Evaluating Labor Standards Tip #3

Evaluating Direct Manufacturing Labor Costs


Process Cost Accounting System
A process cost system is used when it is impractical to identify the labor required or the cost of an individual end product.

Contractors using this type of system usually have continuous manufacturing operations for a single product for which there is a repetition of identical or similar processes.  Process cost systems are used by such industries as chemical, petroleum, textile, steel, rubber, cement and coal. 

At the end of the cost accounting period, the hours incurred are assigned to the units completed and to the incomplete units still in the process.  In the process cost system:

· Actual labor for specific end items cannot be determined.

· Average unit costs are determined at the close of cost periods although a production lot required by a contract may not even be complete.

A process cost accounting system can provide the data necessary to make a labor cost estimate based on historical costs, but it cannot provide the data to create historically based labor standards.   If labor standards are used to estimate the effort, the labor standards must be based on industrial engineering techniques.
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