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Peeling the Target Cost and CAIV Onion

Target Cost anc

The last brief TOC/CAIV Reationships

We're
headed here



A Brief History of Target Cost



The Evolution of Target Cost

Target costing began in Japan in the 1960s

“*Japanese industry took a smple American idea called
and transformed it into a dynamic
cost reduction and profit planning system.”

**_ —:“ Tar get Codti ng
(Ansari, Bell)

Japanese target costing developed, matured,
and spread over a twenty-year period

“*Cost management isgoing to be for the automobile
Industry in the 1990s what quality control wasin the

1970s and ‘80s.” =, Toyota Annual Report, 1993
’ (S. Toyoda, T. Toyoda)
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The Revolution of Target Cost

Responseto therevolution in business environment,
which has become mor e competitive, rapidly changing,
unforgiving of mistakes or delays, and demanding

Paradigm shift from cost plusto price minus
Enterprise-wide system of strategic cost management
and profit planning

Startling idea that it ispossible to smultaneoudly:

— Improve quality

— reducecycletime

— reduce cost

"BETTER, FASTER, CHEAPER”




Confrontational Cost M anagement

o Confrontational Cost Management isa strategy

employed by L ean Producers —
| . wasmie  Target Costing
The Maximum  Price (Cooper,
allowable Slagmulder)
: . ~
Survival price ™
zone Minimum _ f/\\
feasible price ™ A\ Minimum
. \ allowable
Minimum quality
Maximum aIIO\_/vabI_e Maxi
feasible functionality faX”'TE,Tm
functionality eaS|_ )
\ qua“ty
Functionality Quality



L ean Enterprisesvs. Mass Producers

« “Theemergence of thelean enter prise changesthe
shape of the survival zone.”

Price
Cost Leader
Differentiators A (Mass
(Mass / 1\ P producer)
producers) T—~__ / | \ e

Lean
enterprises

™

Functionality Quality




TheTheory of Target Cost



Target Costs - Examples[1]

e Texaslnstruments
— “Ddiver ahand-held calculator for $100.”

e DEC station 3100:
— “Break the $1000/MIPSBarrier.”

e Kodak FunSaver Camera:
— “Sold between $13-$18.”

Kodak




Target Costs - Examples|?2]

e Ford 1989 Thunderbird:

— “Tryingtomakea BMW (5 series) that could
sall for $15,000.”

e HP DeskJet Printer:

— “Develop alaser quality printer for under
$1,000 retail.”




Target Cost Definition

e Target costingisa system of profit planning and cost
management that is:
— Priceled
— Customer focused
— Design centered
— Crossfunctional
— Life-cycleoriented
— Value-chain based

ms=ks Target Costing
(Ansari, Bell)




Price Led Costing

o Cost targetsare set by subtracting the required profit
mar gin from the competitive market price
— Market prices define product and profit plans

— Theprocessisdriven by active competitive intelligence and
analysis

C=P-p

g N

target cost target profit
competitive market price



“Cost Plus’ vs. “Price Minus’

o Algebradoesnot imply finance
 Two fundamentally different paradigms

A N

target profit
competitive market price

/ P«Cf+p\

resultant price target profit

cost



Focus on Customers

 The*Voice of the Customer” is paramount and
represented continuoudly throughout the process
— VOC isan applicable tool

o Customer reguirementsfor quality, cost , and timeare
simultaneously incor porated in product and process
decisions and guide cost analysis

— Quality Function Deployment is an applicable tool
* Product feature and function enhancementstake place
only if:
— they meet customer expectations
— customersarewilling to pay for them
— theadditions enhance market share or salesvolume



Focus on Design

Product and process design iskey to cost management
— Manage costs before they areincurred rather than afterward

— Challenge engineerstolook at cost impact of designs
» “gstate-of the-market” technology vs.
» “gstate-of-the-art” technology

— All functional representatives should examine designs before
production

— Simultaneous engineering of products and processes
— Process Management isarelevant tool

... In short, the | PPD approach!



