LABOUR COSTING

Classification of Labour


Direct Labour:


Direct Labour refer to labour engaged directly in the production of goods or services and which can be conveniently allocated to the production of goods or services and which can be conveniently allocated to the job process or commodity unit.


Indirect Labour:
 
Indirect labour is that labour which is not directly engaged in the production of goods or services but which indirectly helps the direct labour engaged in production.

What are Labour Costs

1. Basic Pay: The basic pay for work performed is called the base rate or job rate.
2. Fringe Benefits

· Monetary benefits: 
i.  Dearness allowances,
ii.  Employer’s contribution to provident fund,
iii.  Employer’s contribution to employees funds, 
iv. Production bonuses,
v.  Profit bonuses,
vi.  old age pension ,
vii.  retirement Gratuity.

· Non monetary benefits:
i.  Subsidized Education, 
ii. Subsidized Food,
iii.  subsidized Housing,
iv.  Medical facilities,
v.  Recreation facilities.

Departments participating in Labour Cost Control :
1. Personnel Department

2. Engineering Department.

3. Time and Motion Study Department.

4. Time Keeping Department.

5. Cost Accounting Department.

6. Pay roll Department.
Motion Study:


Motion study consists in dividing work into most fundamental elements possible:

1. Studying these elements separately and in relation to one another and

2. from these studies elements when timed, build methods of least waste.

 
Motion study is also know as Methods study because it aims at finding out the best methods of completing the work.

Job Analysis:


Job analysis is defined as the process of determining, by observation and study and reporting pertinent information relating to the nature of a specific job.

Job Evaluation:


Job evaluation is a systematic technique which is used to determine the worth of a job.  This technique is used for determining the relative worth of various jobs within an organization and for establishing an adequate wage structure.

Merit Rating


Merit rating aims at evaluating the workers actually performing the job.  The purpose behind merit rating is to suitably reward an employee on the basis of his merit.
Out workers:


The work done by the workers at their own premises with the material of a business
Casual Workers:


Additional workers employed on daily basis.

Labour Productivity

· Is the measurement of production performance using the expenditure of human effort as a yardstick. 

· It is the amount of goods and services a worker produces.

· In a broader sense productivity could be described as the efficiency with which resources are conversed into commodities and or services.

Economic Impact of Productivity:


When productivity increases, business profits and the real earnings of workers should also increase.
Measuring Productivity


The pace at which the observed person is working is noted and referred to as a rating or performance rating.

1.
Out put per Man Hour



   Total output



Total Man Hours

2.
Labour Hours per Unit of Production



Total Labour Hours



    Total Output

Four Fundamental Assumptions of Human Resources Management.

1. People who do the work are best qualified to improve it.

2. Decision making should be pushed down to the lowest level possible.

3. Worker participation increases both job satisfaction and commitment to company objective.

4. There is a vast pool of ideas in the work force waiting to be tapped

Quality Cost or Quality of conformance costs.

Refer to the degree to which a product meets its specification, i.e. its fitness for use.  These cost can be classified into four types.

1. Prevention Costs  are the cost associated with designing, implementing, and maintaining the quality system.  Includes engineering quality control systems, quality planning by various departments, quality training programs, working with supplier to improve the quality of incoming materials.
2. Appraisal Costs.  Are the cost incurred to ensure that material and products meet quality standards.  Inspection of material, wip and finished goods, laboratory tests, quality audits and field testing.
3. Internal failure Costs.  are the costs associated with materials and products that fail to meet quality standards and result in manufacturing losses before a product reaches the customers.  Cost of scrap, repair and rework of defective products identified before shipment to customers.
4. External failure costs.  are those incurred because inferior quality products are shipped to customers.  They include the costs of handling complaints, warranty replacements, repairs of returned products.
Systems of Wage Payment:
· Payment on the basis of time spent in factory.

