Labour Cost and Control

Labour 
Labour is an essential factor of production. It is a human resource and participates in the process of production. Labour cost is a significant element of cost of a product or service. For costing purpose labour may be classified into two broad ways:

Direct Labour
Direct labour is that labour which can be readily identified with a specific job, contract or work order. It includes:
(a) A labour directly engaged in converting raw materials into finished goods or in altering the construction, composition or condition of the product.
(b) Any other form of labour which is incurred wholly or specifically for any particular job, contract or work order.
Examples: Weaver in waeving unit, Carpenter in furniture unit, Tailors in readymade wears units, Baker in baking unit, washer in dry cleaning unit.

Indirect Labour
Indirect labour is that labour which cannot be conveniently identified with and cannot directly allocated to a particular product, job or process.
Examples: Labour employed in Personnnel department, Time keeping department, Pay roll department, Stores department, Security department 
 
	Difference Between Direct Labour and Indirect Labour

	Basis
	Direct Labour
	Indirect Labour

	1. Identification
	It can be readily identified with a specific job, contract or work order
	It can not readily be identified with a specific job, contract or work order

	2. Treatment of Cost
	Direct labour cost is directly charged to a specific job, contract or work order and forms part of prime cost
	It cannot directly be charged to the specific job, contract or work order and is treated as part of overheads which are absorbed on some suitable basis

	3. Variability
	It varies directly with the volume of volume of output
	It may or may not vary directly with the volume of output




Labour Cost Control
The main aim of the control over labour cost is to keep labour cost per unit of output as low as possible by increasing labour productivity. For this purpose, there has to be a concerted effort by all the concerned departments involved in the control of labour cost.












Multiple Choice Questions
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1. 


For any queries and suggestions contact: Aastik Dave(9827246982), Prudential Education, RNT Marg Indore (MP)
2. Which one is odd
(a) Labour
(b) Worker
(c) Human 
(d) Employee

3. Labour can be classified as
(a) Direct
(b) Indirect
(c) Both of these
(d) None of these

4. …………………. Can be readily identified
(a) Direct labour
(b) Indirect labour
(c) Both of these
(d) None of these

5. Carpenter in furniture unit is
(a) Direc labour
(b) Indirect labour
(c) May be direct or indirect
(d) Not labour

6. Which one is direct labour
(a) Manager of payroll department
(b) Commision agent in sales department
(c) Baker in baking department
(d) Store keeper in Store department

7. Direct labour
(a) Remains constant
(b) Varies with production
(c) Fixed always
(d) None of these

8. Indirect labour
(a) Can be readily identified
(b) Cannot be readily identified
(c) May be readily identified
(d) None of these

9. Direct labour is treated as
(a) Direct cost
(b) Indirect cost
(c) Overhead cost
(d) Production cost

10. Indirect labour
(a) Varies with production
(b) Remains constant
(c) May or may not varies with production
(d) None of these

11. Indirect labour is treated as
(a) Prime cost
(b) Production cost
(c) Overheads
(d) None of these

12. The main aim of labour cost control is 
(a) Reduce labour cost
(b) Increase labour cost
(c) Reduce product price
(d) Improve quality

13. Direct labour 
(a) Engaged in works department
(b) Engaged in finance department
(c) Engaged in accounting department
(d) Engaged in Sales department

14. Labour engaged in conversion of raw material into finished goods is
(a) Direct labour
(b) Indirect labour
(c) Not labour
(d) May be direct or indirect

15. Which of the following is not direct labour
(a) Conversion of material
(b) Distribute salary to worker
(c) Alteration of material
(d) Change in condition of product

16. Indirect labour
(a) Charge to financial P&L
(b) Charged to costing P&L
(c) Charged as overhead
(d) Directly charged to product


Answer Key
1.(c)	2.(c)	3.(a)	4.(a)	5.(c)	6.(b)	7.(b)	8.(a)	9.(c)	10.(c)
11.(a)	12.(a)	13.(a)	14.(b)	15.(c)	

Meaning of terms used in engineering and work departments

	1. Time Study

	1. Meaning
	Time study is a technique which is used to measure the time that may be taken by a workman of reasonable skills and ability to perform various elements of the tasks in a job.

	2. Purpose
	The purpose of time study is to determine:
(i) Time normally required to perform a certain job, and
(ii) A fair day’s work for the workman

	3. Tools
	Time study is conducted with the help of stopwatch.



	2. Motion Study

	1. Meaning
	Motion study is a technique which involves close observation of the movements of body and limbs required to perform a job

	2. Purpose
	The purpose of motion study is:
(i) To eliminate waste motion
(ii) To determine the best way of doing a job.

	3. Tools
	The study is conducted with the help of a movie camera connected with micro-chronometer (i.e. a kind of clock)



	3. Job Analysis

	1. Meaning
	Job Analysis is a process of gathering, analyzing and synthesizing information regarding the operations, duties and responsibilities of a specific job. There are two major aspects of job analysis: Job description and job specification

	2. Uses
	Job analysis helpful in various ways as follows:
(a) It is helpful in human resources planning, recruitment, selection and placement.
(b) It is helpful in developing training programmes.
(c) It is helpful in job evaluation
(d) It is helpful in performance appraisal.



	4. Job Description

	1. Meaning
	Job description is a statement of the duties and responsibilities of a specific job. It contains information:
(a) What is to be done
(b) How is to be done
(c) Why is to be done
Basically it is summary of content of a job itself without any reference to names of workers to be associated with the job ot the work to be assigned to a particular individual.

