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Abstract

Human resource (HR) practices are very important for how well an organization does, but their effects on the
bottom line are often not fully understood. From a management accounting point of view, a cost-benefit analysis
of HR practices is a structured way to see how well they work. This viewpoint stresses the importance of
measuring both the tangible and intangible results of HR programs like hiring, training, keeping employees
happy, and keeping them. Managers can make better decisions by comparing the costs of things like salaries,
training costs, and administrative overhead with measurable benefits like higher productivity, lower turnover,
happier employees, and a better reputation for the company. Management accounting tools let you combine
financial data with HR metrics to get a full picture of how value is being created. This analysis not only helps
make the case for investing in people, but it also makes sure that HR strategies are in line with the goals of the
organization, which is necessary for long-term growth. In the end, a cost-benefit approach makes people more
accountable and helps HR managers make decisions based on facts.
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Introduction

In today's cutthroat business world, human resource (HR) practices are becoming more and
more important for the success of organizations. Recruitment, training, performance
management, employee engagement, and retention strategies are all things that help develop
the workforce and make the business more productive and profitable. But the costs of these
practices, which can include hiring costs, training costs, and incentive programs, can be very
high. This brings up an important question for managers: do the pros of HR practices
outweigh the cons?

A management accounting viewpoint offers a structured methodology to address this inquiry
by utilizing cost-benefit analysis for HR initiatives. Management accounting is different from
traditional financial accounting because it focuses on making decisions and planning for the
future instead of just reporting past performance. Management accounting helps companies
figure out how much their HR investments are really worth by measuring both tangible
results (like lower turnover, higher output, and more efficient work) and intangible benefits
(like employee satisfaction, innovation, and the company's reputation).

Cost-benefit analysis of HR practices not only makes sure that resources are used effectively,
but it also makes the strategic alignment between human capital initiatives and business goals
stronger. So, combining HR and management accounting points of view gives you a balanced
way to make decisions based on evidence and grow in a way that will last.
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Statement of the Research Problem

People are often thought to be the most important part of a business, but it's still hard to
figure out how much money they make. Companies spend a lot of money on hiring, training,
managing performance, and getting employees involved, but it's not always clear what they
get back from these investments. Many HR practices are looked at qualitatively instead of
through systematic financial analysis. This can cause inefficiencies, overspending, or not
investing enough in important areas. Traditional accounting methods mostly leave out
intangible benefits like employee satisfaction, innovation, and long-term retention. This
makes it hard for decision-makers to explain why they spend money on HR. From a
management accounting point of view, using cost-benefit analysis on HR practices is a
systematic way to look at both tangible and intangible results. There is, however, not much
research on how companies can actually combine these two areas. This gap necessitates an
examination of the efficacy of cost-benefit analysis in evaluating HR practices for sustainable
organizational performance.

Research Gap

While human resource practices have been extensively examined for their effects on
employee performance and organizational success, there is still an absence of comprehensive
assessment regarding their financial consequences. Most current research emphasizes
qualitative outcomes, including job satisfaction, motivation, or organizational culture,
without sufficiently correlating these to quantifiable financial returns. Traditional
management accounting methods, on the other hand, focus on cutting costs and making
things run more smoothly, but they often miss the intangible benefits that HR practices bring.
This makes it hard for HR managers and people who make financial decisions to work
together. Cost-benefit analysis has been widely utilized in project management and capital
investments; however, its application in HR practices remains limited and underdeveloped.
There are only a few studies that show how to use HR metrics and financial accounting tools
together to support investments in people. To create evidence-based HR strategies that
support the goals of the organization and long-term growth, it is important to close this gap.
Significance of the Study

This study is of considerable importance for both scholarly inquiry and practical
administration. From an academic standpoint, it aids in reconciling the divide between human
resource management and management accounting through the implementation of cost-
benefit analysis in HR practices. This research underscores the quantifiable financial impact
of HR, challenging the perception of it as merely a qualitative function, and providing a more
comprehensive understanding of the role of human capital in enhancing organizational
performance.

From a practical point of view, the study gives managers and other decision-makers a way to
look at HR projects in terms of money. Organizations can make better investment decisions
by measuring both tangible benefits (like lower turnover, higher productivity, and better
efficiency) and intangible outcomes (like employee satisfaction, innovation, and reputation).
This improves accountability, the use of resources, and the alignment of HR policies with
business goals. In the end, the study supports making decisions based on evidence, which
leads to long-term growth and competitiveness for the organization.

Objectives:

1. To evaluate the costs and benefits of key human resource practices.

2. To develop a structured framework that integrates cost-benefit analysis with HR metrics.

280



LEX LOCALIS-JOURNAL OF LOCAL SELF-GOVERNMENT

ISSN:1581-5374 E-ISSN:1855-363X . ]F\ff
VoL. 23, No. 55(2025) LOCALIS
Hypothesis:

1. H1: Effective human resource practices, when evaluated through a cost-benefit analysis,
generate measurable financial and non-financial benefits that outweigh their associated costs.
2. H2: The integration of management accounting techniques with HR metrics provides a
more accurate and structured framework for decision-making, leading to improved alignment
of HR strategies with organizational goals.

