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ABSTRACT

The aim o f HR auditing can be summarized as monitoring current HR 
activities, identifying HR problem areas and generating possible solutions to these 
problems, forecasting trends and their impact on HR management, evaluating the 
costs and benefıts of HR activities and offer some alternative solutions.

To achieve above objectives HR departments must set goacls for measuring 
effectiveness and must maintain records to provide a basis for government 
compliance, documentation, and research on the effectiveness of HR actions. HR 
Audits are implemented to gather comprehensive information on how well HR 
activities in the organization are being performed. Research data and information is 
gathered from several sources during the audit. These sources are interviews, ratio 
analyses and other measures such as return on investment, economic value added 
and cost benefit analyses. An audit report is formed as a result of audit work which 
identifies the majör problems and inefficiencies. HR audit report is then submitted to 
management1 as well as HR staff members, for corrective actions and to obtain 
greater commitment to implementing the recommentations.

A. INTRODUCTION

In today’s global competition companies focuses on profits, productivity, 
employee turnover, and human resource practices more than before. Most

*

A zerbaycan  Institu te  fo r A dm in istra ting  N ational Econom y, D ean o f  Faculty  o f  M anagem ent.
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1 L .E .B oone& D .L .K urtz . C o n te m p o ra ry  B u sin ess, 8lh Edition, T he D ryden Press, N ew  Y ork, 1996, p. 
525.
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organizations devote considerable attention to human resource management, which 
can be defîned as (1) the process of acquiring, training, developing, motivating, and 
appraising a sufficient quantity of qualified employees to perform the activities 
necessary to accomplish organizational objectives, and (2) developing specific 
activities and an overall organizational climate to generate maximum worker 
satisfaction and employee efficiency.2

However, there is an important relationship between good HR practices, 
reduced turnover of employees and increased employee productivity. Further, those 
practices enhances high profitability and high value of the fırms nowadays. A high 
quality, highly motivated workforce is tough for competition to replicate3. To gain 
improvements in organizational performance is an advantage and this is mainly 
succeeded through effective HR management4. Specific approaches and ideas about 
measuring effectiveness and auditing of HR activities are discussed in this study.

B. AUDİTİNG O F HR A CTİVİTİES

An HR audit is a formal research effort that is done by an auditor or auditing 
team which evaluates the current conditions of HR management in an organization. 
Through the development and use of statistical reports and research data, HR audits 
attempt to evaluate how well HR activities have been performed. According to 
auditing report management can decide vvhich conditions are needed to be 
improved.5

An HR audit begins with a determination of management objectives that are 
to be achieved in the HR area. The audit compares the actual situation of HR 
activities vvith these objectives, as in the sample audit questionnaire given below. 
Although a variety of research sources can be used to assess HR effectiveness 
during the audit, review of ali relevant HR documents is useful. The documents to 
be studied include organization charts, job descriptions, handbooks for employees, 
Iabor union contracts, benefıt statements, performance appraisals, and other forms 
used, ete. Interviews are conducted vvith a eross-seetion of executives, managers, 
supervisors, and HR staff members to obtain information about HR practies and 
problems.5

Although HR audits can be conducted by staff members, hovvever, a more 
objeetive assessment may be achieved if the organization uses external auditors.

2 B oone& K urtz , p.220.

3 M .K .D em irci, D ö n ü ş tü rü c ü  Ö n d e r lik  K u ra m ın ın  Ö n d e r lik  K u ra m la r ı  Y ö n ü n d e n  İn ce len m esi,
(B asılm am ış D oktora  Tezi), D PÜ -SB E , K ütahya, 1998, s.17-22.

M .Z igarelli, “H um an R esources and the  B ottom  Line,” A cad em y  o f M a n a g e m e n t E x cecu tiv e , M ay 
1996, p. 63.

5 K. D aw son& S. D aw son, "H ow  to Select the  B est S erv ice ,” H R  M ag az in e , January  1996, pp. 75-83.

6 R L. M athis& John H . Jackson, H u m a n  R eso u rc e  M an a g e m e n t, S* Edition, W est P ub lish ing  C o., N ew  

Y ork, 1997, p. 592.
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1. INTERVIEWS WITH DEPARTMENT MANAGERS AND SOME  
KNOWLEDGABLE PEOPLE

As part of the audit a checklist that consists of specific questions about the 
evaluations of various areas of HR activities is used7. HR management audit 
questionnaire allovvs auditor to rate the extent to vvhich an organization has basic HR 
activities and hovv vvell they are being performed. In decıding upon auditor’s rating, 
he should consider also hovv other managecs and some knovvledgable employees 

,would rate the activities. The scores provides a guide for actions and source of 
information that vvill improve HR activities in the organization under study.

