
IK
O

LO
K

IU
M

I 
U

N
IV

E
R

S
IT

I 
T

E
K

N
O

L
O

G
I 

M
A

R
A

 C
A

W
A

N
G

A
N

 
P

A
H

A
N

G
 

Z
 

I 0
0 



Diterbitkan oleh 

UPENA 
Universiti Teknologi MARA Cawangan Pahang 
Lintasan Semarak 
26400 Bandar Jengka 
Pahang Darul Makmur 

Tel: 09-4602000 
Faks: 09-4602455 
www.uitm.edu.my 

Rekabentuk Kulit/Rekaletak 

Mohd Rozaidi Ismail 

© UPENA UiTM PAHANG 2004 
Hak Cipta terpelihara, setiap bahagian daripada terbitan ini tidak boleh diterbitkan semula, disim-

pan untuk pengeluaran atau dipindahkan kepada bentuk lain, sama ada dengan cara elektronik, 

mekanik, gambar rakaman dan sebagainya, tanpa mendapat keizinan Pengarah Kampus, Univer

siti Teknologi MARA Cawangan Pahang teriebih dahulu. 

Dketakoleh 

Printco Marketing 

3112TamanSekilauMaju 

Bukit Sekilau 

25200 Kuantan 

Pahang Darul Makmur 

Tel/Faks: 09-5130020 

ISSN 1675-8919 

Percetakan dan PenjiHdan Dabman 
Zulkjfli Abdullah 
Jalcairul Azris Jalaluddin 

Pendapat yang dikemukakan oleh penuis dalam prosiding ini adalah pandangan peribadi mereka sendiri dan 
tidak mewakili pandangan sidang pengarang dan penerbit UPENA Universiti Teknologi MARA Cawangan 
Pahang. 

II 

http://www.uitm.edu.my


BIRO KOLOKIUM 
UPENA Cawangan Pahang 

Ketua 
Mohamad Azmi Nias Ahmad 

Penolong 
Roselina Musahar 

Setiausaha 
Zulkiflee Mohamed 

AJK Pertiubungan 
Mohd Soffi Puteh 

AJK Penyediaan Makanan 
Sabariah Jamaluddin 

AJK Presiding 
Nodaila Abdullah 

AJK PeraJatan I 
Shamsul Kamal Shaharuddin 

AJK PeraJatan II 
Jaicairul Azris Jalaluddin 

Hi 



KANDUNGAN 

1 INTEGRATION OF PLANTATION CROPS WITH SEVERAL TIMBER 1 
SPECIES: EFFECTS ON GROWTH AND YIELD 
Ahmed Azhar Jaafar, Wan Hanisah Wan Ismail, Norman Kasiran & 
Dr. Suhaimi Muhamed 

2 KOMPONEN UTAMA DARIPADA BAHAGIAN AKAR 13 
THOTTEACORYMBOSA 
Siti Zaiton Mat So'ad, Nik Idris Yusoff & Jalifah Latip 

3 BUNYISERANGGA: SUATU PENDEKATAN SAINTIFIK 19 
M. Muzamil, M.I Zaidi, S. Azman & M.Y. Ruslan 

4 AL-QURAN DAN PEMBINAAN UMAT BERTAMADUN 23 
Rasid Muhamad 

5 FALSAFAH DAN KEWAJIBAN PUASA 29 
Amiruldin Md. Sham 

6 E-COMMERCE: AN OVERVIEW 33 
Yusniyati Yusri & Mohamad Azmi Nias Ahmad 

7 THE IMPACT OF ASEAN FREE TRADE AREA (AFA) ON THE 37 
INFORMATION TECHNOLOGY (IT) INDUSTRY IN MALAYSIA. 
Irzan Ismail 

8 PENGGUNAAN KOMPUTER DALAM PENCARIAN & PENYEBARAN 45 
MAKLUMAT Dl KALANGAN KAKITANGAN AKADEMIK 
Nurulizzah Mohamed 

9 AWARENESS OF STUDENTS TOWARDS ACCOUNTANCY AS A 65 
PROFESSION 
Mohamad Azmi Nias Ahmad 

10 RAMALAN PELAIAR DENGAN KAEDAH PENYAHKABURAN HUBUNGAN 75 
MANTIK KABUR BAGI DATA OUTPUT 
Nazirah Ramli 

V 



KANDUNGAN 

11 HUBUNGKAIT ANTARA PENCAPAIAN MATEMATIK PELAIAR AURAN 81 
SAINS UITM PAHANG DENGAN PENCAPAIAN MATEMATIK PERINGKAT 
SPM & FAKTOR PERIBADI 
Azizah Aris & Salimah Ahmad 

