcher concludes the possibility of measuring the human resources and suggests
a model for measurement, and consequently recognizing it in the statement of financial position,
also, the continuance of studying the human resources in a systematic efforts sponsored by the
widely spread of accounting standards setter, the International Accounting Standards Board
(IASB), after providing it by a summary about the study.

Key words: Human Resources, Recognition, Measurement, Employees Benefits, Intangible
Assets.



Introduction

No doubt that human resources are the most important resources in any business, it is
obvious for any management claims that human resources are the most important, expensive, and
the best asset in the entity, because it makes every entity full of active , without it everything is
rigid, all other assets , activities and operations were directed by the human being, through a
direct way like direct labor, or indirect way through automation that can be considered as a
product of human being effort, thus HR in the business are the source of value added, by
managing, using, assets and resources that guaranteed overstating and increasing the owners
equity through returns on assets.

But HR still not recognized in the financial statements, because they can not be measured
by a generally accepted basics, in spite of the related costs incurred to hire, train, ...etc
employees, whilst relating to the current period as salaries ,wages, allowances, rewards, and
other expenses, or relating to future period like prepaid expenses.

In this study, the researcher will focus on HR because of its materiality in business, that
increased day by day, in local, regional, international and global fields, and some businesses like
football industry all of its costs and revenues related directly to HR, that will be achieved
through discussing the International Financial Reporting Standards (IFRSs), especially standards
that directly related to HR, like: IAS 19: employees benefits, IAS 38: Intangible Assets, IAS 26:
Accounting for and Reporting of Definite benefits plans, and conceptual framework for financial
reporting 2010(1ASB, 2013)

Importance and Objectives of the study

The importance of the study derives from knowing the reasons behind lack of recognition
of HR in financial statements, and possible solutions to bridge this lack in businesses, thus the
objectives of the study focus on applicability of recognition criteria and measurement bases on
HR, so as to propose a module to measure HR in order to recognize it in financial statements , or
enlarging the disclosure about HR that guarantee the fair presentation of balance sheet to the
financial position about all assets including HR, and reducing the criticism related to absence of
this important asset from financial statements , and also attract attention to gains that could be
recognized from holding the HR assets, and proposing methods of measuring HR assets

Study problem and its elements

The problem that it was considered as the core of the study is misleading in financial statements
in including all items that affect financial position and financial performance that attribute to HR,
as a result , it influence negatively on fair presentation of financial statement, the important
factor that would be reduce this criticism is grant a value to HR and present it as an asset
recognized in the statement of financial position, and also recognized the changes in the value of
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this asset in statement of comprehensive income as gain or losses, but using a module to
measure HR asset .

Thus, the study problem can be summarized by the following question ™ Is it possible to propose
a module to measure HR that result in recognition of it in Statement of financial position .

Depending on the main question of the study, elements of the problem can be questioned by the
following:

1. Is it possible to identify a value to HR?

2. Can the recognition criteria be applied to HR as an asset

Hypotheses of the study
Considering the problem of the study and its elements, hypotheses of the study can be as follow:

Null hypothesis (HO) "it is not possible to propose a module to measure HR that result in
recognition of it in Statement of financial position.

From the main null hypothesis, two sub hypotheses were improved:
HOL1: It is not possible to identify a value to HR?

HO2. Recognition criteria cannot be applied to HR as an asset
Study literature & theoretical framework

HR accounting attract concern of researchers in accounting profession on both local and
international levels, on local level, Study of (Matar, 1082) from the first studies that discussed
the concepts, principles and standards that control measurement of human capital, also the
researcher present disciplines and methods that can be used to measure the cost of HR and
barriers that faced professionals to do such measurement, but at the beginning of twenty one
century, the local and regional(Arab) researchers increased their efforts in discussing the HR
accounting, as (Hamada, 2002), (Nour. Et. Al., 2002), (Joma'a, 2008),(Masoud, 2004), (Aljondi,
2005), (Fattouh, 2000), ( Salim, 2008), (Ajlan, 2008), and (AL-Ghazawi, 2010), all researchers
aimed to identify the barriers that faced construction of accounting system for HR, in addition,
the researchers suggested a conceptual framework for disclosing information that can be
produced by such system, also some of them presented an indications could be used to build a
module for measurement and evaluation of human capital.

On the international side, there is a big efforts to conceptualize HR accounting, (Mohamed,
2011) discussed the five stages of HR accounting, every stage resulted in outcome related to HR
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accounting, focused mainly on costs that would be classified as HR asset, as costs of training,
hiring, teaching, retiring, replacing, choosing, ....etc.

With the beginning of this century, once again the efforts return back to HR accounting with a
new point view focused on costs incurred by the entity resulted in a value added to the entity, the
most important costs among these costs are the training costs,(Guerrero, 1998) saw that nothing
mind recognition of training costs as asset and liabilities from the point view of entity, but others
(Johanson, et. al, 1998) centralized their efforts on two concepts related to HR accounting :
identifying the costs of HR, and accounting for it depending on HR management concept, , and
using balance score card depending on strategic management concept, also (Rowbottom, 1998)
proposed a module to measure players contracts as intangible asset, (Otter,2001) suggested three
modules to present HR in statement of financial position, and finally others (Bullen & Eyler,
2010) saw that International financial reporting standards (IFRSs) may be considered as
appropriate environment for recognition of HR assets, and evaluation of it benefitting from
former efforts that resulted in different modules to measure HR asset.