HR management audit questionnaire

This HR management audit questionnaire8 allovvs you to rate the level of 
essential HR activities in the organization under study. The average scores for each 
question may also provide some clues about the majör problems existing in the area 
of HR activities. Each question should be scaled as belovv:
VERY GOOD(Done well) 3 points
ADEQUATE (Only some uptating is necessary) 2 points 
WEAK (Majör improvements are needed) 1 point
VERYWEAK( Basically non-exist) 0 points

(2,50 orabove) HR activities are effective, complete, and are in comply with legal 
requirements

(1,50-2,50) HR activities are not being performed as adequately complete or 
effective as they should be.

Some potentiol legal risks may exist.
(1,00-1,50) There are majör HR problems. A great deal o f  attention must be 
given to HR activities in the organization.
(Below 1,00) There are potential legal liabilitis, and it is likely that important HR 
problems are in existence.

I. LEGAL COMPLIANCE (Please specify if necessary)
( ) 1. Immigration lavvs.........................................................
( )2. Equal employment opportunity requirem ents.........
( )3. Health and safety ........................................................
( )4. Privacy protection........................................................
( )5. Employment contracts.................................................
( )6 Wage and hour lavvs.....................................................
( )7. Reporting- compliance to lavvs, ete...........................
( )8. Others............................................................................

7 A. Erbaş. H a s ta n e  Y ö n e tim  D e n etim i, M enderes Y üksek Ö ğretim  ve  B ilim  V akfı, A ydın , 1991, s .35- 
vd.

8 M athis& Jackson,p.593.
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II. OBTAINING HUMAN RESOURCES

( )9. Current job  desecriptions and specifîcations..........................................................
( )10. HR supply-and demand estimates(for the last 4 years)........................................
( )11. Physical exam procedures........................................................................................
( )12. Employee selection intervievvs.................................................................................
( )13. Recruiting procedures...............................................................................................

III.MAINTAAINING HUMAN RESOURCES

( )14. Employee recognition programs................... ............................................................
( )15. HR record keeping systems.....................................................................................
( )16. Formal salary system...............................................................................................
( ) 17. Personnel policy manual.........................................................................................
( ) 18. B enefi ts programs....................................................................................................
( )19, Absenteism control......................................................................................... ........
( )20. Grievance resolution procedures....................................... ...................................

IV. DEVELOPİNG HUMAN RESOURCES
( )21. Orientation programs for new em ployees......... ..................................................
( )22. Development programs for employees.................................................................
( )23 Job skills training programs.............................................................. ......................
( )24 Assesment of job performance ..............................................................................
( )25 Assesment of the feedback of manager’s training...............................................
( ) TOTAL POINTS

2. HR RATIO ANALYSES AND O TH ER MEASURES

2.1. Ratio Analyses

A useful way to evaluation HR activities involves calculating ratios. The 
ratios can be calculated and compared from year to year. Such efforts provides 
information about changes in HR operations and gives some clues about the state of 
the organization9. For this type of analyses one suggested series of ratios and 
measures to consider is given below.10

9
E. Z engin-Y .B .C aııbo la t,"A zerbaycan’da  Bulunan Türk İşletm elerinin Y apıları ve Sorun ları” J o u rn a l  

o f  Q a fq a z  U n iv e rs ity , Vol. I, N u m b e r2 „  A zerbaycan 1998. P. 68.

10 J. H iltrop& C .D espres, “ B enchm arking  the Perform ance o f  HR M anagem ent” . L o ııg  R a n g e  P la n n in g , 
D eccm ber 1994, p. 53; M athis&  Jackson, p. 594.
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USEFUL RATİOSHR FUNCTION
- Selection situation

- Training situation

- Compensation situation 

-Employee reiations situation

Overall HR activity 
situation

Long-term vacancies 
Total Jobs

Number of davs training 
Number of employees 

Total compensation costs 
Total revenue 

Employee Resignations 
Total employees per year 
Absences of employees 
Days worked per months 

Part-time employees 
Total employees

Vacancies filled internallv 
Total vacancies 

Time needed to fiil vacancv 
Total vacancies 

Total training budget 
Total employees 
Basic salarv cost 

Total compensation cost 
Length of service 
Total employees 
Total managers 

Total employees 
HR professionals 
Total employees

Ratios and comparisons of ratios with the industry fıgures can be a reach 
source of information about the conditions the establishment is in. Effectiveness is 
best determined by comparing ratio measures with national statistics. Trend analysis 
should be prepared and the comparisons should be made över time. Through such 
comparisons and compiles of valuable information, auditors and individual 
employers vvould also be able to compare HR costs against national figures annually 
if national statistics are available.

