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Target costing management, although it has been around for a long time, has only recently 
attracted the attention of companies. Its adoption was imposed by the intense competition 
that characterizes today's markets. Nowadays it is imperative for the companies to get 
involved in setting the costs of products and services in a more active and aggressive way 
from one year to the next. The purpose of the research in the present study is the analysis of 
the possibilities of implementing this method within the car manufacturing companies. Two 
research directions were pursued: a conceptual one, through the contribution brought to 
the increase of the knowledge of the managerial accounting and of the way of its 
organization and a practical one, by accessing and respectively the modernization of the 
cost calculation methodology in the mentioned sector. 
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1.		Appreciations	on	the	method	

"A European manager uses cost information to make pricing decisions, while a Japanese manager 
uses price information to control costs." (T.	Tanaka,	Target‐Costing	at	Toyota).	"The goal of every company 
should be to reduce costs in the design phase and act right from the start." (Bruce	Hollingsworth,	Owner	of	
Purchasing	Solutions,	Oregon).	 "Every design decision must be based on whether the customer wants to pay 
for this feature" (Pete	Zampino,	CAM‐I	manager). These are just some of the many positive references to the 
target	 costing method which, if applied correctly, can provide multiple benefits to any business, making it 
possible to reduce costs by 20-30%, depending on the product and market conditions. Target	 costing is a 
vision that differs fundamentally from the traditional way of looking at costs and prices. The fundamental 
equation of the "price	 ‐	profit	margin	=	cost" method highlights that prices are driven by the market or the 
company, which reduces prices to increase market penetration; the profit margin is thus established so that 
the company can obtain income, and the costs are determined according to the prices and the profit margin. 
Target	costing leads a product development strategy, in which the design team focuses on the end user and 
on real market opportunities. This rigorous cost-cutting and management technique helps prevent the launch 
of low-margin products that do not generate adequate revenue for the company, but its greatest value lies in 
bringing market challenges to designers through the production chain. The logic of the method is very simple. 
Taking a look at the future markets, the company establishes the customer segments and takes into account 
the most attractive ones, after which it determines what level of quality and functionality the product will 
reach in each segment, given a determined target price. Following is the design of the supply, manufacturing 
and distribution processes that will allow obtaining the desired profit for this target. By applying the method, 
the company starts from the requirements of customers and their ability to pay, instead of following the 
traditional practice of calculating prices based on costs. Target-costing is an approach aimed at the functional 
analysis of the value-price-benefit-cost ratio. Target costs are based on the rule that the market is the one that 
dictates the selling prices and not the costs of the company. Thus, for a product to be profitable, it must go 
from the price to the target cost. Sales prices must ensure full cost coverage and a share of profit. Thus, the 
general equation of the target costs is:   
 

The selling price - desired margin = the full target cost 
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2.	Possibilities	of	implementation	and	application	
We conducted the research on a product specific to the industry of equipment production- 

"Hydraulic mould"- and modelled the application of the target costing method to calculate the costs of this 
product. 

The technological process through which the product is obtained is organized in flow as follows: 
cutting sheets, profiles, pipes; forging of forged and cast parts; welding assembly; detensioning in the oven; 
blasting; priming; mechanical processing of parts and subassemblies; hydraulic and electrical assembly; 
house samples; possible adjustments, adjustments, setting in parameters; removal; conservation; loading on 
the means of transport. 

Customers who purchase these products are companies with a metallurgical profile that have 
sections for plastic deformation (forging) or cold pressing. The main requirements of the customers 
regarding the product are to correspond to the required characteristics (pressing force, mass dimensions, 
stroke, etc.); to be as reliable as possible; to have a low purchase price; to ensure technical assistance and 
spare parts by the manufacturer, on time and of quality. The product meets these requirements, the main 
issues that are still negotiated are the sale price and delivery time. These two aspects lead to the loss of 
contracts to competitors in countries with an advanced economy. The market price of the press is about 
26,000 lei, and its current cost to the producer is 18,616.31 lei, being composed of direct expenses (raw 
materials, materials, collaborations and labour of direct workers) about 60% and indirect expenses (section 
directors and general directors) about 40%. The current profit is 11,000 lei. 

The product can be broken down into the following subsystems, with the related costs: metal 
structure 12,516.31 lei; electrical installation 2,500.00 lei, hydraulic installation 3,600.00 lei. 

