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INTRODUCTION  

Machine hour rate method is one of the methods of absorption 
of factory overheads into production. In industry like chemicals, 
engineering, steel and other heavy industry where the work is done 
mostly by machines ,it is desirable to adopt the machine hour rate 
method for the absorption of factory overheads , because, in such 
industries ,factory overhead largely consist of expenses relating to 
maintenance and operation of machines. 
Meaning of Machine Hour Rate 

Machine hour rate means the factory expenses incurred in 
running a machine for an hour. The machine hour rate is calculated 
by dividing the total amount of factory overheads incurred in running 
machine during a particular. By the total number of working hour of 
that machine during that period. 

Machine hour rate=
   

 
 

 
Types of Machine Hour Rates 
1. Simple or Ordinary Hour Rate: Simple machine hour rate, 

generally, means only the total machine expenses or the total 
variable expenses like power, fuel,repairs and depreciation of the 
machine which are directly connected with the operation of the 
machine per hour. 

2. Composite Machine Hour Rate: Composite machine hour rate 
means the total variable expenses per hour plus the total fixed, 
constant or standing charges per hour not directly connected with 
the operation of the machine, but are the general factory 
overheads of the department. 

Advantages of Machine Hour Rate 
i. Machine hour rate method is a scientific, practical and accurate 

method of absorption of factory overhead in industrial 
undertaking where the work is done predominately by machines. 

ii. This method takes into account time factor and hence gives 
accurate results. 

iii. It provides useful data for estimating the cost of a job,setting 
standards and for fixing selling prices for quotations. 



iv. It helps to compare relative efficiencies and the costs of operating 
different machines. 

v. This is an ideal method of absorption where production is carried 
out on machines. 

Disadvantages  
i. It involves additional work in accessing the working hours of 

machine answers it is a costly method 
ii. It does not take into account expenses that are not 

proportional to the working hours of machines. 
iii. It gives inaccurate results if manual labour is equally important. 
iv. This method is not suitable where most of the production work 

is done by manual work. 
Computation Of Machine Hour Rate 

The following steps are involved in calculating machine hour rate: 
1) The factory overheads are first person to production departments 

as discussed earlier under allocation andapportionment. 
2) Overheads of the departments are further apportioned to 

different machines or a group of machines.For this purpose each 
machine or a group of machine is treated as a cost centre or small 
Department. 

3) Specific overheads like power, depreciation, etc. should be 
directly allocated to the machine. 

4) The working hours of a machine are estimated for the period. 
5) Overheads pertaining to the machine are totalleddivided by the 

number of effective machine hours. The resultant figure will be 
machine hour rate. The time required for getting a machine 
should be deducted from the total working hours to arrive at 
effective hours. 

6) Where comprehensive machine are it is desired include direct 
wages along with other expenses incurred for operating machine. 

7) Those overheads which can be allocated directly to the machine, 
such as depreciation, power repairs and maintenance are to 
charged, specifically to the machine. 

8) Along with above, include cost of standby equipment to calculate 
machine hour rate. 



9) Make necessary adjustments for calculating effective machine 
hours by deducting cleaning and warming up time. 

Departmental overheads can be classified into two broad heads: 
A. Standing Charges: Standing office charges refers to those charges 

which remain constant or fixed irrespective to the use of running 
of the machine. Example of standing charges are end, rates come 
and taxes, lighting and heating, insurance charges of the machine , 
insurance charges of the building, indirect wages , supervisory 
charges, general expenses, Labour welfare expenses, etc . In the 
context, it may be noted that generally all expenses other than 
depreciation of the machine, repairs and maintenance charges of 
the machine, and power, steam and water are considered as a 
fixed charges. 

B. Variable Expenses: Variable expenses refers to those expenses 
which vary with the use of machine stop example of variable 
charges are depreciation of machine, repair and maintenance 
charges of the machine, power, steam and water are regarded as 
a variable expenses. 
The main variable expenses are:  

 Depreciation- Depreciation of a machine per hour is arrived at by 
taking the original cost into account adding installation charge 
changes to cost , deducting it scrap value from the total and 
dividing the balance by the number of working hours during its 
life. Depreciation per machine are is calculated by the following 
formula- 
Depreciation per Hour=