Review of Literature:

1. Becker and Huselid (2006) Stress how the role of strategic human resource management
(SHRM) is changing to help organizations do better. Their research underscores the
significance of synchronizing HR practices with the overarching business strategy to
optimize value creation. The authors contend that HR should transcend mere administration
and serve as a catalyst for competitive advantage through proficient talent management,
workforce planning, and performance evaluation. They also stress the need for strict methods
to measure HR's impact, which would link qualitative and financial results. This work lays
the groundwork for incorporating cost-benefit analysis into HR, emphasizing its strategic and
quantifiable importance.!

2. Boudreau and Ramstad (2007) Establish a novel framework for perceiving human capital
as a strategic asset rather than merely an operational function. In Beyond HR: The New
Science of Human Capital, they put forward the idea of "decision science for talent," which
emphasizes the need for evidence-based evaluation of investments in the workforce. The
authors point out that many companies don't use HR analytics to their full potential because
they don't connect managing talent with measurable business results. Their work emphasizes
the use of systematic assessment tools to link HR decisions with the overall strategy of the
organization. This point of view emphasizes how important cost-benefit analysis is for
judging HR practices within a management accounting framework.>

3. Cascio (2000), in Costing Human Resources: The Financial Impact of Behavior in
Organizations offers a thorough way to figure out how much human resource practices are
worth in terms of money. The book stresses that HR choices have both direct and indirect
effects on the company's finances, and that these effects can be measured in a systematic way
using quantitative tools. Cascio presents models for quantifying the expenses associated with
turnover, absenteeism, training, and employee performance, thereby correlating HR outcomes
with organizational profitability. His work fills in the gaps between managing people and
being financially responsible. It lays the groundwork for using cost-benefit analysis on
investments in human capital and shows how important HR is to creating value.’

4. Kaplan and Norton (2004), in Strategy Maps: Converting Intangible Assets into Tangible
Outcomes, present a framework for linking intangible resources such as human capital,
organizational culture, and innovation to measurable business performance. Building on the
Balanced Scorecard, they argue that intangible assets create value only when aligned with
strategy and effectively integrated into operational processes. Their work highlights the need
for clear cause-and-effect linkages between HR practices and organizational outcomes,
offering tools to make intangible benefits financially visible. This perspective supports the
application of cost-benefit analysis in HR, reinforcing the role of management accounting in
evaluating human capital investments.*

5. Wright and McMahan (2011) emphasize the importance of viewing employees as central
to strategic human resource management (SHRM) by placing the “human” back into human

"Becker and Huselid (2006)

2Boudreau and Ramstad (2007)

3Casci0 (2000), in Costing Human Resources
4Kaplan and Norton (2004)

281



LEX LOCALIS-JOURNAL OF LOCAL SELF-GOVERNMENT S
ISSN:1581-5374 E-ISSN:1855-363X . Lb_\‘_f
VoL. 23, No. 55(2025) LOCALIS

capital. They argue that organizations often focus excessively on systems and processes while

underestimating the role of individual capabilities, motivation, and behavior in driving

performance. Their study highlights the need to integrate human factors with strategic

decision-making to fully capture HR’s contribution. By acknowledging both tangible and

intangible aspects of human capital, the authors provide a strong basis for applying cost-

benefit analysis to HR practices, linking employee outcomes with organizational performance

measures.’

Research Methodology

This study adopts a mixed-method research design, combining both quantitative and

qualitative approaches to provide a comprehensive analysis of human resource practices from

a management accounting perspective. The methodology is designed to evaluate the financial

and non-financial outcomes of HR initiatives using cost-benefit analysis.

Research Design:

The study will follow an exploratory and descriptive design. Exploratory methods will

identify key HR practices such as recruitment, training, performance management, and

retention, while descriptive analysis will quantify their costs and benefits.

Data Collection:

Primary data will be collected through structured questionnaires and semi-structured

interviews with HR managers, financial controllers, and senior executives from selected

organizations. Secondary data will be obtained from company reports, HR audits,

management accounting records, and published studies to ensure reliability and validity.

Sampling Technique:

A purposive sampling method will be used, targeting medium and large-scale organizations

where HR practices are systematically implemented. Approximately 50—100 respondents will

be surveyed across different industries.

Data Analysis:

Quantitative data will be analyzed using cost-benefit analysis models, ratio analysis, and

statistical tools (e.g., regression analysis) to measure the financial impact of HR practices.