Cost Profilesfor Manufacturers

100% Committed Costs

Costs are committed
long beforethey areincurred

50%

Incurred Costs

Distribution

Concept Design Production  Service & Disposition

Develop



Cross-Functional I nvolvement

Integrated Product and Process Teams (IPTS)

Interdisciplinary:

— design and manufacturing engineering

— production

— salesand marketing

— materials procurement
— Ccost accounting

— service

— support

Include “outside” participants:

— suppliers

— customers

— dealers

— distributors

— service providers
— recyclers

Note: The most common
failing of IPTsis
unbalanced representation

Supporting infrastructure

az=K Target Costing Best
Practices Study




Life-Cycle Orientation

e Goal isto minimizethelife cycle costsfor both the
customer and the producer
— buying, operating, using, repairing, disposing
— development, production, marketing, distribution, support,
service, disposition



Value Chain I nvolvement

Diffuse cost reduction effortsthroughout the “value
chain” [i.e.,, the full multi-tiered set of suppliers| by
developing a collaborative relationship with all
member s of the “ extended enterprise”

|nvolve suppliersin design
L ong-term and mutually beneficial relationships

Characterize the value chain:
— Nature and number of suppliers
— Distance from the producer

Expected Contributions

— Better focuson customer requirements

— Provideinput and ideas early in the concept formation stage
— Eliminate non-value-added activities

— Pursue standardization



Enterprise Applicability - Products

Well suited for:
— High product complexity

— Incremental innovation

— Long development cycles

— Largeinvestments

— Horizontal integration

TC increases the importance of Systems Engineering as
the design departsfarther from the traditional

TC isneither easlly, nor quickly done

TC strategy must pervade the organization
— It’snot areligion, but it isa discipline!



Enterprise Applicability - Industries

e Usageby industry (in Japan)

— Transportation equipment 100%
— Electrical/electronic 88%
— Machinery 83%
— Finished materials 31-67%

e Industry leaders(in the U.S)
— Boeing, Chryder, Caterpillar, etc.

@_ﬂﬂflﬂﬂ :

4> CHRYSLER
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TheTarget Cost M ethodology



Target Costing in the Product

Development Process
TheCore CAM-I Model

Voice of the Customer

Establish Tar@—»
Mar ket
Resear ch Attain Target Costs

Competitive Product E:)?\C(I:Zgi Pr.oduct Production
P etz Strategy and P A » Designand P and
Profit Plan o Development L ogistics
Feasibility :
Competitive
Intelligence <«——Product Development Cycle———»

Extended Enterprise Participation

a==4; Target Costing Training Seminar
" (M. Weber, Dec ‘97)




Attaining Target Costs

Compute <Desi gn Costs Out>
Cost Gap

Perform
» Value YA
Initial Cost N Compareto > Design Engineering Estimate
Estimates Target Costs Product/ e form Achievable
Processes Cost
| A P
Analysis
Release Undertake
Actual
$» Designto [P Continuous > o
Production | mprovement

2249 Target Costing Training Seminar

(M. Weber, Dec *97)



Cost Planningin TC

Deter mined
by market factors

N\

Allowable
Cost

Continuous
| mprovement
Pr ocess

m=ks Target Costing
(Ansari, Bell)

Deter mined by
current structures
and processes

| nitial
Cost
Estimate

Value
Engineering
Pr ocess



Balance of TC Goals

The proper balance of values must be achieved

Recurring Unit Cost

Non-Recurring C

$100K =11b.

The interactions of variables must be watched

=224 Boeing North American/Rocketdyne
briefing (G. Toyama, Mar ‘98)




Results of Target Costing



TC Results

 |Istheresult from TC of the order of magnitude needed for

CAIV & TOC? Some examples:

— Japanese TC:

o Upto 13-17% continuing annual cost reduction

— Rocketdyne RS-68

* 50% Production Unit Cost reduction
* 65% non-recurring cost reduction
* 60% time to market reduction

