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P lllustration of Target Costing

This picture shows a real company’s target costing
process for a new product.

Target Cost Analysis . . . .
B The first step in the target-costing process is to
Ero determine the market price seted by the market .
Structure . .
el e e Management also sets a desired gross margin for
ety M vagn [N Target the new product. The market price less the gross
Markeh) | (etby U TS Cost margin is the target cost for the new product.
........ Structure
—————————————— -— ..
Part A The existing cost structure for the product has
o Part C three parts, requires direct labor, and has four
arge . -
i Cost Reduction Methods e types of indirect costs.
_ Cost « Value Engineering Labor ; )
(Pf'ﬁa%iﬁiﬂss (During design and development) T Using three cost-reduction methods, the planned
- Kaizen Costing o cost reductions were adequate to reduce costs to the
(During production) W targ et.
« Activity-Based Management Cost3
(During all stages of product life) Indirect
Cost 4
“Each indirect cost is assodiated with an indirect activity. Indirect Cost 1 was eliminated in the cost reduction process.

For example, Company reduced the cost of parts by changing the design of the product so that it could use part C in place of part B.
The company also asked suppliers of parts A and C to reduce their costs. Design and process engineers were also able to eliminate
the activity that generated one type of indirect cost (Indirect Cost 1).
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The VE techniques reduce product costs without sacrificing perceived customer value. These techniques trim the

fat from product designs that customers are not willing to subsidize.
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> B3 : Benefits of VE

improve ability to A VE program in your

v’ manage projects v innovate organization will provide your

. staffs with a definitive tool to
v solve problems v communicate improve value in any product,

project or process.

A typical VE study involves a multi-
disciplinary team at a workshop

lasting three to five days. , ,
The payback from the investment outcomes of some of MTO's VE studies

in VE normally exceeds 10:1. v' cost savings v schedule

v risk reduction improvement
v iImproved designs
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