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Abstract. The section was published based on the results of the 
implementation of the state budget research topic “Building a system of 
accounting and analytical information and auditing of the activities of 
entities at different levels of management” (state registration number 
0121U110164). Accounting for costs of human capital in accounting and 
analytical information takes a thorough position. In the modern economy of 
knowledge, human capital is the most valuable resource for the harmonious 
development of national economies. The specifics of human capital 
expense accounting are determined by the immateriality of the asset and 
the meaningfulness of its content. The purpose of the study is to reveal 
the specifics of accounting for human capital costs in general and in the 
countries of the European Union, in particular. It is appropriate to provide 
practical recommendations on their accounting, taking into account the 
specifics. The specifics of accounting for human capital costs are given. 
A large number of interpretations of the “human capital” category was 
revealed. Their legal regulation is needed. It was determined that it is 
advisable to apply “International Financial Reporting Standards” for human 
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capital accounting. It is proposed to develop a comprehensive accounting of 
costs for human capital in IFRS. An analysis of the budgets of the European 
Union states was carried out, taking into account expenditures on human 
capital. It is proposed to develop new accounting objects (human capital, 
social potential), accounting standards for new objects.

Keywords: human capital, IFRS, accounting, specifics of accounting, 
European Union.

1. Introduction
In the countries of the European Union, human capital has become one 

of the main sources of interest in the scientific analysis of the dynamics of 
the state’s economy. It acts as the most valuable resource of the economy. 
Under such a situation, economic growth is considered the result of human 
capital enrichment.

The creation of favorable positive conditions for the development of all 
components of society has become urgent. This is many times more acute in 
territories with an unstable political, economic and social situation [18, p. 18], 
which became a number of countries of the European Union, Ukraine. The 
volume of expenditure on human capital can occupy a significant city in the 
state budgets of countries and the budget of a separate economic unit. When 
determining the directions of economic policy, states should improve the 
accounting standards for state expenditures in these directions.

Modernity has not provided certain recommendations regarding 
specific mechanisms, evaluation systems, standards adapted for use by 
institutions and organizations, regulatory bodies for the analysis of the 
effectiveness of the use of budget funds in general [17, p. 21], which are 
used for human capital.

The interaction of human capital and human resources, capital and the 
financial market, positively affects the economic growth of the country, are 
important and mutually complementary factors of this process [20, p. 31–34]. 
Dynamic improvement of the quality of human capital is possible through 
proper accounting of costs for all components. 

The impact of human capital on economic development is noted not only 
for individual countries, but also for entire regions [1; 17–18; 37, p. 2699]. 
Economic opportunities can play a constructive role in human capital to 
support growth phenomena [1, p. 4–5].
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The above factors confirm the relevance and necessity of accounting for 
the costs of human capital in each country of the European Union.

Global economic studies of human capital are conducted entirely in the 
theoretical sphere and are therefore limited in practical use. In contrast, 
human capital requires significant financial investments. The amount of 
funding of human capital in the management of public finances in society 
has not been clearly resolved.

Funds are always a difficult issue. Expenditures of the state budgets of 
the countries of the European Union consist of expenditures on individual 
components of human capital. They do not consider “Costs for human 
capital”, “Costs for the development of social potential” comprehensively. 
Considering the above, it is worth summarizing that the accounting of 
human capital is very weak or completely absent in some countries.

Therefore, the purpose of the research is to reveal the relevance and 
necessity and specifics of accounting for human capital costs, the possibility 
of accounting for human capital costs in the accounting systems of the 
European Union countries, to describe the specifics of accounting for 
human capital costs in the European Union countries. We also consider it 
expedient to provide practical recommendations regarding the accounting 
of the above costs.

In relation to the stages of the work, successive tasks were set and solved. 
The updated content of the human capital of the national economy made 
it possible to study the costs of the European Union countries on human 
capital and its components. The analysis showed the current state of human 
capital accounting, as well as its components according to International 
Accounting Standards and the countries of the European Union, Ukraine.

The actual accounting of costs for human capital in the European Union 
is considered. The possibility of building a full-scale normalized accounting 
of costs for the development of human capital is substantiated, the actual 
costs of the European Union countries on human capital, the specifics of 
the accounting of human capital costs in the European Union countries are 
considered.

From a methodological point of view, the conclusions of the given 
research can be brought to the level of methodological developments and 
applied recommendations at the level of public administration. The results 
of the study are recommended for use and development of programs of 
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social and economic development of the countries of the European Union, 
development of projects of legislative and regulatory acts on reproduction, 
accounting of human capital. Theoretical research should become the 
basic basis for the formation of state policy in the field of public finance 
management of each national economy, the strategy of human capital 
development, and the basis for further scientific research.