— Boeing Scandanavian Belly loader

e 72% cost reduction
— Boeing 757-300
» 43% cost reduction

Answer: It Is on the
scale needed

— Mercedes-Benz M -Class
e 12% minimum ROI achieved

ms=4 |nternational Congresses
on Target Costing




Target Cost (and thus TOC/CALIV)
In Practice



TARGET COSTING

Best Practices Study

Researchers
Dr. Shahid Ansari, California State University Northridge
Dr. Jan Bell, California State University Northridge
Dr. 1I-Woon Kim, University of Akron
Dr. Dan Swenson, ldaho State University

Statisticians
Peter Braxton, Navy ACE
Richard Coleman, Navy ACE

(CPA

Study sponsors:
Consortium for Advanced Manufacturing - International (CAM-I)
American Institute of Certified Public Accountants (AICPA)
The University of Akron, Ohio




Target Cost Survey

http://www.cam-i.or g/T C/index.html

CAM-I Target Costing Best Practices Survey
— Onecomponent of Target Costing Best Practices Study

— Study also included sitevisitsto American and Japanese
companies

— Final report issued March, 1999

120 Respondents:

— 48“Adopters’

— 72 “Non-Adopters’

Company information (confidential)

34 multi-part questions, many “onethrough five’ type
— Not Important, ... , Very Important
— Strongly Agres, ..., Strongly Disagree




Survey Form

TARGET COST -- BEST PRACTICES SURVEY

Sponsored by:

The Consortiim for Advenced Wanufacmiring - Tinternational

Tl Amierican Trstitite of Cerdified Public Acconntints
The University of Akron, (bhio

RESPON DANT INFORMATION

Company Name

Name of person completing survey

Title




Survey - Statistical Analysis

o Statistical analysis by Peter J. Braxton, Heather F.
Chelson, and Richard L. Coleman
— t test for difference of means
— chi squaretest for difference of “profiles’
— sign test for significance of trends
— Spearman and Kendall testsfor correlation
— alpha=0.05



Survey Results L egend

= Statistically Significant

[:E = Correlation

= No Correlation

- = Aerospace and Defense (statistically significant)

4. = Chart (supporting graphic)




Who Are They?

Characterization of Respondents



SS

SS

Respondentsand Thelr Companies

Primarily Finance [51%] and Engineering [20%]
Primarily representing Division [33%] or entire
company [36%]

Primarily from Aerospace & Defense [20%],
Electrical/Electronics[16%], and Other [21%]
Aerospace & Defense single biggest Adopter category
[30%]

Different “ production profiles,” with Adopters

favoring Fabrication or Assembly [68%] and Non-
Adoptersfavoring Process Manufacturing [44% |

L arge business units (2000+), with Adopters coming
from unitsof larger average size

1] 15D




Business Environment

o Adoptersface a more competitive environment when in
comesto producing “ better, faster, cheaper” products,
placing mor e importance on

— beating competitorsto market with new products

— providing more and better features

— providing morereliable, longer-lasting products, and
— providing the lowest priced products

* Adopterscome from high-profileindustries:
— higher rate of growth of industry sales
— higher barriersfor competitorsto enter market
— greater reliance on highly skilled production work force

e Both Adoptersand Non-Adopters face competitors who
offer smilar products



Customers

e Adoptershad moreloyal and sophisticated customers:

— greater customer loyalty

— greater ability of customersto detect differencesin product
quality and functionality

— greater ability of customersto articulate futurerequirements
 Nodifferencein rate of change of customer tastes



Corporate Values

o Valuesof teamwork and continuous improvement
Important at both the corporate and business unit level

« Adoptersshowed trend of valuing innovation more at
the business unit level

— Also greater willingnessto experiment with new ideas

o Adopterssolicit and implement employee suggestions
mor e on the cor porate level
— corroborates site visits
jéj Aerospace and Defense Adopter s valued teamwor k
mor e than Non-Adoptersat both the corporate and

business unit levels



Cycle Time

* Product development timesfairly short [75+% under 3
year g

 Adoptershavedightly longer product development
times, dlightly shorter modification and redesign cycles

/ﬁé’y Aerospace and Defense Adopters have longer average
product development timesthan other Adopters



What Do They Do?