	2. Uses
	Job description is helpful in various ways as follows:
(a) It provides as basis for assigning work and for guiding and monitoring individual performance.
(b) It is helpful in human resource planning, recruitment, selection and placement.
(c) It is helpful in job evaluation
(d) It is helpful in developing training and development program.
(e) It is helpful in carrying out performance appraisal
(f) It is helpful for job specification



	5. Job Specification

	1. Meaning
	Job specification is a statement of minimum qualities which a person should posses to perform the job effectively. The job specification may relate to:
(a) Aptitude and abilities
(b) Personality and related characteristics
(c) Educational qualifications and training
(d) Experience
(e) Physical and mental requirements
(f) Decision making and judgemet

	2. Uses
	Job specification is helpful in various ways as follows:
(a) It provides information needed to formulate the application.
(b) It helps in placing the right employee in the right job according to his /her qualification and experience
(c) It provides supervisors with a basis for counseling employees during performance appraisal.

	6. Job Evaluation

	1. Meaning
	Job evaluation is the comparative assessment of relative worth of jobs in a job hierarchy of an organization on the basis of nature and requirement of different factors required to perform various jobs

	2. Objectives
	The objective of job evaluation is to set up a rational wage and salary structures in which wage differential are consistent and equitable.

	3. Factors
	Usually the following factors are considered for job evaluation purposes:
(a) Mental Requirements
(b) Physical Requirements
(c) Skill Requirements
(d) Responsibilities to be assumed by the job holder
(e) Risks to be assumed by the job holder
(f) Decision to be taken by the job holder
(g) Degree of complexity involved in the job
(h) Working conditions required to perform a job.

	4. Advantages
	The advantages of job evaluation are as follows:
(a) Job evaluation helps in setting up a rational wage and salary structure.
(b) It shows the relative worth of jobs in a job hierarchy.
(c) It ensures that wage differentials are consistent and equitable.
(d) It helps in setting the controversies over wages and thus, improves labour relations.
(e) It helps in determining the relative value of new job.



	7. Merit Rating

	1. Meaning
	Merit Rating rates the individual merits of a job holder on the job. It is the quantitative or qualitative assessment of an employee’s personality or his performance on the job made by his supervisor or any other competent person.

	2. Objective
	The objective of merit rating is to provide a scientific basis for determining fair wages for each worker based on his ability and performance.

	3. Factors
	Usually the following factors are considered for merit rating purpose

	4. 
	(a) Quality of work done
	(b) Quantity of work done

	5. 
	(c) Knowledge applied
	(d) Skills used

	6. 
	(e) Sense of responsibility
	(f) Sense of Judgement

	7. 
	(g) Aptitude for work
	(h) Initiative

	8. 
	(i) Integrity
	(j) Punctuality

	9. 
	(k) Reliability
	(l) Discipline

	10. 
	(m) Co-operation
	

	11. Advantages
	Advantages of merit rating are as follows:
(a) Merit rating helps in determining fair wages for each worker.
(b) It helps in taking decisions like who deserves promotion, who deserves increment?
(c) It helps in introducing a system for wage payment and incentives.
(d) It reveals employee’s strong and weak points.
(e) It helps in ascertaining the suitability of the worker for a particular job when it is linked with job evaluation.



	Distinction Between Job Evaluation and Merit Rating

	Basis of Distinction
	Job Evaluation
	Merit Rating

	1. Meaning
	It is assessment of relative worth of jobs in a job hierarchy
	It is the assessment of the relative worth of the jobholder

	2. Job Vs. Jobholder
	It rates the job
	It rates the jobholder

	3. Objectives
	Its objective is to set up a rational wage and salary structure
	Its objective is to provide a scientific basis for determining fair wages for worker based on his ability and performance.

	4. Usefulness
	It helps in establishing a simplified and rational wage and salary structure
	It helps in determining fair wages for each worker



	8. Time Keeping

	1. Meaning
	Time keeping is a system of recording the arrival and departure time of each worker 

	2. Objective
	Objectives of time keeping
(a) To provide data for preparation of payroll
(b) To meet statutory requirements (i.e. Attendance Record)
(c) To ascertain the overtime
(d) To ascertain the idle time
(e) To ascertain the labour cost
(f) To provide a basis for apportionment of overheads if based on labour hours
(g) To control labour cost
(h) To maintain discipline and punctuality among the workers

	3. Methods
 of time keeping
	Manual Methods
	Mechanical Methods

	4. 
	(a) Attendance Register
(b) Token/ Disc Method
	(i) Time Recording Clock

	(c) 
	
	



	9. Time Booking

	1. Meaning
	Time booking is a system of recording the time spent by each worker on various jobs , orders or processes.

	2. Objective
	Objectives of Time Booking
1. To ascertain the labour cost of a job, order or processes
2. To check wastage of time by the worker after he enters the factory
3. To ascertain the cost of idle time
4. To provide a basis for apportionment of overheads where overheads are to be apportioned on the basis of time spent on various jobs, orders or processes.
5. To control labour cost by comparing actual time with the standard time allowed on various jobs.
6. To provide information for the computation of wages and bonus for the time saved under various schemes of wage payment.
7. To ensure that the time for which a worker is paid is properly utilized.


	8. Methods
 of Time Booking
	(a) Daily Time Sheet: It is a daily record for each worker in respect of time spent by him on each job during the day.
(b) Weekly Time Sheet: It is weekly record for each worker in respect of time spent by him on each job during the week.
(c) Job Card OR Job Ticket: Job Card is a record for each job in respect of time spent by various worker on that job.
(d) Labour Cost Card: It is a record for each job in respect of time spent by various workers on different operations of the job.

	Distinction Between Time Keeping and Time Booking

	Basis of Distinction
	Time Keeping
	Time Booking

	1. Meaning
	Time keeping is a system of recording the arrival and departure time of each worker
	Time Booking is a system of recording time spent by each worker on various jobs, orders or processes.

	2. Basic Objectives
	Its basic objectives are to maintain attendance record as per statutory requirements and to provide data for the preparation of payroll.
	Its basic objective is to ascertain the labour Costs of a job, order or proesses.

