Target Costing inside

P3 Profitable Product Performance

Methodology, tools and implementation

This manual has been edited by Siemens AG in cooperation with Seidenschwarz & Comp. GmbH,
gathered in the project “P? Profitable Product Performance”.
For internal use only.

Reprint and adaption for electronical usage only with explicit courtesy of the Siemens AG.
2" edition February 2005

© Siemens COM MD PBM BA
Haidenauplatz 1
81617 Munchen
Germany










Table of content

JLIE= 1 01 L= o3 e 15 1= 01 ROt v
Table Of HHIUSTIAtiONS ...t rre s e e e e s e na s s e ea s s e s ma s s remas s rnmssssernnnsssrnmnssssnnsssrsnnssnsnnnnnnnen Vi
Table of abbreviations ... s s e e e s s s e e nns s e e s nmass s rennnmnsss s ernnnssssssrnnnnssnsrrnnnn XV
T 111 T L1 e o o 5
2 Window of Opportunity and Enthusiasm Model .............o i e e 13
2.1 Methodology of the Window of Opportunity and the Enthusiasm Model ............oooumiiiiii i 15
2.2 The Window of Opportunity and the Enthusiasm Model at MD ... e e e e e eeeeees 25
R T 5 =2V T 0= 1 [ o 1] F- 1 o) o ROt 55
3.1 Methodology of the ReVEerse CalCUIALION ... ... 57
3.2 The Reverse CalCulation @t IMD..........ooooiiiiiii e 65
4 Product Target SPlitting .......ccouiieeeiiii 83
4.1 Methodology of Product Target SPIING .......eeeiii e e e e e e e e e e e e e e e e e e et e e e e e e e e e e eeeaann s 85
4.2 Product Target SPIHNG @t IMID ... 99
E Y V& (=Y g ¢ F= 1 Y=Y €T g T= - 1 o] o S 135
5.1 Methodology of the Alternatives GENEIatioN ... e 137

5.2 The ARernatives GENEIratioN @t IMID ... e e e, 143



oI A 1 =Y 0 B LAY YT =AY = 1 10 =1 1 oY o T 157

6.1 Methodology of the Alternatives EValUGLioN ... 159
6.2 The Alternatives Evaluation @t IMD ... e e ettt e e e e e e ee e e e e et e tta e e e e e e e eeeesenna e e eeeeeeas 173
A I T =3 O 1 1 o | 5 ' 193
7.1 Methodology Of Target CONTIOIING ... s 195
7.2 LKL [ S @ a1 (o] 1T aTo =1 A 1 1 PR 201
8 The Target Costing process integration at MD ............coo s 215
8.1 Overview of the MD specCific Process INTEGratiON .......... oo e e e e et e e e e e e e e e e e e e eeaaes 217
8.2 Integration of the Target Costing tools at MD iN det@il..............ooiiiiiiiiiiii e e e e e e e e eeeeeees 221
Lo T O Lo = R (W o el == o 227
9.1 [T WS =] g T 1Y/ o T = PO 229
9.2 LAY ST 0= [ U | = 1T o 237
9.3 ProdUCT Target SPIITEING ... e R 243
9.4 DALY g E= L EA =TT C 1T o 1= = o o PP 261
9.5 AREINAtIVES EVAIUGTION ...ttt oot oo oo e ettt e e e e e e e et e eetaa e e e e eeeeeeeeeeeasan e eeeeeeeeeeasnnnnaaeeeeaeeeennnnn 271
9.6 JLIE= Lo [ @ o (o] |1 T PP 285
L= 50 01T Ve o c 303

SI E M E N s Seidenschwarz & Comp.



Table of illustrations

1 Introduction

lllustration 1.1: The Target CostiNg COre theMES .........ooiiiiiiiiii 4
lllustration 1.2: The V-model Of Target COStING ......oiii it e e et e e e e e et e e e e e e e et e e assaaaeeeaeeeeeesssnaaaeaeaeeeenens 6
lllustration 1.3: Core components of the Target Costing MethodOIOGY ...........uuiiiiiiiiiiiiiiiiiiii e 8
lllustration 1.4: The Target COStING COME tOOIS .......uuii it e et e e e e e e e e et e ee et e e e e eeeeeeesaba e e eeaeeeeesssaaaaaeeeaaees 10

2 Window of Opportunity and Enthusiasm Model

lllustration 2.1: The Target COStING CONCEPL ........ouui et e e et e e e e e e et e e ettt eeeeeeeeeessaaa e e eeeaeeeeesssnaaeeeaaeees 12
lllustration 2.2: Window of Opportunity and Enthusiasm Model as basis for product definition ... 14
1IVES =T ToT o I2ae S W a U=V AVATa o Lo Vo) @ o] oY o (1 o 11 420 16
lllustration 2.4: The ENthUSIAsm MOGEL....... ... ettt e e e e e et e e e e e e et e e e e e ta e e e e e st e e e eesaa e eeeesaaeeeensaans 18
lllustration 2.5: Explanation of fuNCHONAIILY tYPES .......ccoo oo e e e e e e e et e et e e e e e e e e e e e saaaneeeeeaaees 20
lllustration 2.6: Building an Enthusiasm Model PYramid ..........ooooiiiiiiiiiiiiiiiiiiiieiee ettt ettt ettt ettt ettt e e e ee e et eeeeeeeeeeeeeeees 22
lllustration 2.7: Adaptation of the EnthusSiasm MOGEI ...t e e et e e e et e e e e e e e e e eaaans 24
lllustration 2.8: Environment and focus of the EnthusiasSm MOEL ... e 26
lllustration 2.9: Ten steps to define Enthusiasm Models @t MD ..........ouiiiiiiiii e e e e e eeeaaans 28

Illustration 2.10:
[llustration 2.11:
lllustration 2.12:
[llustration 2.13:
lllustration 2.14:
[llustration 2.15:
lllustration 2.16:
[llustration 2.17:
lllustration 2.18:
[llustration 2.19:
lllustration 2.20:
[llustration 2.21:

Definition of the Window of Opportunity for ProdUCt A ... e e e e e eeeeees 30
TEMPIALE fOF USE CASES ... iiiiii ittt et e e ettt e e ettt e e e e e e e et e e e eeta e e e eeba e e s eeta e eeeasaneeeenranns 32
The linkage of Enthusiasm Model and portfolio draft.................eeeeiiiiiiiiiiii e 34
Enthusiasm Model uses input from functional roadmMap ...........ooiiiiiiiii it 36
The Enthusiasm Model and the link to need-based segmentation ... 38
Structure to translate the operator requirements iINtOthe EM ... 40
EM relevant inputs from end-user research & requirements eNgINEEIiNG........ ... i 42
Translating the target profile iNto target ValUES...........oooorieie e 44
Predefined standard template fort the Enthusiasm Model at MD ........ ... e 46
Consolidation of regional requirements in global ProdUCES ............oii i 48
Documentation of discussed @lterNatiVES ...........oooooiiiiii e e e e e et eeeeeeenee 50
Translation of the EM goals into precise maxims for all TC-t00IS ............uoiiiiiiiiiiiicee e 52



3 Reverse Calculation

[llustration 3.1: The Target COSHING CONCEPT .......oii i ittt ettt ettt sttt ettt ettt ettt et ettt et eeeeeeeeeeeeeeeeeeeeeeeeeeees 54
lllustration 3.2: Reverse Calculation versus traditional CalCUlation ..................ooiiiiiiiiiiiiiiiiiiiieee e e e e e eeeeeeeees 58
lllustration 3.3: The structure of Reverse CalCUlatioNn ............... it e e e e e e e e e e e e e e e e eeeenn e e eeeeeees 60
lllustration 3.4:Role of the Reverse Calculation during the product development ProCeSS ...........vuuiiiiiiieiiiiiiicccceee e, 62
[llustration 3.5: ACtUAI MD BUSINESS CASE ........ouuuiiiiii e e et ettt e e e e e e e e e ee e aaa e e eeeeeeeeeesantan s aeaaeeeeeesassn s aeeeaeeeeeessnnnnaaaeaaees 64
lllustration 3.6: Transition of the Business Case to the Reverse CalCulation ................uuiiiiiiiiiiiiiiiiiiiieieiieeeeeeeeee e 66
lllustration 3.7: Possible actions to close the Target Cost Gap @t IMD ..........uiiiiiiiiiiiiiiiiii e e e e e e e e e e e e eeeeeeeeees 68
lllustration 3.8: Reverse Calculation for Target BOM ... ..o e e e e e e e e e e e e e e e e e e e e e e e e er b eeeaaaes 70
lllustration 3.9: The role of the Reverse Calculation during the product development proCess..........ccccooevvviiiiiiiiiiiei e 72
lllustration 3.10: Management Templates of the Reverse Calculation (1) .........coooiiiiii e 74
lllustration 3.11: Management Templates of the Reverse Calculation (11) ............oeiiiiiiiiiiiiiiiiieeeee e 76
lllustration 3.12: Management template of the Reverse Calculation (I11) ... e 78
lllustration 3.13: Standard graphs for Reverse CalCUlatioN..............oiiiiiiiiiiiiiiiiiiiiiiee ettt e et e et e e e e e e e e e e eeeeeeeeeeeeeees 80

SI E M E N s Seidenschwarz & Comp.



4 Product Target Splitting

[llustration 4.1:
[llustration 4.2:
[llustration 4.3:
[llustration 4.4
[llustration 4.5:
[llustration 4.6:
[llustration 4.7:
[llustration 4.8:
[llustration 4.9:
[llustration 4.10

lllustration 4.11:
lllustration 4.12:
lllustration 4.13:
lllustration 4.14:
lllustration 4.15:
lllustration 4.16:
lllustration 4.17:
lllustration 4.18:
[llustration 4.19:
Illustration 4.20:
[llustration 4.21:
lllustration 4.22:
[llustration 4.23:
Illustration 4.24:

The Target CoOStING CONCEPT ... .. s 82
Link between Target COStING L0O0IS .......oouuiiiiii ettt e e e e e e e et e e e e e e e e e e ees e e e eeeaeeeeenees 86
Overall concept of Product Target SPlitting ... 88
Visualization of Product Target Splitting (Market VIEW) .........ooi oo 90
Visualization of Product Target Splitting (internal producCtS VIEW) ............uuuiiiiiiiiiiiiiiiiiiiiiiiieee e 92
Visualization of Product Target Splitting (COMPELItOr VIEW)........ccooiiiiiiee e 94
Results from Product Target SPIIttING ....... ... s 96
Traditional VErsus USe Case APPrOACKH ........cooiiiii et e e et e e e e e et e e e e et e e e eet e e e easa e eeeananas 100
Link between TC tools using the traditional @approach ............oooeieiii i e e eeeaees 102
: Product Target Splitting (market View |) fOr @NA-USEIS .......ccoooiiiiiice e 104
Product Target Splitting (market view 1) for OPerators ....... ... 106
Reconciliation of Product Target Splitting for operators and end-USEers..............cccooeeiiiiiiiiiiiiiiiec e 108
Product Target Splitting (Market VIEW 1), 110
Link between the Target Costing tools using the use case approach................ceiiieiiiiiiiiiicccce e 112
= F=E] (oY (oo [ I o o] 4 o7 =N o To | ) R 114
From Basic Model to customer Specific ProdUCT.............oiiii e 116
The Basic Model and Product Target SPIitting .........c.ooiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeee ettt 118
TaL C=Ty g E=T I o] oo U Tex (ST = PP 120
(@70 0 ] 7= 11 (o gV =R ERERRPRUPRR 122
Results from the Product Target SPItting .......ccooooiiiiiiiee e e 124
Key purchasing criteria of @ MoDbIle dEVICE ..........oooo i 126
FUNCtioNs Of @ MODIIE AEVICE ... oo nnnnnnnnnnnes 128
MOAUIES Of @ MODIIE UEVICE ... et e e e e e e e e e et e e e e e e e e eeeeaan e e e e e e e eeeessnnnnaeeeeeeees 130
The Product Target Splitting in the product development ProCeSS ..........ciieiiiiiiiiiiicceee e 132



5 Alternatives Generation

[llustration 5.1:
[llustration 5.2:
[llustration 5.3:
[llustration 5.4:
[llustration 5.5:
[llustration 5.6:
[llustration 5.7:

LI 1o [ A @701 i g e [ eTo] g T =T o AR PP PPPPPPPPPPPP 134
Alternatives Generation: Translating Enthusiasm Model to products ............coooiiiiiiiiii e, 136
The concept of Alternatives GeNEratioNn ..............e i e e e e e e e et e e e e e e e e eeennnn s 138
TOOIS fOr ARErNAtiVES GENEIALION .......oeiiiiiiiiiiiiieeiieeeeeee ettt et ettt et et e eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneees 140
Alternatives Generation throughout the product development ProCeSS ........coooviviiiiiiiiiiiie e 142
Different development lead times @t MD............. i e e e e e e e e e e 144
Steps of Alternatives Generation for producCt CONCEPLS .....coeeeiiiiiiiiiie e e e e e eeeeees 146

lllustration 5.8: Alternatives Generation implementation for product ConCepts (1) ......uuueieiiieiiiiiieee e 148
lllustration 5.9: Alternatives Generation implementation for product concepts (1) .......ooee e 150
lllustration 5.10: Alternatives Generation implementation for product concepts () .........cooorrmmmiiii i, 152
lllustration 5.11: Alternatives Generation implementation for product coNCepts (IV)......coo oo 154

SI E M E N s Seidenschwarz & Comp.



6 Alternatives Evaluation

[llustration 6.1: The Target COSHING CONCEPT ......ouiii i ittt ettt ettt ettt bttt ettt et ettt et e e ettt et et eeeeeeeeeeeeeeeeeeeeenees 156
lllustration 6.2: Concept of Alternatives EValUALioN............ooo e e e e e e e e e e e e e e e e aaaes 160
lllustration 6.3: Methodology of the Alternatives EValuation (1) ..........oeoiiiiiiiiiiiiiiiiiiiiiieeieee ettt 162
lllustration 6.4: Methodology of the Alternatives Evaluation (11) ...........oooueiii e 164
lllustration 6.5: Methodology of the Alternatives Evaluation (111) ..........oooiiiiiiiiiiiiiiiiieee et e e e e eeeees 166
lllustration 6.6: Methodology of the Alternatives Evaluation (IV) ...t 168
lllustration 6.7: Methodology of the Alternatives EValuation (V) ......... e ittt e e e et e e e e e e e e e e e eeeeeeeees 170
lllustration 6.8: Alternatives Generation throughout the product development ProCess ...........oouuvvviieeiiiiiiiiiicceee e 172
lllustration 6.9: Steps of Alternatives Evaluation @t MDD ... e e e e e e e e e e e e e eaaaa e e eeees 174
lllustration 6.10: Criteria Catalogue @t MDD .............uu it e ettt e e e e e e e e et e et e e e eeeeeeeessba e e eeeeeeeessasaaeeeeaeeees 176
LTS3 =0 ToT o TG T i A 9 T =T o E5] o g E- = /| 178
[lustration 6.12: EVAlUALION @t IMID ... oot e oottt et e e e e ettt te e et ttaa e e e e e e e eeeetbaa e e e e eaeeeeeannnn e eeeaeas 180
LISt =Y o) o B ST B M TA=Te | (T To = S Y| PP 182
lllustration 6.14: DecCiSioN 1aKiNG @t IMD ... ..ot e et e e et e e e e e et e e e e eta e e e easaa s eeeeetaeeeeesaneeeeasnnaanenes 184
lllustration 6.15: Management Summary for the Alternatives Generation (1) ............oeuiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeee e 186
lllustration 6.16: Management Summary for the Alternatives Evaluation (I1) ...........ooueeiiiii e 188

lllustration 6.17: Management Summary fort the Alternatives Evaluation (H) ...........ooooiiiiiiiiiiieeeeeeeeeeeeeeee e 190



7 Target Controlling

[llustration 7.1: The Target COSHING CONCEPT ......oei i ittt ettt ettt ettt ettt et ettt ettt ettt e e ettt et et e et e e eeeeeeeeeeeeeeeenees 192
lllustration 7.2: Concept of Target CONIOIING........ oo e e e e e e e et e e e e e e e e e e e e s b e e eeeeeeeeesaaaa e eeaeees 196
[llustration 7.3: Instruments of Target CONTIOIING ........oiii ittt ettt ettt ettt ettt et ettt eeeeeeeeeeeeeeeeeeeeenees 198
lllustration 7.4: Extension of current activities to Target ControlliNg ...........ooe i 200
lllustration 7.5: The Enthusiasm Model as a controlling t00l fOr IMD (1) .......euueeiiiiiiiiiiiiiiiiiieiiie et e e e e e e e e e e e e e eeeeeeees 202
lllustration 7.6: The Enthusiasm Model as a controlling tool fOr MD (I1).......coe oo 204
lllustration 7.7: The Reverse Calculation as controlling t00l @t MD (1) .......oeiiiiiiiiiiiiiiiie et eees 206
lllustration 7.8: The Reverse Calculation as a controlling tool @t MD (I1) .......coooiiiiiiiieee e 208
lllustration 7.9: The Value Control Chart as a controlling 100l @t MDD ............ooiiiiiiiiiiiiiie et 210
lllustration 7.10: The Target Controlling CoCKPit @t MD ...........uii e e e e e e e e e e e e e e e e 212

SI E M E N s Seidenschwarz & Comp.



