
TARGET COSTING LIFE CYCLE COSTING SYSTEMS

Ken Garrett explaines target costing and lifecycle costing, and gives vital to use value (perhaps elements of the
suspension system) and others which endow.

A committed cost is a cost that will be incurred in the future because of decisions that have already been made.
He should also have clear understanding of methods of assessing the uncertainties associated with cost
estimation. The company would be unwise to try to reduce costs by economising too much on packaging.
Stage 3: Implementing and Monitoring: Implementation of the Life Cost Analysis involves the continuous
monitoring of the actual performance of an asset during its operation and maintenance to identify areas in
which cost savings may be made and to provide feedback for future life cost planning activities. It is also
considered as a way to enhance the control of manufacturing costs. Make the detailed schedule with regard to
planning of time period for each phase, the operating, technical and maintenance support required for the
asset. Many costs will be linked. This enables decisions on acquisition, maintenance, refurbishment or
disposal to be made in the light of full cost implications. Simulation for overall group profitability can help to
make sure achieving group target. Stages of Product Life Cycle Costing: Following are the main stages of
Product Life Cycle: i Market Research: It will establish what product the customer wants, how much he is
prepared to pay for it and how much he will buy. In addition, simulation helps estimate results rapidly for
dynamic process changes. Changes may also be required to the cost breakdown structure and cost elements to
reflect the asset components to be monitored and the level of detail required. Similarly, if a company is trying
to reduce the costs of manufacturing a car, there might be many components that could be satisfactorily
replaced by cheaper or simpler ones without damaging either use or esteem values. For example, if you are
selling perfume, the design of its packaging is important. Stage 2: Life Cost Analysis Preparation: The Life
Cost Analysis is essentially a tool, which can be used to control and manage the ongoing costs of an asset or
part thereof. In effect, target costing is a proactive cost planning, cost management , and cost reduction
practice whereby costs are planned and managed out of a product and business early in the design and
development cycle, rather than during the later stages of product development and production. The automotive
and camera industry are prime examples for how customers affect target costing based on their exact
requirements. Unlike linear point-based design, set-based design narrows options to the optimal one by
eliminating alternatives simultaneously defined by user constraints. Meaning of Life Cycle Costing 2. The
second step is to discipline this target cost process, including monitoring the relationship between the target
cost and the estimated product cost at any point during the design process, applying the cardinal rule so that
the total target costs at the component-level does not exceed the target cost of the product, and allowing
exceptions for products violating the cardinal rule. MC method has been shown to be effective in determining
the impact of financial uncertainties in project performance. However, some factors play a specific role based
on what drives a company's approach to target costing. LCC Model is basically an accounting structure which
enables the estimation of an asset components cost. Higher number of products has a direct correlation with
the benefits of target costing. Benefits of Product Life Cycle Costing: Following are the main benefits of
product life cycle costing: i It results in earlier action to generate revenue or lower costs than otherwise might
be considered. Cost pressures on suppliers can drive target costing if the buying power of firms is high
enough. For example, the design will largely dictate material, labour and machine costs. Life Cycle Costing
adds all the costs over their life period and enables an evaluation on a common basis for the specified period
usually discounted costs are used. Targets are set for the operating costs and their frequency of occurrence
based initially on the estimates used in the Life Cost Planning phase. However, there will be some components
that are vital to use value perhaps elements of the suspension system and others which endow the product with
esteem value the quality of the paint and the upholstery. An emphasis on the planning and design stage. Life
Cycle Cost LCC of an item represents the total cost of its ownership, and includes all the cots that will be
incurred during the life of the item to acquire it, operate it, support it and finally dispose it. For example, costs
could be driven down by increasing batch size, or reducing the number of components that have to be handled
by stores. This is done by using risk analysis tools, pull planning and rapid estimating processes. One involves
reviewing the design process to find out why the target cost was unachieved. Determination of the LCC for an
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asset in order to assist planning, contracting, budgeting or similar needs. Life cycle costing involves tracing
cost and revenues on a product by product base over several calendar periods. For example, it may be better to
replace an expensive building component with a more efficient solution prior to the end of its useful life than
to continue with a poor initial decision. Factors influencing product-level costing[ edit ] Product strategy and
product characteristics affect product-level target costing. There are a variety of practical VE strategies,
including zero-look, first-look and second-look VE approaches, as well as teardown approaches. The perfume
could be held in a plain glass or plastic bottle, and although that would not damage the use value of the
product, it would damage the esteem value. Thus, it is necessary to adjust the unachievable allowable cost to
an achievable target cost that the cost increase should be reduced with great effort. Frequent redesigns lead to
the introduction of new products that have created better benefits to target costing. The concept of value
engineering or value analysis can be important here. Each phase of the product life-cycle poses different
threats and opportunities that may require different strategic actions.