	3. Methods
	(a) Manual Methods
(i) Attendance Register/ Muster Roll
(ii) Token/ Disc Method

(b) Mechanical Methods
(i) Time recording Clocks
	(a) Daily Time sheets
(b) Weekly Time Sheets
(c) Job Cards
(d) Labour Cost Cards




	10. Idle Time

	1. Meaning
	Idle Time is that time for which payment made but no direct production/benefit is obtained. The question of Idle Time arises only when the payment is made on time basis.

	2. Calculation
	Idle Time  =  Time Recorded as per Time Card – Time Booked on the Job as per Job Card

	3. Causes of Idle Time
	1. Production Causes:
(a) Machine Break Down
(b) Power Failures
(c) Waiting for work
(d) Waiting for tools
(e) Waiting for materials
(f) Waiting for instructions
2. Administration Causes:
(a) Decision not to retrench regular trained workers in the period of depression.
(b) Decision not to work up to full capacity of plant.
3. Economic Causes:
(a) Closure of Seasonal industry during off season

	4. Treatment of Idle Time
	1. Cost of Normal and Controllable Idle Time:
 It is treated as part of cost and hence treated as part of production overhead.
2. Cost of Normal but Uncontrollable Idle Time:
 It is treated as part of cost and hence charged directly to job by inflating wage rates.
3. Cost of Abnormal Idle Time:
 It is not treated as part of cost and hence charged to Costing Profit and Loss Account.

	5. Control of Idle Time
	Step 1:	Fix the standard for normal idle time such as tea/ lunch breaks.
Step 2: 	Prepare Periodic Idle Time Report showing the Idle Time, reasons and cost and 	submit the same to the competent authority.
Step 3: 	Compare the Actual Idle Time with the Standard Idle Time to find out the difference.
Step 4: 	Investigate the causes of the difference.
Step 5: 	Take the necessary corrective action promptly.



	11. Overtime

	1. Meaning
	Overtime is an extra time over and above the normal working hours. According to the Factories Act, 1949, a worker is entitled to overtime wages when he works for more than 9 hours on any day or more than 48 hours in a week.

	2. Causes
	(a) When it is desired at customer’s request to complete the work within specified time.
It should be charged directly to the job or work concerned.
(b) When it is required to increase the output as per general production program.
It should be treated as production overhead.
(c) When it is required to make up any shortfall in production due to abnormal conditions such as flood, earthquake, breakdown of machinery etc.
It should be charged to Costing Profit & Loss Account
(d) When it is required to meet seasonal demand.
It should be treated as Production Overhead
(e) When it is required to increase the output to meet the additional market demand.
It should be treated as Production Overhead.

	3. Effect of Overtime Payment
	(a) The overhead payment increases the cost of production in the following ways:
a. Extra Cost: There is an extra payment over and above the normal rate of wages.
b. Reduce output during overtime: There may be reduced output during overtime because of fall in workers efficiency during late hours.
c. Reduced output during normal time: There may be reduced output during normal time because development of a tendency to work in overtime.
(b) Overtime working as regular feature has an adverse effect on the health of workers.
(c) Overtime may lead to discontent among workers if overtime is not properly distributed.



	Difference Between Direct Labour and Indirect Labour

	Basis
	Time Rate Wage System
	Piece Rate Wage System

	1. Basis of Payment
	A worker is paid at a fixed rate per hour, per day or per month for the time devoted by him 
	A worker is paid at a fixed rate per unit produced or job completed

	2. Linkage between performance and reward
	There is no linkage between performance and reward
	The linkage between performance and reward motivates the people to produce more and earn more.

	3. Quality
	Quality of work tends to be high
	Quality of work tends to be low.

	4. Wastage
	There is less chance of wastage of materials and machinery
	There are more chances of wastage of materials and machinery

	5. Supervision
	Close supervision is required
	Close supervision is not required

	6. Maintenance
	Cost of maintenance is low
	Cost of maintenance is high.

	7. Attitude of Unions
	Trade Unions prefer it
	Trade Unions oppose it

	8. Economic Security
	It provides sense of economic security
	It does not provide of eco. security 

	9. Usefulness
	This method is useful where a worker has to do a variety of dissimilar jobs or where tasks cannot be readily measured, inspected and counted.
	This method is useful where a worker has to do the jobs of a repetitive nature or where tasks can be readily measured, inspected and counted.

	10. Adoption
	This method is adopted for compensating clerical staff, managers and operatives employed in jobs which do not require much skill.
	This method is adapted for compensating skilled and official workers who can increase their earning by working to their full capacity.



Multiple Choice Questions






Compiled by: Aastik Dave(9827246982)
1. Technique which is used to study the time taken by an employee is
(a) Motion study
(b) Job analysis
(c) Time study
(d) Job description

2. Motion study technique observes
(a) Movement of body
(b) Time taken by employee
(c) Work done by employee
(d) Employee performance

3. Job description includes
(a) What is to be done
(b) How is to be done
(c) By whom it is to be done
(d) Why is to be done

4. Two aspect of job analysis are
(a) Job description & Job specification
(b) Time Study and Motion Study
(c) Job description and Job Satisfaction
(d) Job specification and Job satisfaction

5. Job specification does not include includes
(a) Aptitude and abilities
(b) Educational qualification and training
(c) Physical and mental requirement
(d) Pay scale

6. Comparative assessment of  worth of job is
(a) Job description
(b) Job specification
(c) Job evaluation
(d) Job performance

7. Quantitative or qualitative assessment of employees personality is 
(a) Merit rating
(b) Job analysis
(c) Motion study
(d) Performance analysis

8. Which is not considered under Merit rating
(a) Quality of work done
(b) Quantity of work done
(c) Payment of work done
(d) Sense of responsibility
9. Which of the following if correct
(a) Time recording is a recording of time spent by each worker on various jobs
(b) Time keeping is a recording of arrival and departure time of worker
(c) Both of these
(d) None of these