8 Process integration

[llustration 8.1: The Target COSHING CONCEPT .......ei i i ittt ettt ettt ettt ettt ettt ettt et et e e ettt et ee et eeeeeeeeeeeeeeeeeeees 214
lllustration 8.2: Alternatives Generation: Translating Enthusiasm Model to products .............ooovuiiiiiiiiiiiiiecc e 216
[llustration 8.3: Integration of the Target Costing t00IS @t IMD .........oiiiiiiiiiiiiiiiiiiii ettt ettt e et et e e e e et eeeeeeeeeees 218
lllustration 8.4: Target Costing process integration — ROadmapping PrOCESS .......coovuuuiiiieieieeeeeeece e e e 220
lllustration 8.5: Target Costing process integration — Product profiling/1st feasibility check ... 222

lllustration 8.6: Target Costing process integration — Product definition/realization.................ooouiiiiiii e, 224



9 Case Study - Nestor

[llustration 9.1:
[llustration 9.2:
[llustration 9.3:
[llustration 9.4:
[llustration 9.5:
[llustration 9.6:
[llustration 9.7:
[llustration 9.8:
[llustration 9.9:
[llustration 9.10
[llustration 9.11

lllustration 9.12:
[llustration 9.13:
lllustration 9.14:
lllustration 9.15:
lllustration 9.16:
lllustration 9.17:
lllustration 9.18:
[llustration 9.19:
Illustration 9.20:
lllustration 9.21:
lllustration 9.22:
lllustration 9.23:
lllustration 9.24:
lllustration 9.25:
[llustration 9.26:
Illustration 9.27:
lllustration 9.28:
lllustration 9.29:

SIEMENS

AATATaTe [o)VYA o) S @] o] o Lo 5 (8 a1 47N (0] g AN 1= 1S3 o] PR 228
Enthusiasm Model: Exemplary target use cases for NESIOr..........ooviiiiiiii i e 230
Enthusiasm Model: Data iNPUL.......cooo it e e e e e e et e e e e e e e e e e eeeetaaa et e eeeeeeeeessann e eeeaeeeeennnes 232
Enthusiasm Model: Functional Target Profile............oooeeiii i 234
Reverse Calculation: Data iNPUL.........oooiiii et e e e e et e e e e e e e e e e eeeetaaa et e eeeeeeeeessannaeeaaaeeeennnes 236
Reverse Calculation: Calculation of Target BOM ...........eeiiiii i 238
Reverse Calculation Data OULPUL..........ooeei et e e e e e e e e e e e et et et e e e e e e e eeeeasannaeeeeeaeeeeennes 240
Product Target Splitting: Selection and description of Basic MOdEl.............coooormiiiiiii i 242
Product Target Splitting (market VIeW) for NeSTOr ... ... 244
: Product Target Splitting: Traditional market view | for @Nd-USErS .........ccccooiiiiiiiiiiii e 246
: Product Target Splitting: Traditional market view step 1 for operators ..., 248
Product Target Splitting: Market view Step | reCONCIIEA ............oooomieiiiii e 250
Product Target Splitting: Market VIEW H1...... .. 252
Product Target Splitting: Traditional market VIEW reSUItS............oovueiiii i 254
Product Target Splitting: Market view USe Case apPrOaCh ............uuuuiiiiiii e e e e 256
Product Target Splitting: Results of the Market view use case approach............cccoooooiiiiiiiiii e 258
Alternatives Generation: Filtered Cost-Module MatriX ...........ccooeiiieiiiiiiiiiie e e e 260
Alternatives Generation: Framework for the Alternatives Generation..................ueeuiiiiiiiiiiiiiiiiiiiieeceeeeeeeeeeeeeeeeeeeee 262
Alternatives Generation: FUNCHONAl RESUILS.........coooiiiii e e e e e s 264
Alternatives Generation: FINaNCial RESUIES...........uuuiiiiiiiiiiiiiiiiii et e et e e e e e e e e e e e e eeeeeeeeeeeeeeeeeeeees 266
Alternatives Generation: Congruence of Base Case to Target Cost COrridors.............uuuuiiiiiiiiiiiiiiiiiiiiiiieceeeeeeeeeeee 268
Alternatives Generation: Main criteria and respective sub-Criteria..............cccoooiiiiiiiiiiii e, 270
Alternatives Generation: Financial evaluation of alternatives ... 272
Alternatives Generation: Pair-wise comparison Of Crteria ............ooooiiiiiiiiiii i e 274
Alternatives Evaluation: RESUILS | ..... ..o e ettt s e e e e e e e e e et e e e e e e e e e eerannn s 276
Alternatives Evaluation: RESUILS ... ... e e e e e e ettt e e e e e e e e e eeeenaa s 278
Alternatives Evaluation: RESUITS 1] .........ooo et s e e e e e e e e e et e e e e e e e eeeennnnnn s 280
Measures t0 Close the Target COSt GaAp ....... i it e e e e e e e e e e e e e e e aa e e e e aa s 282
Target Controlling: The Enthusiasm Model as controlling t0O0...............coiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeee 286

SEi[lt}]lSCll“-’al‘Z 6/ (::(')l'l'l]_).




Illustration 9.30:
[llustration 9.31:
[llustration 9.32:
lllustration 9.33:
lllustration 9.34:
lllustration 9.35:
lllustration 9.36:

Target Controlling: The Reverse Calculation as controlling tool (data input).............coeuiiiiiiiiiiic e, 288
Target Controlling: The Reverse Calculation as controlling tool (reSUIS) ..........covviiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeee 290
Target Controlling: Development of the Target Costing Gap.......ccccoeiiiiiiiiiiiiie e e 292
Detailed changes in the Target Cost Gap Per UNit........cooooiioiiiiie e 294
Target Controlling: Development of COre COMPONENTES .........uiiiiiiiiieeece e e 296
Target Controlling: Value Control CRAr ..............u i e ettt e et et e e e e e eeeeeeeseeeeeeeeeeeeeeeees 298
Target Controlling: The management cockpit per produUCT.............oooiiiiiiiii e 300



Table of abbreviations

AE
AG
APAC
ARPU
ASP
BA
BM
BOM
BSF
CC
COGS
CRP
CRP
EBIT
EM
EMEA
LAM
MO0

M1

M3

Alternatives Evaluation

Alternatives Generation

Asia & Pacific

Average Return Per Unit

Average Sales Price

Business administration

Basic Model

Bill Of Material

Basic System Framework

Conversion Costs

Cost Of Goods Sold

Customer Requirements Priorization
Customer Realized Prize

Earnings Before Income & Tax
Enthusiasm Model

Europe, Middle East, Africa

Latin America

Milestone 0 (80% frozen product specification)
Milestone 1 (frozen product specification)

Milestone 3 (ready for launch)

SIEMENS

SEi[lt}]lSCll“-’al‘Z 6/ (::(')l'l'l]_).



MD
Moto
Ma
MB
NAM
ODM
OEM
OH
PG
PIM
PoC
PP
PPA
PPM
PRC
PSR
PTS
Qam
R&D
RC
SCM

Siemens Com Mobile Devices
Motorola

Milestone a (detailed product concept)
Milestone [ (first detailed product idea)
North America

Original Design Manufacturer

Original Equipment Manufacturer
Overhead

Product Generation

Personal Information Management
"Push to talk functionality”

Price Point

Price Performance Analysis

Partner Product Management

Product Related Costs

Product Status Review

Product Target Splitting

Quality Q Management

Research & Development

Reverse Calculation

Supply Chain Management



SE
SWOT
TCG
TCon
TMO
TT™

UsSP
Vod
WoO

Sony Ericsson

Strengths Weaknesses Opportunities Threats
Target Cost Gap

Target Controlling

T-mobile

Time To Market

User Interface

Unique Selling Proposition

Vodafone

Window of Opportunity

SIEMENS

SEi[lt}]lSCll“-’al‘Z 6/ (::(')l'l'l]_).







Authors of this handbook have been employees of Siemens AG in cooperation with Notes

consultants of Seidenschwarz & Comp. GmbH:

s Defer T
Stephan Eich Seidenschwarz & Comp. GmbH | T
Vialte Kaert Seidenschwarz & Comp. GmbH | e
Daniel Kihlberg Siemens AG ] e
Dirk Lutterbeck Siemens AG | e
Reinhold Mair Siemens AG ] e
MiChael Ne|dner SeidenSChwarZ & Comp GmbH ..................................................
Jurgen Neumann Siemens AG ] i
Dr. Stefan Niemand Seidenschwarz & Comp. GMBH | e
Dr. Christian Speth Siemens AG
Michael Zehmisch Seidenschwarz & Comp. GmbH

SI E M E N s 1 Introduction Seidenschwarz & C()lnp.



1 Introduction



This manual provides an overview of the Target Costing methodology and how it is

supposed to be applied at Siemens COM MD. It comprises an introduction and eight main

chapters that describe the theory and the adaptation of Target Costing to Siemens MD:

1 Introduction
2 Window of Opportunity and Enthusiasm Model e

3 Reverse Calculation

4 Product Target Splitting

5 Alternatives Generation

6 Alternatives Evaluation
7 TargetControlling e,
8 Processintegration

9 Case Study
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1 Introduction

The Target Costing core themes
Four core themes of Target Costing

Cost
consciousness

\/

Time to market
management

Market
orientation

Profitability

/\

Innovation

lllustration 1.1
Refer to Seidenschwarz & Comp: Marktgerechte Produktentwicklung — Die Integration von Target Costing und Earned Value Methode, Value Paper Nr. 2/2004, S. 5.



1 Introduction

The general goal of each Target Costing project is to strengthen profitability. This is
ensured by market orientation, time to market management, cost consciousness and
innovation.

Market orientation means analyzing and influencing markets and not to be driven by them.
Prerequisite therefore is a clear definition of target groups and the target groups’ price
willingness and the focus on the customers’ demands.

The goal is to develop tailor made product concepts, which contain enough innovations for
the specific market segments. To fulfill these innovation requirements not only extensive
market intelligence but also the instinct for upcoming technical trends are needed.

A systematic and structured procedure is therefore basic precondition for a successful
product definition.

In today’s dynamic competition time to market management gets more and more
important. The early identification of innovation potentials and “time blockers” in the
product development process are indispensable. According to the 80/20-rule, which
means that 80% of later occurring costs are determined in the first 20% of the product
development process, an early and secured product definition is necessary.

After fixing the product concept it has to be realized in a fast and consequent way. To
avoid constant changes in the concept and thus assuring the time to market the
implementation of an extensive Target Controlling is very important.

During the whole product development process cost consciousness may not be
disregarded. Therefore clear cost targets as well as profit targets have to be determined.
Last ones are untouchable and to be treated like a “sacred cow”.

Prerequisite for an extensive cost consciousness is the implementation of tools for a
persistent cost analysis as well as for the cost management.

By using technological synergies and optimal staffing of resources the process efficiency
is secured.

SI E M E N s 1 Introduction
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1 Introduction

The V-model of Target Costing

Target Costing follows the principle of Cost Down and Value Up

Product integrity
&

profitability

" Minimum costs for basic = Best-priced beauty

requirements

Devel ¢ strat " Pioneer
= Development strategy:
,bownsizing“ ® Performance-optimized

product compared to

® Further tailorization of : .
competitor products

platform (incl. pro-active cost
optimization of platform) = Market orientation of
" Further standardization of platform development
models and processes = Focus on a few (1)

® Focus on low-cost Enthusiasm Features
manufacturing sites perceived (!) by customers
= Low overhead by having and addressed to targeted

founded the ,green field" customer groups () in
core countries ()

® |nstalling activity-based
costing to manage process
costs

" Further overhead reduction

= Selling the product story

llustration 1.2 Refer to Seidenschwarz & Comp: Marktgerechte Produktentwicklung — Die Integration von Target Costing und Earned Value Methode, Value Paper Nr. 2/2004, S. 4.



By following the principle of “Cost-Down” and “Value-Up” the product integrity and
profitability will be maximized. Market-focused and cost-optimized products are the keys
for creating sustainable profitability. The head is on creating perceived value for the end
user and operator by innovative solutions reaching the market at the right point in time,
supplemented by a cost orientation especially on those features that are not central for the

end user and operator satisfaction.
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1 Introduction

Core components of the Target Costing methodology

The Target Costing methodology supports the product development process throughout the
whole product lifecycle

Project-comprehensive product development process

Market Modularization/
intelligence Customer odu arl_zatl_on
. standardization .
Enthusiasm - Roadmapping
Strate and Generic
Technology ay Target Costing
intelligence

A A A

Product sales and marketing communication process T v 4

>
(@)]
© O
S o
— O
o O Project-specific product development process
n s .
-E 15 Reverse Calculation
o E Project
g (@) spejcific Customer Product AIternati_ves Target
(- Enthusiasm Target Generation/ .
o .= market Model - . Controlling
E B assessment ode Splitting Evaluation
o O
o O )
) 5 Product Story
-
o O
S
O ©
-

> Concept for marketing communication
Concept for

market launch
Management of sales channels

lllustration 1.3 Refer to Seidenschwarz & Comp: Marktgerechte Produktentwicklung — Die Integration von Target Costing und Earned Value Methode, Value Paper Nr. 2/2004, S. 6.



Target Costing is a market- and profitability-oriented management concept that guides the
product development process on three levels:

* Project-comprehensive product development process
* Project-specific product development process
* Product sales and marketing communication process

The project-comprehensive product development process is seen as a basis for a market-
oriented product definition. It translates technological and market information in a
Customer Enthusiasm Strategy, pointing out the company’s strategic alignment for
products.

In the next step the modularization, the standardization as well as a generic Target
Costing is conducted. At the end roadmapping provides a product roadmap as a basis for
the ignition of specific projects.

This general process regularly provides data to single projects and thus ensures the clear
focus on core competences.

A further component of the Target Costing methodology — often understood as the single
content of Target Costing — is the project-specific product development process. This
process comprises the core tools of Target Costing that are described in this manual.

The product sales and marketing communication process complements the mentioned
processes. Here, the marketing communication strategy for the product is determined.
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1 Introduction

The Target Costing core tools

The Target Costing methodology can be broken down into six building blocks that are closely
interlinked with each other

Market research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse E—
Calculation Alternatives Alternatives
Generation Evaluation
Product Target Splitting
— — — . . - Concept Freeze _-— . . = =

Target Controlling (including Target Cost Controlling)

Illustration 1.4 Refer to SEIDENSCHWARZ , W.: Target Costing, in: KUPPER, H.-U./WAGENHOFER, A. (Hrsg.): Handworterbuch Unternehmensrechnung und Controlling, Stuttgart 2002.



The six Target Costing core tools introduced at Siemens MD are based on an extensive Notes
market research and are interlinked starting with the Enthusiasm Model and ending with
Target Controlling. e s

« The Enthusiasm Model (EM) differentiates between Basic, Performance and
Enthusiasm Requirements and triggers a sharp product positioning for a well defined
Windows of Opportunity (WoO) and thus enhances the company’s market-focus.

* The Reverse Calculation (RC) allows a market-oriented product calculation. Therefore
it starts with the relevant market data defined in the Window of Opportunity and profit | ....coiiiiiiiii i
targets to derive the Allowable Costs. This overall cost target is then split into cost
categories that are structured according to their influenceability. | rrremmrreeseeessssa e

» The Product Target Splitting (PTS) provides a methodology to translate a Target BOM
for a product at a given Window of Opportunity into Target Cost corridors for product
modules according to operator and end-user requirements.

* The Alternatives Generation (AG) aims at identifying favorable product, module and
component alternatives which do not only satisfy the requirements set by the | oo
predefined Window of Opportunity but also meet the cost guidelines set by Reverse
Calculation and Product Target Splitting.

 The Alternatives Evaluation (AE) performs a standardized analysis of generated
alternatives. Based on measurable criteria different alternatives are evaluated and
ranked using a scoring model. s

« The Target Controlling finally ensures an adequate implementation of product
concepts — defined by the use of the Target Costing methodology — after concept
freeze.

SI E M E N s 2 Window of Opportunity and Enthusiasm Model Seidenschwarz & C()lnp.



2 Window of Opportunity and Enthusiasm Model

The Target Costing concept

The Window of Opportunity and the Enthusiasm Model translate market knowledge into clear
objectives for the product development and guide the subsequent Target Costing steps

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse _ .
Calculation Alternatives Alternatives
Generation Evaluation
Product Target Splitting
— — - - - Concept Freeze _— e = = - s

Target Controlling

lllustration 2.1

Refer to SEIDENSCHWARZ , W.: Target Costing, in: KUPPER, H.-U./WAGENHOFER, A. (Hrsg.): Handwdorterbuch Unternehmensrechnung und Controlling, Stuttgart 2002.




2 Window of Opportunity and Enthusiasm Model
The purpose of this chapter is to explain the approach of the Window of Opportunity and
the Enthusiasm Model within the Target Costing methodology.

The chapter is divided into 2 parts:
* The first part gives a methodological overview of the tools.

« The second part provides a view on how the Window of Opportunity and the

Enthusiasm Model are customized to the specific situation of MD.
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2 Window of Opportunity and Enthusiasm Model

Window of Opportunity and Enthusiasm Model as basis for product definition

The WoO and the EM trigger AG and AE and become more precise during the product development
process until it steers focused product sales and communication

Product Target PTSII Reverse Calculation ' i
Splitting : :
PTS I Rough concept Calculation of ! '
- calculations & technical Alternatives (modules) i i
First cost Target Cost corridor nd ible product : :
estimations arget Cost corridors and possible produc : :
| ] 1 1 . .
Window of First ideas | Functional 1 Technical alternatives iConcepti Profitably selling
Opportunity alternatives E to fulfill functional targets g % i Freeze E the product
Q] and Enthusiasm : _ o1 & i
= Alternatives 0% i Reali- | To the Window
3 Generation (AG) 1 zation of Opportunity
Q :
£ Rlcey Enthusiasm Functional :
“= of Detailed product concept
© . Model targets
o Opportunity - : i
‘;.; Alternatives ! | Communicating the
a | Evaluation (AE) 2% | i product story
Rough E _ >3 |! i| Emphasizing the
i evaluations | Evaluation of Q%5 | i core functions
Criteria definition i “Knock out” E technical alternatives E i

Duration of the product development project

Illustration 2.2




2.1 Methodology of the Window of Opportunity and
the Enthusiasm Model

The Window of Opportunity (WoO) and the Enthusiasm Model (EM) represent the first
tools to be used within the Target Costing approach.

The main objective of both is the implementation of a market oriented view at very early
stages of the product development. They provide a solid basis for “cost-down” and “value-

up” measures and thus drive the profit maximization.

In a first step the Window of Opportunity defines within the total market environment and
portfolio what proposition the product has for the company. At this stage, the Window of

Opportunity describes a first product idea that still bears a high degree of insecurity.

The Enthusiasm Model indicates the positioning and the relative importance of the
functions in a more detailed way as it is being detailed into a target profile and later into
functional targets, TTM insecurity decreases and the Enthusiasm Model gets to a very

detailed level that leads into the Concept Freeze.

The objectives set by the Window of Opportunity and the Enthusiasm Model must not be
lost after the Concept Freeze. Product marketing will have to base all of its activities on
the essentials of both in order to assure maximum product integrity.

SI E M E N s 2 Window of Opportunity and Enthusiasm Model
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2 Window of Opportunity and Enthusiasm Model

The Window of Opportunity

To ensure a target oriented product definition the Window of Opportunity has to be sharply

described for each product to ensure market orientation and cost consciousness

Pro-
position

Why are we making this product:

(retail-user and
operator)

Target market

End-user (sub-)segment: A, sub-segment A2

Regional market focus: w% EMEA, x% NAM, y% LAM,
z% APAC

Sales channel split: Operator x% vs. retail y%
Key operators addressed: A, B, C
Main reference/competitor products: product A /product B, C, D

pivies:

06/Q2

06/Q3 {06/Q4

® Story/technical successor to: Product A/product A
i ° ® Price Point: Launch at x € falling to y € (EOL)
g < o || ™ Launch date/lifecycle: mm.yy. / 12 months
825 || ™ Addressable Market: x Mio. units in the markets
@ < || ® Planned volume/ market share: xy Mio. Units
= ® Target Profit: x %, approximately y Mio. €
®  Productidea: “..." (slogan)
®  Key theme:
® Usecases: A) ..., B)...,C)...
u

Dedicated innovation:

Illustration 2.3




2.1.1 The Window of Opportunity

The Window of Opportunity is always based on the imperatives derived from corporate
strategy as it strives to translate the company’s vision, mission and guidelines into
consistent concepts and action areas for product development. As a result from the
Roadmapping process it represents the assignment for the product definition team to start

with explicit actions.

The definition sheet for a Window of Opportunity describes the results of the rolling
portfolio and the corporate strategy process and therefore defines the core targets for the

product specific development process.

Its major role is to describe as precisely as possible a clear focus for the entire product
development team and define commonly accepted goals.

The Window of Opportunity consists of four fields: Proposition in the understanding of the
product’s mission, target market, target positioning and product idea. These four

categories are detailed further by key underlying questions.

The product idea shows the first and rough definition, how we suppose to realize and
meet the targets defined in the proposition, the target market and target positioning.