In order to face the competition, the companies resorted to the following measures: cost planning, 
which includes the target costing method; regular cost reporting; budgeting systems; long-term business 
plans. In order to be able to sell its products, the company must reduce its prices in order to reach the level of 
market prices. Thus, the target price of the product will be 26,000 lei, given that the company wants to 
maintain the same level of profit, so the target profit will be 11,000 lei. By subtracting the target profit from 
the target price, a target cost of 15,000.00 lei will result. In order to achieve these cost reductions, the 
company conducted a market study which identified the functions of the product that are most appreciated 
by customers: aesthetics, functionality and strength structure, achieving the decomposition of the product 
according to these criteria. The functions are appreciated with different percentages in the overall utility of 
the product, after which these percentages are transposed into values, as shown in the following table: 

 

Functions	 Percentage	(%)	 Value	(Lei)	

Aesthetics 8% 1,200.00 

Functionality 17% 2,550.00 

Strength structure 75% 11,250.00 

Total 100% 15,000.00 

 
Knowing the value of these features does not provide enough information to the design team and 

suppliers. To create more accurate targets, designers use to define how the various components of the press 
contribute to achieving the functional requirements expressed by customers. Subsequently, the extent to 
which the components of the product contribute to the performance of its functions is established. To achieve 
this, a table that contains the product components horizontally is drawn up, and its functions appreciated by 
customers vertically, and the design team, comparing the functional requirements with the product 
components, allocates different percentages, depending on the contribution of each component to the 
achievement of the functional requirements, as shown in the following table: 

 

  Aesthetics Functionality Strength structure Total Lei 

Value 1,200.00 2,550.00 11,250.00 15,000.00 

Metallic structure 26% 21% 53%   

Hydraulic installation 34% 31% 34%   

Electrical installation 40% 48% 13%   

Total 100% 100% 100%   
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The next step is to calculate the target cost for each component, depending on its contribution to the 
performance of functions appreciated by customers. In this sense, the partial value of each function is 
multiplied by the contribution that the different components bring to its realization. The sum of these 
multiplications generates the target cost of each component, as shown in the table below: 

 

  Aesthetics Functionality Strength structure Target Cost 

Value 1,200.00 2,550.00 11,250.00 15,000.00 

Metallic structure 312.00 535.50 5,962.50 6,810.00 

Hydraulic installation 408.00 790.50 3,825.00 5,023.50 

Electrical installation 480.00 1,224.00 1,462.50 3,166.50 

Total 1,200.00 2,550.00 22,500.00 15,000.00 

 
In the next step, the target costs of the components will be compared to their estimated cost, 

establishing the differences between the estimated costs and the target costs of the components. 
 

  Estimated Cost Target Cost Cost difference 

Metallic structure 12,516.31 6,810.00 +5,706.31 

Hydraulic 
installation 

3,600.00 5,023.50 -1,423.50 

Electrical 
installation 

2,500.00 3,166.50 -666.50 

Total 18,616.31 15,000.00 +3,616.31 

 
As it results from this analysis, the target costs of the Hydraulic Installation and the Electrical 

Installation were estimated above the market price, and the metallic structure is below the estimated cost. In 
order to reach the target cost, action must be taken on the components that have been exceeded. 
In support of this analysis, one can also calculate the target cost index, which expresses the relationship 
between the percentage of components in performing functions and the percentage of components within the 
costs. To obtain this index, the following steps are followed: 
 
1. The product is decomposed into its functions appreciated by customers, in a similar way: Aesthetics 8%; 
Functionality 17%; 75% Strength Structure; Total 100%. 
2. The extent to which the components of the product contribute to the performance of the functions shall be 
established: 
 

 
3. The percentage importance associated to each component is established, multiplying the partial percentage 
of each function with the contributions that the different components bring to its accomplishment: 
 

 Aesthetics Functionality Strength structure Total 

Percentage 8% 17% 75% 100% 

Metallic structure 2.08% 3.57% 39.75% 45.40% 

Hydraulic installation 2.72% 5.27% 25.50% 33.49% 

  Aesthetics Functionality Strength structure Total 

Percentage 8% 17% 75% 15,000.00 

Metallic structure 26% 21% 53%   

Hydraulic installation 34% 31% 34%   

Electric installation 40% 48% 13%   

Total 100% 100% 100%   
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Electrical installation 3.20% 8.16% 9.75% 21.11% 