12 HOW TO MAKE THE BOARD EFFECTIVE FOR GOOD PRACTICES OF 91 
CORPORATE GOVERNANCE 
Yusniyati Yusri & Mohamad Azmi Nias Ahmad 

13 TARGET COSTING: AN APPROACH TO COMPETITIVE ADVANTAGE 97 
Norlaila Abdullah 

14 FORENSIC ACCOUNTING I 103 
Hari Ramulu Munusamy 

15 FORENSIC ACCOUNTING 2 - FRAUD 109 
Hari Ramulu Munusamy 

16 INSTABILITY IN LIABILITY INSURANCE SYSTEM 117 
Rosmi Yuhasni Mohamed Yusuf 



13 
TARGET COSTING: AN APPROACH TO COMPETITIVE ADVANTAGE 

Norlaila Abdullah 
Faculty of Accountancy 

Universiti Teknologi MARA Cawangan Pahang 

ABSTRACT 

In the quest to meet competitive challenges in today's business landscape, managers often find 

various options of positioning company's strategy. Regardless of their choices, differentiated or 

not, managers need tools and approaches that serve as an avenue to becoming better off than 

other companies. The writer envisages the use of target costing as one of the path to becoming 

competitive. Having determined the opportunities available in the market, overcome possible 

threats, identify the resources, capabilities and core competencies that the company possesses, 

craft the appropriate strategies, and then the implementation of the chosen alternative that re

quires basic tools, concepts and operational techniques that would lead to attaining competitive

ness. And the writer believes target costing is one of those many avenues. 

INTRODUCTION 
This paper encompasses a 3-tier blend of strategic planning, management, and accounting in the 

quest of the author to adopt target costing, a management accounting concept, to be a strategi

cally feasible concept in beating competitive challenges in the industry. The quest to becoming an 

industry leader is unending. But managers find that the harder they work to take the challenge, 

the more elusive the competition becomes. Innovative marketing strategies sometimes do not 

translate into competitive gains for the whole company as customers becomes powerful, as 

choices of products become aplenty. Thus loyalty of customers towards company's product re

duces. When customers are powerful, they then can dictate the kind of product the company pro

duces. Coupled with synergistic moves of other high players in the industry to gain added 

strength, companies have no alternative but to go back to basics i.e. initiating strategic competi

tiveness as early as initial product development. Yes, many large companies start competitive 

strategy at this early stage of the business chain of activities - initial product development and 

customer driven product. 

Target costing is not new in developed and emerging countries. In Japan, target costing have 

three decades of history Kato (1993). In a research by Sakurai (1980), he discovers that 80% of 

major companies in assembly type industries of Japan have successfully adopted target costing. In 

a research conducted by the author in 2003, Malaysia's target costing adoption rate is low, that 

is, 29% of companies in manufacturing industries and 33 % amongst automotive manufacturers 

and assemblers. Target costing is adopted in all part of the world. They include assembly line 

industries such as, automobile, electronics, computer, furniture, and home appliances products. 

Other industries such as printing and publication also patronize target-costing system. Some of 

the users of this system include Isuzu Motors, Toyota, Nissan, Alps Electronics, Caterpillar, Daimler 

Chrysler, Boeing, Kodak, Sony and Komatsu Ltd of Japan. 
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Target Costing - A Competitive Move 
Target costing is a strategic process of determining the maximum allowable cost of producing a 

customer driven product that can simultaneously achieve the companies desired above average 

profit. 

The strategic process of launching a new product or even modifying and innovating existing prod
ucts begins with the understanding and learning of various concepts. This includes: 

1. The kind of product that fits the target market 
2. Perceived value of the customers 
3. Resources available (tangible and intangible) 
4. Capabilities of the company 
5. Core competencies 
6. Industry attributes 

Conceptually, managers should know-why these issues are significant before a new product is 
initiated. To put it in another way, linking the cause and effect relationship of designing a product 
to each of the aforementioned issues will yield the know-why concept. The team of managers 
needs to understand why the organization wants to produce, innovate or launch a new product at 
a given phase and production throughput is proven to be more effective in achieving a desired 
strategic goals rather than just enforcing workers to work for the day without knowing the 'why' 
factor. By making each team member and the whole organization aware of a new concept to be 
implemented or that the product is to be manufactured based on a predetermined maximum al
lowable cost (target cost) then everyone and even the lowest of the rank and file employees will 
be motivated to act in accordance with the set targets. 