HR and IFRSs

The saying related to HR in any entity that :"HR is the most important asset in the entity", this
saying is an accurate and faith , once the existence of any entity derived from its human being,
even it is fully computerized, because computerization prepared by people, nothing done without
somebody did it, this enhanced by the truth in Quran about the fact of caliph , Allah said “And
(remember) when your Lord said to the angels: "Verily, 1 am going to place (mankind)
generations after generations on earth.” They said: "Will You place therein those who will make
mischief therein and shed blood, -- while we glorify You with praises and thanks (Exalted be
You above all that they associate with You as partners) and sanctify You." He (Allah) said: "I

know that which you do not know."( Bagarah soorah,30), * because human are the only mind
used creations , Allah gives them the ruling authority to everything around them, Allah aid” See
you not (O men) that Allah has subjected for you whatsoever is in the heavens and whatsoever is
in the earth, and has completed and perfected His Graces upon you, (both) apparent (i.e Islamic
Monotheism, and the lawful pleasures of this world, including health, good looks, etc.) and
hidden [i.e. One's Faith in Allah (of Islamic Monotheism) knowledge, wisdom, guidance for
doing righteous deeds, and also the pleasures and delights of the Hereafter in Paradise, etc.]? Yet
of mankind is he who disputes about Allah without knowledge or guidance or a Book giving
light!”( Lugman,20) , so with no doubt ,the human being are high appreciated , and preferable
among creations ,Allah said” Allah said:” And indeed We have honored the Children of Adam,
and We have carried them on land and sea, and have provided them with At-Taiyibaat (lawful
good things), and have preferred them above many of those whom We have created with a
marked preference”(Isra, 70).

But the obvious argument in accounting profession is HR still absence from financial statements
in spite of several tries for proposing alternatives and modules for measuring HR in order to
recognize it in financial statements, through conceptual framework of HR accounting, but still
now, no general acceptance to these tries, that would be used for measuring and recognizing HR,
or issuing an accounting standard includes all concepts of recognition, measurement,
presentation, and disclosure that related to HR.
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Of course, that does not mean, the full absence of all HR related matters from IFRSs, that will be
discussed later, but by indirect way, there is amass need for issuing a full and completed standard
especially for HR matters.

Conceptual Framework for Financial Reporting 2010

Conceptual Framework for Financial Reporting is a Framework sets out the concepts that
underlie the preparation and presentation of financial statements, that is, the objectives,
assumptions, characteristics, definitions, and criteria that govern financial reporting.(Mirza and
Holt, 2011), these concepts also identify users of financial statements and their needs (Jaarat,
2013).

The topics in the framework related to this study are as follow:

Definition of assets: Assets defined in the framework as” An asset is a resource controlled by
the entity as a result of past events and from which future economic benefits are expected to flow
to the entity”’(IASB, 2013,F 4.4(a)), the applicability of the including HR in assets, humans are
resources as it was called human resources, no one can deny that employees are resources and
the entity obtained benefits from entity, on other hand , the control criterion may debatable since
the definition of it is ” the ability to obtain economic benefits and restrict the access of
others”(Otter), so some argued that people not owned by the entity that lead to dercognition of
HR as an asset in statement of financial position, but in the opinion of researcher entity control
the benefits that can be obtained from the asset not the asset itself, the same thing to the leased
asset under operating lease, and at the same time the entity can restrict other to obtain any
benefits from its employees depending on agreement with them .

Regarding to control and it resulted from past events, that means control on assets proceed
obtaining of benefits from it, so the timeliness of acquiring assets come before obtaining benefits
from it that is obvious apply to HR , because the flow of benefits and services from employees to
the entity comes after hiring them

Thus, the concept of asset to the entity attributes to the inflow of future economic benefits to the
entity, that is very clear to HR as other assets, because it is expected to benefits to inflow from
the asset to the company, such as services of management, labor, driving, cleaning, and other
Services.

Recognition: Recognition concept may be defined as “the process of incorporating in the
balance sheet or income statement an item that meets the definition of an element and satisfies
the following criteria for recognition: It is probable that any future economic benefit associated
with the item will flow to or from the entity; and The item's cost or value can be measured with
reliability(IASB, 2013, F 4.37 and F 4.38)

Relates to applicability of criteria of recognition to HR, the first criterion relate to the probability
of benefits inflow to the entity was achieved, but the second criterion relates to reliable
measurement of these benefits is the core of the problem that resulted in derecognition of HR as
assets, because there is no generally accepted basis to measure benefits obtained from HR,
despite the fact that conceptual framework of financial reporting includes four bases for
measurement, none of them adopted to measure HR assets because of lack of reliability.
Measurement: Measurement concept can be defined as “assigning monetary amounts at which
the elements of the financial statements are to be recognized and reported. (IASB, 2013, F 4.54),
that means, in order to recognize any item in financial statements, it must be granted a value ,
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measurement bases identified in conceptual framework for financial reporting by four bases:

historical cost, current cost, net realizable value, and present value, but the main question that

can be raised is: can we use any of these bases for measurement of HR asset?