· Payment on the basis of the work done 

Incentive Wage Plans

To be successful an incentive wage plan must be;

1. Be applicable to situations in which a worker can increase output.

2. Provide for proportionately more pay for output above standard.
3. Set fair standards so that extra effort will result in bonus pay

4. Result in immediate reward every payday.

Purpose of an Incentive Wage Plan

The primary purpose of an incentive wage plan is to induce a worker to

1. Produce more.
2. Earn a higher wage
3. And at the same time to reduce unit costs.
	Purpose of an Incentive Wage Plan
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	Machine Lease Payment
	3600
	Per Month
	
	
	

	
	
	120
	Per Day
	
	
	
	

	
	
	15
	Per Hour
	
	
	
	

	
	
	
	
	
	
	
	

	Depreciation, Insurance
	2400
	Per Month
	
	
	

	Taxes etc.
	
	80
	Per Day
	
	
	
	

	
	
	10
	Per Hour
	
	
	
	

	
	
	
	
	
	
	
	

	Workers
	
	15
	
	
	
	
	

	Hours per Day
	
	8
	
	
	
	
	

	Rate per Hour
	
	10
	
	
	
	
	

	
	
	Units
	
	
	
	
	

	Production
	
	80
	per Day
	
	
	
	

	Per Worker
	
	10
	Per Hour
	
	
	
	

	
	
	
	
	
	
	
	

	Revised Agreement
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Rate
	
	11
	$ Per Hour
	
	
	

	
	if 
	Production is => 120% of existing
	
	
	

	Production is > 
	
	96
	Units per day
	
	
	

	
	
	
	
	
	
	
	

	
	Original System $10/Hir
	 
	 
	New System, $ 11 per Hour
	 
	 
	

	
	(15 Workers)
	(15 Workers)
	

	
	Amount Per Hour
	Units Per Hour
	Unit Cost
	Amount Per Hour
	Units Per Hour
	Unit Cost
	

	Cost Factor
	
	
	
	
	
	
	

	Labour
	150
	80
	1.875
	165
	96
	1.71875
	

	Lease
	15
	80
	0.1875
	15
	96
	0.15625
	

	Deprecation etc.
	10
	80
	0.125
	10
	96
	0.10416667
	

	Total
	175
	80
	2.1875
	175
	96
	1.97916667
	

	
	
	
	
	
	
	
	

	
	 
	 
	 
	 
	 
	
	


Types of Incentive Wage Plans.
1. Straight Piece work Plan.  Is the one of the simplest incentive plans, pays wages above the base rate for production above the standard.  The production standard is minutes per piece and is then translated into money per piece.

	Straigh Piecework Plan:
	
	
	
	
	
	
	

	Production standard is computed in minutes per piece and is then translated into money per piece.  
	

	Standard:  Money per Piece above standard
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Data:
	
	
	
	
	
	
	
	

	Standard time for one unit:
	
	2
	minutes
	
	
	
	

	Standard production rate/Hr
	
	30
	Units
	
	
	
	

	Base Pay Rate per Hr
	
	9
	Dollar
	
	
	
	

	Rate Per Unit
	
	
	0.3
	Dollar/Unit
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Units Per Hrs
	Guaranteed Hourly Rate
	Piece Rate
	enaned Per Hur
	Labour cost per Unit
	Over Head Per Hour
	Over Head Per Unit
	Conversion Cost per unit
	

	15
	9
	0
	9
	         0.60 
	6
	0.4
	       1.00 
	

	20
	9
	0
	9
	         0.45 
	6
	0.3
	       0.75 
	

	25
	9
	0
	9
	         0.36 
	6
	0.24
	       0.60 
	

	30
	9
	0.3
	9
	         0.30 
	6
	0.2
	       0.50 
	

	32
	9
	0.3
	9.6
	         0.30 
	6
	0.1875
	       0.49 
	

	35
	9
	0.3
	10.5
	         0.30 
	6
	0.17142857
	       0.47 
	

	40
	9
	0.3
	12
	         0.30 
	6
	0.15
	       0.45 
	


2. 100 percent Bonus Plan  is a variation of the straight piece work plan.  It differs in that standards are stated not in terms of money, but in time per unit of out put.  Instead of a price per piece, a standard time is allowed to complete a job or unit. And the worker is paid for the standard time at the hourly rate if the job or nit is completed in standard time or less.