Qualitative data from interviews will be thematically analyzed to capture intangible benefits

such as employee satisfaction, innovation, and organizational reputation.

Ethical Considerations:

Confidentiality and informed consent will be maintained throughout the research process.

Data will be used solely for academic purposes, ensuring transparency and ethical

compliance.

Sampling & Participants

The study will use purposive sampling targeting medium and large organizations with formal

HR and accounting systems. The sample size is fixed at 75 respondents, comprising HR

managers (=30), finance/management accounting professionals (=30), and senior line

managers (=15). Inclusion criteria: minimum 2 years’ role tenure and access to HR and cost

data. Optional stratification will balance sectors (manufacturing/services/public) and firm

size.

Data Collection

e Survey (structured Likert-scale + cost/benefit items) administered online to all 75.
Interviews (n=12—15 drawn from the 75) to capture intangible outcomes and context.
Secondary data: HR metrics (turnover, training hours, time-to-fill), accounting records
(program costs), and performance KPIs.

SWright and McMahan (2011)
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Measurement & Quality
Constructs: recruitment effectiveness, training ROI, performance management quality,
retention outcomes, and overall HR—strategy alignment. Reliability will be assessed via
Cronbach’s a > .70; validity via expert review and CFA (if model fit permits with n=75) or
EFA otherwise.
Analysis
Cost—benefit analysis (NPV/Payback where feasible), ratio analysis (e.g., cost-per-hire,
turnover cost), and regression/GLM to test H1-H2. With n=75, models will limit predictors
(=1 per 10—12 cases) to avoid overfitting; bootstrapped Cls will be reported. Interview data
will undergo thematic coding to triangulate quantitative results.
Ethics
Informed consent, anonymity, and data-use restrictions will be ensured.

Table 1: Observed and Expected Frequencies for Hypothesis 1
Effective HR Practices vs. Benefits Outweighing Costs

HR Benefits > Costs | Benefits < Costs Benefits > Benefits <
Effectiveness (Observed) (Observed) Costs Costs
(Expected) (Expected)
High 28 7 17.73 17.27
Effectiveness
Low 10 30 20.27 19.73
Effectiveness

Table 2: Observed and Expected Frequencies for Hypothesis 2
Integration of Management Accounting vs. Improved Alignment

Integration of Improved No Improved No

Accounting Alignment Improvement Alignment Improvement

(Observed) (Observed) (Expected) (Expected)
Integrated 22 5 10.8 16.2
Not Integrated | 8 40 19.2 28.8
Table 3: Chi-Square Test Summary
Hypothesis Chi-Square df | p-value Result
Value
H1: HR Effectiveness vs. Benefits | 20.44 1 10.000006 Significant
H2: Integration vs. Alignment 27.61 1 [0.00000015 | Significant

These tables provide a clear comparison of observed vs. expected values and highlight the
statistical significance of the results.
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Hypothesis 1 (H1):
Effective HR practices generate benefits that outweigh costs.
e Chi-square value: 20.44
Degrees of freedom: 1
p-value: 0.000006
Since p < 0.05, we reject the null hypothesis. This means there is a significant association
between HR practice effectiveness and benefits outweighing costs.
Hypothesis 2 (H2):
Integration of management accounting with HR metrics improves strategic alignment.
e Chi-square value: 27.61
Degrees of freedom: 1
e p-value: 0.00000015
Since p < 0.05, we reject the null hypothesis. This indicates a significant association
between integration of accounting techniques and improved HR—strategy alignment.
Interpretation:
Both hypotheses are supported. The results suggest that organizations with effective HR
practices tend to see benefits exceeding costs, and that integrating accounting methods with
HR metrics strongly improves strategic alignment.
Graphical representations of the chi-square results:
e Graph 1 (Hypothesis 1): Comparison of HR effectiveness levels with observed
benefits vs. costs.
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e Graph 2 (Hypothesis 2): Comparison of integration of accounting techniques with
observed alignment outcomes.
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Key challenges:

1. Measuring Intangible Benefits

One of the hardest things to do is figure out how to measure things like employee
satisfaction, innovation, and organizational culture that aren't physical. It's hard to put a dollar
value on these benefits, unlike financial data. Surveys and employee feedback can give you
useful information, but turning that information into money is still hard. This makes it hard to
use traditional cost-benefit models, which depend a lot on measurable results. The task is to
create trustworthy indicators that show how valuable intangible assets really are while still
being fair. Without this, businesses might not realize how big of an effect HR programs can
have.

2. Data Availability and Accuracy

Getting reliable and consistent data for analysis is another problem. HR records and financial
accounting data don't always match up, which can make cost-benefit analyses inconsistent.
For instance, different companies often report turnover costs, the effectiveness of training,
and the costs of hiring new employees in different ways. When data is wrong or missing, it
makes the analysis less trustworthy and can lead to bad decisions. Also, employees and
managers may not want to share sensitive HR information, which makes it even harder to get
accurate datasets. To make sure that the data is correct, you need strong HR information
systems, accounting processes that work together, and good communication between the HR
and finance departments.