IAS 38: Intangible assets

Intangible asset can be defined as "An identifiable, nonmonetary asset without physical

substance(iasplus38,2013), intangible assets may be considered as the appropriate assets that

suitable for HR assets to be included in, comparing to British standard FRS 10 that relates to
goodwill and intangible asset (Guerrero, Op.Cit), FRS 10 includes investments in players
contracts must be capitalized and amortized using a specific rules, so the same treatment in the

British standard could be applied to HR if IFRSs and conceptual framework for financial

reporting do not include such treatment as it mentioned in IAS 37: changes in accounting

policies, estimation and errors correction, as follows:" management take in consideration issued
standards from the setters that used similar conceptual framework.

IAS 19: Employee Benefits and IAS 26: Accounting and Reporting by Retirement Benefit

Plans

IAS 19: Employee Benefits, discussed all benefits that submitted to the employees by the entity,

these benefits can be classified into four categories:

1. Short-term employee benefits, such as wages, salaries, vocational holiday benefit, sick pay,
profit sharing, or bonus plans paid within 12 months of the end of the period, and nonmonetary
benefits, such as medical care and so on, for current employees.

2. Postemployment benefits, such as pensions, postemployment medical benefits, and
postemployment life insurance.

3. Termination benefits, such as severance pay.
4. Other long-term employee benefits including long service leave or sabbatical leave.
Classifying some of the aforementioned benefits as post employment benefits indicates
sufficient justifications for capitalization of such benefits as assets to finance the future
liabilities, also IAS 19 includes planning for some employees benefits as plan assets, this may be
considered as a declared statement for capitalization some of employees benefits, these plan
classified in IAS 26 into two categories: defined contribution plan , depending on these plans, an
entity pays a fixed contribution into a separate entity (fund) and will have no legal or
constructive obligation to pay further contributions if the fund does not have sufficient assets to
pay employee benefits relating to employee service in the current and prior periods. An entity
should recognize contributions to a defined contribution plan where an employee has rendered
service in exchange for those contributions(Mirza and Holt, Op.cit),so under these plans,
payments to employees or services that must be rendered to them, may be only
fund(company)assets distributions, cost that can be recognized at the end of the period is
contribution cost payable that can be interchange with services submitted before to the
employees during the period, this cost reduced by any payments to the employees, but if the
payments exceed the required amount, this increase considered as prepayments to the extent that
resulted in reducing the future contribution or refund cash.

Defined benefit plans are those plans that includes all benefits other than those benefits included
in defined contribution plan where the benefits are guaranteed amounts and amounts to be paid
as retirement benefits are determined by reference to a formula, this category includes formal
plans and informal practices that results in a constructive obligation to the employees after
retirement, so the entity incurred liabilities depending on this plan attributable to retirement of
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the employees, it is responsible for submitting these benefits, that could be cash, medical
services, or any other benefits, also these benefits could be financed full or partially , or non
financed by the user, because the user pays the contributions on behalf of employees to a fund or
independence company other than reporting entity.

The two standards (IAS 19 and IAS 26) show that employees benefits that have a future effect
should be capitalized from the accounting point view, so any assets must have a return, in the
case of HR asset the returns are benefits that the employees submitted it to the entity, on the
other hand the liabilities attributable to cost that constitute an expense, in the case of HR liability
the expenses are benefits that the entity incurred to serve its liabilities.

Empirical study and statistical analysis

In order to achieve the Objectives of the study, researcher adopted the qualitative and
descriptive approach, through the empirical study, so as to identify how to treat HR,
questionnaire developed to collect necessary data to the study (annex 1), data will be analyzed
using SPSS, a module to measure HR asset will be developed in appropriate name.

Sources of data and information that adopted by the researcher are: primary sources
represented by the gquestionnaire the distributed to the sample elements, and secondary sources
represented by former efforts related to HR accounting like studies, books, internet sources,
journals , and related IFRSs

Questionnaire design

Questionnaire that was developed by the researcher comprises 16 questions, covers all
topics related to data collection and hypotheses testing, questions 1,2, and 12-16 are essay
questions, the respondents were asked to answer these questions as it in the fact, without
directing them to a specific answer, but questions 3,8, and 9 are questions that need a brief
answey by yes or no, with explaining the answer, finally questions 5,6, and 7 are designed rely
on quintet likert , the answer spreads between full negating represented by (1) and full proving
presented by (5).

To measure the averages obtained from the questions, standard average was choosed as in
the following schedule:

Range Standard average
1.99 — 1:00 Weak
2.99 -2.00 Median
3.99 - 3.00 Strong
5.00 -4.00 Very strong
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Data analysis and hypotheses testing

The researcher used the following statistical methods within SPSS:
- Ratios, frequencies, and schedules.
- T-test for one sample
Study module: researcher developed a module consisted of:
- Dependent variable: recognition of employees benefits as assets represent HR.
- Independent variable: measurement of HR so as to recognize it.
Study population and sample:
Study population consists of all corporations in Jordan regardless the nature of its activities,
study sample consists of employees at financial, HR departments, and executive management,
so the sample comprised 130 corporations, chosen randomly using registers of ministry of
industry and trade because it is the governing authority responsible for issuing licenses of
companies in Jordan, also in order to be sure that these corporation were on work, the researcher
reviewed the registers of champer of industry and trade, banks association, and department of
general statistics, 390 questionnaires were distributed, three for every corporation.