𝑪𝒐𝒔𝒕 𝒐𝒇 𝑴𝒂𝒄𝒉𝒊𝒏𝒆 𝑰𝒏𝒔𝒕𝒂𝒍𝒍𝒂𝒕𝒊𝒐𝒏 𝑪𝒉𝒂𝒓𝒈𝒆𝒔 𝑺𝒄𝒓𝒂𝒑 𝑽𝒂𝒍𝒖𝒆

𝑻𝒐𝒕𝒂𝒍 𝑯𝒐𝒖𝒓𝒔 𝒅𝒖𝒓𝒊𝒏𝒈 𝑬𝒇𝒇𝒆𝒄𝒕𝒊𝒗𝒆 𝑳𝒊𝒇𝒆 𝒐𝒇 𝒂 𝑴𝒂𝒄𝒉𝒊𝒏𝒆
 

Total hours during effective life= Annual Hours x Life in years 

 Repairs and maintenance charges: Repairs and maintenance per 
hour is calculated by the dividing the cost of repairs and 
maintenance by number of working hours 

 Power expenses - Power expenses per hour is arrived at by 
multiplying the number of units of consumption by the rate per 
unit. 
Power Expenses per hours= Units of power consumed in a hour x 
Rate per unit of power 



 Steam and water: Generally it is given in question per hour. 
 

SPECIAMEN FOR COMPUTATION OF MACHINE HOUR RATE 
 

Computation of Machine Hour Rate 
 

Base Period....        Working Hours... 
Particulars Total 

(Rs.) 
Per Hour 

(Rs.) 
A. Standing Charges: 

1. Rent, Rates & Taxes 
2. Lighting and Heating 
3. Supervision Charges 
4. Insurance of Factory & Machine 
5. Cotton waste, Consumable Stores, Lubricants 
6. Labour Welfare Expenses 
7. Other Fixed Charges 

Total Standing Charges             

Standing Charges per hour=
𝑻𝒐𝒕𝒂𝒍 𝑺𝒕𝒂𝒏𝒅𝒊𝒏𝒈 𝑪𝒉𝒂𝒓𝒈𝒆𝒔

𝑾𝒐𝒓𝒌𝒊𝒏𝒈 𝑯𝒐𝒖𝒓𝒔
 

B. Machine/Variable Charges : 

1. Depreciation=
𝑪𝒐𝒔𝒕 𝑺𝒄𝒓𝒂𝒑 𝑽𝒂𝒍𝒖𝒆

𝑾𝒐𝒓𝒌𝒊𝒏𝒈 𝑯𝒐𝒖𝒓𝒔 𝒐𝒇 𝑳𝒊𝒇𝒆
 

2. Repairs and Maintenance 
3. Power= Units per hour×Rate per unit 
4. Steam and water 

Machine Hour Rate 

  

 
 

 
 

 
Example:- 
 In a factory department a machine costs Rs. 1,15,000. It is expected that 
it will work for about 20,000 hour and its scrap value is estimated at Rs. 
15,000. The rent of factory department is Rs. 4,000 p.m. and 25% of the area of 
the department is utilised for conducting the operation of the machine. One 
foreman and an attendant are employed on a salary of Rs. 2,000 and Rs. 1,000 
p.m. respectively, to work on one more machine of a similar type. The 
expenses of the month incurred in the department are as follwos: 

Light charges of the department Rs. 800, having 16 points in all out of 
which 4 points are used at this machine. Total power used for two machines of 
equal horse-power Rs. 3,000, Indirect Labour for the machine Rs. 500 and 
Repairs and Renewals Rs. 400. 

You are required to find out the Machine Hour Rate for one month when 
it is expected to work for 40 hours a week. 
 

 



Computation of Machine Hour Rate 
 

Machine No. ………         
Particulars Total 

(Rs.) 
Per Hour 

(Rs.) 
A. Standing Charges: 

Rent (1/4 of Rs. 4,000) 
Foreman’s Salary (2000+2) 
Salary of Attendant (1000+2) 
 

Lighting 
×

 

 
Indirect LabourTotal 

 

Standing Charges per hour=
,

 

B. Machine Expenses: 

Depreciation=
, , ,

,
 

Repairs & Renovation (400÷160) 
Power (for one machine) (1,600÷160) 

Machine Hour Rate 

1,000  
1,000 
500 

200 

500 

3200 

 20.00 

 
5.00 

 
2.50 

10.00 
37.50 

 

 
 
Short Questions  

1. What do you understand by Machine-hour Rate? 
2. Discuss the advantages of Machine-hour Rate.  

Long Questions 
1. What is Machine-hour Rate? How it is determined? 
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