 
4. The analysis of the costs and of the percentage importance associated to each component in the 
accomplishment of the functions is performed: 
 

Components Estimated Cost Cost Percentage Components  
Percentage 

Target Cost Index 

Metallic 
structure 

12,516.31 
   

Hydraulic 
installation 

3,600.00 19.34% 33.49% 1.73% 

Electrical 
installation 

2,500.00 13.43% 21.11% 1.57% 

Total 18,616.31 100% 100%   
 

The significance of the target cost index can be interpreted as follows: 
 if the index is less than 1, the components are too expensive from the customer's point of view, because 

the functions become achievable only at the value of 1; if the index is higher than 1, it means that the 
customer puts too much price on the functions performed by the components, and the company must 
mobilize to find ways to improve the function. 

This analysis shows that the metallic structure is too expensive from the customer's point of view, 
and the electrical and hydraulic installation are overestimated. This overestimation also results from the fact 
that the upgrades requested by the customers refer only to these two components. 
	
3.	Research	results	

Based on the results of the two analyses (which actually indicate the same thing), the company must 
look for ways to reduce the cost of the metallic structure. For this, a multifunctional team was formed, which 
established the following cost reduction solutions: 

 Negotiation with direct suppliers of raw materials and materials (metal sheets, castings and forgings, 
etc.), which can lead to a discount of up to 10%, representing 1,200 lei according to the market prices in 
the analysed period. 

 Decreasing the net weight of the machine by up to 5%, by designing more supple shapes, but which can 
withstand the demands imposed, can lead to a saving of 10 tons (approximately 500 lei). 

 Reduction of the degree of processing by using welded constructions instead of cast and forged parts, but 
it has a lower percentage in cost reduction efforts, reaching up to 8% (about 800 lei). 

 Reduction of costs by internal organization, reduction of stagnation times, waiting times, use of 
processing regimes with high-performance tools, organization of work on technological flow (processing 
line), reduction of the number of manipulations, reduction of processing additions, automatic welding 
and so on can contribute to reduction of costs by up to 7% (max. 1,116 lei).  

 Through all these cost reductions, the company reached the level of the target cost, managing to 
reduce the costs by 3,616.31 lei for the metallic structure. 

The study shows, among other things, that, customers overestimate the other two components 
(electrical installation and hydraulic installation), being willing to pay even more for them; in this case, the 
company must mobilize to find ways to improve them. The modernization of the electrical and hydraulic 
installations is very opportune, but the production not being assimilated (they are received through 
collaboration) cannot be acted upon. However, there would be a possibility to modernize the facilities 
following the collaboration between the company's designers and those of the suppliers, who will unite their 
efforts to find the best opportunities to modernize them. 

 
4.			Conclusions	

The purpose of the Target Costing method is to ensure adequate profits through simultaneous profit 
and cost planning. In achieving this goal, the basic characteristics of the method have a special importance, 
which are the following: it is a market-oriented calculation method, where the target costs are established by 
first determining the competitive market price, from which the profit rate is deducted; it is a customer-
oriented calculation method, which means that cost analysis focuses on customer requirements for quality, 
product sales price and delivery time (target cost must not only achieve the target profit, but also maintain 
the competitive dimensions of the product); it is a project-oriented calculation method (product design is the 
key to cost reduction efforts, knowing that 70-80% of costs are incurred at the design stage, although only 10-
20% of costs are consumed at this stage; at the design stage, it eliminates costly features and minimizes the 
need for further changes after production begins); it uses multifunctional teams, consisting of design and 
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manufacturing engineers, sales and marketing representatives, materials supply, accountants and service 
representatives, who are unanimously responsible for obtaining the target cost; is a calculation method 
oriented towards the product life cycle; it involves the entire value chain, consisting of suppliers, distributors, 
service, which helps reduce costs (the system involves an active collaborative relationship, where cost 
reduction techniques are used by all members involved). 

The listed characteristics distinguish the target costing method from the traditional methods. The 
latter start from the cost, to which is added the rate of profit to obtain the market price. If the market does not 
want to pay this price, then the company is trying to reduce costs. Target costing starts from the market price 
and a planned rate of profit, establishing an allowable cost. 
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