Responding ratio

Responding ratio is 62.3%, 245 respondents out of 390, two of them excluded from analysis
because they are enigmatic, this ratio allocated to sample classes in deferent proportions as
follow:

Class Number Respondents Responding | Accumulativ
ratio e ratio
Employees of Executive management 130 75 % 19.2 % 19.2
Employees of HR department 130 89 %22.8 % 42
Employees of financial department 130 79 %20.3 %20.3
Total 390 243 %62.3

Data analysis and consequences

The following section of the study includes the results of analyzing of data collected be the

questionnaires:

Relating to occupational positions of the respondents (question 1), results drawn as in the

following schedule:

occupational positions Aall —
HR employees 53 %21.8
Head of HR section 16 %6.6
director of HR directorate 10 %4.1
Financial employees 51 %21
Head of Financial section 27 %11.1
director of Financial directorate 11 %4.5
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CFO, and deputies 17 %7
DG 8 %3.3
BOD 50 %?20.6
Total 243 %100

Previous schedule clarifies that most of respondents are employees in financial and HR
directorates and members at BOD (63.4%), and the lowest proportion gave to directors and
members of executive management (18.9%), that because the busyness of these positions
Relating to scientific qualifications of the respondents (question 2) , results drawn as in the
following schedule:

Level PHD Master Bsc | Diploma Below Total
Number 1 18 177 28 19 243
Ratio %0.4 %7.4 %72.9 %11.5 %7.8 %100

Previous schedule clarifies that most of respondents are Bsc certificate holders (80.7%), that
strengthen the possibility of respondents contribution in enriching the study and effective rule in
proposing a module for accounting treatment to HR.

Relating to presentation of financial statements (question 3) , results showed that all
corporations included in the sample presented annually financial statements, also presented
quarterly interim financial reports, depending on law, and because the effects of these statement
on stock pricing in the financial markets.

Relating to accounting policies for treating with employees benefits, results show the effect
on elements of financial statement (assets, liabilities, owner equity, income, and expenses
(question 4) as in the following schedule:

Accounting policy expense | asset | Liability/ Not total
provision | recognized
Employees benefits during the 130 - - - 130
period
Obligations toward employees - - - 130 130

after retirement

Obligations toward employees - - - 130 130
when injured

Prepaid employees - 130 - - 130
Contracts(benefits)

Accrued employees - - 130 - 130
Contracts(benefit)
Previous schedule clarifies that accounting policies related to employees benefits recognition can
be classified into four categories: expensing the costs of benefits related to the current period,
capitalization of prepaid benefits, recognition of accrued benefits as liabilities, and finally not
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recognized related to post employment and injury obligations because the rights of employees
toward a pension fund

Relating to budgeting of benefits that will be paid to the employees in the next period,
(question 5), results drawn as in the following schedule:

answer Not used little fair much full total
number 0 0 0 0 243 243
ratio %0 %0 %0 %0 %100 %100

Previous schedule clarifies that all respondents agree with budgeting to all costs of benefits that

will be paid next period that supports the proposed module by the researcher

Relating to the commitment of the entity with the funds in the budget allocated to the
payments against employees benefits.

, (question 6), results drawn as in the following schedule:

Answer Not used little fair mostly full total
number 0 0 0 218 25 243
ratio %0 %0 %0 %388 %12 %100

Previous schedule shows that committing with the budgeted funds reach to 88%, in order to
converge between this result and result related to question 5, respondents were asked about the
reason why, there answers clarify that in some situations there is a need to increase the funds
because of laws that determine the minimum limits of salaries and wages , or sometimes
allowances modifies as a response to public polices in the country , or internal policy of the
corporation to improve the life level of its employees agree with budgeting to all costs of benefits
that will be paid next period, that supports the proposed module by the researcher

Relating to the commitment of the entity with the laws, bylaws, instructions, and decisions
related to payments to employees, (question 7), results drawn as in the following schedule:

Answer Not used little fair mostly full total
number 0 0 0 0 243 243
ratio %0 %0 %0 %0 %100 %100

Previous schedule interprets mostly commitment with budgeted funds, because laws must be
applied.

Relating to consider that human resources are the most important resources in entity ,
(question 8), results shows an unanimity among respondents that HR are the resources that direct
other resources in the entity, and because of that they are the most important resources

Relating to consider HR asset presented in statement of financial position, (question 9), this
idea supported by only 84 respondents, that represents 35% of the sample, rest (65%) oppose
that, the following reasons were identified to their objection:
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- Human resource is superior to be measured as an asset in amount of money, no amount can
be equal to real value of human being.

- Control of the entity over human resources not like the control of it on other assets.

- Entity controls assets and owns it and its benefits, but not the same degree and quality of
control on HR , despite the fact that the entity practices specific type of control over its
employees, but with no doubt practices control over their benefits.

But when the respondents answer question 10 that clarifies intended meaning of HR asset ,

that capitalizing future benefits derived from employees, and not the employees themselves,

232 respondent (96%) support capitalization of employees benefits, and present it in the

statement of financial position.

Relating to the appropriateness of benefits paid by the entity to employees with benefits obtained
from them (question 11), all of the respondents support that benefits paid by the entity to
employees absolutely lower than benefits obtained from them, the following reasons were
identified to their answer:

- entity aim to achieve profits, measured by the difference between revenues and
expenses, benefits paid by the entity included in expenses, there is reverse
relationship between profit and expenses, because of that entities do their effort to
reduce expenses including HR costs.