	100 Percent Bonus Plan
	
	
	
	
	
	
	
	
	
	

	Standards are stated in time per unit of out put.  And payment is made for time saved
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	Production=
	100
	Units
	
	
	
	
	
	
	
	
	

	Time taken
	8
	Hours
	
	
	
	
	
	
	
	
	

	Out put per Hour
	10
	Units
	
	
	
	
	
	
	
	
	

	Payment will be for 
	10
	Hours or 
	2 additional Hours
	
	
	
	
	
	

	
	 
	 
	 
	 
	 
	 
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Hours 
	8 per day
	=
	44 Per week
	(8*5+4)
	
	
	
	
	
	

	Standard Production/Hr
	=
	20
	Units
	
	
	
	
	
	
	

	Base Rate
	
	=
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Workers
	Hours worked
	Out put in Units
	Standrd Units
	Efficiency Ratio
	Base Rate
	Basex Efficielcy Ratio
	Total Earned
	Labour Cost  per Unit
	Over Head Per Hour
	Over Head per Unit 
	Conversion Cost per Unit

	Naveed
	44
	1232
	880
	1.4
	9
	12.6
	554.4
	       0.45 
	6
	0.2142857
	           0.66 

	Usman
	44
	1100
	880
	1.25
	9
	11.25
	495
	       0.45 
	6
	0.24
	           0.69 

	Aadil
	36
	792
	720
	1.1
	10
	11
	396
	       0.50 
	6
	0.2727273
	           0.77 

	Waqar
	44
	1056
	880
	1.2
	10
	12
	528
	       0.50 
	6
	0.25
	           0.75 

	Arif
	40
	920
	800
	1.15
	10
	11.5
	460
	       0.50 
	6
	0.2608696
	           0.76 

	Khurrum
	28
	504
	560
	0.9
	10
	9
	280
	       0.56 
	6
	0.3333333
	           0.89 

	
	
	
	
	
	
	
	
	
	
	
	


3. Group bonus plan  like those designed for individual incentive, are intended to encourage production at rates above a minimum standard.  Each worker in the group receives an hourly rate for production up to the standard output.  Units produced in excess of the standard are regarded as time saved by the group, and each worker is in effect paid a bonus for time saved as well as being paid for time worked.

	Group Bonus Plan:
	
	
	
	
	
	
	
	
	

	
	There is a varity of Group Bonus Plans, they are mostly based on either piece rate or 100% Bonus plan
	

	
	
	
	
	
	
	
	
	
	
	

	Group
	
	12
	Persons
	
	
	
	
	
	
	

	Wage rate 
	
	8
	$/Hr
	
	
	
	
	
	
	

	Shift
	
	8
	Hours
	
	
	
	
	
	
	

	Standard Production
	60
	Units/Hr
	
	
	
	
	
	
	

	
	
	480
	Per Shift
	
	
	
	
	
	
	

	Over Head
	
	40
	$/Hr
	
	
	
	
	
	
	

	
	
	320
	$/Shift
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Units Produece
	Standard Hours for Units Produced
	Actual Hours
	Regular Group Wage
	Bonus (Hrs Saved @$8)
	Total Group Earnings
	Labour Cost per Unit
	Over Head Cost Per Unit
	Conversion Cost Per Unit
	
	

	420
	84
	96
	768
	0
	768
	1.82857143
	0.761905
	2.590476
	
	

	460
	92
	96
	768
	0
	768
	1.66956522
	0.695652
	2.365217
	
	

	480
	96
	96
	768
	0
	768
	1.6
	0.666667
	2.266667
	
	

