Evaluating Specific Cost Areas Tip #2

Evaluating Direct Engineering Labor




Manufacturing/Production Engineering Ratios

If the analyst recommends a reduction in direct manufacturing labor hours, then analyst must reduce the recommended manufacturing engineering hours by the same ratio.

For example: 

If historical records show manufacturing engineering assistance as 5,000 hours and factory labor expended in-house as 100,000 hours, the ratio is .05 or 5% (5,000 / 100,000).

Assuming that the analyst has established that 5% is a reasonable ratio, then, if the analyst recommends reducing manufacturing hours to 50,000, then the manufacturing assistance hours should be reduced accordingly from 5,000 hours to 2,500 hours (50,000 x 5%).
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