The Six Key Principles of Target Costing:
Practicing What They Preach



Key Principlesof Target Costing

Price-led costing
Customer focus
Design driven
Cross-functional
Life-cycle costing

Value chain

No clear difference
Adopters more customer focused

Adoptersstart costing in design

Adoptersuseteams more
No overwhelming difference

Adoptersinvolve suppliersmore



Pricing Methods

o Traditional methods (i.e., cost plus profit margin) most

prevalent in pricing
o Adopterspriced to beat competitor mor e often

J}é{ Among Adopters, Aerospace and Defense even more so
— Target pricing?
— Price-led costing method, with competitor's prices serving as

short-cut to market research?
 AreAdoptersreally treating Cost Asan | ndependent

Variable?




Customer Relations

e Adoptersshowed more customer involvement:
— seeking customer input during the design phase
— collecting customer data using formal methods

— analyzing and disseminating this information throughout the
company.



SSK
SSH

SSE
S [ ]

Value Chain

Adopters showed trend of greater supplier involvement

Adoptershad greater coordination with supplierson
both product and process design

Adopters had greater internal cooperation

Adoptershad input from dealersand resellers on both
design and customer requirements



SS

SS

Cost Estimating

Adoptersincluded cost estimates for all elementsand
phases at |east as often as Non-Adopters

Adoptersestimated Pre-production Costs and
Distribution and L ogistics Costs mor e often

Adoptersestimated Concept Development costs more
often

Only area in which Adoptersdid not outstrip Non-
Adopterswasin estimating Disposal costs



Why Don’t They Do It (Better)?

Barriersto Implementing and Improving
Target Cost



Barriersto Target Cost

 Non-Adopterscited:

— lack of familiarity with Target Cost

— perceived irrelevance of Target Cost

— presence of more pressing problems
 Non-Adoptersalso cited:

I:: — lack of resourcesto implement
— Importance of other initiatives

@T Adopterscited negative impact of missing targets
e Adoptersalso cited inverse problem of norewardsfor
achieving targets
* Buy-in by top management iscrucial:

®: — Lack of top management support
— Increased overall profitability [main benefit]




How Do They Do [t?

Target Costing Toolsand Practices



|mplementation of Target Cost %

The maturity of Adopterswas bimodal:

— about onefourth over 5years

— about one half 1-3 years

Decision to implement Target Cost made at various
levels

— Corporate, Group, Business Unit

Depth of implementation varies
— Oneor certain products, up to corporation-wide

No “incorrect” formulaefor setting target costs (i.e., all
wer e variants of subtracting desired profit margin
from priceto determine cost)



Target Costing Tools[1] %

Cross-functional teams (I PTs) for problem solving

— Single most used tool Listed from most used
— Correlated with all other tools to least used

Multi-year product & profit planning

DTC (cost objectives, goals, and thresholds throughout)
DFMA (optimize interactions)

Continuous I mprovement activities (Kaizen)

TQM Used significantly @
Benchmar k| ng Aerospace & Defense

Value Engineering (includes performance trades) }%
Competitor cost analysis
QFD (document and under stand requirements)

Trend of Adopters using all 13 tools more!



Target Costing Tools [2]

e Certaintoolsdid not show significant differences
between Adoptersand Non-Adopters, nor werethey
correlated strongly with other tools:

— Activity-Based Costing/M anagement (ABC/ABM)

— Cogt tables Used significantly less by
Jfé Tear down analysis/Rever se engineering Qﬁpace . De@
e Integrated Data Environment (I DE) was not asked on

the survey
— PEO(ARBYS) IDE survey offers some insight

 No correlation between tools and maturity




Tool Familiesfor Target Costing

IPTs

Prod
Prof

QFD

Bench-
mark

Kaizen

DTC

VE

DFMA

TQM

Comp
Cost

TOOLS




Supplier Involvement

Two thirds of Adopters mandated targetsfor suppliers,
though often only for critical or costly parts

Supplier training less prevalent

— half of Adoptersprovideinstruction in Value Engineering,
fewer in other areas

No American equivalent of Keiretsu
Supplier integration still an area for improvement



Target Cost Teams

« Teamingisvital to Target Costing
» Team participation |45
— Design Engineering
— Operationgmanufacturing

— Accounting/Finance
— Purchasing
— Product Planning

e Uneven participation in teams seemsto be a problem at
thistime

 Thosewho participate most seem to regard the process
as most successful

& Aerospace and Defense has mor e involvement from
Operatlons/M anufacturing, less from Sales/M arketing.