The Window of Opportunity guides the product development from idea to value in order to

ensure consistency and to lead the product definition to measurable results.
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2 Window of Opportunity and Enthusiasm Model

The Enthusiasm Model

To secure an optimal product definition the Enthusiasm Model structures product characteristics
and functionalities into the categories basic, performance and enthusiasm

3

Enthusiasm Functionalities

@ An Enthusiasm Functionality that is precisely fitting to
the Target Group and perceived by them as innovative
and well solved — plus, is sold in an emotional way -
outperforms all other functionalities in contribution to
satisfaction

® Not yet communicated by the
customer

® Release a “Wow” effect

@ ®  Specific for each market segment
and a ,challenge to market

The mere existence of an Enthusiasm Functionality that research*

fits to the Target Groups’ needs can cause the same
degree of satisfaction as a complete fulfillment of all
Performance Functionalities does.

Performance Functionalities

®  Explicitly communicated by
the customer

Positive satisfaction / enthusiasm

@ A partial existence of Performance Functionality ensures
a neutral degree of satisfaction. Only full compliance

Specific values of competition

with the market standard of the Performance CZW
Fun;:tiopalities will reach to the rim of triggering ® Measurable and quantified in
enthusiasm. i standard values

Negative

degree of
Even the existence of a full set of Basic Functionalities fulfillment Positive degree of fulfillment
does not drive positive satisfaction. Only an additional 3

combination of Performance Functionalities and an
Enthusiasm Functionality causes the product to take
part in the eventual buying decision of the respective
customer (with his preferences)

Basic Functionalities
® Implicit customer requirement

® Not anymore communicated by
the customer

@ The lack of a Basic Functionality causes negative
satisfaction and even a full set of Basic Functionalties
does not yet assure positive satisfaction and market
acceptance: “Basic is simply not enough.”

® From the customer’s point-of-view
an obvious and natural
prerequisite

Negative satisfaction

Illustration 2.4

Refer to SEIDENSCHWARZ , W.: Nie wieder zu teuer! 10 Schritte zum Marktorientierten Kostenmanagement, Stuttgart 1997, S. 62.




2.1.2 The Enthusiasm Model
By differentiating between Basic, Performance and Enthusiasm Functionalities the
Enthusiasm Model triggers a sharp positioning ofwell defined product concept while

determining how certain functionalities will contribute to customer satisfaction.

The three categories of the Enthusiasm Model strongly differ in the extent of their

contribution to customer satisfaction/enthusiasm:

* A Basic Functionality can be explained by a graph that has a decreasing marginal rate
of utility/satisfaction. For example the more Basic Functionalities are included in a
product, the less additional value to the customer is caused by each additional

functionality.

* A Performance Functionality follows a linear graph which means every additional
Performance Functionality triggers the same amount of positively perceived

recognition by the customer.

 An Enthusiasm Functionality is characterized by an increasing marginal rate of
satisfaction. Each additional functionality or even each functionality improvement
causes an over-proportional additional degree of satisfaction that is higher than the

effort put into the realization.
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2 Window of Opportunity and Enthusiasm Model

Explanation of functionality types
Basic Functionalities are a must, whereas Performance and Enthusiasm Functionalities add

value for the customer

Basic Functionalities

Performance Functionalities

Enthusiasm Functionalities

=  Market standard of a product
= Included in all competitive products

= Not expressed, but expected as a
matter of course by the customers

= |f the functionality is not included in the
product it represents a strong
argument against a purchase

Typical statement

= “Ok, the product has the common
characteristics of all these products.
But | expected that anyway.”

= “Oh, the product is missing
something | would have taken for
granted. Sorry, but | will therefore
not buy it.”

Directly comparable to competitive
products

Important influence factor on the
buying decision

Exceeds the characteristics of Basic -
Functionalities

Typical “brochure information”
—_—— )

“Ah, this product is better than the
other one | was thinking of buying.”

“Now, let’s see if the product has
this particular functionality
everybody is currently talking
about.”

“Evaluating this product, it has
advantages in some functionalities =
and disadvantages in others. Overall
however, it meets my needs. But

what makes it tick?” -

—— =

The presence of an Enthusiasm
Functionality is the unique and

sometimes final trigger for the

buying decision (USP)

Enthusiasm Functionalities are often
innovations that become evident to
the customers for the first time

Working with lead users, identifying
definite trends and thinking in “hard-
fact” use cases helps identifying
Enthusiasm Functionalities first

Enthusiasm Functionalities are a
consistent extension of core
competences into product solutions

“Oh, what a surprising solution for a
problem | had but did not expect a
solution for!”

Illustration 2.5




2.1.3 Explanation of functionality types
The Enthusiasm Model gives additional structure to product development thoughts
because it strictly differentiates between the three categories of functionality types.

These functionality categories must be understood in relation to time and therefore
functionalities normally decline over time from being Enthusiasm to being Performance

and at last to being basic:

» Basic Functionalities can be seen as the functionalities that have developed into being

market standard.

» Performance Functionalities are those functionalities that are currently (or at the time
of product launch) in the center of the customers’ attention. These functionalities will
be the “battle field” of competition where every company will try to present the best

value for money of a single functionality or a functionality package to the customers.

* Enthusiasm Functionalities are the new and innovative product characteristics. The
particular difficulty lays in identifying and realizing these functionalities earlier than the

competitors and to present them in a target group focused way.
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2 Window of Opportunity and Enthusiasm Model

Building an Enthusiasm Model pyramid

The three different categories of the Enthusiasm Model depend on answering various general
and some category specific questions

Which questions have to be answered Inout Which questions have to be answered 3
for the EM in total? P for the different categories? ode

Where do we want to go with our future = Which technological innovations are
products: Strategy, i.e portfolio, brand, coming up and could be used at what
design etc.! time? Input Enthusiasm
How will different functionalities apply in * Which underlying customer / consumer Functionalities
different price classes and how will they needs are developing and have not
fall into lower segments over time been addressed?
(functional roadmaps)? - - — -

. S . = Which functionalities (-quality) can be
Which competition is present in the expected from the competition today
catered regions and how do they and in the future? | ¢ NE e

i ? . . . . npu
address their markets? * Which functionalities (-quality) from Functionalities
Which technologies influence the adjacent industries has an influencing
respective business (convergence)? factor on the buying decisions
(substitution)?

Profound understanding of the
addressed consumer segments (incl. = Which functionalities will be perceived to
regional/cultural differences) through be basic in the price class and when in
stable global market intelligence the future? Input Basic
Detailed understanding of the customers’ = Which functionalities will become Functionalities
(operators’) motivations / strategies obsolete, are not or negatively perceived -
mid- and long-term by the consumer? Basic Model |

Illustration 2.6




2.1.4 Building an Enthusiasm Model depends on high quality input
The three different categories of the Enthusiasm Model have different needs concerning
market and technology intelligence as they are referring to different points of time.

* The basic category has to ask for confirmation if all Basic Functionalities will still exist

in the future or can be substituted through other technologies.

« The performance category particularly depends on knowing what the competition is
about to present and what the “hot technical topics” will be.

» The enthusiasm category is the most challenging one as it depends on knowing what
not yet existent could best trigger customer delight in the future and how this could be

solved technically.

Apart from category specific questions, general topics about market and technology need

to be provided to set the Enthusiasm Model into an overall perspective.
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2 Window of Opportunity and Enthusiasm Model

Adaptation of the Enthusiasm Model

The standard Enthusiasm Model has to be adapted for MD to take differences in operator and
end user demands into account

Standard Enthusiasm Enthusiasm Model at MD
Model
Company
Company
Operator* End-user*
v v
. Probable
Customer Adaptation Enthusiasm Model| CEEEEREEY | Enthusiasm Model
for operators for end users
Enthusiasm Reconciled Enthusiasm
Model Model for

operators and end users

*Note: The notion of “operator” comprises all B2B customers. Specific retailer / distributor needs are seen to be same as end-user requirements.
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2.2 The Window of Opportunity and the Enthusiasm Model at MD Notes
Due to its generic approach and its division in the four categories proposition, target

market, target positioning in the portfolio and product idea the Window of Opportunity
does not have to be adjusted to MD’s specific demands. A detailed “fill-in” guide is given

later in this chapter.

2.2.1 Adaptation of the Enthusiasm Model
In the MD specific case, the Enthusiasm Model faces the particular challenge that two

target groups have to be addressed at the same time: The end-user and the operator.

These discrepancies are solved by separately evaluating both groups.

In the reconciliation of the Enthusiasm Model, only the separately analyzed technical
target volumes of both groups are reconciled. The Enthusiasm Model categories of | rrorrrrerrrresmrsesmssessesesmemesreresreresrene s
operators and end-users are separately used in latter tools without reconciliation.

Overall, the Enthusiasm Model will put its focus on defining the best (i.e. ARPU driving)

solution for the operator and the most value- and emotions-creating concept for the end-

user depending on the product market focus.
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2 Window of Opportunity and Enthusiasm Model

Environment and focus of the Enthusiasm Model

Based on the identified Window of Opportunity the Enthusiasm Model is developed for every single
product

® Brand strategy (e.g. high quality & outstanding design
Strategy as common denominators for all products)

® Portfolio strategy (e.g. role of products in portfolio)

/
® Determination of overall market

Window opportunities
of Opportunity 2

® Trends for each price point /
segment

m \/

Definition of regions

to be addressed by a specific

product

® Consideration of region specific
requirements (e.g. EDGE)

® Consideration of regional
preferences and trends on design

\. and features

® Definition of segments and x° v
target needs to be addressed
by a specific product Segment

® Consideration of usage
behavior/benefits

Price point /
Sales channel

® Focal point of Enthusiasm Model

® Basis for next steps
in the Target Costing methodology

In the long run, the Enthusiasm Models on portfolio level can be designed in order to achieve a
»common enthusiasm identity“ and recognition of all products of MD.

Illustration 2.8



2.2.2 Environment and focus of the Enthusiasm Model

MD’s business is global, addressing all varieties of target groups through different sales
channels and at different price points in order to fulfill the overall corporate strategy.
These targets are defined for each product in the Window of Opportunity. Therefore, each
EM for a specific product will have to consider the defined targets in the Window of

Opportunity.

This implicates that the quality of an Enthusiasm Model strongly depends again on the
quality of the input provided. In this case there is a particular necessity of segmentation
input that thoroughly describes the end-users’ motivations and needs, the knowledge of
sales channels and their needs (requirements engineering and distributor relations), a
precise monitoring of price points and their development over time and for a constant
integration of regional market and technology knowledge into the product definition and

strategy process.

If all this information is provided, MD’s products should be a perfect expression of MD’s

corporate strategy (overall aim, portfolio strategy, design guidelines, etc.)
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2 Window of Opportunity and Enthusiasm Model

Ten steps to define Enthusiasm Models at MD
A 10 step approach for translating corporate strategy into an Enthusiasm Model for every single

product
= @ Description of Window of Opportunity
=
: @ Portfolio draft and functional roadmap
- @ Segmentation input
= @ Operators' strategy input
g @ End-user research
g @ Requirements Engineering
” @ Definition of functional targets
L Region-specific operator and end-user requirements
g
3
5

Illustration 2.9



2.2.3 Ten steps to define Enthusiasm Models at MD
Steps 1 and 2 assure that all work is consistent with MD’s corporate strategy (and thus
also brand strategy), implemented in the rolling portfolio draft. Thus, it is taken care that

the execution of the subsequent Target Costing tools is briefed perfectly.

The Window of Opportunity is the first step towards defining a new product. If no obvious
Window of Opportunity can be developed, further steps in the product development
process should be canceled right away. Such opportunities need to be identified based on
the concept of a rolling portfolio as they are the first step of translating strategy into

products.

Steps 3-8 are conducted to supply the Enthusiasm Model with in-depth market and
technology input in order to precisely derive what could and should be done to address

the Window of Opportunity.

Steps 9 and 10 help to define functional requirements the product will have to fulfill and

which solutions shall be the key functionality of the concept.
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2 Window of Opportunity and Enthusiasm Model

The Window of Opportunity for Product A

To ensure atarget oriented product definition the Window of Opportunity has to be sharply

described for each product to ensure market orientation and cost consciousness

' _E ® Why are we making this product:
2 = Create a top 3 seller for the S-class segment in order to secure
o S MD’s position within the price class during 2004
= ® End-user (sub-)segment: expressive Connection
g g ® Regional market focus: 60% EMEA, 0% NAM, 0% LAM,
8 5 < 40% APAC
E ] ® Sales channel split: Operator 70% vs. retail 30%
OIS .
o'g 2 ® Key operators addressed: Vodafone, T-Mobile
S g ° ® Main reference/competitor products: S55/Nokia 6230
c ® Story / technical successor to: S 55
P ® Price Point: 260 € falling to 165 € (EOL)
‘gg E ® | aunch date/lifecycle: July 2004 — June 2005/12 months
E = ® Addressable Market: 35 Mio. units in the markets
3 = ® Planned volume/ market share: 4,5 Mio. Units/22%
e ® Target Profit: 10 %, approximately 90 Mio. €

'y

275 *.7 e @
<275 @ /A 'Gj\
<200 | e [@) &,

150 l '

Y _e——@ =
<100
80 /'.
<es| L ]
FY 04 FY 05 06/Q1 | 06/Q2 jo06/Q3 l06/Q4

Product idea: “Your everyday business companion”
Key theme: Business

Use cases: A,B,C

Dedicated innovation: none
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Step la: Definition of the Window of Opportunity for a product Notes

To achieve appropriate results when defining the product the following “fill-in” guidelines
have to be regarded:

* Proposition: Describe market objective, market opportunity and MD’s motivation to
|aunch thiS prOdUCt. ------------------------------------------

* End-user (sub-segment): Name core sub-segment and additional relevant sub-
segments in product focus.

* Regional market focus: Provide calculated global sales split.

» Sales channel split: Provide expected split of sales channels.

« Key operators addressed: Name most important operators for this product.

» Competitor products: Name competitor products in same prices class or same theme.

» Story successor to: Describe continuity of market story.

* Price point: Name price point and ASP.

* Launch date/lifecycle: Name start and end of lifecycle and its duration in months.

* Addressable market: Calculate units of target market regarding segments, countries
and price classes.

+ Planned market volume/market share: Name absolute and relative volume.

» Target profit: Fill in margin rate from Group Profit Target Structure.

* Product idea: Create Marketing slogan.

» Key theme: Describe focus of the product.

» Key use cases: Describe the most important use cases of planned phone, under lied
by special template.

+ Dedicated innovation: Describe technical or market innovation.
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2 Window of Opportunity and Enthusiasm Model

Template for use cases — product name
The description of key use cases of the planned product regarding key theme,
price point, segment and region help to emphasize on daily usage scenarios

Key theme: Price point: Segment: Region:
XXX XXX XXX XXX

Use case Use case description

Importance

= Situation*: xxx

= Frequencies of use case: xxx L L
Usecase 1 = Typical course of action: xxx m ':_/:

= Related use cases: xxx no no

= Situation*: xxx

= Frequencies of use case: xxx L L
Use case 2 = Typical course of action: xxx I\H/l '\|_/||

= Related use cases: xxx no no

= Situation*: xxx

= Frequencies of use case: Xxx L L
Use case 3 = Typical course of action: xxx I\H/l '\|_/||

= Related use cases: xxx no no
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1b: Description of key use cases of a product

In order to put more emphasis on daily usage scenarios key use cases have to be
described for the planned product.

Use cases describe the typical usage of different functionalities of a product. They are not
described in technical terms but with the subjective words of the user and thus establish a
link between market demands

The shown template categorizes each use case in four characteristics: situation,
frequencies of use case, typical course of action and related use cases.

The situation comprises the time, place as well as the circumstances that cause the use
case to begin.

The frequency gives indications of how often the functionality is used.

The typical course of action describes the steps of the process defined by the use case.
The course of action should only document the best case scenario of the process.

The related use cases can be separated in including and extending use cases. Thereby a
reader of the use case description is made aware of other uses cases in order to
understand all optional or conditional processes.

On the right hand side a first indication of the importance for end-user and operators
should be given. The classification in low (L), mid (M), high (H) or no gives first indications
for the later Product Target Splitting.
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2 Window of Opportunity and Enthusiasm Model

The linkage of Enthusiasm Model and portfolio draft
For every envisaged phone in the portfolio draft, an Enthusiasm Model as well as a dedicated

Window of Opportunity have to be completed

Customer
realized
Price 2
&|10/05 >275¢€
: -
Product B = _
10/05 Eipeoeeseeesesescnracns 9032008 e esrercrcrtrenatecesectstcrcrcrsrcreed
(umTS) [ o
09/05 E5 T
09/05 131-195 €
W roduct A
09/05 PYCTTITITITITTITPPPPPPIPPITITTIPPRPRY "TPRTTRPPPPR
../ IPEEE: € 101-130 €
2727 10/05 esvescesscessassesssassfecerscassaed
u [i 81-100 €
005 {5 /s Product C
i_3=.'/10’05 ......................... os 56080 Enoed
Product E E 45-65 €
10/05 [ii: nesaseascccansonnccaaccccncacsncsnancccscfococsnnccanne
<45¢€
Time > Time:
. . Portfolio check based on
MD draft from the “rolling portfolio process” | Input . .
gp P P the Enthusiasm Model profiles

*) Customer Realized Price
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Step 2a: The linkage of Enthusiasm Model and Portfolio draft
Every single Enthusiasm Model will be linked with the other products’ Windows of
Opportunity and Enthusiasm Models in the existing portfolios and the draft of future

portfolios.

Once the Window of Opportunity and the Enthusiasm Model is established as a constant
tool for product development efforts it will also assist in continuing portfolio structures

consistently over time.

A target profile for example will then migrate from being a top-class product at first launch
towards becoming a mass market product in the later stages of the product life cycle (or in
a second edition of its lifecycle) and eventually moving into the low end as design to cost

or refresh product.

Additionally the aggregation of some segment-specific target profiles or all target profiles
of the Enthusiasm Model will help to verify the overall enthusiasm strategy in the defined
MD portfolio. (E.g.: If MD wants to be perceived as the most reliable mobile phone brand,
then those functions supporting a reliable impression (e.g. telephony and robustness) will

always rank in the performance or enthusiasm categories of the different products.)
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2 Window of Opportunity and Enthusiasm Model

Enthusiasm Model uses input from a functional roadmap

The Enthusiasm Model is benchmarked against a functional roadmap that — derived from
corporate strategy - sets the functional goals for different price classes

At a given price point and a given launch date ( © )the
functional roadmap raises attention to what will by then
be the approximate technical Target Value for the
respective categories of the Enthusiasm Model

Certain qualities of e.g. the display will at the launch date
be Performance and fall to Basic over the lifecycle.
Accordingly, a functionalitiy quality (e.g. Epson 4 vertical
alignment) will be Enthusiasm and fall into the
Performance category over time.

The functional roadmap will therefore be a guideline to
Alternatives Generation and tune the Enthusiasm Model
filter.

The Enthusiasm Model Filter will narrow the morphologic
case to a limited amount of Alternatives.

Market and competitor benchmarks supplement the
analysis and make sure that the functional roadmap is not
only an internal goal setting but also assures recognition
of the market trends and newly developing industry
standards.