3. Resistance to Integration of HR and Accounting

Cost-benefit analysis in HR is often met with resistance from both HR and accounting
professionals. HR managers might say that outcomes that are people-oriented can't be
measured in numbers, while accountants might say that HR is too qualitative to fit into
financial frameworks. This cultural gap between departments makes it harder to integrate and
less effective at evaluating systems. Also, companies that are stuck in their ways may not
want to use HR analytics because they think it's not needed or takes too many resources. To
get past this problem, you need change management, strong leadership, and constant
reminders of how important it is to connect HR practices with measurable financial results.
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Remedies:

1. Developing HR Metrics for Intangible Outcomes

To get around the problem of measuring intangible benefits, companies can create specific
HR metrics that show how engaged employees are, how innovative they are, and how happy
they are with their jobs. You can use surveys, performance indices, and balanced scorecards
to give these results measurable indicators. Companies can get a rough idea of how much
money they make by connecting these metrics to productivity, customer satisfaction, and
retention rates. For instance, higher engagement scores may be linked to lower costs of
turnover. Companies can use proxy measures and statistical models to put a number on
intangible results. This makes cost-benefit analysis more complete and accurate for making
decisions in HR and management accounting.

2. Strengthening Data Management Systems

To make data more accurate, HR Information Systems (HRIS) need to work with financial
and accounting systems. Centralized platforms help make reporting formats the same, keep
things consistent, and cut down on data duplication. Regular checks of HR data and training
for employees on how to keep accurate records make the data more reliable. Organizations
can also use predictive analytics tools to make better guesses about the costs and benefits of
HR. Also, making sure that HR and finance teams work together to define data needs makes
sure that everyone is on the same page. Strengthening data management not only makes cost-
benefit analysis more reliable, but it also makes HR's role in improving organizational
performance more believable and trustworthy.

3. Promoting Interdepartmental Collaboration

To get HR and accounting professionals to work together, companies should use cross-
functional teams, joint training, and shared performance goals. Leadership can be very
important by stressing how important it is for HR and financial data to work together so that
decisions can be made based on facts. Accountants can learn about HR practices and how
they affect their organizations through workshops and training programs, while HR
professionals can learn about financial evaluation methods. Working together like this helps
people from different cultures get along better, builds trust, and encourages HR to use cost-
benefit analysis. In the end, this integration leads to a more strategic way of managing
investments in people.

Future Research Directions

This study illustrates the significance of utilizing cost-benefit analysis in HR practices;
however, numerous opportunities for additional investigation persist. First, subsequent
research may concentrate on creating more sophisticated models for measuring intangible
benefits, including employee morale, innovation capacity, and organizational culture. These
factors are hard to measure with standard accounting methods, but they are very important for
long-term success.

Second, it would be possible to do studies on specific sectors to see if the cost-benefit
outcomes are very different in industries like manufacturing, services, healthcare, or
education. Because industry dynamics often affect HR practices, comparative studies would
give us more information.

Third, longitudinal research designs could be employed to monitor the financial effects of HR
practices over time, providing more robust evidence of the causal relationship between HR
investments and organizational performance.

Finally, using advanced analytics tools like Al, predictive modeling, and HR dashboards
together may make it possible to evaluate HR practices in real time. This kind of research
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would make the link between human resource management and management accounting even
stronger, giving businesses useful information that they can use to grow in a sustainable way.

Conclusion

This study emphasizes the significance of utilizing cost-benefit analysis in human resource
practices from a management accounting viewpoint. People are widely seen as the most
valuable asset of any business, but their financial value is often not fully understood because
it 1s hard to measure both tangible and intangible results. By using systematic evaluation
tools, managers can better figure out if the money they spend on hiring, training, managing
performance, and keeping employees is worth it.

The chi-square analysis performed in this study yielded robust evidence corroborating both
hypotheses. It showed that there was a strong link between good HR practices and making
more money than spending it, as well as between using management accounting methods
with HR metrics and better strategic alignment. These results support the idea that companies
can't afford to treat HR as just an administrative task. Instead, HR should be seen as a
strategic partner whose actions have a direct impact on the long-term success and
competitiveness of the company.

The study also found problems like measuring outcomes that aren't physical, problems with
data accuracy, and people not wanting HR and accounting to work together. But there are
ways to get around these problems, such as creating HR metrics, improving data systems, and
encouraging collaboration between departments.

In conclusion, using cost-benefit analysis in HR management not only makes people more
responsible, but it also makes sure that human capital strategies are in line with the goals of
the organization. This integration makes sure that HR investments lead to long-term growth,
efficiency, and value creation. This strengthens the strategic role of HR in today's business
world.
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