Evaluating Labor Standards Tip #4

Evaluating Direct Manufacturing Labor Costs


Understanding Accounting System Impact on Labor Standards Development
To evaluate the contractor's estimate for manufacturing labor, the analyst must understand both the method used to create the estimate, as well as the type of cost accounting system the contractor uses.

There are two types of accounting systems that contractors use to track the cost of production:

· Job Order Cost Accounting System

· Process Cost Accounting System 

The analyst should ask the questions reflected in the following table to determine if the contractor's approach is viable:

If the contractor uses a:
Will that system support an historical cost estimate?
Will that system support an historically based  labor standard?
Will that system support an engineered labor standard?

Job Order Cost Accounting System
Yes
Yes
Engineered labor standards are independent of the type of accounting system used.

Process Cost Accounting System
Yes
No


Note: A Process Cost Accounting System does not provide the detail historical information needed to develop historical labor standards.  The contractor must either create an estimate that is based on overall historical costs of previous efforts, or develop engineered labor standards using industrial engineering techniques.
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