In target costing, first and foremost prior to preliminary designing of product, the team should 
identify the many faceted product attributes that fit the customer's needs. This requires the man
ager's deep understanding of consumers' needs. For instance in the case of automobiles, cus
tomers may have preference on style from the many functions of a car. They may be style, com
fort, operationability, quality, color and attractiveness. With the customers* liking, companies even
tually are expected to focus on producing a product that suits their taste. Unfortunately, many 
large companies produce products of the company's choice e.g. branded arm wristwatches. Keep
ing track of the customers changing culture and taste, a thorough investigative and scanning 
process is being undertaken to know the preferences of prospective buyers. Most competitive 
companies maintain information intelligence program to cipher out the changing and idiosyncratic 
needs of customers. 

Customers perceived value of the product is relevant in establishing the kind of product that cus
tomers are willing to pay. Would the product be a truly unique and differentiated? Or would it be 
just for a smaller untapped segment? Or should the product be produced for a broad market 
segment with spice of uniqueness? These issues are significant in determining the target-selling 
price of the product. To arrive at the target-selling price a martet research is conducted. Once the 
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selling price is obtained, the management would then compute the cost for which the product 
must be manufactured in order to provide the firm with an acceptable profit margin. Managers 
ought to benchmark the target selling price with its nearest rivals or probably if possible the entire 
industry. 

Subsequently, another complimenting factor is a multidiscipline team so that the company can use 
leverage to grab the opportunities available. A team of both technical and professionals is re
quired to initiate the preliminary planning (design) of the product. The team comprised of indi
viduals from different disciplines i.e. product designer, draftsman, production expert, marketing 
manager, management and cost accountant, purchasing manager and packaging experts (if need 
te) whose main task is to formulate the design that is responsive to the customers' needs. In 
addition to skills and competencies, they need the tangible assets or facilities to facilitate design
ing process, monitoring inadequacies and implementing changes on prototype models to meet the 
required cost on every stage of the product life cycle. 

The product life cycle begins at preliminary design stage, detailed design specification, prototyp
ing, testing, production, growth, and maturity. The target costs are derived basically from these 
ife stages. Envisaging the various costs consideration in each stage induces top management to 
strategically focus to zero out product and operational defects, as it affords no time for corrective 
measures in the future. 

Wien conceptual issues are in place, the next phase of target costing is the implementation. This 
ncorporates setting target cost in each of the stage mentioned earlier. For example, in detailed 
design and testing, material specifications, labor, production processes are identified so that 
:osts can be ascertained. For the sake of right costing, various value chain activities are given 
-qual consideration such as logistics, selling and distributions, customer service, human re
sources, and technology. 

tend-made prototype is assembled to exactly assess the product competitiveness. The team of 
managers would analyze the product in terms of materials composition, parts and materials used, 
processes used to manufacture and the total costs incurred at a given stage. Evaluation of cur-
'ent product attributes and its costs as projected enables the team to make design changes in-
zluding the possibility of alternative material usage to suit the maximum allowable costs. For in
stance, if the projected actual costs were above the targeted cost the team would adopt to im
proving the production processes, efficiency and shorter production throughput to reach the 
arget cost. 

farget Pricing 
One of the critical steps in target costing system is setting the target price. Companies normally 
have little or no control over the price of their products. At one end, companies are price takers 
as products prices are set by the customers and in another end are companies that control and 
dictate the price. Recognizing that a wide range of market forces influences prices, managers 
determine prices strictly on the basis of costs. In assembly industries, one major element is to 
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keep cost down by eliminating costs during the planning and design stages, set target cost for 
suppliers and uses cost reduction techniques when necessary. 

Setting target price can be based on various market forces such customer's perceived value or 

how much they are prepared to pay for the product? Or what satisfaction customers get from it? 

Price charge by existing rivals is also considered in addition to the desired level of target profit of 

the company. The company can calculate target price of a new product based on the existing 

product's price plus the value of added functions recognized by customers. Other strategic op

tions in pricing new products are: skimming and penetration pricing. The former would set high 

initial price for a new product in order to reap short- term profitability and gradually reduces the 

price over time while the latter sets low initial price in order to penetrate the market deeply and 

gain a large and broad market share. 

Assigning of Target Costs to Product Functions 

Prior to assignment of costs to function, managers are to evaluate the functions according to the 

customers' point of view of, as stated earlier that customers are the one who decides the market 

requirement. The total functional cost of the product is regarded as 100% and is to be appor

tioned to each function based on the customer's preference. A simplified example is shown below: 

An automobile manufacturer wants to determine the cost to be allocated for the various functions 

of newly designed prototype, which will be launched at the end of the first quarter of the year. The 

team estimates the inbound logistics and processing activities will have an estimated target cost 

of RM 28,000 for a unit produced. Customer's preferences have been drawn from the company's 

product and market information system as indicated in the table. The assignment of target costs 

for a unit of car is shown below: 

Figure 1: Allocation of Target Cost of a New Product (Automobile) 

Functional Area Customer Assigned Process 
Preference Target Cost RM 28r000 

Air-conditioning, Electrical & Tire 10 % 2,800 

Body Design & Chassis 40% 11 f200 

Interior & Seats 15 % 4,200 

Engine 20% 5f600 

Durability 10% 2,800 

In this instance, an automobile manufacturer is expected to focus on two functional areas of 
greater customers' preferences i.e. body design and engine. 