10. Payment made but no benefit arises is
(a) Overtime
(b) Idle time
(c) Actual time
(d) Saved time

11. Overtime is
(a) Extra time work over normal time
(b) Normal working time over extra time
(c) Time saved over actual time
(d) Difference between actual time and time allowed

12. Which of the following is not the cause of overtime
(a) Desires at customers request to complete the work in specified time
(b) Require to meet seasonal demand
(c) Shortfall in  production due to abnormal condition
(d) Overstocking

13. Close supervision is required in
(a) Time rate system 
(b) Piece rate system
(c) Both of these
(d) None of these

14. Trade union does not prefer
(a) Time rate system
(b) Piece rate system
(c) Both of these
(d) None of these

15. Normal or controllable idle time is
(a) Treated as overhead
(b) Charged directly to job
(c) Charged to costing P&L a/c
(d) None of the
Answer Key:  
1.(c)	2.(c)	3.(a)	4.(a)	5.(c)	6.(b)	7.(b)	8.(a)	9.(c)	10.(c)
11.(a)	12.(a)	13.(a)	14.(b)	15.(c)
Labour Turnover
 
Efficiency Rating:
In order to determine the efficiency of the workers, the efficiency ratio may be calculated as under:
				Standard time allowed for the job  X 100
					        Actual time taken
Productivity Rating:
The productivity rating of the worker can be determined on the basis of input-output ratio as per the following formula:
				Actual output in time taken  X 100
				   Standard output in time taken
Labour Turnover 
Labour Turnover is the rate of change in the composition of labour force of an organization due to retirement, resignation or retrenchment etc. during a particular period. It may be defined as the number of workers left or replaced or both in relation to the average number of workers employed during the period.

Causes of Labour Turover
(a) Personal Causes
(I) Change of jobs for betterment
(II) Premature retirement due to ill health or old age
(III) Domestic problems and family responsibilities
(IV) Discontentment over the jobs and working environment

(b) Unavoidable causes
(I) Seasonal nature of business
(II) Shortage of raw materials, power, slack market for the product etc.
(III) Change in plant location
(IV) Disability, making a worker unfit for work
(V) Disciplinary measures
(VI) Marriages

(c) Avoidable causes
(I) Dissatisfaction with job, remuneration, hours of work, working conditions etc.
(II) Strained relationship with management, supervisors or follow workers
(III) Lack of training facilities and promotional avenues
(IV) Lack of recreational and medical facilities
(V) Low wages and allowances

Effects of Labour Turnover
Increases cost of production due to following reasons
(I) Cost f selecting/ replacing workers
(II) Cost of training imparted to new workers
(III) Production planning cannot be properly executed and this results in production loss.
(IV) Loss due to defectives and wastage
(V) Loss due to mishandling of tools, equipments, breakages, etc.

Cost of Labour Turnover
(a) Preventive Cost: Incurred to keep the workers satisfied and discourage them from leaving the concern.
(I) Costs of providing medical services
(II) Personnel administrative cost
(III) Cost of labour welfare
(IV) Costs incurred for providing pensions , provident fund and retirement schemes.

(b) Replacement Cost: Incurred for recruiting and training labour and loss arising due to wastages, reduced productivity of new labour force.
(I) Decline in output due to inexperience of worker
(II) Decline in quality due to lack of experience of new workmen
(III) Loss of output during the time lost while recruiting new workers
(IV) Cost of recruitment/selection
(V) Cost of training
(VI) Cost of tool, equipment and machine breakages.
(VII) Waste scrap and defectives arising due to lack of experience of new workers
(VIII) Cost of accidents, compensation paid, damages to property, assets etc.

Remedial steps to minimize labour turnover
(I) Exit Interview: ask reasons to leave job
(II) Job analysis and evaluation
(III) Scientific system of recruitment, placement and promotion
(IV) Enlightened attitude of management
(V) Use of committee

Treateemnt of Labour Turover
(a) Preventive Costs: Treated as overhead expenses and apportioned to departments on the basis of number of persons employed in each department.
(b) Replacement Cost: 
I. Arise due to faults of departments is charged as overhead to the concerned departments
II. Arise due to faulty management policies is apportioned to different departments on the basis of number of persons employed in each department.

Methods of Labour Turnover
(1) Separation Rate Method:  
Labour Turnover Rate = Number of separations X 100
			       Average no. of workers
(2) Replacement Rate Method:
Labour Turnover Rate = Number of replacements X 100
			       Average no. of workers
(3) Flux Method:
Labour Turnover = (No. of separations + No. of replacements) X 100
				Average no. of workers
OR
Labour Turnover = (No. of separations + No. of replacements)/2   X 100
				Average no. of workers
Equivalent annual rate of labour turnover:
In case it is desired to relate the labour turnover rate for the month or fraction of a month to annual rate of turnover, this may be done by finding out “Equivalent Annual Rate” with the help of the following formula:
		Equivalent Annual Rate =   Turnover Rate  X  365          
					  No. of days in the period

Q.1.	Calculate the Labour Turnover Rate and Equivalent Annual Rate by different methods:
	No. of employees at the beginning of April 2005
	150

	No. of employees at the end of April 2005
	250

	No. of employees resigned during April 2005
	25

	No. of employees discharged during April 2005
	5

	No. of employees replaced due to resignation and discharged during April 2005
	20


	




Q.2.	Calculate the no. of employees in the beginning and at the end of the year from the following information:
	Labour Turnover Rate
	3%

	No. of Separation during the year
	12

	No. of employees at the end were 100 in excess of number of employees in the beginning. 


	



Q.3.	Following are the labour turnover rates computed under different methods for the quarter ended on 31st March 2005:
	Flux Method			20%
	Replacement Method		10%
	Separation Method		6%
	Number of workers replaced	80
	You are required to calculate (a) workers left and discharged, (b) workers recruited and joined

Q.4.	The labour turnover rates of a manufacturing organization for the quarter ended 31st march, 2006 are 10%, 5%, 3% under flux method, replacement method and separation method respectively. The number of workers replaced during the quarter is 120. Work out the number of workers: (a) left and discharged and (b) recruited and joined.

