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TOPIC 6: HUMAN CAPITAL REPORTING  

 

Learning Outcome 

By the end of this topic, students should be able to:  

1. Explain essentials of human capital reporting 

2. Relate internal and external HCM reporting  

3. Interpret principles of external reporting  

4. Identify approaches of HCM strategies  

 

6.0 Introduction 

 Human resource relevant data are collected and measured. After measure need to report. 

Where? And Why?  

 There are several answers for this questions. Different stakeholders will require 

different kinds of information. For potential employees the issue will be about how much the 

company invests in their development and opportunities for them to progress. For customers it 

might be whether it engages in ethical practices with regard to workers or the environment. 

Potential suppliers will be interested in the nature of the relationship they can develop and how 

sustainable this will be over time, and investors will be interested in whether the firm has the 

resources required to increase profitability. Where there are two types of reporting method: 

Internal and External.  

 

6.1 Internal Reporting  

Internal reporting is becoming increasingly sophisticated as organizations recognize the 

benefits of disseminating better and more accurate data around their organizations. The benefits 

of internal reporting include: 

• better-informed decision making by managers about what kind of actions or practices 

will improve their business results; 

• increasing ability to recognize problems and act on them before they escalate; 

• recognition for the HR function as a source of information; 

• increased ability to demonstrate the effectiveness of HR solutions and hence improve 

the argument for greater investment in HR practice. 



The journey was moves from establishing the effectiveness of HR through demonstrating the 

contribution of process to human capital evaluation, measurement and management. Like all 

journeys you have to complete one stage before you can move on successfully to another and 

some organizations will have different starting points because of the information and 

capabilities already available to them.  

 

The information resulting from the various stages on this journey is usually reported internally 

in the form of management reports providing information for line managers. However, this 

information will not be valued by line managers unless:  

• It is credible, accurate and trustworthy.  

• They understand what it means for them personally and how they manage their team.  

• It is accompanied by guidance as to what action should be taken.  

• They have the skills and abilities to understand and act upon it.  

It is not enough simply to give managers and other stakeholders information on human 

capital. The information must be accompanied by effective analysis and explanation if they 

are going to understand and act upon it in the interests of maximizing organizational 

performance. The evidence presented by Nalbantian et al (2004) indicates that there are 

three core principles behind effective HCM, such as:  

• Insist on systems thinking.  

• Get the ‘right’ facts.  

• Focus on value.  

 

The first principle refers to getting a holistic approach to the development of processes. 

Business models and human capital strategies must match because they are interdependent. If 

elements of people management are developed in isolation without regard for other related 

activities, for example if a performance management system is developed without reference to 

training, they will almost certainly fail.  

The second principle is about getting the right information and facts. This means seeing beyond 

the prevailing rhetoric and being prepared to probe and question attitudes and perceptions. Only 

facts will provide a firm basis for action. So it is not good continuing to claim that the 

organization pays for performance when the facts clearly demonstrate remuneration is 

dependent on length of service, or claiming to value people when the facts show there is no 

effort to evaluate their contribution to business.  



 

The third principle is about focusing on value. For too long, line managers and executives have 

viewed people management as a variable cost that should be kept as low as possible. Human 

capital emphasizes that people should be viewed as value-generating assets. Through the 

measurement and analysis techniques discussed in the preceding chapters it is possible for 

organizations to identify the human capital drivers of productivity, service and performance. 

These drivers can both create and destroy value. Disciplined measurement of the actual drivers 

of performance in an organization can help prioritize interventions and improve the return on 

human capital investments. 

 

Majority of organizations value their employees as key assets and believe that the activity of 

measuring and continuously developing and refining the understanding of human capital and 

its links to business performance is important. By linking management to measures, measures 

to reporting and reporting to management, some companies are beginning to build the 

credibility, information flows and knowledge necessary to embed a human capital perspective 

in management and measurement practices both at HR and top management level.  

 

 

If this data collection cycle is completed properly the quality of the data and its analysis should 

improve over time and be tailored to the demands and needs of the recipients. In turn if 



recipients find the data helpful and trustworthy they are likely to demand more and more 

information, creating a virtuous cycle of data collection, analysis and reporting.  

 

Human capital information will only bring about change if the recipients of the data value it, 

trust it and are prepared to allow it to inform their actions. Those actions might be whether or 

not to work for the company, to invest in the company, to buy from the company or to supply 

to the company. As a result, there are various kinds of reporting the company needs to engage 

in to communicate effectively the relevant information on human capital to a range of 

audiences. This will include reporting both internally and externally.  

 

6.2 External Reporting  

Much of the interest surrounding human capital in the last few years has been driven by the 

demands of investors, financial analysts and other stakeholders for better and more reliable 

data on long-term sustainable performance. As a result, there has been a history of legislation. 

This required all companies to provide in their annual reports a narrative report consisting of a 

balanced and comprehensive analysis, consistent with the size and complexity of the business 

of:  

• the development and performance of the business during the financial year;  



• the position of the company at the end of the year;  

• the main trends and factors underlying the development, performance and position of 

the business of the company during the financial year;  

• the main trends and factors likely to affect the company’s future development, 

performance and position.  

 

The Business Review also requires companies to disclose information that is necessary for the 

understanding of the development, performance or position of the business of the company, 

including analysis using financial key performance indicators and, where appropriate, analysis 

using other key performance indicators. It also specifically requires inclusion of the main trends 

and factors likely to affect the future development performance and position of the company’s 

business, and information about:  

• environmental matters;  

• employees;  

• social and community issues  

Companies must include any information about any policies of the company in relation to these 

matters and their effectiveness. 



