SAVE INTERNATIONAL CONFERENCE PROCEEDINGS 1999

VALUE MANAGEMENT : A KEY STRATEGY FOR FULFILLING
TARGET COST FOR NEW PRODUCT DEVELOPMENT

Somkant L. Padhye, B.E., CVS
M/s Crompton Greaves Ltd, LT Control Gear Division, India

ABSTRACT

Globalisation of economy has posed serious
challenges to the industry. Most of the companies
are confronted with fierce competition. Customers
are becoming demanding with each passing day.
Products and/or services must meet very high
standards at lowest overall cost and the same must
be delivered within an extremely short period of
time. This is a very challenging task.

Industries fulfilling these requirements emerge as
winners over competition. These master-
champions focus not only on today’s survival, but
simuitaneously ensure perpetuity of business. To
meet this need, they focus on the desired profit,
irrespective of price they can get from the
custonrer. They set for themselves a target cost at
which a product has to be manufactured &
delivered. In short, they set for themselves a target
cost & target time for launching a new product.

This paper analyses & assesses the case of target
costing activities - the activities for realising target
cost plans - which have been introduced in the
author's organisation since 1995.
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INTRODUCTION

With globalisation of the economy, engineering
industry in India has experienced a keener
competition in new product development. This has
resulted in sharp fall in product prices. On the other
hand, the input costs are rising for meeting the
requirements/challenges of global competition with
specific referance to product specifications, features
& reliability. Under these trying conditions, it is
becoming increasingly difficult for an industry to
achieve its target profit.

This necessitates the application of a combination of
effective management tools. Globalisation in all
areas of industry requires drastic changes in
company's strategies & operations.

As a consequence of this development, companies
must think & act global with regard to :

* Marketing of products/services

* Development of products/services and

* Manufacturing of products/services.

The key management issues a business should tackle
to attain its desired profit are :

* Sales growth thru' new products

* Quantum reduction in manufacturing costs and

* Compress through-put time.
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To realise this dream and to sustain the
competition, it is important for a firm to develop
new products attractive to customers, to compress
through-put time and simultaneously ensure the
profitability of the organisation. For this purpose, a
firm should carry out systematic target costing
activities from the initial stages of new product
development.

In India with competition accelerating the pace
with each passing day, my organisation M/s
Crompton Greaves Ltd has started focussing on
target costing since 1995. The methodology &
system of integrating "Target Costing and Value
Management" for attaining the target cost for new
product development is discussed in detail in this

paper.

WHAT IS TARGET COST ?

The process of setting the target cost begins with
the use of the deduction method i.e. the target cost
is determined by deducting the desired profit from
the target selling price.

Target Cost = Target Selling Price - Desired Profit

Focus is on "How to enhance value for a given
cost?"

PARADIGM SHIFT IN MANAGEMENT
PHILOSOPHY

In business where competition has become
increasingly severe as a result of lingering
recession, manufacturers must focus their attention
on target cost. So, the management philosophy
should be "Fulfillment of Target Cost is
management itself".

TARGET COSTING JOB STEPS

The principles of profit-oriented target costing can

be summarised as under :

1) By using method of deduction set the target cost
before the start of new product development.

2)The overall target i.e. product specifications,
target cost & launch time should be agreed upon
by the persons concerned.

3) Methods for achieving the target cost should be
systematically established in the development
stages.
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4) A mechanism to evaluate cost and to provide
feedback should be established.

5) Concurrent engineering should be followed right
from the product planning stage.

The key to target costing is to establish a system that
can achieve above goals and to promote its use in all
subsequent developments. From this viewpoint, the
method for promoting profit-oriented target costing
can be classified and divided into the following
steps. These steps will be referred to as the target
costing job steps and are as listed under :

1) Identification of a product & its specifications :

In a competitive environment, one of the keys to
increasing sales and maintaining steady growth is the
development of new products which are attractive to
customers. Doing this successfully requires that the
target market segment of the proposed new product
be determined at the product planning stage. This is
because the concept of every product varies
depending upon the market segment/customer profile
it is going to address. This will facilitate to derive the
product specifications in an appropriate manner.

2) Selling price & sales estimation :

Once the specifications of the proposed new product
have been clarified in the planning stage, it is
possible to estimate the product's selling price and
the projected sales based on the experience, market
feedback & inter-firm comparison.

3) Target profit :

The target profit per unit for the proposed new
product should be fixed by the management.

4) Target cost estimation :

By using the deduction method as explained above,
the target cost for new product should be determined.
Focus should be "Target Cost is the one that should
be realised at all cost by special efforts to ensure the
target profit".

5) Product concept :

Based on selling price target and the market segment
to be addressed, product specifications can be
finalised. This will make it possible to clarify the
features that need to be incorporated in the product
design.

6) Function analysis :

Having identified the features, convert them into
functional requirements using Value Engineering
Technology i.e.

* ]dentify functions

* Classify functions

* Function analysis thru’ FAST diagram