ﬁﬂ/



Sophistication of Target Costing

Most Adoptersestablish targetsfor all modelsin
product line[60%]

Most Adoptersestablish targetsfor all partsand sub-
components of the product [59%]

Almost all Adoptersestablish targets for development,
direct materials, and purchased parts[80+%]

Most Adoptersdid not establish targetsfor distribution
and logistics, selling, and service and support costs



Monitoring of Targets

o Adoptersreport thorough monitoring of cost targets
 When targets are missed the most common responses
are“quick fixes’:
— Increasethe product'sprice
— reducethe product's profit margin
 Adoptersvery rarely drop the product altogether

Q/%L Aerospace and Defense Adoptersmore likely to drop
the product




Metrics and Rewards

 Adoptershavedonevery littleto explicitly link metrics
of employee performance or employeerewardsto the
target costing system

 Any metrics put into place have yet to gain wide
acceptance



How Are They Doing?

Benefits of Target Costing



Benefitsof TC %

: - Listed from most achieved
ncreased overall profitability 10 least achieved

Reduced manufacturing costs

Reduced the costs and new products before
manufacturing

Met or exceeded customer expectationsfor our
oroducts

Reduced the cost of purchased materials

Resulted in product features and functions that
customersvalue

Developed a mor e profitable product mix

Decreased the number of design changes after
oroduction begins

Reduced thetimerequired for new product
Introduction




Value Chain Benefits

o Target Costing positively impacted the value chain:
— suppliers, dealers, and retailersinvolved in design
— improved working relations within the business unit
— Increased contacts and inputswith customers

f\i Customer relationsimproved more in Aerospace and
Defense



Room For Improvement

Target Cost still relatively new to the United States, not
completely under stood
— Possible confusion with DTC and DFM

Effective cross-functional teaming remains a problem

Price-led costing and discipline
— Eliminate use of Cost Plusinstead of Price Minus
— Minimizerelaxing of targets, drop productsif necessary

Supplier integration continuesto be a major gap for
most Adopters

Little attention to “total system architecture’ in terms
of supportive performance measures, rewards, training
and information systems

Implications for cycletime unclear



The Bottom Line

« Even with imperfect implementation, Target Costing
has (convincingly) yielded benefitsto its practitioners!



Deter mining the Small-Program Cutoff
How bigisan ACAT III/IV In FTE?

Size: ACAT I lower
bound - DoD 5000 <er $135M RDT&E $640M Proc.
% Workforce: NCCA | |
Standard Factors % 30% H/W 80% H/W
Manual, 1992 — I I
Duration: 5 5Yrs 7Yrs
Assumption 3

s | |

. =

Salary: S O] | $120K/Work Yr $120K/Work Yr
Approximation

0 v v
Answer 5 180 FTE 228 FTE
Workforce size g

Answer: Under-200 FTE isabout right for ACAT I[1I/1V
But there wereonly 2 Adopters of that size
S0 a cutoff of Under-500 was chosen
Thisgave us 5 adopters - sufficient for inferences, close enough for application




Small Programs

Business and cor por ate environment:

— Lower market share, less pressure on profit margins, lower
barriersto enter market (12adf)

— Shorter product development times (4)
— Greater willingnessto experiment with new ideas (10a)
— Morepressing problems (18c)

Lesslikely to reduce profit margin, morelikely to
reducereliability/longevity (27bd)

Estimate Distribution/L ogistics costs more (7d)
Increased role of suppliersin design (29b)
Moretargetsfor purchased parts (34b)



Where Do We Go From Here?