Primary Display
Calor depth

Frce
]
s
a1

ftmmemom

Performance:
132x176
(120x160)

elevant price point

Basic:

R

Enthusiasm:
132x176
Epson 4

132x132
Lifecycle

Illustration 2.13




Step 2b: The Enthusiasm Model and its link to functional roadmaps

Beside the linkage of the Enthusiasm Model and the portfolio draft an alignment with the
functional roadmap has to be considered. The results of the portfolio enthusiasm strategy
have to be benchmarked with the functional roadmaps and then define the relevant

technical value ranges for a product’s Enthusiasm Model.

To successfully define the functional roadmaps end-user and operator requirements as
well as competitor benchmarks and price estimation for components have to be used as

input. The functional roadmap is then to be used for:

» The components of a mobile phone. These have to be interpreted in the Enthusiasm

Model depending on the theme the phone is addressing.

* The definition of the Enthusiasm Models by showing the functional target values at
each price point for the three enthusiasm categories “Basic”, “Performance” and

“Enthusiasm”.
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2 Window of Opportunity and Enthusiasm Model

The Enthusiasm Model and its link to the need-based segmentation
Through the development of EM Target Profiles for each segment a clear target group focus and

thus a sharp product positioning will be supported
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Step 3: Translation of need-based segmentation input into the Enthusiasm Model
structure

Every Enthusiasm Model for a product is a tailored construct particularly aiming at one
end-user target group. Therefore it is essential that the Enthusiasm Model makes use of
all information provided by the segmentation once the target segments are defined (by the

Window of Opportunity).

The need based segmentation answers the four key questions of
* why a end-user buys a product,

» what he/she wants to use it for,

* where it will be used and

* when it will be used.

A processing of this input in combination with the goals set by the Window of Opportunity

results in a target profile of the product.

By developing the target profile the product team decides in which of the 14 key
functionalities of a mobile device the particular product shall be basic, performance or

enthusiasm.
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2 Window of Opportunity and Enthusiasm Model

Structure to translate the operator requirements into the EM

For the consumer as well as for the operator requirements the same enthusiasm categories will be
used. To translate the operator requirements into the enthusiasm categories rules are defined.

AOperator requirements l |

MNO requirements

Operator EM (standard) structure:

not : .
req. ?Basm? Perf. ?Enth.

Not required Basic Performance Enthusiasm

A A A

Underfulfill

“Show stopper”

Mandatory Required Optional

A Current operator (CRP) structure:
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Step 4: Translation of operator requirements input into the Enthusiasm Model
structure

Every Enthusiasm Model for a product is in addition to the end-user tailored to an operator
target group. Therefore, it is essential that the Enthusiasm Model makes use of all
information provided by the target operators once they are defined by the Window of

Opportunity.

The operator requirements and their worldwide aggregation are provided by the existing
“Customer Requirement Prioritization” tool. Based on these results a translation into the
enthusiasm categories — not required, basic, performance and enthusiasm — has to be
done. This is necessary because only then a comparison to the end-user structure is
possible. At the same time the defined operator requirements — mandatory, required and

optional — have to be verified.

The degree of fulfilment of the requirements such as meet, underfulfil or exceed will
support the translation into the EM categories. One exception is the translation of the real
mandatory show stoppers, which have to be translated into “Basic Requirements”. Show
stoppers are defined as basic because they have to be fulfilled, or otherwise the product

will definitely not be accepted by the operator.
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2 Window of Opportunity and Enthusiasm Model

EM relevant inputs from end-user research & requirements engineering @ @

Causing enthusiasm is the result of a structured and ongoing thinking in market needs and
innovation capabilities — thereby the verification with the Product Target Splitting is necessary

End-user view

Operator

In-depth
understanding of
sourcing corporations
and what drives them

Active involvement
in discussion of what
makes the consumer

tick and where money
can be made

MNO requirements

Operator view

not
req.

Basic
(under
fulfilled)

Perf.

(meet)

Enth

(exceed

Operator strategy

Requirements

engineering

> DD D>

Identifying the
underlying motivations

Understanding buying
criteria (implicit &
explicit needs) in detail

Key motives
from segmentation

In-depth

understanding
of buyers

Use cases and
lead user teams

Active involvement
in being at the pulse
of the consumer
Being
“behind the scenes”
Recognizing
critical incidents

End user

O Top 3 weighted requirements

<4 ---

D> D>
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Steps 5+6: Incorporation of inputs from end-user research and requirements
engineering

At the beginning of the Enthusiasm Model definition process only the Enthusiasm Model
categories are to be defined. All possible inputs from the end-user research or the
operator requirements engineering (such as “Price Performance Analysis”, buying criteria’
and their weighting) have to be used for the definition and verification of the Enthusiasm
Model.

The weighting of the functional requirements, resulting of the Product Target Splitting (1),
uses partly the same inputs as the EM. Therefore the results of the PTS and the EM must
be compared before using them in further Target Costing tools.

In the alignment of both tools the EM category per function is compared with the weighting

per function of the PTS I, following certain rules:

* One or more of the highest weighted functions (in the optimum this is one of the top 3
functions) should be defined as functions where enthusiasm will be delivered.

« The lowest weighted functional requirements normally should only fulfill Basic

Requirements. Differences need a clear argumentation.

* Not required functions need a weighting of 0%.
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2 Window of Opportunity and Enthusiasm Model

Translating the target profile into target values

After the target profile has been defined for end-users and operators, the target values describe the
targeted for solution in detail

\
End-user requirements| MNO re.qulrements End-user and Operator 429/))
not ‘p-cic: perf. Enth| Mot Ezuanggrc Perf. :Enth. profile can vary and if Target values (value range) 2,
reg. €. :fuifilled): (Meet) :(exceed) so have to be Q
[ | A separately augmented
A or combined. 3 band, 850/1800/ 1900 mHz , RF perfor.
[ |
§ A Goals can still be MP3 daytime 2h, standby 300h
“debatable” at this Simple, matt haptics, slider pref.
] A stage.
Be b.i.c. in 120x160 (132x176) displa
| A Conscious exclusion of ( ) display
A functions in No camera
i accordance with the : .
[ A R : MP3 decoding for ring tones
positioning is possible.
Standard 2 D gamin
u A If categories can be g ¢
5 A interpreted differently, None
assure clear Becls
i A comments.
) . P. e. phoneb, b. orga, SMS, MMS, PoC
[ | A Enthusiasm positions R e
A can be marked with a Basic, no IrDa)
n lightning bolt if A VB
feasibility is yet to be
n A clarified. Ul, ID and 1 USP per operator
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Step 7a: Translating the target profile into target value

After the target profile has been defined, functional targets have to be set. They explain
the driving functions of the product in the language of the end-user and operator. To
define these functional targets more clear, technical target values should be added, as for

example:

» Enthusiasm positions will typically be described as: “Outstanding RF performance”,
“Most innovative solution for stereo loudspeakers” or “Be the first to introduce display

resolution xy”.

» Performance positions will read: “Be best in class for 120x160 display”, “Ensure a
competitive solution for PIM” or “Meet the competitive standards concerning usage
time with 250 h”.

» Basic positions will be defined as: “Provide the standard functionality set for
messaging with SMS, MMS ...”, “Include a design to cost solution for design/material”

or “Assure including a VGA camera with the least possible effort”.

As operator and end-user positions might vary, there can also be required two different
functional targets. But in case that no product variants are planned, finally only one target

value has to be defined.
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2 Window of Opportunity and Enthusiasm Model

Predefined standard template for the Enthusiasm Model at MD

To secure MD-overall comparable Enthusiasm Models a standard template with predefined
functional categories as shown is committed

Required air interface: X GSM X GPRS EDGE UMTS X WLAN VoIP wiay)!  other: “...”
Preferred form factor: Bar Slider Clam X New/ others: “... e.g. swivel-clam”
End-user requirements MNO requirements

rr;cat. Basic i Perf. iEnth. Pe?:]t. ?ﬁ%‘; P T EL Target values (value range)
Make and receive calls | | A Easy to use keypad
Appeal to user | | A Surprising new form factor
Support imaging | | A Optical zoom, 3.2 Mpix, auto focus, strobe flash
Support music | | A ..... Video with audio recording
Provide gaming [ | A Basic
Provide outdoor/leisure features ] A
Enable messaging ] A Basic
Support PIM/business applications ] A Standard Sync-solution
Offer additional services [ | A Basic (SMS, MMS, no PoC)
Provide visualization | | A QVGA display, min. 256k colors
Interaction with other devices [ | A 200 pictures in medium quality
Store data B A é(t)aﬂgg(rje:\dérse?smb (;/(i)cll(eo, MMC card-holder,
Sl?srlzlﬁnr?zgﬂgirsonalization/ operator [ A Main operator Ul suppported
Provide usage and standby time [ | A 300h standby, 300 min. talktime

Possible risks

® Risks according to competitive positioning, consumer/ operator acceptance, technical feasibility
and financial/ profitability
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Step 7b: The standard template for the Enthusiasm Model at MD Notes

The Enthusiasm Model shows the profile of necessary functionalities to address our target
market (end-user and operator) successfully. To keep this structure and the definition of | «eevvvieriii
the Enthusiasm Model comparable, the shown template is set as standard for MD.

Following issues are relevant for this template:

* The air interface/network standards will be set based on the definition of the target | ... e
markets in the Window of Opportunity.

» The predefined categories are focusing on the required functionalities.

e The overall required functionalities of a mobile phone are described by ...

0 ... the core telephone functionalities as 1/0 keypad & voice/UI/RF
performance, usage/ standby time and visualization (display/ lighting). | srrerrerrsrrmmr e

o ... the relevant additional themes or applications starting with imaging/video
and ending with business/PIM/sync.

0 ... the connectivity and data storage functionalities. |

O ... at least the required personalization and customization functions.

* End-user or operator requirements on component level such as accessory devices are
indirect part of the Enthusiasm Model. They have to be derived from the defined
themes and set as functional target values.

The structure for the EM categories for end-users and operators is identical. | rrrrrrrmrsmseseseesesassssesnsn e

For each of the functional requirements target values or ranges have to be described.
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2 Window of Opportunity and Enthusiasm Model

Consolidation of regional requirements in global products

To secure the functional fit of a globally defined product and its target values, all relevant
regional target values has to be regarded

I\II\I\/|

LA

APAC

Results regional EM:
functional targets

3 band, 850/1800/

EMEA

Possible global EM:
functional targets

Results for optimized
global product)

Py
[0}
»
= .
Make and receive calls 1900 mHz , RF perfor. 7 || Basic, 2 band thd.
: - o : : X
Appeal to user Sl_mple, matt haptics, = Thickness: <19mm; thd.
slider pref. o || valuable appeal
Q
Support imaging No camera g' External.camera thd.
i o
Support music MPS EIEET6lTE) 27 =4 basic tbd.
ring tones s m
o <
Provide gaming Standard 2 D gaming g' S || basic tbd.
Q_J -~
Provide outdoor/leisure features | none 5 )Z> none tbd.
ez
Enable messaging basic % ; basic tbd.
. . P. e. phoneb, b. orga, SMY = || MMS receive and
Support PIM/business applications| MMS. PoC s forward: sync. tbd
>
Offer additional services none E none tbd.
Provide visualization > LBl e e Q 130X130'.64k tbd.
display(Performance) m || (very basic!)
<
Store data 4 MB g basic thd.

[P T A | S

MP3 daytime 2h, standby

b e e A AL
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Step 8: Recognition of region-specific end-user and operator requirements
As defined before different end-user and operator requirements have to be combined to
one final target value for each functional requirement. The same has to be checked for

region-specific requirements.

As long as the target values do not differ too much and therefore an overall fitting cost
position meeting the project target is achievable, they should be combined into one
Enthusiasm Model with combined target values. Otherwise region-specific product
variants have to be discussed, each with a separate Enthusiasm Model. This depends on

the regional split of the Window of Opportunity.
To support this process the structure of the provided template should be used, as it:
* helps to make the variations transparent and therefore support the decision process,

» documents the decision and shows clearly which region-specific requirements will not

be met and

* in the end helps to verify the targets for the target market, price points, launch
dates/lifecycle or planned volumes which are defined in the Window of Opportunity.
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2 Window of Opportunity and Enthusiasm Model

Documentation of discussed alternatives

Within the definition of the overall target values for one product discrepancies between end-user
and operator or regional target values have to be discussed and documented

O

A1l: Operator
target values

A2: End-user
target values

A3: region xy
target values

Make and receive calls

Voice centric, volume
adjustments

Appeal to user

Bar phone, robust, quality

No bar phone

Support imaging No camera VGA VGA
Support music 40 poly
Provide gaming basic

Provide outdoor/leisure features

Water resistance

Enable messaging

basic

Support PIM/business applications

basic

Offer additional services

Provide visualization

Comprehensive size, high
brilliance

Bigger display

Bigger display

Store data

basic

Provide usage and standby time

Interaction with other devices

Consumer personalization/operator
customization
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Step 9: Documentation of market required alternatives
Due to different operator, end-user and regional input, different requirements and

functional target values have to be discussed.

As far as only one product and no group specific product variants will be defined, one
preferred (80% fitting product for all addressed groups) Enthusiasm Model and the
preferred target values have to be defined. This should be called the “Basic EM scenario”.

Additionally to this “Basic EM scenario” the other relevant possibilities to improve the
Enthusiasm Model have to be documented. Therefore the shown template will document

only the differences for the operator, end-user group or region specific functional targets.

The hereby defined market required alternatives are one main input for the Alternatives
Generation, but are not evaluated yet.
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2 Window of Opportunity and Enthusiasm Model

Translation of the EM goals into precise maxims for all TC-tools
The defined templates that are used in the Enthusiasm Model process are documenting the final

results.

Window of Opportunity Enthusiasm Model

specific Alternatives

Region-/ end-user/ operator

Reverse
Calculation

Product Target Splitting

Alternatives Alternatives
Generation Evaluation
Product Target Splitting

Concept Freeze

Target Controlling
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Step 10: Documentation of the EM, as input for all further Target Costing tools
Finally all results of the Enthusiasm Model have to be documented and forwarded as input

to all other Target Costing tools.
Therefore three relevant results have to be delivered:

* The Window of Opportunity with the overall targets of the product with regard to the
“Target Market”, the “Target Positioning” and the “Product Idea” (cp. template Window

of Opportunity).

* The Enthusiasm Model with defined enthusiasm categories and all target values (cp.

template Enthusiasm Model).

« The documentation of all discussed and relevant alternatives with the different target

values (cp. template above).

All these results of the Enthusiasm Model process have to be committed before they are

used as input for the exact process steps.
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3 Reverse Calculation

The Target Costing concept
The Reverse Calculation provides key financial data for all other Target Costing core tools

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting

Reverse _—

Calculation Alternatives Alternatives
Generation Evaluation

Product Target Splitting

— e — —‘ Concept Freeze — e o = =

Target Controlling (including Target Cost Controlling)

Illustration 3.1
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3 Reverse Calculation
This chapter introduces the Reverse Calculation, one of six core tools of Target Costing.

The chapter is divided into two parts.

» Part one describes the Reverse Calculation in theory and how it establishes a product
calculation tool that better reflects the actual challenges of a highly competitive market | crrrrrerrrrrr i

environment.

 The second part adapts the theory to the specific MD situation. Starting with the

existing Business Case calculation structure, the Reverse Calculation is established in

parallel to the existing financial data.
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3 Reverse Calculation



3.1 Methodology of the Reverse Calculation

3.1.1 Definition Reverse Calculation

The Reverse Calculation is a tool to allow a market-oriented product calculation.
Therefore it starts with the relevant market data (target price and target volume) as well as
profit targets to derive the Allowable Costs. This overall cost target is then split into costs

categories that are structured according to their influenceability.

The result is a cost structure that has the focus on influenceable costs and shows the gap

between the actual cost situation and the Target Costs (Target Cost Gap).
Benefits of the Reverse Calculation in the product development process:

* The Reverse Calculation supports the change from a cost-oriented price policy to a
market-oriented cost management by starting with market defined prices and volumes.

* Due to its market orientation the Reverse Calculation offers an improved acceptance

of management targets.
* The fixation of a necessary Target Profit secures the commitment to profitability.

* The Reverse Calculation shows a transparent cost structure for a product allowing the
identification of optimization potentials.

» The Reverse Calculation allows to reveal possible cost gaps even at very early stages

of the product development process and thus secures the necessary profit orientation.
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3 Reverse Calculation

Reverse Calculation versus traditional calculation

In comparison to the Cost Plus calculation which uses given product costs to calculate a sales price,
the Reverse Calculation calculates allowable product costs based on a given price and volume

Cost Plus calculation

(period-oriented)

Reverse Calculation
(product lifecycle-related and before start of development)

Material costs
Material overhead
Direct labor
Production overhead

PRODUCTION COSTS

Development overhead
Administration overhead
Sales overhead

TOTAL COSTS

Profit margin

SALES PRICE

How much will a product cost?
(And how can we transfer the cost to the customer?)

Target Turnover
. Target Profit (for each product)

. = Allowable Costs

------ . Target Overhead

------ . Target Product Related Costs

------ = Target Directly Influenceable Costs

extended to the
product lifecycle

What should the product cost?

(And how can we achieve these costs?)

according to: Seidenschwarz, W.: Nie wieder zu teuer!, Stuttgart 1997

Illustration 3.2

Refer to SEIDENSCHWARZ

, W.: Nie wieder zu teuer! 10 Schritte zum Marktorientierten Kostenmanagement, Stuttgart 1997, S. 38.




3.1.2 Reverse Calculation versus traditional Calculation
In a traditional Cost Plus calculation the sales price is calculated starting with the
production costs, adding overhead costs and the desirable profit margin. The sales

department has then the function to sell the product at that price.

In a highly competitive market situation this price is often not enforceable (only for the

cost/innovation leader). Consequently the profit targets will be missed.

Contrary to the traditional Cost Plus Calculation the Reverse Calculation does not start

with internal costs, but with the price and volumes given from the market (=Target

Turnover). After subtracting the Target Profit, the Allowable Costs for a product are known.

These costs reflect the amount available to develop, produce and market the product. The
Allowable Costs are split into three main cost categories: Overhead Costs, Product
Related Costs and Directly Influenceable Costs. They are sorted regarding their

influenceability.

As Overhead Costs and Product Related Costs are defined outside the reach of the
product team they are subtracted from the Allowable Costs. The result are the so called

Directly Influenceable Costs as these costs can be impacted by the product team.

The Directly Influenceable Costs reflect the amount available for the product and that can

be directly influenced by the product team.
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3 Reverse Calculation

The structure of Reverse Calculation

Reverse Calculation structures the target cost categories according to their influenceability and
calculates a Target Cost Gap

Target Turnover
. Target Profit

Allowable Costs

/. Target Overhead | Comprises of costs allocated to the division from corporate functions.

/ head Comprises of costs related to the division that accrue for processes
/. Target Overhead Il not directly associated with the product.

Comprises of costs that accrue by decisions of the product manager

. Target Product and his team but can only be influenced by joint effort with the relevant

Target Cost categories

Related Costs functional department.
= Target Directly Made up of all costs that can be influenced by the product team if a Target
Influenceable Costs Costing-friendly organizational structure exists.

TARGET COST GAP

A | . Product costs are calculated based on the assumed solution and actual
ctual cost projections  .onditions.

uoITew ojul 8194291 SISPISUOI UOIR|NI[ED 9SIaAdY

Illustration 3.3 Refer to SEIDENSCHWARZ , W.: Nie wieder zu teuer! 10 Schritte zum Marktorientierten Kostenmanagement, Stuttgart 1997, S. 41.