The author’s research over the past two centuries was aimed at 
identifying the role of human capital in ensuring the productive functioning 
of the country’s economic system.

The formation of theories of human capital is associated with the works 
of I. Fisher [6, p. 234], but earlier studies of human capital can also be 
traced in some works. D. Nicholson [24, p. 102] singled out a part of capital 
that is different from money, land, equipment, and is contained in people.

A. Smit [40] is considered the founder of the classical theory of capital, 
where we find the basic theoretical basis for the formation of human capital.

Scientists consider G. Becker [2, p. 10–18], D. Mincer [21, p. 39] to 
be the authors of the most thorough research on human capital; 22] and 
T. Schulz [39, p. 4–17].

Modern researchers N. Bontis, N. Dragonetti, K. Jacobsen, G. Roos  
[3, p. 395], E. Pelinescu [27, p. 186], V. Kolomiiets, L. Golovkova  
[10, p. 292], N. Simchenko, G. Zhaldak [38, p. 379].

E. Glaeser summarized the theoretical basis under the category of 
“social capital” [7]. R. Putnam in 1996 first defined “social capital” 
[31, p. 68]. This contributed to the development of the “theory of social 
potential”. Social factors of the development of society were considered 
by O. Kvilinskyi, A. Mieshkov, I. Bondaryeva [18], S. Sardak, O. Bilska, 
A. Simakhova [36].

It was possible to formulate the concept of human capital competence 
management at the beginning of the seventies of the XX century. At that time, 
the classic of political economy D. McClelland emphasized that “the best 
predictor of a candidate’s success is his competencies and abilities” [18, p. 12]. 

Modern authors K. Precob, M. Mironiuc [28], V. Boronos, 
I. Plikus, V. Aleksandrov [4], S.-K. Necula [23], K. Pająk, B. Kamińska, 
O. Kvilinskyi [26].

The methodological basis of the study is a systematic approach. 
The theoretical basis of the given research is the provisions of classical 
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and institutional theory, the theory of human capital. They became the 
property of world scientists. To achieve the goal of the research and the 
implementation of the tasks, a number of methods of theoretical research, 
economic-statistical methods and methods of empirical data analysis were 
used in the work.

2. Accounting determination of the essence of human capital
The economic rise of the country involves heavy expenditure on human 

capital. They should occupy a significant amount in the country’s budget.
Analytical data on the material costs of human capital are widely used 

in human capital assessment methods. The countries of the European Union 
determine the priority of expenditures and investments and calculate their effect.

The variant of the development of the countries of the European Union 
implies an absolutely necessary direction of investments in human capital 
[33, p. 22–25; 34, p. 28–32; 41, p. 329–334].

Administrative needs at the country level can be facilitated by the 
introduction of a common network of fully functional software and 
the creation of an information system and an accounting system as 
a whole [17, p. 21–22]. During implementation, there will be a need to 
establish a transparent and effective human capital accounting system. 
Defined accounting may be hindered by such factors as the ambiguity 
of interpretations of the categorical apparatus, the legal uncertainty of 
accounting and economic terms, different approaches to the interpretation 
of used categories from legal, accounting, economic, managerial, and 
entrepreneurial positions.

The above-mentioned factors have long complicated the well-
established accounting process of the following established concepts: fixed 
assets, profit, financial results, goodwill, biological assets, intangible assets 
and a number of less defined categories, which include human capital. The 
following are the reasons for the constant change in the content and economic 
essence of accounting tools: the changing institutional environment of a 
number of European Union countries, technological progress that changes 
the conditions of existence of production systems, the transition to a new 
economic cycle – the “knowledge economy”, natural social evolution.

The implementation of “nternational Accounting Standards” with 
their gradual replacement and updating by “International Financial 
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Reporting Standards” [35] provides development and impetus to the further 
standardization of a number of categories in accounting, especially relative 
to “obsolete” ones.

The formation of “human capital” and other categories took place over 
the last 60-70 years. Now continues. Scientists from all over the world 
conduct research and an active search for the fundamental essence of 
these categories and their content load. These concepts are at the top of the 
relevance of world scientific thought.

But, if from the point of view of economists, such searches provide 
positive development to society, then for accountants, such a variety of 
interpretations only add new complications in established accounting.