	560
	112
	96
	768
	128
	896
	1.6
	0.571429
	2.171429
	
	

	580
	116
	96
	768
	160
	928
	1.6
	0.551724
	2.151724
	
	

	600
	120
	96
	768
	192
	960
	1.6
	0.533333
	2.133333
	
	

	640
	128
	96
	768
	256
	1024
	1.6
	0.5
	2.1
	
	

	
	
	
	
	
	
	
	
	
	
	


4. Plans on the names of scientists and Engineers. Tayor differtial piece rate plan, Halsey premium Plan, Deaux point system, the Gantt task and bonus plan, the emerson efficiency bonus plan,

Learning Curve Theory

The learning curve theory stipulates that every time the cumulative quantity of units produced is doubled, the cumulative average time per unit is reduced by a given percentage ranging  between 100 to 50 percent.

	Larning Curve Theory
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Units
	x
	Cumulative Average Required Labour Hours per Unit
	=
	Estimated Total Hours Needed to Perform the Task

	1
	
	10 Hours
	
	
	
	
	
	10
	Hours
	

	2
	
	8.0=(10.0 x 80%)
	
	
	
	
	16
	Hours
	

	4
	
	6.4=( 8.0 x 80%)
	
	
	
	
	25.6
	Hours
	

	8
	
	5.1=( 6.4 x 80%)
	
	
	
	
	40.8
	Hours
	

	16
	
	4.1=( 5.1 x 80%)
	
	
	
	
	65.6
	Hours
	

	32
	
	3.3=( 4.1 x 80%)
	
	
	
	
	105.6
	Hours
	

	64
	
	2.6=( 3.3 x 80%)
	
	
	
	
	166.4
	Hours
	

	
	
	
	
	
	
	
	
	
	
	


Formulas:
Labour Turnover:


Labour Turnover is the percentage change in the labour force of an organization. 
1. Labour turnover according to separation method.

	   Number of employees left during a period

                   Average number of employees during a period
	X 100


2.
Labour turn over according to flux method

	           Number of additions + separations during a period

            Average number of employees during a period
	X 100


3.
Labour turnover

	                 Number of additions and separations during a period

           .                                                     2
                                   .
            Average number of employees during a period
	X 100


4.
Labour turnover according to replacement method

	           Number of workers replaced  during a period

            Average number of employees during a period
	X 100


5.
Absenteeism Rate

	           Number of absentees during a period

     Average number employed during a period.
	X 100


6.
Accident Frequency Rate

	           Number of accidents to date

            Number of days to date
	


7.
Labour Illness Rate

	           Hours allowed for actual production

            Total man hours during a period
	X 100


8.
Labour efficiency Rate

	           Hours allowed for actual production

                     Actual hours taken
	X 100


9.
Ratio of overtime premium Cost to total Labour Cost

	           Overtime Premium Cost
            Total Labour Cost
	X 100


10.
Halsey Premium Plan

Total Earnings=
T x R + % (S-T)R



T= Time Taken



R= Rate 



S=Standard Time

Percentage of bonus is to be taken as 50% when it is not given.

11.
Rowan Plan

:

Bonus=


	S-T

  S
	X T X R


Total earnings:

	T X R +
	S-T

  S
	X T X R


T= Time Taken



R= Rate 



S=Standard Time

12
Barth Premium Plan
Earnings:
Rate per Hours X  Sqr ( Standard Hours x Actual Hours.)

What can be the effects of Labour turn over?

LABOUR RELATED COSTS.
1. Over time earning : which includes both the regular pay and overtime premium pay which is additional to regular pay.

2. Bonus Payments:  may be a fixed amount per employees or job classification.

3. Vacation Pay:  

4. Guaranteed Annual Wage plans.

5. Apprenticeship and training programs.

6. Pension Plans

Journal Entry for Bonus/Vacation pay/ Unemployment pay etc



Work in Process



FOH Control




Payroll




Liability for bonus/vacancy pay/unemployment pay