3.1.3 The structure of Reverse Calculation
The Reverse Calculation delivers three major results. These are the Allowable Costs, the
Target Directly Influenceable Costs and the Target Cost Gap.

The Allowable Cost are derived from:

» The Target Turnover reflects the market derived volume and prices. Target volumes
are calculated using the market volume for the segment addressed by the product and
taking the target market share into account. The target price is derived by competitor
analysis, a Price Performance Analysis (What is the customer willing to pay for certain

functions?) or by using generally accepted price points for certain product concepts.

* The Target Profit is set by the management and reflects e.g. the Target EBIT of the

corporation.

The Target Directly Influenceable Costs are derived from the Allowable Costs minus all

less influenceable cost such as Target Overhead | and II.

The Target Cost Gap is the difference between the targeted Directly Influenceable Costs
and the actual projected costs for the product. The aim of the project team is to close the
Target Cost Gap.
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3 Reverse Calculation

Role of the Reverse Calculation during the product development process
With the given information the product development process benefits in different ways

Portfolio
draft

B RC determines
Target Cost
structures at
target prices
including:

- Target BOM
- Target
budgets
for functions.

B RC information
serves as
plausibility
check for
profit targets.

Platform

B RC secures
profit focus.

B RC enables
market
orientation in
the allocation
of resources
for defined
platform
concepts by
determining
the Target
Costs for
segments.

Product

Portfolio I
concepts

B RC supports the Alternatives
Evaluation by calculating the
Target Cost Gap as evaluation
criteria and is used as input for
Product Target Splitting.

M Possible profit scenarios for
different alternatives can be
calculated.

Product
develop-
ment

mRC
permanently
controls the
Target
Achievement
by checking
cost positions

and profitability.

B Production

& Sales

B RC provides a
review if the
defined profit
and cost
targets are
achieved.
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3.1.4 Role of the Reverse Calculation during the product development
process

The function of the Reverse Calculation differs along the product development process.

At the beginning when no BOM estimations are available the Reverse Calculation can use
planned or historical figures for prices, volumes, Overhead Costs and Product Related

Costs to calculate Target Costs, e.g. Target Manufacturing Costs or a Target BOM.

When subsequently more cost information is available a Target Cost Gap and scenarios

for product alternatives are calculated.

After the product definition, the Reverse Calculation helps to control product profitability

up to the end of the product’s lifecycle.
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3 Reverse Calculation

Actual MD Business Case

The Reverse Calculation is based on the existing Business Case structure

Business Case tool structure

Units

Units cumulated
Turn Over

Turn Over per unit
Manufacturing Costs
Manufacturing Costs per Unit
Sales Margin

Sales Margin %

Sales Margin per Unit
COGSs

COGS %

COGS per Unit

Gross Margin

Gross Margin %
Gross Margin per unit
Overhead

Overhead %
Overhead per unit

EBIT

EBIT Cumulated
EBIT%

EBIT per unit

The MD calculation starts with market derived
targets (price, volume and EBIT targets).

Costs are mainly directly budgeted
(around 90% of all costs)
For all remaining cost categories the turnover
is used as an overhead rate base.

These preconditions are taken into account for the
design of the MD Reverse Calculation to align both,
Business Case Tool and MD Reverse Calculation.

In addition to the Business Case Tool the MD Reverse
Calculation structures costs according to their ability
to be influenced and calculates a Target Cost Gap.
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3.2 The Reverse Calculation at MD

3.2.1 Actual MD Business Case
The current BC tool is not based on the mentioned traditional Cost Plus methodology.
Market derived price, planned sales volumes, various overheads and planned costs are

fed into the current Business Case tool to calculate the EBIT.

Around 90% of all costs are directly budgeted. Certain cost reduction targets are also

included in the tool.

These preconditions are taken into account for the design of the MD Reverse Calculation

to align both, Business Case tool and MD Reverse Calculation.

Therefore the main target of the Reverse Calculation at MD is to increase the market

focus and the transparency of the calculation.
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3 Reverse Calculation

Transition of the Business Case to the Reverse Calculation
By rearranging the cost categories and considering a Target Profit, the Reverse Calculation

provides a clear cost reduction target

Business Case tool structure

Units 2.000.000
Units cumulated 2.000.000
Turn Over 200.000.000
Turn Over per unit 100,00
Manufacturing Costs 130.000.000
Manufacturing Costs per Unit 65,00
Sales Margin 70.000.000
Sales Margin % 35.,00%
Sales Margin per Unit 35,00
CoGs 14.000.000

Other COGS 2.000.000

SCMW Costs 4.000.000

Service Costs §.000.000
COGS % 7,00%
COGS per Unit 7,00
Gross Margin 56.000.000
Gross Margin % 28,00%
Gross Margin per unit 28,00
Overhead 45.600.000

Administration 2.600.000

Development {direct) 7.000.000

Development {indirect) £.000.000

Marketing (direct) 10.000.000

IMarketing (indirect) 3.000.000

Selling Expenses 12.000.000
QOverhead % 22,80%
QOverhead per unit 22,80
EBIT 10.400.000
EBIT Cumulated 10.400.000
EBIT% 5,20%
EBIT per unit 5,20

MD Reverse Calculation

v

Units 2.000.000
Target Turnover 200.000.000
Price (average) 100
Target Profit Total 15.000.000
Allowable Costs 185.000.000
Overhead | 2.600.000
Administration 2.600.000
Overhead Il 32.000.000
Development {indirect) 5.000.000
MWlarketing {indirect) 8.000.000
Selling Expense 12.000.000
S5CM Costs 4.000.000
Other COGS 2.000.000
Directly Influenceable Costs (DIC) 150.400.000
Product Related Costs (PRC) 25.000.000
Development {direct) 7.000.000
MWarketing (direct) 10.000.000
Service Costs 5.000.000
Manufacturing Costs per unit 65,00
BOM per unit 50,00
Wariant Adder per unit 0,00
CC perunit 10,00
Licences per unit 5,00
Target Cost Gap -4.600.000
Target Cost Gap per unit -2,30
|EBIT (for comparison purpose) 10.400.000 |
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3.2.2 Transition of the Business Case to the Reverse Calculation
The Reverse Calculation uses the existing categories and figures of the MD calculation
scheme, just adds the Target Profit and re-sorts them.

For reasons of comparison the EBIT is added as a position in the MD Reverse Calculation.

The EBIT is the sum out of the necessary Target Profit and the Target Cost Gap.

In the example, the product team knows exactly that the costs have to be reduced by 2,30
EUR/unit or 4,6 Mio EUR in total to reach the Target Profit. The product team will
therefore start with the costs at the bottom of the Reverse Calculation (Manufacturing
Costs) and move upwards (Product Related Costs) to identify saving potentials in other

cost categories.

Contrary to theory, the Product Related Costs are part of the Directly Influenceable Cost.
This is due to the fact that at MD the product team can influence the product along the
whole lifecycle and the Product Related Costs are directly budgeted instead of being

calculated on an overhead rate base.

In addition the Target Cost Gap is re-positioned to the bottom of the calculation.
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3 Reverse Calculation

Possible actions to close the Target Cost Gap at MD

To close the Target Cost Gap the MP product team should focus on Product Related Costs and
Manufacturing Costs

A

Target Turnover
Target Profit

With an efficient time to market and lifecycle management the
product teams can influence volume developments and the
price erosion of a product with the help of Marketing and Sales.

Allowable Costs

Overhead |

Overhead Il

MP management can influence the OH Il costs by infrastructural
changes (e.g. reorganization of global sales structures)

Directly Influenceable Costs

Product Related Costs (PRC)

Direct R&D costs can be influenced by the technical product
concept (e.g. reuse of components)

Service costs can be influenced by the product specifications
& warranty

Marketing costs can be influenced by the advertising approach

Manufacturing Costs
Bill of Material (BOM)
Conversion Costs (CC)
Licenses Costs

= TARGET COST GAPS

BOM can be influenced by component specifications (e.g.
display brilliance guarantee)

Conversion Costs can be influenced by the product
construction concept (e.g. number of components)

Licenses can be influenced by feature changes or own
developments
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3.2.3 Possible actions to close the Target Cost Gap at MD
Following the Target Costing philosophy the reduction of the Target Costing Gap can be
achieved by an increased product value (value up) or lower costs (cost down).

The “value up” is achieved by other Target Costing core tools, like the Enthusiasm Model
and ensures the defined launch price/volumes and decreases the price pressure (higher
ASP).

For the “cost down” process, the product team follows the structure of the Reverse

Calculation:

 Overhead | and the Target Profit per product class can not be influenced by the
product team and has to be accepted. Overhead Il can only be changed by larger
process changes. A product team can trigger such changes, but will have no direct

influence on them.

» Therefore the product team can focus on Product Related Costs and Manufacturing
Costs. Both can be directly influenced by different product concepts or feature
changes. Indirectly the team can force the responsible departments (e.g. PD,
Marketing, CCQ, CPPC) to rethink their processes and structures in order to influence
the product profitability. To ensure this, employees from these departments should be

included in the cross functional product team from the beginning.
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3 Reverse Calculation

Reverse Calculation for Target BOM
The Target BOM is calculated by setting the Target Cost Gap to zero

Target BOM Reverse Calculation Target Cost Gap ® The same
calculation scheme

2.000.000] [Units 2.000.000 and cost positions
200.000.000 Target Turnover 200.000.000
100 Price (average) 100 are Used.
A. 15.000.000| |Target Profit Total 15000000 ./.
= 185.000.000 Allowable Costs 185.000.000 = |
2.600.000 Overhead | 2.600.000 The targ et Val ue
2.600.000 Adrrinistration 2.600.000 changes from the
32.000.000 Overhead I 32.000.000
6.000.000 Developrmert {indirect) 6.000.000 Target Cost Gap to
5.000.000 Mlarketing {indirect) 5.000.000 H
12.000.000 Seling Expense 12.000.000 the Manufacturing
4.000.000 SCMW Costs 4.000.000
A 2.000.000 Other COGS 2.000.000 A COSt and (Target)
150.400.000 Directly Influenceable Costs (DIC) 150.400.000 B OM
25.000.000 Product Related Costs (PRC) 25.000.000
7.000.000 Development (direct) 7.000.000 m
10.000.000] | Marketing (direct) 10.000.000 The Target Cost
8.000.000 Senvice Costs 5.000.000 :
62.70 Manufacturing Costs per unit 65,00 Gap IS Set tO Zero
= 45,08 | _EOM per unit 50,00 (the point where the
Y 0,00 AN aaae e arn 0,00
9,62 CC per unit 10,00 product reaches
/ 500 | j~ences per ynit = 0 .
| ol [Target Cost Gap 4600000] = exactly its Target
0,00 arget Lost Gap per unl -2, .
= 82 Profit).
[ 15.000.000] |EBIT {for comparison purpose) | | 10.400.000]
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3.2.4 Reverse Calculation for Target BOM

In addition to the calculation of the Target Cost Gap, the Reverse Calculation is used to
calculate Target Manufacturing Costs and a Target BOM.

The Target Manufacturing Costs reflect the maximum amount available for manufacturing
the product considering the given cost structure and under the assumption that the
product reaches exactly the given Target Profit.

To calculate the Target Manufacturing Costs, the Target Cost Gap is set to zero
(= the point, where the product exactly reaches its given Target Profit). Target Turnover
less Target Profit, less Overhead and Product Related Costs is the amount available for
the Manufacturing Cost (MC). The Target BOM is calculated by additionally deducing the
Variant Adder (VA), Conversion Costs (CC) and Licences from the Target Manufacturing
Costs. To calculate Target MC / BOM for prices, volumes, Overhead Costs, Product
Related Costs, VA, CC and Licenses have to be market-derived or based on MD business

planning/historical experience.

Target Manufacturing and Target BOM are used in different phases of the product

development process. The Target MCs are calculated simultaneously to the WoO creation.

An alignment between the two will be the first financial check. The second major financial
check will be done between the distributed Target BOM (as a result of the PTS process:
Target Costs per modules) and the actual module costs of the product concept (result of
WO0O/EM/AG). Thus the Target BOM has to be calculated before the Product Target
Splitting process starts.
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3 Reverse Calculation

The role of the Reverse Calculation during the product development process

With the Target BOM and the Target Cost Gap the Reverse Calculation supports all phases of the
product development process in various ways

BPF/ Product Detailed Approved Sales Serial

Platform . portfolio product product - approval production _

Definition definition concepts concepts (M2) (M3)
(Malpha) (M0) (M1)

Rolling Portfolio PTS splits the Target BOM into

target costs per components - Target Controlling

uses the
Product Target Splitting 1 development of
Reverse o) the Target Cost
Calculation ;Altf:>i Alternati % con?r?)ﬁ)ligs ia':em
ernatives || ernatives
(Target BOM) Generation Evaluation % 9
Product Target Splitting 2 II
— ®
Calculates @ e — R Reverse
Target BOMs @ @ ) Calculation
for the relevant for products (for products)
price points
based on the RC delivers a Target Cost structure and I
rolling portfolio shows the profitability of all generated _
and MD budget alternatives. Alternatives Evaluation uses the I Target Controlling
planning Target Cost Gap as one evaluation criteria
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3.2.5 The role of the Reverse Calculation within the Target Costing tools set
The Reverse Calculation adapts its function during the development process.

In the phase of BPF and Platform definition no detailed product information including an
exact launch price or BOM estimation exists. Therefore the Reverse Calculation starts
with given price points (“Reverse Calculation for price points”) and calculates the Target

Manufacturing Costs and BOM.

After the defining of product concepts Manufacturing Costs and BOM estimations are
available. Thus a Target Cost Gap can be calculated showing the product profitability
(“Reverse Calculation per product”). The product management team then has the duty to
redefine the product and challenge the costs as long as the Target Cost Gap is still

negative.

The derived Target BOM is handed over to the Product Target Splitting to split down the
aggregated target value for the whole material costs of the product to module costs (see

Product Target Splitting).

For the Alternatives Evaluation the Reverse Calculation calculates the profitability of

different alternatives and thus provides important evaluation criteria.

In the later stages the Reverse Calculation is used to support the Target Controlling

activities and shows the profitability development over time.
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3 Reverse Calculation

Target Cost Gap
per unit

45.225.000

13 13 B

603.000.000 603.000.000
172,29 172,29
7.839.000 7.839.000 :
7.839.000 7.839.000
83.376.500 83.376.500
7.700.000 7.700.000
24.662.700 24.662.700
28.160.100 28.160.100
16.642.800 16.642.800
6.210.900 6.210.900 :
30.870.000 30.870.000 :
7.000.000 7.000.000
8.575.000 8.575.000
15.295.000 15.295.000
120,36 120,36
99,49 95,56

59.662.900

Nestor
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3.2.6 Management templates of the Reverse Calculation |
For management presentations three templates exist. The templates are presented on the

following pages.

Template | shows the actual Reverse Calculation structure with the current TCG and
compares it with the first calculation from beginning of the portfolio process “RC for Target
BOM”.

* In the column “RC for Target BOM”, the first Target MC calculation is entered, thus the

Target Cost Gap is zero.
» The column “Actual” comprises the latest Reverse Calculation available.

e« The values before the first RC and the actual RC are compared and deviations

become visible.

* When milestones are reached, the agreed RC are entered in the M1 and M3 column.
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3 Reverse Calculation

Management Templates of the Reverse Calculation Il

The second management template shows the measure taken to close the deviations and the
respective Target Cost Gap shown in the first management template

10 €
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0€ -1€
price/volume,
- OH I
Target Profit, 15€
OH |
= -1€SD
costs by = -1 €through = -4 € through
switching PRC new out-sourcing
to a new production of develop-
distribution method ment work and
metho-
dolo = -1 € Marketing (direct)| Manufacturing 1 month ™
gy through a new Costs gain
advertising agreement
with an operator -1€
+0,5 € through Ol
development
outsourcing A€

-1 € Dev. (direct) by
using an existing
software
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3.2.7 Management templates of the Reverse Calculation Il
The second management template shows the measure taken to close the deviations and

the respective Target Cost Gap shown in the first management template.

Every TCG should be analyzed in detail andcost problems should be addressed, e.g.
quality specifications, cost structure, technical specification of long lead modules as well

as the procurement strategy.

The second management template shows the measures taken to close the existing deltas

shown in the first template.

» Each measure is shortly described and the value per unit is calculated. Thus the

measures help to reduce the Target Cost Gap.
* Aim is to reduce the Target Cost Gap to zero.

* In the example, the cost reduction is realized by the Overhead Il, Product Related and
Manufacturing Costs. In addition a TTM gain adds another 4 EUR to close the Target
Cost Gap.