- Entities pay amounts to the employees instead of their services, they do not take in
consideration compensating employees against old age, that can compared with
impairment of assets.

- Entities do not incurred any obligations toward employees when injured, sufficing
with its contributions in pension funds are social security.

- Finally, there entities do not incurred initial cost when it hires the employees, other
assets had initial cost allocated to periods through amortization, depletion,
depreciation, impairment.

Relating to the expenses that incurred and paid to employees or on behalf of them (questions 12,
13), those expenses as follow:

- Expenses incurred and /or paid to employees: wages, salaries, vocational holiday benefit,
sick pay, profit sharing, or bonus plans paid within 12 months of the end of the period, and
nonmonetary benefits, such as medical care and so on, for current employees, allowances,
rewards, ...... etc.

- Expenses paid and/or incurred on behalf of employees: contribution to pension fund,
contributions to social security, contribution to saving funds, contribution to housing funds,
others.

Some of these expenses determined according to public laws, others by the entities themselves
emphasized the fact of diversification of benefits paid to employees among entities, and absence
of unified policy at the macro-economic level.
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Relating to authority within the corporation that determined the benefits paid to the employees
(question 14), this authority is BOD, delegation to the CFO, and internal financial system.
Relating to realizing the fact of income taxes paid by the corporation, and its reverse relationship
with benefits paid to the employees, all of the respondents assured this fact, and taxes may be
used as double face weapon by the entity, one side it reduces the taxable profit, and on other side
increase employees satisfaction.

Finally, the probability of suggesting other information about accounting and financial policies
that can be added relating to employees benefits, these suggestions as follow:

- The substantial view to the employees is they are the resources that ruled over the rest
resources, so they represent the most important resource in the entity, and it is a must to look
for appropriate way for presenting them quantitatively in the financial statements, if it is not
possible to do that, sufficient disclosures must included in the annually report about HR.

- Human resources represent the source of value added in the entity, through training,
qualifying, gaining expertise, ....etc, amortizing these incurred expenses in one period
expresses the accounting incapableness to put suitable bases for HR recognition,
measurement, presentation, and disclosure.

- Most of the respondents (71%) believe that value added took place in the company created
by the employees, and if such entity acquired, this value added measured only by goodwill
that makes the fair presentation subjected to argument.

- Respondents point view can be proved by what included in IFRS 3: business combination,
about intangible assets, that if there is still a difference between net fair value of acquired
assets and cost of acquisition after determining goodwill, and cannot be identified as
intangible asset, this difference must be added to the goodwill, suppose this difference
related to HR, and added to the value of goodwill, this make the financial statements
misleading and irrelevant, most of the respondents (81%) consider that IASB make a
mistake when it comprises this difference in goodwill .

Hypotheses testing

The study has two variable as we saw before, dependent variable: the possibility of

recognition of HR as assets, this variable tested by question 9 and 10, but related to

independent variable: the possibility of measurement of HR, this variable tested by questions

5, 6 and 7, researcher used One Sample t-test for accepting or rejecting hypothesis of the

study, null hypothesis will be rejected if calculated t exceeds tabulated t, or significance a <

0.05% and vice versa.

Results of testing HO1.: it is not possible to identify a value to HR

HOZ1: It is not possible to identify a value to HR asset, mean and standard deviation had been
calculated for every response considers degree of freedom = n-1, results shown as in the
following schedule:

Question Mean | Standard Calculated Tabulated Sig* Result of
deviation t t testing
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HO1

Entity used 5.000 0.000 11.875 1.999 | 0.000 Rejected
budgeting of
benefits that will be
paid to the
employees in the
next period

Entity commits with | 4.103 0.906 11.255 1.999 | 0.000 Rejected
the funds in the
budget allocated to
the payments
against employees
benefits

Entity commits 5.000 0.000 11.875 1.999 | 0.000 Rejected
with the laws,
bylaws,
instructions, and
decisions related to
payments to
employees

Depending on results included in the previous schedule, HO1 rejected, and accept alternative
hypothesis: It is possible to identify a value to HR asset.

Results of testing HO2: Recognition criteria cannot be applied to HR as an asset, 232
respondents supported capitalization of employees benefits as assets, depending on this result,
HO2 rejected, and accept alternative hypothesis: Recognition criteria can be applied to HR as an
asset

Results of testing HO: it is not possible to propose a module to measure HR that result in

recognition of it in Statement of financial position, depending on rejecting the two null
hypotheses, HO rejected and accept alternative hypothesis: it is possible to propose a module to
measure HR that result in recognition of it in Statement of financial position

Proposed module for measuring HR

The fact related to the human resources is considering it as the most valuable and
important resources bin the entity, which derived from directing all other resources in the entity
by human resources, other resources cannot be worked alone without the involvement of human
being whether directly or indirectly.

Also, assets controlled by the entity assumed to cause an inflow of benefits to the entity,
that main characteristics of assets as it defined in the associated conceptual framework between
IASB and FASB, no one can deny that entity obtains benefits from human resources, that means
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HR is the same as other assets from the point view of the probability of inflowing benefits to the
entity from them, the probability includes the following concepts:

Estimation: as the benefits are estimated to be flown to the entity>
The futurity time of inflow: as it took place after control>
The economic : as the benefits expressed by values

Arguments related to human resources, and recognition of it as assets, still an ideas, many
questions may be drawn related to HR:

What do human resources exactly may be considered in the entity?