A generalized simplified definition of human capital considers it as a 
set of knowledge, skills, experience, skills, and education. The variable 
accumulation of the above aggregate by one person explains the different 
ability of the owners to accumulate and realize their qualities in the increase 
of material resources, money, new technologies, intangible resources.

The basic definitions of human capital were provided by the founders 
of this theoretical direction and the concept of the world level of human 
capital G. Becker and T. Schulz. “Human capital is an individuals stock 
of knowledge, skills, motivations, investments in which are education, 
experience, health, mobility, awareness” [2, p. 142].

Human capital is also considered as “a set of all innate and acquired 
human abilities. Properties that are valuable and can be developed through 
appropriate investments are recognized as human capital” [39, p. 2–3].

The latest macroeconomic studies determine that a person, together with 
his intellectual potential and abilities, is a strategic resource. It can be formed 
and developed. It becomes a potentially new source of competitiveness of 
both capital carrier and organization, national economy, world economy.

The following components of human capital are recognized: “level of 
education, health care, social infrastructure, social hierarchy, demographic 
trends, criminal and military risks” [18, p. 13–14].

In recent studies on the countries of the European Union, human 
capital development is associated with social potential and is considered 
in three directions, namely: social potential of human capital, the pace 
of innovative development of human capital and the potential of human 
capital development. Currently, “the social potential of human capital 



292

Viktoriia Kolomiiets

as a mathematical variable characterizes the achieved state of human 
capital development in the country. The coefficient of innovative human 
capital development is used to describe the creativity of human capital 
in the country, and the potential of human capital development describes 
the preconditions for human capital development” [42, p. 1644]. In these 
interpretations it is difficult to see the accounting content and content, and 
therefore their use for accounting purposes is impossible.

Human capital accounting is a relatively new direction in the financial 
system. Due to globalization, international cooperation between 
countries in various markets, there is a need for accessibility of financial 
and accounting information for users. Such information is currently 
formed in the accounting systems of each country. But in comparative 
international studies it cannot be applied, because accounting in 
each country has individual characteristics associated with political, 
economic, legislative conditions. It is advisable to consider normative 
documents of international application that can be used for the purposes 
of human capital accounting, for comparison and comparability of 
human capital studies.

These requirements are met by International Financial Reporting 
Standards (IFRS) [35], previously known as International Accounting 
Standards (IAS), developed by The International Accounting Standards 
Board (IASB). Therefore, it is proposed to use International Financial 
Reporting Standards as the normative methodological basis at the 
international level in this study. According to the updated document 
“Conceptual Framework for Financial Reporting” [5], the International 
Accounting Standards Board seeks to reduce differences in accounting and 
reporting in different countries by harmonizing regulations, accounting 
standards and procedures related to the preparation and presentation of 
financial statements. The Board believes that further harmonization can 
best be achieved by focusing on financial statements that are prepared 
with the objective of providing information that is useful for economic 
decision-making. The Board believes that financial statements prepared 
for such purposes meet the general needs of most users. This is because 
almost all users make economic decisions, for example, to a) determine 
when to buy, hold or sell an equity investment; b) evaluate the management 
and accountability of management; c) assess an entity’s ability to pay 
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wages and other benefits to its employees d) to assess the security of 
amounts lent to the entity; e) to determine tax policy; f) to determine 
the amount of profits and the amount of dividends to be distributed;  
g) to prepare and use national income statistics; h) to regulate the activities 
of economic entities.

A large number of interpretations of the category “human capital”, the 
lack of regulatory framework complicate the accounting of human capital 
costs. It is advisable to apply the International Financial Reporting Standards 
as a regulatory and methodological basis for human capital accounting at 
the international level.

3. Interpretation of human capital in international legislative acts
This subsection of the study considers all references related to human 

capital in IFRS.
In the “Conceptual Framework for Financial Reporting” [5] it is stated 

“...necessary information about ..., and how effective and efficient are the 
management personnel, the governing board, and how well they have 
fulfilled their responsibilities for the use of the entity’s resources”.

The IASB also provides examples of the responsibilities of management 
personnel, which, in our opinion, can be attributed to the functions of 
human capital [35]:

– “Protecting the entity’s resources from adverse effects of economic 
factors;

– Ensuring compliance by the entity with relevant laws and contracts”.
The IFRS repeatedly emphasizes the importance of the quality of 

performance by management personnel of their duties [35]. We believe 
that the basis for the performance of these duties is a unique human capital 
that must be taken into account and accounted for for the purposes of 
international financial reporting.