* The example the Target Cost Gap is not yet closed. If the team does not see further
saving potentials either the management approves the product, without reaching the
Target Profit or cancels the product. Overheads Il can be addressed by the

management and Overheads | by the central board.
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3 Reverse Calculation

Management templates of the Reverse Calculation Il
The third template shows six standard simulations

Reverse Calculation Base Case TcG=0 EBIT=0 Hist. ASP  TTMdelay  Volume Volume Volume Volume
- Standard Simulations - Finch Music 0€ 1 month -10% +10% -30% +30%
Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle
Total Total Total Total Total Total Total Total Total

[units | 2.285.000 2.285.000 2.285.000 2.285.000 1.985.000 2.056.500 2.513.500 1.599.500 2.970.500
[Target Turnover |[ 173.350.000] 181.787.606] 173.823.198] o] 155.350.000] 156.015.000] 190.685.000] 121.345.000]  225.355.000]
[Price (average) Il 75,86] 79,56) 76,07| 0,00] 78,26] 75,86] 75,86] 75,86] 75,86]
[Target Profit Total 4,0% | 6.934.000] 7.271.504] 6.952.928] o] 6.214.000] 6.240.600] 7.627.400] 4.853.800] 9.014.200]
[Allowable Costs |[ 166.416.000] 174.516.102] 166.870.270] 0] 149.136.000] 149.774.400] 183.057.600] 116.491.200]  216.340.800]
[overhead | Il 2.080.200] 2.181.451] 2.085.878] o] 1.864.200] 1.872.180) 2.288.220] 1.456.140] 2.704.260
[ Administration Il 2.080.200] 2.181.451] 2.085.878] 0] 1.864.200] 1.872.180] 2.288.220] 1.456.140] 2.704.260]
Overhead I 20.051.250]  20.684.070]  20.086.740 7.050.000]  18.701.250]  18.751.125]  21.351.375]  16.150.875]  23.951.625
Development (indirect) 7.050.000 7,050,000 7.050.000 7.050.000 7.050.000 7.050.000 7,050,000 7.050.000 7.050.000
Marketing (Pull + SF) 2.080.200 2.181.451 2.085.878 0 1.864.200 1.872.180 2.288.220 1.456.140 2.704.260

[ Selling Expense 5.200.500 5.453.628 5.714.696 0 Z.660.500 7.630.450 5.720.550 3.640.350 6.760.650
—SCV osis 3.467.000 3.635.752 3.476.464 0 3.107.000 3.120.300 3.813.700 2.476.900 2.507.100
Other COGS 2.053.550 7.363.239 7.759.702 0 2.019.550 2.028.195 7.478.905 1.577.485 7.929.615
[Directly Influenceable Costs (DIC) || 144.284.550] 151.650.580] 144.697.652]  -7.050.000] 128.570.550] 129.151.095] 159.418.005]  98.884.185] 189.684.915]
Product Related Costs (PRC) 20.082.600]  20.082.600]  20.082.600]  20.082.600]  18.430.618]  18.824.340]  21.340.860]  16.307.820]  23.857.380
Development S%Trect) 7.500.000 7.500.000 7.500.000 7.500.000 7.500.000 7.500.000 7.500.000 7.500.000 7.500.000
Marketlng {Push + HQJ 5.342.000 5.342.000 5.342.000 5.342.000 5.509.352 5.707.800 5.976.200 7.239.400 8.042.600
ervice Costs 6.240.600 6.240.600 6.240.600 6.240.600 5.421.265 5.616.540 6.864.660 4.368.420 8.112.780
Manufacturing Costs 131.567.980] 131.567.980] 131.567.980] 131.567.980| 114.294.285| 118.411.182] 144.724.778]  92.097.586] 171.038.374
Manufacturing Costs per unit 57,58 57,58 57,58 57,58 57,58 57,58 57,58 57,58 57,58
[ BOM per unit | 52,79] 52,79] 52,79] 52,79] 52,79] 52,79] 52,79] 52,79] 52,79|
[ variant Adder per unit Il 0,63] 0,63] 0,63] 0,63] 0,63] 0,63] 0,63] 0,63] 0,63]
[ ccper unit Il 4,16 4,16] 4,16] 4,16] 4,16] 4,16] 4,16] 4,16] 4,16]
[ Licences per unit Il 0,00] 0,00] 0,00] 0,00] 0,00] 0,00] 0,00] 0,00] 0,00}
[Target Cost Gap [[ -7.366.030] o]  -6.952.928] -158.700.580]  -4.154.352]  -8.084.427]  -6.647.633]  -9.521.221]  -5.210.839]
[Target Cost Gap per unit I[ 3,22 0,00 | -3,04 ] -69,45 | 2,09 | 3,93 2,64 | -5,95 | -1,75 |
EBIT (for comparison purpose) -432.030 7.271.504 o] -158.700.580 2.059.648 -1.843.827 979.767 -4.667.421 3.803.361
EBIT in % of T/O -0,25% 4,00% 0,00% 0,00% 1,33% -1,18% 0,51%) -3,85% 1,69%
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3.2.8 Management templates of the Reverse Calculation Il

The third template shows the actual RC and five standard simulations.

e Base Case: Shows the result of the Reverse Calculation for a product.

e TCG = 0: Shows the price which has to be realized if the product exactly reaches its

given Target Profit.

e EBIT = 0: Shows the price which has to be realized when the product reaches its

break-even point.

e Historical ASP: Shows the TCG which is realized with the historical ASP. Sales has to
verify the difference between historical and actual ASP, otherwise a downsize risk is

given.

e TTM delay of one month: Shows the TCG which is realized with a time to market delay

of one month. Given the risk of a TTM delay product management can decide between

reaching the original launch time at extra costs or losing money through the TTM delay.

Volume changes: Shows the TCG which is realized with different volume scenarios. The
first scenario is fixed and calculates a 10% change. The second volume calculates by
default with a 30% change. This figure should reflect maximal historical deviations and

can be amended if necessary.
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3.2.9 Standard graphs at Siemens MD
The standard graphs present the results of the Reverse Calculation in an aggregated

manner.

The graphs follow the logic of the existing Business Case standard graphs and were only
changed when the Reverse Calculation adds additional information to the existing

standard graphs.

Due to the fact, that a Target Cost Gap presentation is not applicable for the price point
graphs, the graphs of the Reverse Calculation for price points and products differ in one

slide.
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4 Product Target Splitting

The Target Costing concept

Based on the results of Reverse Calculation and Enthusiasm Model, Product Target Splitting
provides Target Cost corridors for all relevant product modules

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse
Calculation Alternatives Alternatives
Generation Evaluation
Product Target Splitting
|| EEE NN IS . Concept Freeze N I I IS s

Target Controlling (including Target Cost Controlling)

lllustration 4.1 Refer to SEIDENSCHWARZ , W.: Target Costing, in: KUPPER, H.-U./WAGENHOFER, A. (Hrsg.): Handworterbuch Unternehmensrechnung und Controlling, Stuttgart 2002.




4 Product Target Splitting
The chapter introduces Product Target Splitting, a Target Costing tool focusing on

deriving a target cost corridor per module from the total Target Costs.
The chapter is divided into two parts.

» The first part describes Product Target Splitting in theory and how the costs are split
into modules based on market requirements and historical, competitor/supplier

information.

» The second part adapts the theory to the specific requirements at MD. To cover the
different customer groups at MD, operators and end-users, the methodology is
modified. The link between the Target Costing tools is described.
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4 Product Target Splitting



4.1 Methodology of Product Target Splitting Notes

4.1.1 Definition of Product Target Splitting

Product Target Splitting provides a methodology to break down a Target BOM of a
product at a given Window of Opportunity into a Target Cost corridor for product modules
according to operator and end-user requirements as well as historical, competitor and
supplier information. The Target Cost corridor gives clear cost guidelines for the
generation of possible module alternatives as it reflects the existing market demands of

the envisaged product.

4.1.2 Benefits of Product Target Splitting
Product Target Splitting provides various benefits during the product definition process: | rrrrrrrrrrrrrrrsrrmm e

* Product Target Splitting translates unspecific market requirements into a Target Cost
corridor for modules. This enables a market-oriented cost allocation of the BOM
(balanced products).

» |t forces the organization to provide vital product and market information at an early
stage of the product definition process, e.g. a Window of Opportunity with the Target
Costs, Enthusiasm Model and weighted customer requirements as well as technical
trends and competitor information.

* Product Target Splitting initiates the Target Cost discussion regarding the | creorrrrrrrrmssssmsesssssssssesesessseeee
value/importance of different features at an early stage of the product development
process and is hence an important communication tool. This helps to reduce time and

cost consuming changes at later stages.
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Link between Target Costing tools

Product Target Splitting (PTS) requires input from the Enthusiasm Model (EM) and the Reverse
Calculation (RC) and provides the cost corridors for the Alternatives Generation and Evaluation

Product functions

PTS
!

Market
Segmentation

BLI9)LID
Buiseyoind
suolouny
jonpoud

>
=
-_E-, > Weighting of functions | Result = Weighting |
£ |
o = Combination Customer — Target BOM
o) 2 = EM and PTS | EM Weighting

o w ‘
] 2 Function 1 P X% Eom———

o - arget Costs
% o Function 2 B Y% for modules
'g ﬁ Function 3 E Z% i
S Alternatives

Generation

Reverse Calculation

Alternatives
Evaluation

Target BOM

lllustration 4.2



4.1.3 Link between Product Target Splitting and the other Target Costing Notes
tools

Product Target Splitting ... ] e e

e ... is embedded in the Target Costing toolset. It utilizes the information from

Enthusiasm Model and Reverse Calculation and provides vital cost input for the

Alternatives Generation and Evaluation.

e ... requires a detailed product idea from the Enthusiasm Model highlighting the | ... i e i

Window of Opportunity as well as the weighted purchasing criteria.

e ... requires the Target BOM from the Reverse Calculation which is — after reducing the

BaSIC Model _ dlstrlbuted Onto product modules ..........................................

» ... Offers clear cost guidelines for the Alternatives Generation and Evaluation. |
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Overall concept of Product Target Splitting

Three different methodologies complement each other to derive detailed cost information for
modules during the product and module definition process

Market view
(to support product definition)

Functions; System
A/B|CDE modules

a(Bly|[d]|e

Weighted
requirements
alblc|d|e

Weighted
functions
A/ B|C|D|E

% % |% [% %

% % |% |% |%

Accepted Target Cost
corridors for modules
Internal products view Competitor/supplier view
(to support module definition) (to support module definition)
= Cost structures for each product = Trend analysis and extrapolation derived
segment/class are derived from current from supplier information.
product data and predicted into the future. - Competitor cost structures derived from
Product Reverse Engineering.

Internal and competitor information supplement the market-oriented view of Product Target Splitting

and serves as benchmark. The internal and competitor/supplier view project Target Costs for modules
that have long development lead times when market information is not available.

Illustration 4.3



4.1.4 Overall concept of Product Target Splitting Notes
There are three ways to derive Target Costs for product modules. Each has a different

focus and gets the input data from different sources: | s

* Market view:
This is the classic Product Target Splitting based on the QFD (Quality Function | 7w
Deployment) concept introduced by the Japanese car industry in the late SEeVENLIES. It | v e eeens
translates the market requirements into costs for components using a 2 step approach.

e Internal view: ]

Historic cost structures and cost shares of main product modules are used as a
benchmark for Target Costs of future modules. The internal view gives cost guidelines | 7
for products with long development lead times. The internal cost structure should only | ... e
be used if the product concept used as a reference has proved to be competitive.

. Competitor and supplier view: ] e,

Product Target Splitting competitor view aims at benchmarking competitor products.

This Product Target Splitting approach uses information from suppliers and analyses | 7T

competitor products through Product Reverse Engineering. ProdUuCt REVEISE | it eeees

Engineering is therefore not only a vital input source for R&D to understand how the

competition works, but also provides input for Product Target Splitting.

The following pages describe the three concepts in more detail.
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Visualization of Product Target Splitting (market view)
To calculate Target Cost corridors for modules the Product Target Splitting uses a two step

approach
Translating the voice of the market into Target Cost corridors
Product Target Splitting | Product Target
Weighted customer Functions Splitting Il
requirements
that originates from the A[BICIDE System modules Target BOM from
i o
Rroctctesgentation ] 112|345 Reverse Calculation
T S| T w
I 2 e Expert
el o workshops || - =)
5 £5 Expert
2 zlo = Al xpe
o 20 workshops
& =2|m
% |% |% [% |% <
% (% [% (% |%

Target Cost

corridors
per module

A
modules at a very early phase of product definition and thus I v
guide the following subsequent realization activities. T.b.c. with previous &

competitor products

Aim is to derive market-oriented Target Cost corridors for main

lllustration 4.4 Refer to SEIDENSCHWARZ , W.: Nie wieder zu teuer! 10 Schritte zum Marktorientierten Kostenmanagement, Stuttgart 1997, S. 69.




4.1.4.1 Product Target Splitting (market view)
In order to translate market requirements into Target Costs for product modules a two

step approach is required:

* In the first step the relative importance of customer requirements (weighting of buying
criteria), derived from market segmentation and market survey, is translated into a

weighting of product functions.

* In the second step the weighted product functions are translated into a relative

importance weighting of product modules.

The Target BOM is broken down to Target Costs for modules according to the relative

importance of weighting of product modules.
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4 Product Target Splitting

Visualization of Product Target Splitting (internal products view)
Internal benchmarks are derived by the projection of historical data of predecessor products

Module x
Explanation required | <, T
-X %
Costs Costs Costs Costs Costs Costs Projected costs  Assessed
predecessor reduction reduction reduction increase increase of considered Target Costs
module due to volume due to material due to quality/ due to quality/ due to other module
increase price decline feature downgrade feature upgrade reasons

Illustration 4.5




4.1.4.2 Product Target Splitting (internal products view)

In the internal Product Target Splitting the costs of existing modules are projected into the
future. It takes the volume changes, production and product improvements, input from
external sources as well as general cost developments into account to estimate the Target

Costs.
In order to derive the Target Costs a series of calculation steps are conducted:

* In afirst step economy of scale effects as well as reductions in procurement prices and

quality/function downgrades are subtracted from the original module cost.

* In a second step additional costs of feature upgrade or of a quality increase as well as

of other reasons such as a short term scarcity of goods are added.

The result is then compared to the assessed Target Costs in order to cross-check the

plausibility of the results.

In case discrepancies between the Target Costs per module derived from the Product
Target Splitting (market view) and the assessed Target Cost calculated in Product Target
Splitting (internal products view) occur, these deviations have to be analyzed and

explained.
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Visualization of Product Target Splitting

Another possibility to benchmark module prices is to use external information from e.g.
competitors, suppliers or ODM partners

Competitor info

= Competitor roadmaps

* Product Reverse
Engineering

= Price information

Supplier info

= Technical trends
= Expected sales figures

of modules
= Price information

Technical trends

= Existing & new suppliers
= Research institutes

= Trends from lead countries
(e.g. Japan)

Module 1
Module 2

External sources

= Product Reverse
Engineering by external
companies, e.g.:

» Portelligent
e i-suppli

Outsourced products

Audits

Module 3

Module n

Total costs & technical trends

BOMs of ODM products
Roadmaps

Technical trends

Illustration 4.6




4.1.4.3 Product Target Splitting (competitor view)
To verify the cost targets for main modules, supplier and competitor information is used to

benchmark the assessed Target Costs.
For a benchmark, a variety of sources are consulted:

« Supplier information is used to benchmark technical specifications as well as volume

and price targets.

» Competitive information is used to assess the cost structures and the pricing
schemes of the competition. An extensive insight regarding the cost structure of

competitive products can be best achieved by Product Reverse Engineering.

* Information from suppliers and ODM products is used to benchmark low costs
manufacturing targets and to apply these implications on the respective production

processes.

* Technical market information gives clear indications about upcoming trends and

technologies as well as their future cost share and structure.
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Results from Product Target Splitting

Target Costs from the Product Target Splitting define a cost corridor that limit the bandwidth of
costs for modules

Estimated cost of

module in relation to Cost share equals value share,

Target BOM check origin of cost, optimize cost
4 Cost share of the module too structures
20%—+ high, check technical
solutions, check module
benefits
. Cost reduction
15%— necessary
Cost share of module is lower than
. allowed. Check with customer
10%— requirements if upgrade in module
quality is necessary.
Adding
5% — value to the
product
Target Cost zone necessary
/ Target Costs of
" ; | | » Mmodule in
[ I | | relation to
5% 10% 15% 20% Target BOM

lllustration 4.7 Refer to SEIDENSCHWARZ , W.: Nie wieder zu teuer! 10 Schritte zum Marktorientierten Kostenmanagement, Stuttgart 1997, S. 87.



4.1.5 Results from Product Target Splitting
Target Costs from the generic Product Target Splitting define a cost corridor that limits the
bandwidth of costs for modules. The line where the cost share of planned modules equals

the value share (willingness to pay) is called “line of maximum product integrity.”

The determined cost corridor offers a cost filter functionality for the module options used in

the Alternatives Generation.

Due to the fact that lower cost modules have less impact on the total costs, the Target

Cost corridor allows higher deviation for modules with a lower costs share.

If the cost share of a module is below the lower level of the Target Cost zone, it holds less
value than the value required by the market. In this case a value increase of the module
should be considered if the functional requirements are not fulfilled.

On the other hand, if the cost share of a module is above the upper level of the Target
Cost zone the cost for the planned module is higher than the market is willing to pay. To
match the value share of the respective component with the market requirements, its cost
should be decreased, through reengineering, lower procurement costs or lower
specification that decreases the costs.
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4.2 Product Target Splitting at MD

4.2.1 Link between Product Target Splitting and the other Target Costing
tools

MD has two sets of customers, end users and operators, each group having different
buying motivations. This has already been taken into account in the Window of
Opportunity and Enthusiasm Model and is also considered during the Product Target
Splitting. The product idea and anticipated sales split described in the Window of
Opportunity is used when the translation of the purchasing criteria into product functions
and the translation of the product functions into product modules is performed.

In addition, the product segmentation delivers the weighted end-user requirements based
on the purchasing criteria for the Product Target Splitting. The operators or expert
workshops (consisting also of account managers from the regions) weigh the product
functions, which are also fed into the process.

The Reverse Calculation delivers the Target BOM for the Product Target Splitting.

Before the Target BOM is fed into the Product Target Splitting the cost of the Basic Model
that is described later that chapter are subtracted from the Target BOM. The Basic Model
describes all the functionalities of a mobile phone for a given price point that are
considered by the customer to be basic and hence not weighted (minimum set of features
at a given price point).

The Alternatives Generation and the Alternatives Evaluation are the “customers” of
Product Target Splitting. In congruence with part |, the Target Cost corridor for main
modules acts as a guideline for module definition and selection during the Alternatives
Generation.
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4 Product Target Splitting

Two alternatives have been created to conduct the PTS market view at MD

In case no Price Performance Analysis results (evaluation of purchasing criteria) is available, a
use case approach offers an effective alternative calculation method

Product Target Splitting market view

A
Traditional two step approach Adapted use case approach
3 l i 2
£ Total Target BOM " Use case| g = = £y
Seananeis 5 J. Basic Model AT RLUEE A I I B
P ] = Distributable Costs o _ | 2| 2| 2| E| Elg |2 &
i HE B EEEE R R
B System modubes W | £
L Uss case 1 w | €
= Use case 2 A w | €
Use case 3 L o |
Use case 4 w | €
| W Use case 5 w | €
4 .TBB!:;::!:,:;::;:;!D.R a Use case B % £
1 RAD experts Operato % ‘ £
[T T ol s case 1 w | e
Use case 2 x % | £
Use case 3 |_. % £
Use case 4 % | £
------- Use case 5 % | €
L Distributed Costs
_________ Input from Window of Cpportunity + Basic Model
il LU LU and Enthusiasm Model € ‘ € ‘ € ‘ & ‘ & | & | & | & | &
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4.2.2 Two different options to perform Product Target Splitting (Market View)
In parallel to the traditional Product Target Splitting methodology, which was presented in
the theory part, there is a second option offered, considering the current MD needs.
Before the Product Target Splitting is performed by the product definition team, the project

manager shall decide which option to follow:

» Traditional Product Target Splitting
In first option (Traditional Product Target Splitting) the purchasing criteria are
translated in a two step approach first into product functions and then the functions into

product modules.

* Use Case based Product Target Splitting
The second option features only a one step approach. The team uses the weighted
key use cases as input (separate for end users and operators) that are supplied by
the Window of Opportunity and the Enthusiasm Model. The key use cases are mapped

to the product modules.

Both processes lead to a weighting of product modules. This weighing is multiplied with
the distributable costs. In a second step the costs for the Basic Model are added. The

results are the Target Costs for modules.

Both approaches are described in detail in the following chapters.
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4 Product Target Splitting

Link between the Target Costing tools using the traditional approach

The generic Product Target Splitting concept has to be adapted for MD to consider the different
demands of operators and end-users

requirements

6%
End-user 50
> Fil (market view
research e (eI,
> o 5 |
2 Q
. O Weighted functions
> c ‘
T =
8_ [e) Combination End-user Operator Reconciled
8. '5 = SELCRA I EM | weighting| EM |weighting weighting
= S T Display P X% B Z% Z%
3 ° Imaging E Y% P V% V%
o .
S K 5 |
§ Operator Direct input of
functional importance

Reverse Calculation

\ 4

Target BOM =

db

PTS
(market view)
I

Weighted modules

suoiouny
jonpouid

}

Allocated Distributable
Cost
+ Basic Model

Target Costs
for modules

Target BOM
Basic Model [
Distributable Cost

}

Alternatives
Generation

Alternatives
Evaluation
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4.2.3 Traditional Product Target Splitting at MD

As mentioned above, MD has two sets of customers whose requirements have to be
taken into account when defining a mobile phone. In Product Target Splitting this is
achieved in the first step, i.e. the translation of the weighted customer requirements into
product functions. The results of these individual steps are then merged applying the

expected sales split between operators and the retail market.