Is the recognition of human resources as assets reduce the real value of human being
that maintained by the religions?

What is the difference between recognition of HR as assets, and its benefits as
assets?

Is anything controlled by entity presented in the statement of financial position,
anything not controlled by the entity not presented in this statement?

Is anything controlled by entity presented in accurate value, or it is a must to use
estimation in accounting, and no alternative to estimation except estimation

Do the assets mean capitalized expenses related to a period in future, and what is the
difference between capitalized expenses and assets?

Many other questions about HR, and must be an answer to these questions taking in
account framework of accounting theory and practice at the same time, in order to reach
to complete proposal convenience to the standards setters to put a standard related to HR,
or amending standards related to intangible assets to include the human resources if it
meet the definition of intangible asset.

Bases of proposed module

In order to reach to a clear image to module in accordance to researcher opinion related to
measurement of human resources, the researcher adopted the following bases for the
proposed module:

1. The basic base to recognize human resources as assets is the probability of

measurement, if it cannot be measured, then cannot be recognized, because
measurement is a criterion for recognition, so the proposed module focus on
suggesting measurement base for HR.

The time basis that suggested by the researcher related to measuring HR is
Continuous 12 months base, or what me be called Continuous year, that means
evaluate HR asset for 12 months continuously .

The time basis could be obtained by continuous annually budget concept, so in any
month, budget must be for the coming 12 months.

The main consideration to determining value of HR asst is estimation that used in a
wide range in accounting measurement, this estimation included in continuous
annually budget.
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HR asset measured at present value to capitalized future benefits, the measurement
base mentioned in conceptual framework for financial reporting issued by IASB,
symboled in the module by HRA(Human Resources Asset).
HRA amortized(expensed) monthly, and recognized in Profit or Loss(P/L) through
costs of benefits the submitted by the employees, symboled in the module by HRE
(Human Resources Expenses).
One of the accounting concepts is matching concept, this concept related to determine
the business result whether it is profit or loss that posted after that to the retained
earnings, so the expenses assumed to reduce owners equity, these expenses include
HRE.
Depending on what mentioned in 7 above, the capitalized employees benefits
journalized using the following entry:

Employees benefits asset(HRA) XXX

Owners equity XXX

Monthly depending on time base for benefits estimation:
a. Expense the benefits related to the current month as amortization of HRA.
b. Capitalization of the following:
i. Revalued employees benefits for the coming 11 months.
ii. Employees benefits related to the twelve month.

10. HRE includes the following:

a. Amortization of Budgeted Capitalized Current Employees Benefits symboled
in the module by BCCEP like: salaries, wages, allowances and other monthly
currents expenses that incurred to the accounting period, the amortization of
current employees benefits symboled in the module by CHRE(Current
Human Resources Expenses).

b. Amortization of Budgeted Capitalized Studying Employees Benefits
symboled in the module by BCSEP like: Scholarship for high studies of
gaining professional certificates as CPA, JCAPA, CMA, and the like, these
costs amortized through the commitment period agreed in the related contract
with employee , the amortization of studying employees benefits symboled in
the module by SHRE(Studying Human Resources Expenses).

c. Amortization of Budgeted Capitalized Training  Employees Benefits
symboled in the module by BCTEP, these costs amortized through the caps of
employment period determined by the contract with the employee , the
amortization of training employees benefits symboled in the module by
THRE(Training Human Resources Expenses).

d. Losses attributable to capitalized employees benefits, these losses resulted
from impairment of HRA without gaining any benefits, like losses upon death,
firing employees before reaching period in b, a above, departure the work

29



without permission, the losses symboled in the module by HRI(Human
Resources Impairment ).

11. Revaluation of employees benefits for the coming 11 months, and estimation of
employees benefits for the twelve month depends on set of factors to achieve an
accurate estimation, these factors such as:

a.

oo o

e.

Effective laws, bylaws, instructions and other compulsory regulations related
to amendments in benefits value whether increase or decrease. Like: laws
determine minimum limits of wages, health insurance regulations, ...etc.
Amendments of salaries scales like. Annual increases, promotions, ...etc.
Punishments that have a financial effect.

Additional funds for training and qualifying employees.

Additional funds for scholarship.

12. Time periods take in account that attributable to amortization of HRA, these periods
may be:

a.

Current period: current accounting period that income statement of
statement of comprehensive income prepared for it, usually this period equally
for 12 months.

Period of employment: the maximum period through it the benefits will
inflow from the employees to the entity depending on public laws or contracts
assigned with employees.

Earlier period: the minimum period through it the benefits will inflow from
the employees to the entity depending on public laws or contracts assigned
with employees(sometimes called earlier retirement).

