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A business establishes the target cost of a
newly developed product to realize its profit plan.
To achieve this target costing plan is the business'
most important management task. But since the
household electric appliances industry has been
matured and is faced with stiff competition, firms
have to set a strict cost target and find much
difficulty attaining their target costing plan. This
paper analyzes and assesses a case of the target
costing activities--the activities for realizing target
costing plans--which have been carried out since
1994. It then proposes a practical "system of target
costing and VE activities" for attaining the target
cost.

MANAGEMENT RESPONSIBILITIES FOR
TARGET COSTING AND VE ACTIVITIES

With the globalization of the economy, the
household electric appliances industry in Japan has
experienced sharp falls in product prices (so-called
"price destruction") and keener competition in new
product development. On the other hand, the life
cycle cost is rising to meet the need of protecting the
global environment, while the cost of quality
assurance is increasing to offer a higher product
reliability. In such a situation, it is growing
increasingly hard for a business to achieve its target
profit plans.

The main management problems a
business should tackle to attain its target profit are (1)
sales growth by new products, (2) substantial
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created VE program named "Spiral-VEC" was commended.

reduction in total costs, and (3) shortening the lead-
time. To find good solutions to these problems, it is
an important policy for the firm to develop new
products attractive to consumers and realize the
target cost for these products.

For this purpose, a business should carry
out systematic target costing activities from the initial
stage of new product development. These are target
costing activities and we unify target costing and VE
in our cost saving activities. The unified target
costing and VE activities are defined as follows:

"Company-wide activities for creating the
target cost at the stages from product planning to the
start of manufacture, using VE and other techniques
and going up to the origin of cost, while meeting a
variety of customer needs, such as functions, quality,
price and delivery schedule, for the purpose of
attaining the profit plan of a new product, which is
needed for a management plan."

TARGET COSTING AND VE ACTIVITIES AND
IMPROVEMENT MEASURES

Figure 1 shows an example of changes in
materials cost, which accounts for about 60% of the
manufacturing cost, at the stages of new product
development.

As Figure 1 shows, the target cost is
achieved at the stage of basic designing as a result of
the accumulation of VE proposals. But as the
development process advances to detailed designing,
manufacturing preparations and the start of
manufacturing, the cost gradually increases as the
designing specifications are determined more clearly
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and changes in designing are made. These cost
rises become greater than the accumulated value of
the cost reduction achieved by VE activities,

Materials cost (%)
100

resulting in a failure to attain the target cost at the
stage of production start. The cases like these were
frequently observed.
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Figure 1. Changes in Costs at the Development Stage

Note: The term "accumulation” as used in this paper
means the process in which the manufacturing costs
estimated for each of the parts of a new product on
the basis of technical calculation, the manufacturer's
estimate and other supporting data are added up
("accumulated”) to establish the total manufacturing
cost of the new product. VE proposals for cost
reduction are taken into consideration in this process.
Variations of this word (accumulate, accumulated,
etc.) have the same meanings according to their
respective parts of speech.

To overcome this problem, the author

Table 1

analyzed the cases of target costing and VE activities,
which were started in 1994. The results of this
analysis are summarized in Table 1 below dividing
them into problems, causes and improvement
measures from the viewpoint of cost management,
target allocation, VE activities, design changes and
purchase at lowest price.

The details of the measures for
improvement shown in Table 1 are included and
explained in the section of the "Practical Target
Costing and VE Activity System" below.

Target Costing and VE Activities and Measures for Improvement (1)

Problem

Cause

Measure for improvement

1. Unclear cost management in the
transition of development
processes

manufacture

process

Go to the next process without
achieving the target cost (basic
designing— detailed designing— pre-
manufacturing designing—

1. Incorrect cost estimate
2. Inadequate performance of the
recovery promise at a subsequent

1. Completely implement the 3-Stage
Development Target Completion
VE Program synchronized with the
development process (Conceptual-
VE, Designing-VE and Pre-
Manufacturing-VE)

2. Construct the development process
transition cost checking system
(implement a "gateway control
system," that is, the system not
allowing to move to the next
process if no target cost is
achieved.)
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