Methods of Wage Payments
(a) Time wage system: This system under which the payment is made to the workers according to the time for which they work is known as time wage system.
(b) Piece wage system: The payment under this system is made according to the work done. No regards been had to time taken in performing the work.
(a) Individual piece-work: When the wages are paid to each worker according to the rate per unit of output or rate for each job or operation performed, the piece-work system is known as individual piece-work system.
(b) Group piece-work: Group or collective piece-work system is that where the workers are paid remuneration on a group basis because they perform a particular job or operation after making collective effort. The workmen of a particular group can, afterwards, divide the earnings in any proportion. The basis of distribution is generally their basis time earnings (Hours spent on operation X Hourly basic rate of wages).
Balance of Debt System: 
According to this system the worker is paid on the basis of rate of output but if on some occasions, the earning by piece rate fall short of earnings by time rate, the worker is paid according to the time rate. In future this extra payment to him can be recovered if his piece-rate earnings exceed the time –rate earning. This makes the operation of piece wage system effective. It helps a worker to earn money even when he finishes the work in a longer duration due to certain unavoidable reasons. Thus, in time of need, he can get enough wages and later on, the recoupment during periods of his extra earnings will not be felt by him
Q.1.	Calculate wages due to worker concerning whom the following data are supplied:
Normal hours in week are 44, Actual hours are 50, Normal rate per hour is 1.25 and overtime rate is 200% of normal rate.

Q.2.	In assembly shop of a Motor Cycle Factory, 4 workers A, B, C and D work together as a team and are paid on group piece rate. They also work individually on day rate jobs. In a 44 hours of week the following hours has been spent by A, B, C and D on group-piece work, viz. A-40 hours, B-40 hours, C-30 hours and D-20 hours. The balance of time has been booked by each worker on day work jobs. The hourly rates are: A-50 paisa, B-75 paisa, C-1 Rs. And D-1 Rs. The group piece rate is Rs.1 per unit and the team has produced 150 units. Calculate the gross weekly earnings of each workman taking into consideration that each individual is entitled to a Dearness allowance of Rs.20 per week. 



Multiple Choice Questions

1. 
2. Labour turnover indicates
(a) Change in wages
(b) Change in efficiency
(c) Change in employees
(d) Change in work

3. If the opening and closing employees are 150 and 250, the number of employees separated are 30. Than labour turnover by separation method is:
(a) 20%
(b) 15%
(c) 25%
(d) 30%

4. Flux method is
(a) Submission of separation and replacement
(b) Substraction of separation and replacement
(c) Multiplication of separation and replacement
(d) Division of separation and replacement

5. The system of wages where workers are paid on time rate where piece rate is lower than time rate is
(a) Time rate system
(b) Piece rate system
(c) Balance of debt system
(d) None of these

6. Which of the following is unavoidable cause of labour turnover
(a) Dissatisfaction with job and remuneration
(b) Lack of recreational and medical facilities
(c) Lack of training facilities
(d) Disability, making a worker unfit for work

7. Labour turnover
(a) Increases productivity and increases cost
(b) Increases productivity and decreases cost
(c) Decreases productivity and increases cost
(d) Decreases productivity and decreases cost

8. Preventive costs of labour turnover are 
(a) Separately charged to departments
(b) Charged as overheads
(c) Apportioned to service departments
(d) None of these

9. If labour turnover by replacement method is 20 and number of workers at the beginning is 450 and at the end is 650. The number of employees replaced are:
(a) 110
(b) 220
(c) 225
(d) 130

10. If a worker has produced 300 units in a given period of time and the standard output is 240 units. The productivity of worker is:
(a) 125%
(b) 80%
(c) 8%
(d) 12.5%

11. A worker has finished his work in 5 hours while the time allowed is 8 hours his efficiency will be.
(a) 160
(b) 62.5
(c) 4
(d) 40

12. Which of the following is not a remedy to minimize labour turnover
(a) Exit interview
(b) Job analysis and evaluation
(c) Increase work load
(d) Use of committee

13. Which of the following is not replacement cost
(a) Decline in output
(b) Decline in quality
(c) Cost of recruitment
(d) Cost of providing medical services


Answer Key
1.(c)	2.(b)	3.(a)	4.(c)	5.(d)	6.(c)	7.(b)	8.(a)	9.(a)	10.(a)
11.(c)	12.(d)

Labour Cost and Control
Incentive Plans: To remove the defects of both piece wage and time wage systems, incentive plans are used. Under these plans, the advantages of time and piece wage system combined, and incentives are provided to workers to work hard.

Advantages of Incentive schemes
1. Less supervision is required
2. The employee morale is high
3. There is increase in productivity
4. Increased production, reduces cost
5. Labour cost can be estimated
6. It is possible to set standards for labour with accuracy
7. There is maximum utilization of resources
8. A task is done in the most economical manner which reduces labour cost

Disadvantages of Incentives schemes
1. If rates are not uniform for same type of jobs, it causes, discontent
2. Quality may deteriorate and may be sacrificed in order to increase quantity
3. It involves more calculations
4. The workers may not adhere to the safety precautions in order to increase production. Hence accident may occur.
5. The workers health may affected due to overstrain
6. There may be apprehensions regarding rate cutting
7. Inefficient workers may envy the efficient ones which may cause unrest
8. Unskilled workers sometimes earn more than skilled workers if the latter have to work on time basis.

Incentive Schemes can be classified as follows
1. Premium Bonus schemes
2. Differential Piece rate
3. Group Bonus plan
4. Bonus schemes for indirect workers

1. Premium Bonus Plan
Under the premium bonus system, the gains are shared by the employer and employees in agreed proportions. Apart from the minimum guaranteed wages, the efficient workers get onus which depends on the time saved. The standard is determined scientifically. The various incentive schemes should be chosen keeping in mind the nature of the work, with the consent of the trade unions in order to make it successful.