Period of commitment: the period that employee must committed to the
entity because of costs of training, studying that incurred by the entity, this
period included in contract of scholarship or training

Proposed module
Proposed module include the following equations

(a) HRA = BCEB, which
HRA: Human Resources Asset

BCEB: Budgeted Capitalized Employees Benefits (for the year)
(b) BCEB = BCCEP + BCTEP + BCSEP, which

BCCEP: Budgeted Capitalized Current Employees Benefits

BCTEP: Budgeted Capitalized Training Employees Benefits

BCSEP: Budgeted Capitalized Studying Employees Benefits
(c) HRE= CHRE + THRE + SHRE + HRI, which

CHRE: Current Human Resources Expense

THRE: Training Human Resources Expense
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SHRE: Studying Human Resources Expense

HRI: Human Resources Impairment
(e) CHRE = CHRE: + CHRE2+ CHRE3+....+ CHREn
() THRE = THR/EP,  which

EP : Expensing Period
(g) SHRE = SHR/EP
(h) HRI = HRA-) HRE
(i) BCEB= (HRA-HRE)* RBCEB, which

RBCEB: Revalued Budgeted Capitalized Employees Benefits (for the next 11 months).
(j) HRA= RBCEB (for the next 12 months)

(k) HRE = ZRBCEB / 1 2 (for the second month and over )

Practical example for application of the module
The following information extracted from Abdo company related to employees benefits :

1. The company recognized an asset represent HR , called Employees benefits asset, from
the beginning of 2012.

2. The company adopted the continuous annually budget to estimate the value of the asset
reliably.

3. The funds in the budget related to the coming 12 months start from January 2012 and
end in December 2012), allocated to targeted months as follow:

Month 1 2 3 4 5 6 4 8 9 1 1 1 Total

Fundinthousands | 24 24 24 28 28 28 32 32 32 36 36 36 18

4. So HRA = 1800000, presented through current assets
HRA - BCEB = 1800000

the following entry:
Employees benefits asset(HRA) 1800000
Owners equity 1800000

5. Budgeted capitalized employees benefits for the period as follow:

Benefits BCCEP BCSEP BCTEP tOTAL
Fund in thousands 1500000 160000 140000 1800000

6. The company incurred current expenses on monthly basis, but for train gang studying
posted to the next month

7. The note 7 related to HRA within annual report as follow:

BCEB = BCCEP + BCTEP + BCSEP
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BCEB = 1500000 + 160000 + 140000= 1800000

8. Expenses related to benefits for January 2012 as follow:
a. CHRE=21000, THRE = 20000, SHRE=10000

b. For THRE, 20 employees were trained, the company incurred these expenses
equally for each trainee, period for commitment till earlier retirement as follow:

Number of trainees 12 5 3
Residual period till 10 4 2
earlier retirement
c. For SHRE scholarship granted to two employees to have master degree, contract
with each assigned for five years commitment period .

d. Employees benefits estimated for January 2013 in amount of 380000.
9. Expenses for the period determined as follow:
a. CHRE =210000
b. THRE = (((12* 1000)/10)12)+(((5*1000)/4)/12)+(((3*1000)/2/12)
= (1200/12) +(1250/12)+ (1500/12) =1000 +104+125=1229
C. SHRE = (10000/5) = 167
10. Thus, the expenses depending on the module
= HRE= CHRE + THRE + SHRE + HRI = 210000 + 1229 + 167 + 0 = 211396
11.The entry to journalize these expenses is:

Employees benefits expenses(HRE) 211396
Employees benefits asset(HRA) 211396

Depending on the module and continuous annually budget concept, budgeted
employees benefits for December 2013 must be added to HRA, the entry to journalize
that is as follow:

Employees benefits asset (HRA) 380000
Owners equity 380000

12.HRA at December 31, 2012 calculated ass follow:

Explanation amount
HRA 1/1/2012 1800000
HRE for January 2012 (211396)
Employees benefits for January 2013 380000
HRA 31/1/2012 1968604
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13. During February and March 2012 , employees benefits expenses just the current
(CHRE), no SHRE and TRHE, so the monthly HRE is 211396, and employees benefits
for the twelve month (February and march /2013) depending on continuous annually
budget concept is 380000 per month.

The following schedule includes the capitalized employees’ benefits and employees benefits

expenses
Explanation February 2012 March 2012

HRA at the beginning of the month 1968604 2137208

HRE for the month (211396) (211396)

Employees benefits for the twelve month 380000 380000

HRA at the end of the month 2137208 2305812

14. Information related to April 2012 as follow:

a.

One employee died from those that trained during January 2012, his employment
period 4 years, also, one other employee fired, his employment period 2 years.

Amendment to labor law, and because of prices increase, salaries of the
employees increased 10%, effective date April 1, 2012,

Employees’ benefits estimated for April 2013 in amount of 410000.

8 employees sent to get CPA, entity incurred 8000 for each, contract with each
assigned for six years commitment period.

40 employees were trained, the company incurred 48000 allocated equally for
them, period for commitment till earlier retirement as follow:

Number of trainees 27 8 5

Residual period till 12 8 4
earlier retirement

f.

Funds for April 2013 as follow:

CHRE=240000, SHRE=15000, TRHE=25000

15.Expenses for the period determined as follow:

a.

b.