Assigning Allowable Target Cost on Product Life Cyde 
Assignment of target cost can also be made based on the entire product life cycle. Shown on 

Figure 2 is an example of the assignment process of a new automobile project. This hypothetical 

illustration of target cost's assignment would enable managers to come up with some logical rea

soning to justify product's introduction. Ideally, revenues over its entire life cycle must be sufficient 
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to cover ail the life cycle's costs to make firms achieve both short and long term financial objec
tives. Planning for and estimating that these life cycle costs are crucial steps prior to casting eco
nomic decisions, most especially when the products have short life cycles i.e. computers and elec
tronic. For computers, electronic and other industries where products have shorter life i.e. a year 
or two, companies do not have the time to adjust its pricing or correct production process to 
ensure that products turns profit. 

Figure 2: Target Cost Estimates Based on Product's Life Cycle (RM 000) 

Life cycle Phase/Year 

Product Planning & Concept Design 

Preliminary Designing 

Detailed Design & Testing 

Production & Environmental 

Distribution & Customer Service 

Maturity 

Decline 

Total 

Sales 

Margin 

Percent 

2004 

40 
60 

70 

900 

100 

1170 

1800 

630 

35 

2005 

4000 

450 

4450 

8000 

3550 

42 

2006 

5000 

600 
200 

5800 

10000 

4200 

42 

2007 

1000 

100 

90 
1190 

1750 

560 

32 

Strategy Support Services 

Target costing is not a stand-alone tool. It requires infrastructure support to make it a success. 

Use of computerized system i.e. computer aided design software that is interconnected with the 

computerized costing system, is necessary to make alternations convenient. 

Top management is expected to build multidiscipline team around and to give full support on the 

strategy to motivate the team and the whole organization to excel on its implementation activities 

thus achieve strategic goals - becoming competitive. 

The use of Activity Based Costing (ABC) is appropriate as it induces the team to identify the activi

ties that drives costs most in all the activity chains and possible cost reduction could be worth

while to reach target cost. 

Kaizen Costing could be used to monitor the costs from one point of activity to another over a 

given period. By maintaining cost statistics and tables in every stage enables the team to quickly 

kilor material specifications, labor and the whole chain of activities to meet the target cost in 

manufacturing a customer driven product. 

Economic incentive to the team of target costing implemented is another issue: the ability of the 
team to steadily improve their skills and performance is an added value to the company which in 
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later years become its competence or a source of strength. Developing a product that matches 
the customer's needs at the unique company standards at allowable target costs establishes the 
company competitive success and becomes a platform for continuous growth and development. 

Target Costing - A Big Shot 
Target costing offers considerable benefits to those who understand the process. The salient of 
which are economic. It magnifies the power of the company to generate sales growth, cash and 
value of assets as the products turn to be more valuable to customers thus capturing the added 
value on its profit margin. The company is offering products at a price that is in harmony with the 
value paid by customers - competitive advantage. 

The flexibility of target costing enables the company to orchestrate the product thus reduces 
market risk. With the team ever ready to reconfigure the product design and material specifica
tions and processes based on its existing base of assets, the company would be able to respond 
quickly to new demands as they arise in the market. It does not need to wait and see what is 
going on in the industry. With this the company can continuously innovate its products based on 
the customers needs 

However, there is a danger in target costing. The team and the whole organization can be 
tempted to go too far and convert the company to be totally engrossed into target cost without 
considering issues on environmental, community, other business and corporate strategies i.e. 
diversification. For instance, the company can establish a chain of geographical branches or stra
tegic business units (SBU) in order to mobilize the accumulated assets to greater heights. 

Conclusion 
Many large and small companies use simple or sophisticated target costing system in the context 
of either new product introduction or modifying existing ones. Most of them conduct consumer 
analysis and component costs analysis to determine whether a new model can be profitably manu
factured. In addition, cost reduction measures are pursued by these companies to ensure that the 
product can be produced to the target costs. Target costing system users can benefit in today's 
fierce competition by expanding sales and market growth, globalization and diversification - thus 
making them globally competitive. The use of target costing system rests upon the competence of 
the management to beating others in the industry. 
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