These plans regulate the speed of work so that the pace of work is not slow and the same time it is not fast. Basically there are two types of plans. Under the constant sharing plan, the proportion of sharing is constant at all levels of efficiency, but under variable sharing plans, it varies with the time saved.

(a) Halsey Premium Plan:  
Features
I. Standard time is fixed for each work
II. It guarantees the hourly wages to worker for the actual time
III. Bonus is paid if the time is saved
IV. Bonus is equal to 50% of the time wage of time saved

Total Earnings = (Actual Time X Hourly Rate) + 50 %( Time Saved X Hourly Rate)
(b) Halsey Weir System:
Halsey weir System is same as Halsey Premium Plan except that the bonus paid to worker is 30% of the time saved.

Total Earnings = (Actual Time X Hourly Rate) + 30 %( Time Saved X Hourly Rate)

(c) Rowan Plan:
Features
I. Standard time is fixed for each worker
II. It guarantees the hourly wage rate to workers for the actual time taken
III. Bonus is paid if the time is saved
IV. Bonus is the proportion of time wages as time saved bears to the standard time

Total Earnings = (Actual Time X Hourly Rate) + (Time Saved X Actual Time X Hourly Rate)
							Time Allowed
Comparison between Halsey Plan and Rowan Plan
(I) When time saved is less than 50% of standard time
Labour cost per unit is higher in Rowan Plan than Halsey Plan
(II) When time saved is 50% of standard time
Labour cost per unit is equal in both the plans
(III) When time saved is higher than 50% of standard time
Labour cost per unit is Higher in Halsey Plan than Rowan Plan

(d) Emerson’s Efficiency (Empiric)System:
Though minimum daily wages is guaranteed, efficiency is also rewarded. Standard is set based on the time and motion study. Bonus is payable when efficiency reaches 66-2/3% and increases as the output increases.
	(a) For workers who produces up to 66.67% of the Standard Output.
	Only Guaranteed Time Wages

	(b) For workers who produces above 66.67% and up to 90% of the Standard Output.
	Time Rate + 10% as Bonus

	(c) For workers who produces above 90% and up to 100% of the Standard Output.
	Time Rate + 20% as Bonus

	(d) For workers who produces above 100%.
	Time Rate + 20% as Bonus + 1% for every increase of 1% beyond 100% efficiency



(e) Bedauxe Point System
Under the scheme originated by C.E. Bedauxe, time wages is guaranteed. Earnings increase after the worker attains 100% efficiency level. Standard time and work is measured in terms of Bedauxe points, which are also known as B’s. ‘B’ means a standard work performed in a standard minute. In other words, one ‘B’ unit represents the amount of work which an average worker can do under normal conditions in one minute allowing for the relaxation needed. Workers get a bonus which is equal to 75% of B’s saved.

Bonus 	= 	B’s Saved  X   Hourly Rate   X   75
		  	   60	       100	

Thus if a person gets 90 B’s an hourly rate is 1.20, then his bonus will be”
B’s saved 	=	90 – 60 = 30 B’s
Bonus	=	30 X 1.20 X   75		=	45 Paise
		          60       100
If bonus is given to the extent of the value of the entire time saved, then the scheme will be called the 100% Bedauxe Scheme, The labour cost remains constant after the 100% level is reached.
 
(f) Hayne’s Scheme
Time wages are guaranteed. The standard time is set in terms of standard man minutes called ‘manits’. A manit means a standard work performed in a standard minute. Bonus is given for the time saved. The value of the time saved is shared by the worker and foreman in the ratio of 5 : 1 if the work is standardized and repetitive in nature. Otherwise the ratio of sharing between worker, employer and supervisor will be 5 : 4 : 1.
The labour cost falls until 100% efficiency is reached. Thereafter, it falls at the decreasing rate if work is not standardized or remains constant if the work is standardized.

(g) Barth System
This scheme does not guarantee wages. Under this scheme,

Total Earnings = Hourly Rate X √Standard Hours X Actual Hours.
Total wages is higher for less efficient people. As the efficiency increases, the earning decreases. Hence this plan is suitable for beginners and trainees. Since it is complicated, workers cannot understand it. Moreover it does not encourage efficient workers.

(h) Diemer Scheme
It is combination of Halsey’s and Gantt’s scheme. A straight line increasing incentive is given beyond 100% efficiency.

(i) Accelerated Premium System
Increments of bonus increase at a faster rate as production increases. This scheme provides a strong incentive to increase efficiency at all levels. Though labour cost per unit decreases, It may rise at a very high level of output.

The formula for calculating wages differ from one concern to another. To understand the scheme, graph of y = 0.6X2 may be used, where y = wages and X = efficiency.
If x is		1	1.5	2	2.5	3
Y will be	0.6	1.35	2.4	3.75	5.4
Calculation can be expressed in percentage also
This system is complicated. It is difficult for workers to understand it. This scheme should not be used where quality of output is important.
It is most suitable for foreman and supervisors. This scheme will encourage them to get higher production from their workers.
 