e Implementation guidance

— CAM-| Diagnostic Tool ready for release

» Each of three areas scored by diagnostic questions and displayed on a
spider chart:

— Principles
— Cultura/infrastructure
— Processes/Tools
— Navy ARO efforts
AR@ « DAU QAIV coursg |
- o CAIV implementation policy
 TOC and CAIV implementation guidance and training

 References
— CAM-| Target Costing bibliography (related disciplines)
— Navy ARO TOC Knowledge Share Space on the Web




Charts



Functional Area of Respondents

Other
14% P Engineeting

20%

Purchasing
9%

Marketing
3%
Manufacturing
3%

Finance
91%




Per spective of Respondents

Single Dept Project or
or Function Program
3% 9%
Entire Mul_t_lp_.le
~Facilities
Company 59
36% °
Product Line
4%
Multiple Division
Departments 33%
9% Single
Facility

2%




Estimated cost
plus profit margin

What the market
will bear

Meet competitor's
price

Beat competitor's
price

Achieve target
market share

Adjust last year's
price for inflation

Pricing Methods

0%

10%

20%

30%

40%

50%

60% 70% 80%

90%

100%

&

ONot At All
B Somewhat
UModerately
UMostly

B Extensively




Target Cost Adoption
Under a different name H

well established [ NG

Recently started, not fully implemented [ N

Planning to implement in future

Attempted but abandoned :|

Considered but did not decide

Considered but did not implement

1<

Never seriously considered TC

Not sure

45




Adopter Tools
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TOOLS
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100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

Team | nvolvement

B

.

Bl Extremely
Involved

1 Very
Involved

Design Engineering ]

Operations/manufacturing .

Accounting/Finance

Purchasing

Product Planning

Sales/Marketing

Quality Assurance

Service engineering

Distribution/Logistics

[1Moderately
Involved

Bl Somewhat
Involved

1 Not
Involved

Average




Responsesto Missed Targets

Reduce the
product's profit
margin

Increase the
product's price

O Rarely
Reduce the B Occasionally
product's features O Sometimes
or functionality 0 Often
i B Very Often

Drop the product

Reduce the
product's
reliability/longevity

0% 20% 40% 60% 80% 100%



1<

Target Costing Benefits
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Related Briefs and Papers

“I'mplementation of an initial CAIV and TOC Process
In the Navy's ACE” (Coleman, Gupta, Blackburn, St.
L ouis), 1998 | SPA/SCEA Joint International
Conference, awar ded Best Paper on Acgquisition Reform

“Processes for Reducing Total Ownership Cost: CAIV
and Target Costing,” 1999 | SPA/SCEA Joint
Inter national Conference



Briefings Given [1]

M « CAPT JeanneVargo, Navy Acquisition Reform
Office (ARQO), Total Ownership Cost (TOC) Team
L eader, Monday, February 22, 1999

:if"-“é « TOC/CAIV Workshop 99-1, Navy Acquisition
Center of Excellence (ACE), Wednesday, February
24, 1999

« Mr.MikeD. Roberts, Navy Acquisition Reform
Office (ARO), Cycle Time Reduction Team L eader,

— Monday, March 8, 1999

&= . DD 21 Gold Team, Wednesday, March 17, 1999

o SCEA Luncheon, Thursday, March 18, 1999
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The Socferty of Co !E! nating and Analysis



Briefings Given [ 2]

o Defense Systems M anagement College (DSM C),
Advanced Program Management Course (APMC),
CAIlV Elective, Thursday, March 25, 1999

Good afternoon and welcome to the

15e-Systems Management College
o Defense Systems M anagement College (DSM C),
Executive Program Management Course (EPMC),
Thursday, April 1, 1999

e 1999 |SPA/SCEA Joint I nternational Conference,
San Antonio, TX, June9, 1999

Bl

The Socfety of Cost Estimating and Analysis




Briefings Given [ 3]

e, * TOC/CAIV Workshop 99-2, Navy Acquisition
=<  Center of Excdlence (ACE), Wednesday, July 28,