Thus, the Organization needs information on the performance 
of management personnel in discharging their responsibilities. This 
information cannot be assessed by objective indicators by direct arithmetic 
calculation. In such cases, in the formation of the necessary information on 
the performance by management personnel of their duties, expert judgment 
may be applied to make management decisions and fair value measurement 
for accounting purposes.
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The need to assess the fair value in terms of economic and financial 
profitability for the formation of an objective management information 
system is emphasized by S.-C. Necula [23, p. 74].

Such phenomena as the accumulation of knowledge, professional and 
communication skills, their functioning in the real environment leads to 
the dynamics and accumulation of human capital in the organization, the 
national economy as a whole.

As a result, the quality of performance by management personnel 
of their duties becomes part of human capital. The specificity of human 
capital accounting is determined by the fact that human capital affects the 
competitiveness of the organization (the quality of human capital can be a 
significant or unique competitive advantage) and the value of the company 
in case of its sale. The above coincides with the requirements of IFRS on 
the materiality of information [35]: “Information is material if its omission 
or misstatement could influence decisions taken by users based on financial 
information about a particular reporting entity”.

V. Boronos, I. Plikus, V. Aleksandrov calculated the lost profits from 
not taking into account intangible assets for the owners of a particular 
enterprise. The scientists determined the reason for the discrepancy between 
the value of equity capital calculated according to the balance sheet data 
and its market value. This is “the presence of hidden (off-balance sheet) 
capital, embodied in existing intangible factors, one of the most important 
of which is human capital” [4, p. 125]. 

Accordingly, the absence or incorrect presentation of information about 
the existing human capital does not meet the requirements of IFRS and 
reduces or increases the actual value of the business. IFRS take into account 
the costs of wages, social security, health, safety, education [35]. These are 
standard components. But the presence of such important factors as support, 
financing of a stable psychological state, creative and creative qualities of 
a person, intellectual potential, which require accounting, are not defined.

It is noted above that human capital has the ability to influence the 
competitiveness of the organization, the value of the company when 
selling it. Human capital becomes a necessary and complementary 
component of ensuring and increasing the economic growth of the country 
[20, p. 31–34]. The above provisions meet the requirements of IFRS on 
the materiality of information: “Information is material if its omission or 
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misstatement could affect the decisions made by users based on financial 
information about a particular reporting entity” [35]. Accounting in the 
European Union does not take into account all the above components of 
human capital. The costs of human capital are distorted, not fully reflected. 
Thus, IFRS should develop a comprehensive accounting of human capital 
costs. It is also necessary to provide for the costs of maintaining a normal 
psychological state, the costs of analyzing the availability of creative and 
creative abilities, intellectual potential.

A defining stage in the regulation of accounting in the European 
Union was the creation of the International Integrated Reporting Council 
(IIRC) “International Integrated Reporting Framework” [9]. For the first 
time in the regulatory and legislative document was fixed the definition 
of the categories “human capital”, “social and relationship capital”, 
“intellectual capital”. 

But in the “International Integrated Reporting Framework” it is 
determined that such types of capital are not necessarily included in 
Integrated Reporting [9, p. 13]. The need to reflect these types of capital 
is determined by the organization itself depending on the degree of its 
interaction with this type of capital. Thus, the organization again has the 
opportunity to reduce or increase the value of the company. The above 
conclusions of this study are relevant.

4. Analysis of expenditures of the European Union states  
on human capital

The analysis of the European Union countries’ expenditures on human 
capital is based on the data of the European Commission for Eurostat [25]. 
The European Union countries include Estonia, Latvia, Lithuania, Poland, 
Germany (Eastern part), Czech Republic, Slovakia, Hungary, Romania, 
Bulgaria, Slovenia, Croatia, Albania, Montenegro, Serbia, Macedonia, 
Bosnia-Herzegovina, Kosovo.

The analysis of the budgets of the European Union countries shows the 
budget expenditures that can be attributed to the costs of human capital and 
its development in the following composition: social protection costs, health 
care costs, education costs, recreation costs, cultural component and religious 
direction. Other possible objects are not taken into account, and in general, 
such costs are not provided by the budgets of the European Union countries. 
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The structure of expenditures on human capital and all other expenditures 
in the annual GDP of the European Union is presented in Figure 1: social 
protection – 19.9% of GDP, health care – 7.3% of GDP, education – 5.3% 
of GDP, cultural activities, recreation, religion – 1.1% of GDP. 

social protection; 19,9

health care; 7,3

education; 5,3

cultural activities, 
recreation, religion; 

1,1OTHER EXPENDITURES; 
66,4

Figure 1. Structure of annual GDP expenditures  
of the European Union, %

However, each country has its own structure of the state budget. The 
Czech Republic substantially finances recreation, culture and religion 
(2.7% of GDP).