2. Differential Piece Rate
Efficient and inefficient workers are distinguished. More than one piece rate is determined. Standards are set for each operation of job. Efficient workers i.e. those who attain or better the standard set are given a higher rate and efficient ones are given a lower rate. Hence, there is encouragement to improve the performance. As the level of output increases the piece rate also increases. The ratio may be proportionate or proportionately less or more than the increase in output. Hence output is maximized
This system is suitable where:
(I) The methods of working are standard
(II) The workers do the same job over a long period
(III) The nature of work is repetitive
(IV) Output of each person can be measured
(V) The standard time for each job can be determined with precision
(a) Taylor’s Differential Piece Rate System:
F.W. Taylor (known as father of scientific management) originated this scheme. No minimum wages is guaranteed. The standard output is determined on the basis of time and motion studies. Wages are calculated on the basis of two widely different piece rates. Those attaining or crossing the standard get a higher piece rate and those not attaining it get a lower rate.
The lower rate is based on 83% of the day wage rate. The rate is applicable to those who don’t attain the standard. The higher rate is based on 125% of the day rate and an incentive of 50% of the day rate.
This system penalizes the slow worker and rewards the efficient ones. This system is based on the fact that slow production increases the cost of production.
If the wage rate is 		=	 0.50 per unit
The low piece rate will be	=	0.50 X 83%			=	0.415 per unit
The high piece rate will be	=	0.50 X 125% + 0.50 X 50%	=	0.875 per unit

(b) Merrick’s Differential Piece Rate System:
This is modification of the Taylor’s scheme. This system smoothens the sharp differences in Taylor’s scheme by determining 3 gradual rates. It does not guarantee time rate but each one is paid according to his efficiency.
In this system the performance below standard is not penalized.
	(a) For workers who produces up to 83% of the  Standard Output.
	Actual Output X Normal Piece Rate 

	(b) For workers who produces above 83% and up to 100% of the Standard Output.
	Actual Output X Normal Piece Rate X 110%

	(c) For workers who produces more than100% of  the Standard Output.
	Actual Output X Normal Piece Rate X 120%



(c) Gantt Task and Bonus System:
Under N.L. Gantt’s scheme, time wages are guaranteed to every worker. Standards are set. Bonus is generally 20% at 100% efficiency. If the worker takes the standard time to perform the task (100% efficiency) he is given wages for standard time and bonus of 20% on wages earned. If the worker completes the task in less than standard time he is given wages for the standard time (for actual output) and a bonus of 20% of the wages for the standard time. A high piece rate may also be offered for performance above 100% efficiency.
	(a) For workers who produces less than the Standard Output.
	Guaranteed Time Rate

	(b) For workers who produce the Standard Output.
	120% of Time Rate

	(c) For workers who produces more than the Standard Output.
	120% of Piece Rate



(d) Baum’s Differential Schemes (Milwakee Scheme)
It is combination of Halsey and Taylor’s differential piece rate system. This system provides incentives at different levels of efficiency.

3. Group Bonus Plans
There are certain jobs which have to be performed collectively by a group of workers. The ultimate production depends on the efficiency of the whole group. Under group bonus plans, payment is made by results to all the workers in the group. Bonus may be shared equally or in different proportions according to the levels of skill required.
Plan can be used where
I. It is requied to reward both direct and indirect wokers
II. Output depends on team work
III. It is desirous to create team spirit; and
IV. It is not possible to measure the output of an individual person

Advantages of Group Bonus Plans 
I. There is more cooperation and team work
II. Inspection and supervision can be reduced as every worker is concerned about output
III. There is self discipline
IV. Production increases
V. Cost of production decreases and also the spoiled and defective goods
VI. It simplifies payroll and cost accounting.

Disadvantages of group bonus scheme
I. The amount of bonus is too insignificant
II. No distinction is made between efficient and inefficient worker
III. Time gap between efforts and reward is very wide.

4. Bonus Scheme for Indirect Workers
Production cannot be increased by giving incentives to direct workers only. It is necessary to have the cooperation of indirect worker to attain maximum efficiency. Indirect workers are equally important and should be given incentives.

It is difficult to introduce an incentive scheme for indirect workers because standards cannot be set easily, efficiency is difficult to measure an actual output cannot be determined in relation to set standards.

Inspite of the difficulties, the purposes of establishing an incentive scheme are the following:
(a) To reduce costs by increasing departmental efficiency
(b) To avoid discrimination among different types of workers. It is illogical to reward the efficiency of direct workers and not to reward the efficiency of indirect workers
(c) To create team spirit
(d) To avoid labour unrest and dissatisfaction among indirect workers
(e) To reward good workers
(f) To increase the efficiency of providing services to direct workers
(g) To reduce waste, scrap, idle time

Indirect Monetary Incentive scheme
(a) Profit Sharing
The workers get a share in the profit of the undertaking in a certain agreed percentage which is in addition to the normal wages of the workers.
 
(b) Co-partnership
Sometimes labour is given a share of the profit in the form of shares. this form of profit-sharing is called co-partnership. It gives the labour a permanent interest in the future of their organization. Hence, this scheme is also known as c0-ownership.

Indirect non Monetary Schemes
	These are also known as psychological incentive schemes
Health and safety schemes, Favorable working conditions, cheap grains, housing facilities, subsidized canteens, sports and recreational facilities, welfare measures, medical facilities, education, leave travel facilities etc.


Practical Problem on Incentive Schemes

Q.1.	Calculate total earnings of the worker under Halsey Premium Plan and Rowan Plan.	
	Rate Per Hour
	Rs. 1.50 per hour

	Time allowed for job
	20 Hours

	Time taken
	15 Hours



Q.2.	Calculate total earnings of the worker under Halsey Premium, Halsey Weir and Rowan Plan.
	Workers
	A
	B
	C
	D

	Time Allowed
	40
	40
	40
	40

	Time Taken
	44
	40
	36
	30

	Rate per Hour (Rs.)
	12
	15
	10
	8



Q.3.	Using Taylor’s Differential Piece Rate System, Find out the earnings of the workers from the following particulars:
	Standard time per piece
	20 minutes

	Normal rate per hour
	Rs.9

	In a 9 hour day
	X produces 25 units and Y produces 30 units



Q.4.	Calculate the wages of the workers under Merrick Differential Piece Rate system from the following particulars.	
	Standard production per hour
	6 units

	Normal rate per hour
	Rs.1.20

	In a 8 hour day
	

	Anil Produces
	32 units

	Sunil Produces
	42 units

	Kapil Produces
	50 units




Q.5	The workers Amit, Sumit and Sachin work in a factory according to the following particulars:
	Normal Rate per hour
	Rs.8.