IIIIIIIIIIIIIIIIIIIIIIIIIIIII

o Joint ISPA/SCEA Southern California Chapters
Wor kshop, Wednesday, August 25, 1999

'||||i"'" 0 oo I"l
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The Socfety of Cost Estimating and Analysis
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9‘“@"@ « TOC/CAIV Workshop 99-3, Navy Acquisition
ACOULSITINN CENTER OF EXCELLENCE Center Of Exce”ence (ACE), Thursday, November
4, 1999
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TC Tools - Definitions

 Designtocost (DTC): A method to ensurethat product
designs meet a stated cost objective. Cost isaddressed
on a continuing basis as part of product or process
design. Thetechnigue embodies early establishment of
realistic but difficult cost objectives, goals, and
thresnolds and then manages the design until it
conver ges on these obj ectives.

 Design for manufacture and assembly (DEMA): A
simultaneous engineering processthat optimizesthe
relationship between materials, manufacturing
technology, assembly process, functionality, and
economics. |t seeksto ease manufacture and assembly
of partsor eliminate parts.




TC Tools - Definitions

 Valueengineering: A systematic method of evaluating
the functions of a product to determine whether they
can beprovided at a lower cost without sacrificing the
features, performance, reliability, usability, and
recyclability of the product. Generally used at the
design stage of a product to improve customer value
and reduce costs befor e production has begun.

Required by OMB Circular No. A-131

o Quality function deployment (OFD): A structured
matrix approach to documenting and under standing
customer requirements and tranglating them into
technical design characteristicsfor each stage of
product development and production.




TC Tools - Definitions

e Total quality management (TOM): An approach that
focuses all organizational resources on achieving
guality throughout the value chain. Emphasisison
guality from the customer’s point of view. Cost should
be reduced as product failures and follow-on customer
servicereguirementsarereduced.

 Benchmarking: The process of investigating and
Identifying “ best practices’ and using them as a
standard to improve one' s own processes and activities.

e Continuousimprovement program: A program to
continuously and incrementally improve yields,
eliminate waster, reduce response time, smplify design
of both products and processes, and improve quality on
a continuous incremental basis.




Other Tools - Definitions &

Activity based costing (ABC): A method of costing in which
activitiesarethe primary cost objects. ABC measures cost and
performance of activities and assigns the costs of those activitiesto
other cost objects, such as productsor customers, based on their
use of the activities.

Activity based management (ABM): Theuse of activity cost data
to manage activities. The purpose of ABM isto analyze whether
activitiesare of (add) value to customers and how they can be
performed to maximize customer value.

Cost tables: Data bases of detailed cost information based on
various manufacturing variables. cost tablesrepresent an easily
accessible sour ce of information about the effect on product costs
of using different productive resour ces, manufacturing methods,
functions, product designs, and materials.




Value Engineering
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OMB Circular No. A-131

 The Office of Management and Budget (OMB) says.

“Federal agencies shall use VE as a management toaol,
where appropriate, to ensurerealistic budgets, identify
and remove nonessential capital and operating costs,
and improve and maintain optimum quality of
program and acquisition functions. Senior
management will establish and maintain VE programs,
procedures and processesto provide for the aggressive,
systematic development and maintenance of the most
effective, efficient, and economical and
environmentally-sound arrangementsfor conducting
the work of agencies, and to provide a sound basis for
Identifying and reporting accomplishments.”




| DE Survey - Background &

|ntegrated Digital Environment (I DE) survey, Project
Executive Officer for Acquisition Related Business
Systems (PEO(ARBYS)) | -

Conducted early 1998

Distributed to all Navy and Marine
acquisition programs

152 of 450 responded, at least onefrom
each PEO

Draft report, September 23, 1998

DoN IDE websgite at
http://www.peoar bs.navy.mil:81/TopL evel/index.htm




IDE Survey - Overall Findings

 Sixlevelsof IDE defined in Navigating the Digital

Environment: A Program Manager's Perspective

(Defense Systems M anagement College (DSM C)):

— (1) Digital Data Exchanged on physical media

— (2) Electronic Delivery of Digital Data
‘ — (3) CITISand Common (shared) databases