In general, the European Union allocates 19.9% and 7.3% of GDP 
for social protection and health, respectively. At the same time, annual 
expenditures amounted to 49.4% of GDP of the European Union. 

It should be remembered that social protection is always positioned as a 
permanent integral function of the state. It provides pension payments, care for 
pensioners, pension compensation, sickness and disability payments, payments 
for dependents, family and children. The volume of expenditures on pension 
provision is at least 2/3 of social expenditures in Bulgaria, Latvia. The lowest 
pension expenditures (1/3 of social protection) are in Croatia and Norway. Non-
state pension funds exist and successfully function in these countries.

In the European Union, the second place in social protection is occupied 
by sickness and disability benefits. They make up about 20% in Lithuania 
and Croatia.

In the total budget of the European Union countries, health expenditures 
took the second place. Their amount is about €948 billion, in the structure 
they occupy 7.3% of GDP. The highest level is in Croatia (9.2% of GDP or 
20% of total public expenditures), the lowest is in Romania (3.1% of GDP). 
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The European Union on average allocates 5.3% of GDP, which is € 
680 billion, to education. Comparable characteristics for the European 
Union countries are shown in Figure 2.
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Figure 2. Expenditures of European Union countries on education, %

For comparison, in Ukraine the expenditures on human capital are as 
follows: expenditures on social protection – 4.9% of GDP, expenditures 
on education – 6% of GDP, expenditures on pensions – 4.7% of GDP, 
expenditures on health care – 3.4%, expenditures on culture and sports – 
0.8% of GDP [29].

Thus, the analysis of the budgets of the European Union states showed 
the following. Budget expenditures that can be identified as human 
capital expenditures are accounted for only in terms of social protection 
expenditures, health care expenditures, education expenditures, recreation 
expenditures, cultural activities, religion. Possible other objects are not taken 
into account. In most cases, the budgets of the European Union countries 
do not provide for additional expenditures on human capital. Summarizing 
the analysis of the budgets of the European Union states, we emphasize 
that new accounting objects (human capital, social potential) need to be 
thoroughly developed. 

It is advisable to develop accounting standards for new objects, the 
formation of systematic accounting of human capital costs. 

The urgent need of each country of the European Union is to direct part 
of the GDP expenditures of the European Union to finance human capital 
expenditures. The effectiveness of the proposed measures to establish an 
accounting system of human capital will be harmonized accounting of the 
above costs in each country of the European Union.
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5. Conclusions
The above study provided an opportunity to draw solid conclusions. 

A large number of interpretations of the category “human capital”, the 
lack of regulatory and legislative framework complicate the accounting 
of human capital costs. A legislative definition of these accounting objects 
is needed. 

It is advisable to apply International Financial Reporting Standards as 
a regulatory and methodological basis for human capital accounting at the 
international level. 

The specificity of accounting for human capital costs in the European 
Union is due to the following provisions. Inaccurate presentation of data on 
available human capital does not meet the requirements of IFRS, because 
it reduces or increases the value of the organization. It is proposed in IFRS 
to use a comprehensive approach to accounting for human capital costs. 
This should include the maintenance of a normal psychological state, the 
presence of cultural, creative, creative abilities, high intellectual potential. 

The specificity of the budgets of the European Union states lies in the 
structure of budget expenditures. Expenditures are taken into account only 
in terms of social protection, health care, education, recreation, sports, 
culture, religion. Other possible areas are simply not taken into account, 
and in general, such costs are not provided for in the budgets of countries. 
It is proposed to develop new accounting objects (human capital, social 
potential), accounting standards for new objects. It is advisable to form a 
thorough system of accounting for human capital expenditures. 

It is recommended that each country of the European Union should 
allocate a part of GDP expenditures to finance additional expenditures on 
human capital. The effectiveness of the accounting system will lead to a 
sustainable harmonized accounting of human capital expenditures in the 
European Union.

The specificity of accounting for human capital expenditures is 
determined not only in the redistribution of public funding and improvement 
of accounting, but also in the dynamic growth of human capital of each 
individual country of the European Union. It is proposed to the state 
legislative bodies in the state budget to take into account both basic and 
additional expenditures on human capital, to establish a system of their state 
financing.
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