The tables are filled in during expert workshops with the Window of Opportunity in mind
focusing on the relation between purchasing criteria and product functions and then the
relation between product functions and modules. The ideas and the assumptions put
forward by the participants of the workshops are collected and fed into the Alternatives
Generation process.
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Traditional Product Target Splitting (market view) | for end-users

The Product Target Splitting (market view) | for end-users translates the relative importance of
purchasing criteria into the relative importance of product functions

Product functions

()
2 2|
End user research (e.g. PPA) % % S g
o >
. = o
Weighted Q > s | 2g | &
. ‘O (o)) c —
end-user requirements Bls|S|le|lE18 |85 |B
|l 2| B|2|E|E | 8 |Se| s
Lo e g ®© (> o (FS| =
c| 8 5| = =)@ 5 t"g =z
-_— o|3lelg|l2|2g g |gg ¢
x| 88| &8|32|32 < |85 @
S| a|l 3| 3| 2|29 c|5a| &
S|l <| O |h|a |l w|lhas| O
Design %
Convenient size and weight| %
-S Quality %
)
= 0 .
TS Latest Technology /o To be completed in expert
b= Talk- and standby time % workshops with
c . —
%'g Increase efficiency % marketing experts
= rofl Send/ receive / store ideas | %
1
=4 Have fun %
Increase safety %
Ease of use %
%% |%|%|%|%|%|%| %
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of

product functions

Percentages to be
estimated

o)

Input for PTS Il

Relative importance
of product functions
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4.2.3.1 Product Target Splitting (market view l) for end-users
The Product Target Splitting (market view) | for end-users follows fully the classic

approach described in the theory part.

The product segmentation delivers the relative importance of the key buying criteria for

each of the sub segments. The weighting is fed into the Product Target Splitting.

The translation step is completed in an expert workshop. The experts have to complete
the table answering the question “how much does the function x contribute to the
fulfillment of buying criterion y?”. Percentage values are entered into the cells so that each
row adds up to 100%.

The result is a relative importance weighting of product functions for end-users.

In case a product function is defined as “not wanted” by the Enthusiasm Model the column
of this function is to be left blank and thus shows no contribution to the fulfillment of the

respective buying criterion.
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Traditional Product Target Splitting (market view) | for operators

As operators can evaluate the relative importance of product functions directly, the translation
of purchasing criteria into product functions (PTS I) is not required for operators

Product Functions Importance for| Comment
Oﬁerators
Make and receive calls k%
Appeal to user m%
Support imaging/video n%
Support music/audio 1%

: : Results from the discussions ||
Provide gaming 0% shall be added in the comment
field. These results are used in

Provide outdoor/leisure n/a . .
features the Alternative Generation
Enable messaging y%

Support business applications z%

(incl. PIM/sync)

Provide additional services n/a

Sum Check 100%

Expert workshop determines relative importance of functions based on:
®Pair wise comparison of operator requirements

®Product positioning

®Regional segmentation

®etc.
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4.2.3.2 Product Target Splitting (Market view I) for operators

The operators define product functions that they want to be included in their products.
Based on the Window of Opportunity for the product the weighting of the product functions
are assessed directly by the operator or in expert workshops. Experts are e.g. key
account managers of the main operators and the regions that are addressed in the
Window of Opportunity. Large operators even list the specification of individual modules.
Any specifications published by the operators are fed into the Alternatives Generation.

A pair-wise comparison aids the weighting of the product functions. The result is
combined with the result of the Product Target Splitting for end-users and passed on to

the Product Target Splitting (market view) .

Experts participating in the workshop have to bear in mind that a Basic Model already

exists. Thus evaluations are to comprise the functionalities on top of the Basic Model.

Beware: Functions used to describe the mobile device are main functions of the device,
not supporting functions, e.g. “provide telephony” or “provide music” are main functions,
whereas “storing data” or “displaying content” are supporting functions since a device

needs to store data or visualize content when calls are being made or photos taken.
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Reconciliation of Product Target Splitting for operators and end-users

To consider the relative importance of operator and end-user weighting, the sales split
determined in the Enthusiasm Model is used for reconciliation of the results

PTS I: Operator

Operator m Reconciliation
A B C D E according to sales split

Operator (x% operator/
requirements (1-x)% end-user)
considering the Window
of Opportunity Weighted functions o
X/0
%% | % | %% Reconciliation of the results
Functions
PTS II: End-user A|/B|C|D
Functions »| Weighting * x% % |% [% | %
A|B|C|D|E »| Weighting * (1-x)% | % | % |% | %
0| o|X Reconciled
end-user S BT weighting % | % |% |%
QQ0O | B
End-user E“’E
- = o|
requirements =8 o S
considering the s:'s ol
“need based o o
= | o R

segmentation”

% % [% |% | %

(1-x)%
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4.2.3.3 Reconciliation of Product Target Splitting for operators and end-users Notes
The reconciliation of the operator weighting of the product functions and the weighting
from end-users is done by using the expected sales split. E.g. if 80% of the planned | - rrrrrrrrrrrrrrrrrrrsrrmmrnnssnmrrennnes
product are to be sold through the operator, the operator result is weighted with 80%,

while the end-user weighting only gets 20%.

The reconciled values act as input for the Product Target Splitting (market view) Il at MD.

The consolidated result is crosschecked with the results of the Enthusiasm Model before | rrrrrrrrrrrrmrserr s e,

Product Target Splitting (market view) Il is started. The percentage values should be

compared to the Basic/Performance/Enthusiasm weighting of the Enthusiasm Model. A
critical analysis of both the Enthusiasm Model as well as the Product Target Splitting | oorereeemmriiiiii
(market view) 1l should be conducted if any discrepancies occur.

SI E M E N s 4 Product Target Splitting Seidenschwarz & C()lnp.



4 Product Target Splitting

Traditional Product Target Splitting (market view) Il

Based on the relative importance of functional groups Target Costs for modules are assessed in

a second step

Input from reconciled
PTS |

A 4

Basic Necessary

Parts

Sensors

System modules

Connectivity
Camera

Display

Memory

Housing/keypad
incl. acoustics

Battery

Delivery Unit incl
accessories

Definition system modules

Comprehensive list of the physical
entities that constitute a mobile
phone

Make and receive calls

%

Appeal to user

%

Support imaging

%

Support music

%

Provide gaming

%

To be completed in expert

workshops with
R&D experts

Provide outdoor and leisure features %

Enable messaging

%

(7]
c
(©)
=
Q
c
=]
(=
-
(5]
=
©
o
S
o

Support PIM and business applications %

Offer additional services

%

Reverse Calculation

%

%

% | %

%

%

%

%

%

Total Target BOM
./. Basic Model

Assigned costs per module

)

elelelelelele|e]e

Target Costs for modules

Assigned costs per module

+ Cost per module of the
Basic Model (pre-defined costs)

= Target Costs per module
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4.2.3.4 Product Target Splitting Il (market view)
In Product Target Splitting 1l (market view) at MD the relative importance of the mobile
phone functions is translated into a relative importance weighting of modules of a mobile

phone.

The translation step is completed in an expert workshop with participants from different
functions. The matrix is completed by answering the following question: “How does the
system module z contribute to the fulfillment of the product function x?”

If a product module such as a camera is defined as not wanted in the Enthusiasm Model,

the respective column has to be left blank.

Identical to the Product Target Splitting | (market view) for end-users percentages are
filled into each field so that each row adds up to 100%. How the result is calculated is
already described in PTS I.

The result is the relative importance of the product module for the fulfillment of the

customer (operator and end-user) requirement.

The weighting is multiplied with the distributable costs and the costs for the Basic Model

added. The results are the Target Costs for the individual modules.
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Link between the Target Costing tools using the use case approach

The generic Product Target Splitting concept has been further adapted to enable MD to conduct a
PTS analysis even if no dedicated end user and operator weightings are available

Reverse Calculation

Target BOM
.I. Basic Model
= Distributable Cost

v

End usar
Use caze 1

H

Use case|
8| ranking

0%

w
=

coustic:

Core archtectun
Sensors
Conneciviy
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Diisalay
Memory
Housing'kaypz
incl 2
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Dhelrery LInit in
ACCESSOMEs

¥

Allocated Distributable
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Usecase d
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>
=
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=
] 2
-l © —p| Usecase
é Lo definition

Key use cases

Usecase B
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= fam e fom

Distributed Costs

+BasicMnd9l
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}

Alternatives
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Alternatives
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4.2.4 Product Target Splitting use case approach
In this method the Target Costs for modules are established by translating the weighting

of the use cases into the weighting for components.

From the Window of Opportunity and the Enthusiasm Model, where the team defines the
key use cases for the envisaged product, use cases can be described which cover
functionalities that fit the product story and go beyond the use case of the Basic Model.

In a first step these uses cases are weighted according to their relative importance,
separate for operators and end users. Each sum shall add up to 100%. The sales split is
added to the calculation sheet.

In the translation workshop to fill the table, the use cases are distributed to the product
modules. The following question has to be asked: “How much does the component x
contribute beyond the feature set of the Basic Model to the fulfillment of the use case y?”
The feature listing of the Basic Model has to be taken into account. The sum for each use
case again has to add up to 100%.

The participants of the workshop shall be experts from the technical department as well as
representatives for operators and end users.

The result of this exercise is the weighting of the modules to support the given use cases.
The weighting is multiplied with the total Distributable Cost to calculate how much of the
Distributable Costs are allocated in addition to the module costs of the Basic Model. The

results are the Target Costs per module for the envisaged device.
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Basic Model for price points

To ensure accurate Target Costs, a Basic Model has to be defined for each price point

The Basic Model is a virtual phone that only satisfies the minimum requirements and has the minimum set
of features for a given price point. It represents the cost that can not be influenced.

Basic Models change over time:

What is being considered basic changes over
time as the expectations of the market change.
(e.g. GPRS was once considered as being an
Enthusiasm Feature...)
Thus the Basic Model needs to be revised on a
regular basis.

Basic Models are price dependent:

The set of features that are considered to be
basic depends on the price of the mobile device.
For this reason Basic Models for the various price
points have to be defined.

The Basic Model should include all

features that are basic in its price
class, but shall not include any extras

lllustration 4.15




4.2.5 The Basic Model

The result of Product Target Splitting 1l (market view)is the relative importance of product
modules to the fulfilment of operator and end-user requirements. Experience has shown
that customers take certain functionalities for granted when purchasing a product and

hence do not weight them.

These functionalities are called minimal and the mobile device describing these virtual

minimal functionalities is called “Basic Model".

To achieve a correct Target Cost corridor for main product modules the costs for the Basic

Model have to be taken into account.

The Basic Model is price dependent as the functionalities that are considered basic
change with regard to the price point.

As customer demands change over time, the selected module characteristics and their
respective cost assessment is subject to change in regular intervals. The Basic Model is

therefore to be updated on a regular basis.

The Basic Model is defined by picking the lowest specification of each feature of all mobile
devices on the market for the given price point. The result undergoes a plausibility check.
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4 Product Target Splitting

From Basic Model to customer specific product
Additional expenditures have to be conducted to support Performance and Enthusiasm Features

1 Basic Model
—

Costs of Basic Model

As the Basic Model only satisfies minimal
requirements, the costs for the used modules
should be constantly decreased
(cost-down approach)

Total module costs of phone

Il Basic Model

[ IDistributable Costs
(derived from PTS)

As the distributable cost is used to obtain
models for differentiation, the value for those
parts should be constantly increased
(value-up approach)

lllustration 4.16




To calculate the Target Costs the Distributable Costs from Product Target Splitting are

added to the module costs of the Basic Model to define the costs for the phone.

For more details regarding the Basic Model please refer to a separate presentation.

Being one of the lacks of detailed competitor information, the Basic Model is calculated
based on Siemens’ core architecture and housing. When the PTS Il tables are filled out

the envisaged phone should always refer to the specifications of the Basic Model.
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4 Product Target Splitting

The Basic Model and Product Target Splitting

The costs for the Basic Model are subtracted from the Target BOM before the distributable costs
per module can be determined

Various functionalities and features are seen by the customer to be basic and hence not weighted by the
methods of market research. As these functionalities are not weighted, they need to be subtracted before the
Product Target Splitting is performed.

| Target BOM |

The Basic Model is integrated into the
calculation through the following means: n

1. A Basic Model is defined and the costs for the |E| |
modules established (predefined costs)

Distributable Costs | n

, m
ECERLLLREN

[

2. The total costs for the Basic Model is subtracted
from the Target BOM leading to Distributable
Costs that is fed into Product Target Splitting.

3. Product Target Splitting weighs the Distributable
Costs according customer requirements.

4. The module costs of the Basic Model are added to Distributable Costs n
the Distributed Costs. per module

5. The result is the guideline for the Target Costs per Module costs H
module. of Basic Model
|E| Guideline for Target Costs n

per module

lllustration 4.17




4.2.6 The calculation of the Target Costs per module
In order to facilitate a distribution of the Target BOM according to operator and end-user

input the following calculation algorithm should be followed:

» Before multiplying the weighting with a monetary value, the total costs of the Basic
Model (1) have to be subtracted from the total Target BOM derived from the Reverse

Calculation.

* The resulting Distributable Costs (2) are then multiplied with the factor determined in
the Product Target Splitting (market view) Il. This calculation results in Distributable

Costs per module (3).

« The module costs of the Basic Model (4) are added to the Distributable Costs per

module. The result constitutes the Target Cost corridor per product module (5).
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4 Product Target Splitting

Internal products view

Projected cost shares from historical data of internal products are used to check the assessed
Target Costs for modules

100%

90% Battery

Housing incl.
Acoustics

Delivery Unit

80%

70%
Memory

60% Display

Camera

50%

Connectivity

40%

Sensors

30%

O @ OB ODDEBO ®mO

Basic Necessary
20% Parts

10%

0%
A55 ABO ABS

Analysis of historic data

Historic relative cost shares of main modules are analyzed over the past product classes and thus
future cost shares are predicted.

Illustration 4.18




4.2.7 Product Target Splitting internal view and competitor view
As stated before the results from the Product Target Splitting market view have to be

verified with the planned costs, historical costs and costs from external sources.

Historical data and in addition data from external sources help to give cost guidelines for

long lead time components such as within the Basis Platform Framework.

4.2.7.1 Product Target Splitting (internal product view)
To crosscheck the results of Product Target Splitting (market view) and to give Target
Cost indications for the Basis Platform Framework and the platform definition at MD the

data of historic products is used to estimate main module developments.

This analysis is conducted over all product classes to give clear indications for future

products and modules, esp. the Basis Platform Framework.

Historical data has to be scrutinized and analysed critically to prevent cost and
performance deficits to be carried into the future. Performance enhancements and cost

reductions have to be taken into account.
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4 Product Target Splitting

Competitor view

Competitor info

Competitor roadmaps

Product Reverse
Engineering

Price information
Information from Sales

Supplier info

= Technical key module
trends

= Expected sales figures
of modules

= Price information

Technical trends

= Existing & new suppliers

= Research institutes

= Trends from lead countries
= (e.g. Japan)

* Implications from T-program

Core Architecture
Display
Sensors

Delivery unit

Total costs & technical trends

Additionally external information is used to conduct benchmarking on module prices

External sources

* Product Reverse
Engineering by external
companies, e.g.:

* i-suppli Nokia
comparison

PPM products

Audits

A

BOMs of the ODM products
Roadmaps

= Technical trends

Illustration 4.19




4.2.7.2 Product Target Splitting (competitor/supplier view)
As the mobile phone business is highly competitive and fast moving,

there is a high need for:

* Product Reverse Engineering of competitor products,
» Evaluation of technical trends,

» Suppliers interviews on market trends and

ODM benchmarks

Especially for re-use products, where a large share of the BOM is already determined, a
competitive benchmark supports the MD organization to set clear cost targets and

structures.
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4 Product Target Splitting

Results from the Product Target Splitting
Target Costs from the Product Target Splitting define a cost corridor that limit the bandwidth of

costs for modules

Estimated cost of

Cost share of the module too

Cost share equals value share,
check origin of cost, optimize cost
structures

module high, check technical
4 solutions, check module
15€ benefits
Cost reduction
necessary
10€ T Cost share of module is lower than
allowed. Check with customer
requirements if upgrade in module
guality is necessary.
5€ —1
value to the
product
26 Target Cost zone necessary
% | | . . Target Costs of
[ [ I " module
2€ 5€ 10€ 15€
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4.2.8 Results from the Product Target Splitting

The results from the Product Target Splitting can only give a guideline on the costs for the
modules. At MD predetermined modules are used to design a mobile device. The costs
for these cannot be matched exactly to the calculated Target Costs and the Target Cost
can only give an indication of the costs. A Target Cost corridor defines the boundary in

which the costs are recommended to be.

The cost corridor allows a larger relative deviation for modules which have a low cost
share than for modules that have a high cost share. This is due to the fact that the total

cost impact of the modules with the low cost share is smaller.

As described in the theory part, the modules that have a cost share below the Target Cost
corridor should be increased in value and for those modules that have a cost share higher

than the upper Target Cost corridor the costs or specifications should be decreased.
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4 Product Target Splitting

Key purchasing criteria of a mobile device

Aggregated description of key purchasing criteria

® Heptics
® Colors
® Materials
® Special effects / elements
® Convenient size and weight
® Size
® Weight
® Form factor
" Quality
® Durability
® Water and dust resistance
® SW-stability
® Low need of service
® Latest technology
® Perceived to be latest by that point of time
(e.g. color display, 1 Mpix camera, WLAN)
® Talk- and standby time
® Talk time
® Standby time
® Usage time — play “games”, see videos etc

® Increase efficiency
® Fast connection / download (UMTS, EDGE..)
® Organization and synchronization of PIM
® Easy transfer (Bluetooth, IrDA...)
® Access corporate mail, servers etc
® Send -/ Receive -/ Store ideas
® SMS, MMS, Video conference...
® E-mails, Instant messaging, Blogging...
® Size and Flexibility (exchangeable) memory
" Have fun
® Play music, videos,
® Play games
® |isten to radio, see TV
® Increase safety
® To be located, or to locate persons
® To find a location
® To have coverage, and to contact persons
® Ease of use
® [ntuition driven
® Minimum of key strokes (for key functions)
® Time to enter/ start application

Illustration 4.21




4.2.9 Purchasing Criteria, Product Functions & Modules of a mobile device
Product Target Splitting translates in two steps buying criteria into product functions (PTS
) followed by the translation of product functions into product modules (PTS Il). The aim is

to calculate Target Costs for Modules.

Buying criteria, product functions & product modules are considering different angles of
the same product. The translation steps are needed as an end user is not be able to

define his willingness to pay for a certain module directly.

4.2.9.1 Purchasing Criteria
The purchasing criteria describe the mobile device from the end user perspective. The

weighting of the purchasing criteria depends on the specific market segment that is

targeted. It is established through market research.
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4 Product Target Splitting

Functions of a mobile device

Aggregated description of main functions

® Make and receive calls
® Provide connections using various
standards
® Provide ring tones
® Display menu, telephone book, calling

party, ...
® Store telephone numbers

® Usage & standby time for telephony
® Appeal to user

® Attractive design

® Adequate size

® Qualitative material
® Support imaging
Make photo / video
Download / stream / show video
Display images
Store images
Usage time for imaging
® Support music

® Download / play music

® Store music
® Listen to radio
[ J
([ ]

Sound quality
Usage time for music

® Provide gaming
Download games
Multi playing games
Display games
Store games
Usage time for gaming
® Provide outdoor/leisure features
® Protect from environmental impact
® Innovative /outdoor and leisure features
® Enable messaging
® Various messaging standards (e.g. SMS,
MMS, IM, POC,...)
® Various protocols (e.g. IP, SIP,..)
® View & Store messages
® Support business applications
® PDA functionality
® PIM
® Document viewing and editing
® View & Store business applications
® Offer additional services
® New innovative services/features
® E.g. Location Based services

Illustration 4.22




4.2.9.2 Product functions
Product functions are a neutral functional view of the mobile device. They describe all the

functionalities that can currently be included.