2.2 Other Measures 

2.2.1 Return on investment and Economic Value Added

Both return on investment and economic value added are related approaches 
to measuring the contribution and cost of HR. Return on investment can show the 
value of expenditures for HR activities. It can also be used to show how long it wili 
take for the activities to pay for themselves. The formula11 given belovv can be used 
to compute return on investment(ROI) for a new HR activity:

ROI=(A - B) - C + D 

Where;
ROI= return on investment
A= current operating costs for the time period
B= operating costs for a new or enhanced system for the time period
C= one-time cost of acquisition and implementation
D= value of gains from productivity improvements for the time period

On the other hand, Economic value added( EV A) is defined as a firm’s net 
operating profit after the cost of capital is substracted. Cost of capital is demanded 
to be the minimum rate of return wanted by the shareholders. An EVA analyses

11 M ath is& Jackson , p. 594.
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needs that ali policies, procedures, measures, and methods use cost of Capital as a 
benchmark against which their return is judged. Both approaches can be used for 
human resources decisions and analysis. These two methods together with cost- 
benefit and intervievv part of the audit provide valuable information and specific 
clues about the problems or ineffıciencies existing in the organization.12

2.2.2 Cost-Benefit Analyses

In cost- benefit analysis, the costs and benefits related with specific HR 
activities are identified through building economic and statistical models. Such 
models essentially includes equations that gives the relevant factors affecting the 
HR activity under study. Measures and formulas should be chosen from a series of 
activities and the variables pertained to those activities. Thus HR costing models 
can be formed. An example that shows developing an equation for computing 
intervievving costs is given below.

Staff Intervievver’s time SDent+Staff interviewer’s hourlv rate x hoursTotal mtervıevvıng costs=
(per intervievv) N

Where:
Staff intervievver’s time spent= intervievver’s hourly rate x hours spent 
Manager’s time spent= Manager’s hourly rate x hours 
N= number of applicants interviewed.

Let’s assume that an intervievv specialist is paid 20.000 Manat per hour. 
He/she interviews 16 applicants for a job by spending for half an hour each 
applicant. Follovving the intervievv, the applicants are intervievved by a department 
manager vvho is paid 30.000 Manat an hour. Department manager spents 15 minutes 
for each applicant.

Under these conditions the total costs of intervievv per applicant vvould be:

(20.000 Manatx8 hours)+f30.000 Manatx4 hours) _

16 intervievvs

160.000 M an.+120.000 Man rnn , . .. 
-------------------------------------- = 17.500 Man./applıcant

16 intervievvs

This equation might indicate the benefit of reducing the number of applicants 
intervievved. Such an goal can be achieved by using better employment screening 
devices. The costs of such devices, must also be added to total choosing costs.

12 G .B . Stevvart. “ EVA W orks-bu t N ot If  You M ake T hese  C om m on M istakes” , F o r tu n e , M ay 1, 1995, 
p. 117; “C an EV A  D eliver Profıts in th e  Post O ffice:’’ F o r tu n e , July 10,1995, p. 29; S .E .O ’C onnell, 
“C alcu la te  the R eturn on  Y our Investm ent for B etter B udgeting” , H R  M ag az in e , O ctober 1995, p. 39.
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It is suggested that HR auditors and professionals should continuously 
concentrate on cost/benefit analyses. Auditors and HR professionals should devote 
themselves for research and assessment approaches and methods in an organization 
in order to enhance cost-justify expenditures and actions. Ali the calculations, 
analysis and work done during the audit of HR activities must be shown on work 
papers in order to provide a documantation. To face the challenges that 
organizations face, effective HR management will be essential in organizations both 
in this country and worldwide.

C. THE CHARACTERİSTİCS OF HR MANAGEMENT AUDİT 
REPORT

Sustained competitive advantage depends on the unique characteristics of ali 
the resources including human resources that an organization uses as it competes in 
its environment.13 Beside this, choices made about HR systems and practices can be 
used to guide changes in the performance of organizations.14 Therefore to achieve 
these objectives and targets appraisal of HR activities on a contunual and timely 
basis is a necessity for an organization.

To achieve a more objective assessment of HR activities15 organizations are 
suggested to use external auditors. Basing on vvorking papers it is essential for 
management auditor to prepare a written report. Working papers are prepared 
according to the data and information gathered from physical inspection of 
facilities, intervievvs, ratio analysis, return on investment computations, economic 
value added and utility in other words cost/benefit analysis ete.

The report should show the methods used, specific observations on the state 
of HR activities, and recommendations for improvement. It should be sent to 
management16, as well as HR staff members, for corrective actions and to obtain 
greater commitment to implementing the recommentations.
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