— (4) Local Workflow managers

— (5) Integrated Workflow managers

Rudimentary

CITIS =
Contractor
Integrated
Technical
Information

Service

— (6) Ideal acquisition programsdigital environment

* Average program level was (3) shared databases

« ACAT I programs had highest level of IDE

— higher level of funding

\

Sophisticated

— common programs, tools, and applications across the Program

M anagement Office (PMO)




|DE Survey - Capabilities

o Capabilitiesincluded:
— E-mail
— Microsoft Office
— Web browsers
— L otus Notes
— Adobe Acrobat
— Computer-Aided Drawing/M anufacturing (CAD/CAM)

 An IDE Architectureor Concept of Operationsand
daily I DE use were highly cited

o Other specific toolsincluded:

— Microsoft Project
— DOORS




|DE Survey - Functionalities

e Functionalities included:

E-mail

Shared Databases

Website

Electronic Calendar

Wor kflow

Video Teleconferencing
Project M anagement
Database M anagement
Configuration Management
Modeling/Simulation




|DE Survey - Obstacles/Challenges

Difficulties cited:

— [Lack of] Funding

— [Lack of] Trained Personnel
— [Lack of] Standards

— Security issues (Restricted access, multi-level security)
e Passwords
* Firewalls
» Digital Certificates
* Encryption
— Resistanceto Change

— Access Problems

External communication issue
— Electronic interface with contractors, other organizations

The“Microsoft Phenomenon”
— standardization vs. diversity

Briefer’s opinion




TOC & CAIV...how dotheyrelate, differ?

« CAIV isaprocess-away toreduce costs
e TOCisadomain - aset of coststo bereduced

« TOC Reduction isa program - a set of processes

— TOC Reduction seeksto change:
» What we acquire, usually addressed by CAIV

* How we acquire or operate a system, addressed in a number of ways,
In order to reduce cost

“CAIV isaverb,
TOC Isanoun!”

- Bob Jones, NSWC-CD




Product, Process, TOC, CAIV, & LifeCycle

Processes can be improved almost \
iIndependently of product
These effectsarelarger if choicesareearlier,
but costs can be affected later

Other TOC Reduction tools
apply in the“Process’ area

<+— Acquisition —»

Process

Cost

Product

O&S

» Time

Product choices affect processes and their
costs ... so product improvements have
great leverage ... but choices must be made
early

CAIlV istheprincipal tool in
the“Product” area, and is
most applicable in Acquisition

Not to scale ... it'sonly a cartoon!




In case you're not confused...

e CAIV can apply to both Product and Process
— It'seasiest to think of it asapplying to Product
— Organizationally, it’s hard to apply to post-Product Process

e TOC Reduction appliesto both Product and Process
— Thenew emphasisison reducing Process costs

Products

/

“History says pay attention to the nou/ns; our
Intellect says pay attention to the verbs.”

- Mike Roberts, ARO \

\

Processes



Parallel Development of CAIV & TC

« CAIV wasborn at thesametimethat U. S. industry was
discovering a Japanese practice called “ Target Costing”

« OSD promulgated CAIV in fall 1995

« TheConsortium for Advanced Manufacturing - I nternational
(CAM-I) has been instrumental in studying Target Cost and
disseminating best practicesin the United States

— Target Costing Core and Interest Group began Dec 1993
— Target Costing: The Next Frontier in Strategic
Cost Management (Shahid L. Ansari, Jan E. Bell)
published Sept 1995

maiky Target Costing
(Ansari, Bell)




CAIV and TC Timelines

CAIV promulgated
/ﬁﬂm
/ fall 1995
s T'-':"?l\ CAIV workshop
convened

summer 1994

l

IVAVAVAVIIViViV.iVivi BBV \/v$
/\ /\ | I I /A A | VaWAY NIAAAAANT A /\A

87 38 89 90 91 92 93 94 95

Bibliography analysis Target Costing T
of TC articles core group formed
December 1993 e DO0 DEELL

summer 1994

TC book published
fall 1995




