Evaluating Labor Standards Tip #2

Evaluating Direct Manufacturing Labor Costs


Job Order Cost Accounting System

In using the job order cost accounting system, the contractor accounts for the labor and cost of its output by identifiable physical units. 

· A job order may cover the production of one unit or a number of identical units. 

· The costs for each contract normally will be accumulated under a number of separate job orders. 

· Unit costs are not available until the job is complete.  Because the physical units of production under a job order cost system are identified with specific job orders and lots, the labor distribution and accumulation system that the contractor uses will identify the direct factory labor hours and/or cost associated with the units produced. 

A job order cost accounting system must have definite cutoff points for job related costs, permitting the costs to be identified with the units involved.

A job order cost accounting system provides the data necessary to base a labor cost estimate on historical cost data for identical or similar efforts, or to develop labor standards that are based on historical data.  Industrially engineered labor standards are also possible, but these standards would not rely on the job order cost system for information.
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