	Piece rate 
	Rs. 6 per unit

	Standard Output
	2 Units per hour

	In a 40 hours week the production were
	

	Amit
	50 units

	Sumit
	80 units

	Sachin
	120 units


	Calculate the earnings of the workers under:
(a) Taylor differential piece rate system.
(b) Merrick differential piece rate system.
(c) Gantt’s task bonus system.

Q.6.	From the following particulars calculate the earnings under Barth System.
	Standard Time Allowed		12 Hours
	Rate per hour			Rs.5
	Actual time taken by		X 16 hours, Y 12 hours, Z 8 hours.
	Calculate the wage of each worker under Barth Premium System. Also calculate labour costs per hour.






Multiple Choice Questions


1. 
2. Which of the following is a feature of good incentive scheme
(a) Should increase operating cost
(b) Should be unfair to employees
(c) Working condition should not be good
(d) It should be flexible

3. Incentive plan is a
(a) Based on piece rate system
(b) Based on time rate system
(c) Combination of both system
(d) None of these

4. Which of the following is not a classification of incentive plans
(a) Premium bonus schemes
(b) Differential piece rates
(c) Group bonus plans
(d) None of these

5. Which of the following is not a premium bonus plan
(a) Halsey Premium Plan
(b) Rowan Premium Plan
(c) Taylor’s differential piece rate system
(d) Halsey weir system

6. Bonus of 50% of wages of time saved is given under
(a) Halsey plan
(b) Rowan plan
(c) Taylors differential piece rate system
(d) Merrick’s differential piece rate system

7. Total wages calculated on the basis of square root of Standard time x Actual time under
(a) Halsey plan
(b) Rowan plan
(c) Barth’s system
(d) Bedauxe Point system







8. When time saved is 50% of time allowed
(a) Wages under halsey and rowan plan will be equal
(b) Wages under halsey plan is higer than rowan plan
(c) Wages under rowan plan is higher than halsey plan
(d) Wages under halsey plan is half of wages under rowan plan

9. The percentage of bonus to the wages earned is that which the time saved bears to the standard time
(a) Halsey Plan
(b) Rowan Plan
(c) Halsey weir system
(d) Taylor’s differential piece rate system

10. Wages paid at the rate of normal piece rate upto 83% efficiency and 110% from 83% to 100% and 120% above 100% efficiency level under
(a) Taylor’s Differential piece rate system
(b) Merrick’ Differential piece rate system
(c) Gantt’s Task Bonus Plan
(d) Emersion’s efficiency plan

11. ……….. is a combination of Halsey and Taylor’s differential piece rate system
(a) Taylor’s Differential piece rate system
(b) Merrick’ Differential piece rate system
(c) Gantt’s Task Bonus Plan
(d) Emersion’s efficiency plan

12. A worker has finished his work his work in 6 hours while the time allowed is 8 hours and the rate of wages is Rs.5 per hour. The wages rate per hour under Halsey plan will be
(a) 45
(b) 35
(c) 30
(d) 40




13. An employee has completed his work in 40 hours while he has allowed 48 hours @ Rs.6 per hour. The wages earned under Rowan plan will be
(a) 264
(b) 240
(c) 280
(d) 288

14. An employee has been allowed 20 hours @ Rs.10 per hour but he has finished it in 15 hours. What will be the difference in the wages earned under Halsey plan and Rowan plan
(a) 175
(b) 187.5
(c) 12.5
(d) 25

15. Which of the following is non monetary incentive plan
(a) Profit sharing
(b) Co-Partnership
(c) Both of these
(d) None of these

16. Low piece rate and High piece rate is calculated under
(a) Halsey Plan
(b) Rowan Plan
(c) Taylor System
(d) Merrick System

17. Under differential piece rate of incentive scheme, there is no encouragement to improve the performance of the workers.
(a) True
(b) False
(c) Partly True
(d) None of these

18. By Job rotation, labour turnover can be controlled/ reduced upto some extent
(a) True 
(b) False
(c) Partly True
(d) None of these



19. Under flux method, labour turnover is calculated by number of workers left divided by average number of workers
(a) True
(b) False
(c) Partly true
(d) None of these

20. There is no need to record the attendance of piece rate workers since attendance is not relevant for ascertaining the amount of wages to be paid
(a) True
(b) False
(c) Partly True
(d) None of these

21. The rate of change of labour force in an organization during a specified period is called
(a) Labour efficiency
(b) Labour turnover
(c) Labour Productivity
(d) None of these

22. The time of which the employer pays remuneration to workers but obtains no direct benefit is called
(a) Working Time
(b) Standard Time
(c) Time Allowed
(d) Idle Time

23. If a worker saves half of the time of standard time, the incentive under Halsey and Rowan plan will be same
(a) True
(b) False
(c) Partly True
(d) None of these

24. Holiday pay is treated as
(a) Fringe benefit cost
(b) Direct labour cost
(c) Overheads
(d) Both (b) and (c)






25. Incentive scheme includes 
(a) Piece rate wage plan
(b) Time rate wage plan
(c) Differential piece rate wage plan
(d) None of these

26. The time lost by worker who are paid on time basis, is known as 
(a) Working time
(b) Allowed Time
(c) Idle time
(d) Saved Time

27. Idle facility and idle time are same
(a) True
(b) False
(c) Partly True
(d) None of these

28. Overtime premium paid to all factory workers is usually considered direct labour
(a) True
(b) False
(c) Partly True
(d) None of these

29. High wage means high cost of production
(a) True
(b) False
(c) Partly True
(d) None of these

30. Rowan premium plan is improvement over 
(a) Taylor plan
(b) Gantt Bonus plan
(c) Halsey Premium plan
(d) None of these

31. The rate of change of labour force in an organization during a specified period is called
(a) Labour efficiency
(b) Labour turnover
(c) Labour productivity
(d) None of these
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