CHRE = 240000 * 110% = 264000
THRE = (((27* 1200)/12)12)+(((8*1200)/8)/12)+(((5*1200)/4/12)
= (2700/12) +(1200/12)+ (1500/12) =225 +100+125=450

C. SHRE = ((8000 *8)/5)/12 = 1067
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D. Impairment losses that relate to the two employees that trained and one died and
the other fired, can be calculated as follow:

HRI= (1000 —(3*104)) + (1000- (3*125))=(1000-312) +(1000-375)=1313
16. Thus, the expenses depending on the module
HRE= CHRE + THRE + SHRE + HRI
HRE-= 264000 + (1166+ 450)+ (167+1066) + 1313= 268162
17.The entry to journalize these expenses is:

Employees benefits expenses(HRE) 268162
Employees benefits asset(HRA) 268162

18.HRA at April 30, 2012 calculated ass follow:

Explanation amount
HRA 1/4/2012 2305812
HRE for April 2012 (268162)
Employees benefits for April 2013 410000
HRA 30/4/2012 2447650

20. All other procedures for the other months by the same way

Conclusions and Recommendations

Conclusions: The researcher concludes the following:

1. The possibility of measuring human resources, by using one of the generally accepted bases in
accounting that included in conceptual framework of financial reporting issued by IASB.

2. The possibility of recognizing human resources as assets in the financial statement of financial
position, depending on the definition of asset, that is an economic resources controlled by
entity as a result of past transaction, and the criteria of recognition related to probability of
inflow benefits from the assets to the entity, and possibility of reliable measurement to these
benefits.

3. Propose a module for measurement of human resources, according to estimated employees’
benefits that included in budget, with adopting continuous year for budgeting concept.

4. Human resources as other assets subject to estimation for benefits obtained from employees,
also subject to impairment.

5. Also, employees’ benefits subject to revaluation on monthly basis, to achieve continuous year
for budgeting concept, so human resources as assets may be increased or decreased.
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Recommendations: researcher recommends the following:

1. The necessity of recognizing human resources as assets in the financial statement of financial
position, and using current cost to measure it.

2. Adoption of the proposed module by the researcher.

3. Adopting other research in measuring human resources in order to reach to generally accepted
basis for HR measurement.

4. Sending the module to IASB with coverage letter to encourage global efforts to suggest a
conceptual framework of human resources accounting, and put separate standard about HR.
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Annex (1)

Dear respondent

It is a great honor to invite you to participate in a study about accounting practices related to
Human Resources (HR). in order to contribute in proposing a module for recognition of HR as
an asset , getting benefit from the general saying done by managements that HR represent the
most important resources in the entity.

The study aims to test some of the accounting practices, and the appropriate way to financial
report about HR in accordance to International Financial Reporting Standards (IFRSs), especially
conceptual framework for financial reporting, IAS 38 related to intangible assets, IAS 19 related
to employees benefits, and IAS 26 related to Accounting and Reporting by Retirement Benefit
Plans.

As a part of the study, please help in complete the following questionnaire, that need from you a
bout 15 minutes , about accounting for HR, whether related to accounting practices to
recognition of HR( recognition means the process of incorporating in the balance sheet or
income statement an item that meets the definition of an element and satisfies the following
criteria for recognition: It is probable that any future economic benefit associated with the item
will flow to or from the entity; and The item's cost or value can be measured with reliability), or
measurement of HR (measurement means assigning monetary amounts at which the elements of
the financial statements are to be recognized and reported), or reporting ( reporting means
presentation of information needed to users through financial statements).

The data in the questionnaires will be treated confidentially, and only for purposes of scientific
research, end you provided with an electronic copy of this study upon your wish including results
and recommendations.

It is high appreciated to cooperate in completing the questionnaire, and choose the appropriate
answer according to your opinion, if you don’t wish to answer any question, just skip, and please
do not hesitate to call me if there is any inquiry, or if there is a need for more information, and
get it back please.

Regards

Researcher

1.What are your occupational positions, and give a brief about it ?

2. What are your scientific qualifications , if you have any professional certificates, and years
of expertise

3.Did your entity present financial statements ) ¢ (yes) « (no), did it use interim financial
reporting?

4. What are the accounting policies in your entity to treat with the following:

a. Employees benefits during the current period

b. Entity obligations toward employee during employment
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c. Entity obligations toward employee after employment

Entity obligations toward employee upon injure

e. Prepaid employees contracts

f. Accrued employees benefits

5. Entity used budgeting of benefits that will be paid to the employees in the next period
a. not used b. little c. fair d. much e. full

6. Entity commits with the funds in the budget allocated to the payments against
employees benefits .

a. not used b. little c. fair d. mostly e. full

7. Entity commits with the laws, bylaws, instructions, and decisions related to payments to
employees .

a. not used b. little c. fair d. mostly e. full
8. That human resources are the most important resources in entity.
Answer question (9) without any look to question (10), and then answer question (10)

9. Do you support to present HR as an assets within Statement of financial position) ¢ (yes « (
)no)

Explain your answer

10. Assets means: capitalizing future benefits derived from employees, and not the employees
themselves, did your answer to question (9) remains the same ?

11. You think that there is appropriateness between benefits paid by the entity employees and
benefits obtained from them?) ¢ ('yes) « (no)

Explain your answer if it is (no)

12. What are the expenses that paid to the employees

a. b. c. d. e.
f. g. h. i j-
MB. What are the expenses that paid on behalf of the employees
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14. What is the authority within the corporation that determined the benefits paid to the
employees .

15. Do you realize the fact that income taxes paid by the corporation has reverse relationship
with the benefits paid to the employees ?

And do you think that entity may use this fact as a financial policy?

16. are there any other suggestions about accounting and financial policies that can be added
relating to employees benefits
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