 

 

 

 

 

 



6.3 Human Capital Strategy  

Reporting on human capital should begin with an account of the firm’s human capital strategy. 

This would highlight the firm’s overall approach to the acquisition, development, management 

and performance of human capital. The strategy statement allows the firm to outline its vision 

for the contribution of human capital in relation to future opportunities and challenges, and to 

outline the role of its HR policies in securing that contribution. It should be ‘full and fair’ so 

that the same level of top management responsibility for its accuracy and relevance is attached 

to it as for other, more traditional areas of reporting. 

 

Sections on acquisition and retention, development and management.  The report on human 

capital strategy should be supported by evidence on how the organization acquires, develops, 

manages and retains human capital. The evidence organizations are able to provide and what 

is appropriate will depend on their individual circumstances.  

 

The evidence should be a balance of both quantitative and qualitative data. Quantitative data 

in particular can be misleading and therefore adequate explanation will be required. 

Information on performance Finally, organizations should provide details of the effectiveness 

and performance of their human capital and HCM policies and practices again using a mix of 

quantitative and qualitative data to indicate how effectively their strategic objectives are being 

achieved.  

 

Further details are provided below of what this framework might look like, together with 

guidance and examples of the types of data that could be included in the reporting process to 

give a balanced account of human capital. It is proposed that each section should include a 

narrative of key indicators explaining the organization’s approach to the area of activity, any 

difficulties it needs to overcome that are specific to its operating circumstances, location or 

industry, and the strategy for the development of policy.  

There follow two sets of indicators:  

• primary indicators that could be indicative of the investment and return on human 

capital in all or most circumstances; 

• secondary indicators which might be used to explain key data or might be indicative of 

particular operating and environmental circumstances; 



Under each of the categories a distinct section on management and leadership is proposed. 

Information on human capital utilization for this category of employees, which has the greatest 

scope to impact on the strategic performance of the organization, will be most readily available 

and has particular value to financial analysts and investors.  

This is evidenced by the fact that the remuneration of company directors is already an important 

component of annual reports.  

  



 



 

 

6.4 Conclusion  

This chapter has summarized the issues surrounding both internal and external reporting and 

argued that any human capital information has first to be credible and reliable so that the 

recipients can trust it. The information must also be accompanied by adequate explanation and 

analysis to enable recipients to understand what it means for them. It must be linked to action 

with appropriate guidance and support and it must be multi-dimensional, reflecting the unique 

character of human capital.  

 

 

 

 

 

 

6.5 Summary  

1. There are two types of reporting method: Internal and External. 



2. The data collected should be a balance of both quantitative and qualitative data.  

3. There are 2 indicators being primary and secondary indicators used to measure the data.  

 

6.6 Self- Learning Resources  

 

1.  Why human capital reporting will become required and what does it mean to you.  

      https://www.youtube.com/watch?v=kyRlHiuUNBE 

 

2.    Human Capital Reporting is the Next Big Thing in Business 

       https://www.youtube.com/watch?v=IWTLtwMlbXY 

3.   Barbara M. Fraumeni (2021) Measuring human Capital. Elsevier Science Publishing Co 

Inc ISBN : 9780128190579 

 

KEY TERMS 

*primary indicators                                   *secondary indicators    

* quantitative data                                      * qualitative data     

 

  

 

 

 

 

 

 

 

 

SELF ASSESSMENT  

 TUTORIAL AND ACTIVITIES – TOPIC 6.  

 Tutorials  

 1. Describe human capital reporting.   

 2.  Discuss the internal and external human capital reporting.  

https://www.youtube.com/watch?v=kyRlHiuUNBE
https://www.youtube.com/watch?v=IWTLtwMlbXY
https://www.bookdepository.com/author/Barbara-M-Fraumeni
https://www.bookdepository.com/publishers/Elsevier-Science-Publishing-Co-Inc
https://www.bookdepository.com/publishers/Elsevier-Science-Publishing-Co-Inc


 3. Explain the difference between primary and secondary indicators  

 4. What are the core principles behind effective HCM practices?  

 5. What are the principles of external reporting?  

 Video/Podcasts. 

 Video 1: The human capital report 

 https://www.youtube.com/watch?v=l-K8kGvJX94 

 Video 2: what to measure, report and disclose  

 https://www.youtube.com/watch?v=APhLcYL6QqM 

  

 Essay Question  

 From the Video 1, list the factors that were highlighted that impact human capital. 

Discuss on whether these factors are still posing an issue for human capital management 

in current times. Give examples to support your answers.  

 

Case study: Huang, Ching & Abidin, Zubaidah & Jusoff, Kamaruzaman. (2009). 

External Reporting of Human Capital in Malaysia. Asian Social Science. 4. 10.5539 

https://www.researchgate.net/publication/41846219_External_Reporting_of_Human_

Capital_in_Malaysia 

Read the case study above and discuss why information regarding human capital or 

human resource investments and the return on these investments are currently not 

presented in the annual reports systematically and consistently? 

 

 

https://www.youtube.com/watch?v=l-K8kGvJX94
https://www.youtube.com/watch?v=APhLcYL6QqM
https://www.researchgate.net/publication/41846219_External_Reporting_of_Human_Capital_in_Malaysia
https://www.researchgate.net/publication/41846219_External_Reporting_of_Human_Capital_in_Malaysia