The functions listed are ONLY main functions and not supporting functions. An example:
Provide telephony or provide music are main function of a mobile device as the activities
are unique. Store data or display content are supporting functions. The storing of data or
the display of content are required both for storing or viewing telephone numbers as well

as for storing music or displaying tracks.

Product functions have already been introduced in the Enthusiasm Model so that the

results from the PTS can be verified with the results of the Enthusiasm Model.
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4 Product Target Splitting

Modules of a mobile device

Aggregated description of modules

® Basic Necessary Parts (BNP)
® BPF (Base Band, RF, Power
Management,...)
PCB
PS Connector (Lumberg)
Connecting Parts to other modules
Shielding
B-Components
Application processor
® Sensors
® Various sensors (e.g. temperature, tilt,
acceleration, heart, altimeter, barometer,
compass, proximity, ...)
® Connectivity
®* |rDA
® BT
WLAN
AGPS
FMRADIO
TV

® Camera
® Camera Module
® Flash

® Display Module

" Memory
® Flash
* RAM
® MMC card holder or equivalent
® MMC card or equivalent

" Housing. Keypad, acoustics
® Upper & Lower case

® Mounting frame

® Key pad including lighting

® Microphone

® | oudspeaker

® Antenna

® Battery

® Delivery unit and accessories
® Packaging
® User Manual
® CD
® Added accessories

Illustration 4.23




4.2.10 Product modules

Product Modules describe the hardware of the mobile device. Various module groups are
formed to describe the full mobile device and to be able to distinguish them from a
functional point of view. Aim of the Product Target Splitting is to derive the willingness to

pay for these modules.

The Basic Necessary Parts (BNP) describe the core of the mobile device and includes all
the electronic components of the device such as the Base Band, RF & Power
Management Chip as well as the shielding, the PCB and all the B-Components and

connecting components.
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4 Product Target Splitting

The Product Target Splitting in the product development process
The Product Target Splitting supports the overall MD product development process

CTO
process

® Analysis of historic
module costs and
competitor /supplier
information as input
for platform
definition and other

Roadmapping/
Malpha
process

® PTS defines a range of
Target Costs for
modules for the
envisaged products in
the portfolio

® The Target Cost

Rough
product
concepts
(MO)

® PTS delivers fixed
price ranges for the
main modules of
each product

modules as . .
corridors predetermine
benchmark :
the number of possible
module alternatives
PTS for long

lead modules

> PTS per

product

Detailed

e et Sales approval
concepts Serial prod.
(M1) (M2 & M3)

® Control the target
achievement per module
during the Target
Controlling

® The values for the used
modules for each product
are fed into the PTS of the
following generation

Historic cost analysis as feedback for the next generation

Illustration 4.24




4.2.11 The Product Target Splitting in the product development process
Product Target Splitting activities should be performed at all stages of the product

definition process:

* For the Basis Platform Framework and platform definition process, historic cost
projections are used to derive cost targets for main modules.

* During the product definition phase Product Target Splitting defines — as described
above — Target Cost corridors for main modules enabling a more focused and market-
oriented choice of possible modules in the Alternatives Generation.

* During the stage of product concept planning and serial production module cost data is
gathered, analyzed and projected into the future to aid the Basis Platform Framework

and platform definition for the next product generation.
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5 Alternatives Generation

The Target Costing concept

Based on results of the Enthusiasm Model, indications of the Reverse Calculation and the Product
Target Splitting, the Alternatives Generation supplies input for the Alternatives Evaluation

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse —
Calculation Alternatives Alternatives
Generation Evaluation
— — — e - —‘ Concept Freeze - o = =

Target Controlling (including Target Cost Controlling)

lustration 5.1 Refer to SEIDENSCHWARZ , W.: Target Costing, in: KUPPER, H.-U./WAGENHOFER, A. (Hrsg.): Handwérterbuch Unternehmensrechnung und Controlling, Stuttgart 2002.




5 Alternatives Generation

This chapter introduces the Alternatives Generation, one of the six core tools of Target

Costing, a methodology introduced at MD to improve the product development process.

The chapter is divided into two parts:

» The first part describes the general approach of the Alternatives Generation.

* The second part shows the adaptation of Alternatives Generation to MD’s organization.
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5 Alternatives Generation

Translating set goals into products by using the Alternatives Generation

The Alternatives Generation translates Enthusiasm Model goals into specific solution options
and, with Alternatives Evaluation as a “sparring partner”, assures a structured product detailing

Product Target PTS II Reverse Calculation
Splitting
PTSI Rough Calculation of
calculations technical alternatives
First estimations Target Cost corridors and possible product
A
Window of First ideas Functional Technical alternatives .
: : : : B BUEE | Profitable sales
Opportunity alternatives to fulfill functional targets 3 |R Freeze
_|| and Enthusiasm Model 3 & _
£ i : Alternatives S|} Reali- To the Window
3 i Enthusiasm Generation zation of Opportunity
& Window ' Profile ' . .
= ' . Functional ' .
5 of ! & ! ¢ + Detailed product concept
. ! ! argets '

o Opportunity Product ' —
a i : | Evaluation 03 product story

: Rough E = 3 Emphasizing the

, evaluations ! Evaluation of 05 core functions
v Criteria definitioni “Knock out” i technical alternatives

Duration of the
product development project

Illustration 5.2




5.1 Methodology of the Alternatives Generation

5.1.1 Definition and benefits of the Alternatives Generation
The Alternatives Generation (AG) defines possible options and in-depth technical
solutions for the development of platform, product, module/component concepts (see

illustration 5.2).

The Alternatives Generation aims at identifying favorable platform, product concepts and
module/component alternatives which do not only satisfy the requirements set by the
predefined Window of Opportunity and the EM but also meet the cost guidelines set by

Reverse Calculation and Product Target Splitting.

The benefit of using the Alternatives Generation lies in guiding a structured and
systematic generation of different platform, concept and module/component options. By
describing the different alternatives to reach a desired cost and market position a fact-
based decision making in the Alternatives Evaluation is supported. The Cost-Module
Matrix as input for the AG supports a cost-focused decision at an early stage of the
product development process. Due to its structure Alternatives Generation enables a

reuse of documented decisions and information and speeds up future decision processes.
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5 Alternatives Generation

The concept Alternatives Generation

The process of Alternatives Generation focuses on combining market orientation, target profits and
cost corridor thinking into feasible options while balancing costs and perceived value

Alternatives Generation

- /\
Enthusiasm Model * Raise technical

= End user and customer oriented innovation feasibility
awareness early

Market orientation > . :
= Focus on enthusiasm features perceived by customers

and addressed to targeted customer groups in core = Combine market
countries and profit focus
in down-to-earth
product, module
and component
definition

Reverse Calculation

= Optimized product compared to competitor products

Profitability framework >

= Market orientation of platform development

= Document,
visualize and
explain options

Product Target Splitting

“Value Up” Product integrity

Target Costs sensitivity>

Product profitability

Cost Down = Communicate

and distribute

TTM planning = Minimum costs for Basic Requirements pathway
. . decisions early
TTM fit Standardization of models and processes and thus

= Qverhead reduction

Alternatives
Evaluation

e

achieve cross-
functional buy-in

Illustration 5.3




5.1.2 The concept of Alternatives Generation
The Alternatives Generation is an embedded part of the whole Target Costing tool set. As

inputs the Alternatives Generation requires:

1. End-user and operator requirements of the Enthusiasm Model as well as additional

market information (e.g. a Price Performance Analysis),

2. Target Costs for products and components derived from the Reverse Calculation and

the Product Target Splitting and
3. Time to Market planning.

Based on the input the Alternatives Generation balances market requirements with the
company’s technically feasible possibilities by optimizing “value up” and/or “cost down” for

all relevant features of the product concept.

The result is different alternatives that serve as an input for the Alternatives Evaluation.
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5 Alternatives Generation

Tools for Alternatives Generation

Cross-functional cooperation, structured moderation and specialized methodologies are key
success factors for generating alternatives.

Alternatives
for platforms

Alternatives
Evaluation

Alternatives

Generation

Combine information in internal
workshops (e.g. strategic marketing
with research teams)

Create information in external
workshops

(e.g. adjacent industries)

.

Breaking down strategies into
themes and platform level
Trend analysis of markets and
technologies

Themes strategy assessment
Portfolio assessment

Creativity techniques
Competition strategy analysis
Scenario thinking

Make or buy-decision platform

Alternatives
for product
concepts

Alternatives
Evaluation

Alternatives
Generation

Combine information in internal
workshops (e.g. competitor experts
with sourcing responsibles)

Create information in external
workshops (e.g. suppliers)

.

Breaking down strategies into
concept level and technical
solutions

Creativity techniques

Competitor products comparison
and extrapolation - Reverse
Engineering and benchmarking
Enthusiasm Model assessment
Alternatives thinking

Alternatives

components

Alternatives
Evaluation

Alternatives
Generation

Combine information in internal
workshops (e.g. development staff)
Create information in external
workshops

(e.g. best practice interviews)

.

Screening possible modules and
components in interface relations
Manufacturing method analysis
Make or buy-decision for modules
Cost forechecking

Illustration 5.4
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5.1.3 Relevant toolset for the different Alternatives Generation stages
The Alternatives Generation can be supported with different tools, depending on the
related product development stages.

At the stage “alternatives for platform”, a more strategic technological input is required. As

a potential source of input technical workshops and themes strategies are essential.

At the stage “alternatives for product concepts” creativity itself is in the focus. The possible
technical feature set and the product positioning within the defined portfolio framework are

the relevant issues.

At last the Alternatives Generation for modules and components offers the chance to
optimize the cost situation by searching for possible different technical solutions. In Target
Costing this phase is named “cost squeezing” and is very similar to the Design to cost
(DTC) approach.
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5 Alternatives Generation

Alternatives Generation throughout the product development process

As the level of detail along the product development process increases, the Alternatives
Generation has to be conducted with a different scope for each stage

CTO process

Roadmapping / Malpha process

Alternatives
Generation

Alternatives
Evaluation

The CTO processes are
supported with AG/AE
regarding:

EInnovation alternatives

EmPlatform alternatives

Focus of TC handbook

Alternatives
Generation

Alternatives
Evaluation

M Generation and
evaluation of product
concept alternatives

Alternatives
Generation

Alternatives
Evaluation

B Generation and evaluation
of module/component
alternatives

After each generation and evaluation the decision is frozen and handed over to

the next decision process.
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5.2 The Alternatives Generation at MD

5.2.1 Adaptation of the Alternatives Generation to MD
As the mobile device business is a very fast moving and innovation driven business, the
Alternatives Generation and the correlated Alternatives Evaluation need to be adapted to

the different stages of the MD development process.
In this overall process two main definition or development levels have to be distinguished.

1. The platform definition processes with all innovation, Basis System Framework and
platform issues and

2. the “product related definition processes” that include the product roadmapping and

product definition issues.

For details of the differentiation and an overview over the respective related features or
components see the following two pages.

As the focus of this handbook is on the product related issues, only the Alternatives
Generation for product concepts will be described. However, the methodological approach

could be used for all processes.
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5 Alternatives Generation

Different development lead times at MD

The different development lead times at MD are defining three relevant stages of
Alternative Generation and Alternative Evaluation

i_____.__Development time from final specification to realization________ 2 Frozen
Zone
P R e o e o o o e b e o S e e L e | P e
BSF E:::::::::::]:‘:S:-:S:_ = 3 Baseband Basls
118 - 36 months (complex : i g ;
alternatives E """""" T Software SyStem
i i fzzszzzs " Power Asic Framework
T T o ——
re--o- \’ """""" T T . RFsolution
I I I N AR R AR
| | | | The
. New complex ass. con.
; ——- | Plaorm | 2 sozzzzgs - Platform
. interdependences Bliernaivcs T - BIROHES ; > Connectivity wian, e7) . e
| i [ e bttt
: limit the possible : : : S Sensors definition
' range of ! ! <
! alternatives ! ! : ) Camera
' drastically i v S Display
1 1 1 [ . 000 B o on oo oo o oo il
' ' ! ' %, Connectors (r.o0,..)
Ll Ll Ll 1
' ' ' ' M Charger
i i i i Gimmick
Ll Ll Ll 1
i i i i Product Battery
! I I 1 -
' ' ! ! concept . Memory (incl. cards) PrOdUCt
! ! ! ! . -7 Assembly concepts
! ! ! ! alternatives - Y D (o]0 ncept
I I I ' Vibra/Actors d f t
I I I |
1 1 1 | Card Readers efinition
1 1 1 [ 0 e
! ! ! ! _ Speaker/Receiver
. . ' ' Microphone
1 1 | o U T - - - - - - - oo o e
| | | | Keypad
1 1 1 |
| | | 1 |
1 1 1 1 1
! ! ! ! v PL M3 Frozen Zone= 6 months
! ! ! ! J } — - > PS to PL = 1Imonth
PS to M3 = 3months
-45 39 -33 -27 -16 -14 -12 -10 PS OMonths PL: Product Launch
M-Alpha M1 PS: Production Start

Source of time estimations: PD TS
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5.2.2 Differentiation of Alternatives Generation at MD
Due to the different development lead times of the modules or components of a mobile
device, MD clusters three relevant stages for the development process that are all

relevant for the Alternatives Generation.

1. The Basis System Framework is the first and leading decision that has to be made and

therefore represents the first stage of Alternatives Generation at MD.

2. Due to the required development and procurement lead times the platform is an own
AG stage within the set borders of the BSF. These do not fit to the timing of the rest of

the product definition process.

3. Within the set borders of BSF and platform decisions the product alternatives are
generated as late as possible before the final concept freeze. For the generation of
product alternatives two levels should be regarded: The generation of alternatives for
product concepts and the generation of alternatives for single modules or components.
Since the product concept alternatives allow a wider scope the following pages

concentrate on this topic.
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5 Alternatives Generation

Steps of Alternatives Generation for product concepts

Alternatives Generation as a methodology of triggering and guiding creativity needs to be well
organized, prepared and executed in order to present feasible results

Input/
preparation

<
o

Tool application/
procedure

<
o

utput/
results

<o

0Setting of framework
- Window of Opportunity
- Enthusiasm Model

and definition of precise objectives

- Morpologic Case (incl. target cost setting)

= Which are the critical market requirements and respective
technical values?

=What is the defined cost frame to generate profitable
product concepts (value driven development)?

= What product themes will not be in focus?

=What are the key questions and “knock-out criteria”

Brainstorming to determine alternative
product concepts

= Are their different solutions to address the key theme?
= Which new functional topics do we want to address?

= Are there operator requirements really mandatory?
=What is happening in adjacent industries (trends)?

alternative product concepts ideas

Discussion and clustering of generated

= Which ideas can be merged or clustered to overall product
concepts?

= Are there aspect missing to define competitive product
concepts?

Selection of feasible product concepts
by ranking at least top 3 alternatives

= Do the alternatives fit precisely the objectives?

= Which alternatives are perceived to be the most interesting
(based on a cross-functional discussion of the whole
product team)?

Specification of selected product
concept alternatives

=How does each function looks like according to the defined
and selected product concept alternatives?
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5.2.3 Steps of Alternatives Generation for product concepts at MD
By defining product concept alternatives with the Target Costing toolset 5 steps have to
be implemented.

» At first, a clear defined framework has to be set by the already defined Target Costing
tools. Thereby the Window of Opportunity, the Enthusiasm Model and the Cost-Module
Matrix support the definition of precise objectives. These defined objectives help to set
the defined boundaries during the Alternatives Generation process.

* From step 2 up to step 4 a workshop approach supports the generation, discussion,
clustering and selection of product concept alternatives. Starting with step 2 a
functional, open-minded thinking helps to go beyond the already known technical
boundaries. Therefore step 2 is the most important one. Step 3 and 4 are then

structuring and combining the output of the creative phase.

* In step 5 the final alternatives are defined in detail and agreed upon before being

handed over to the Alternatives Evaluation.

The following pages within that chapter describe the 5 step approach in detail.
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5 Alternatives Generation

Alternatives Generation implementation for product concepts (I)

Besides the Window of Opportunity and the Enthusiasm Model the Cost-Module Matrix provides a mask
of remaining alternatives

Setting of framework 4 Definition of precise objectives

@

Window
of Opportunity

Definition of precise objectives concerning
= the target market

= the target portfolio positioning

= the product idea

Enthusiasm
Model

Cost-Module
Matrix

SIEMENS

Definition of precise objectives concerning

= the innovation and themes roadmaps

= the real mandatory operator requirements
= other

Definition of precise objectives concerning
= the defined target costs on module level,
= possible cost reduction issues,

= other

“Knockout criteria”

= Technological aspect
= Other
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5.2.4 Setting the framework for the Alternatives Generation of product
concepts

As mentioned before the Alternatives Generation needs a clearly defined framework. By
using the Target Costing tools, which are already defined at that stage, all necessary

boundaries and precise objectives can be defined.

First, the Windows of Opportunity give an overview over the targeted market focus, the
targeted positioning in the product portfolio and the first product idea.

Second, the link to the Enthusiasm Model has to be established. If operator and end user
requirements cannot be harmonized, both requirements must be documented, as they can
represent possible alternatives later on. Additionally, regional requirement differences
should be clarified and documented as possible alternatives. Thus, the discussion itself,

which led to the committed Enthusiasm Model is an important source for alternatives.

Then, the implementation of the Cost-Module Matrix supports the Alternatives Generation
for product concepts with the possible range of technical feasible alternatives. In detail
you can see which component combinations can be realized within the derived Target

Costs.

Last, the definition of “knockout criteria” helps to streamline the Alternatives Evaluation by

eliminating unfeasible ideas early.

SI E M E N s 5 Alternatives Generation

S{fi(].t?]lSCll“-’al‘Z 6/ (::(')l'l'l]_).




5 Alternatives Generation

Alternatives Generation implementation for product concepts (ll)

10

A filter derived from EM and RC is laid upon a Cost-Module Matrix of alternatives and provides a

Procedure

mask of remaining alternatives

Weighting

Sensors.

Connectivity

Camera

Delivery unit

Display
Memory
Battery

Accessories

Software

0to2

Euro

2t04

Euro

4106

Euro

6t08

Euro

81010

Euro

10to 12

Euro

12t014

Euro

141016

Euro

16018

Euro

1810 20

Euro

20to0 22

Euro

22t024

Euro

2410 26

Euro

e Adapter

[B]e0-tasniion:

ss00 B 26 s mvic support

iC Cara 532 1B

e storage

nic card <32 e
oundied

T
101 x 80 s5k-color eightveight

120 130 (csT)

* Example not yet comprehensively filled

Il Additional alternatives based on EM — Functional targets

Functional roadmaps give a
first indication which
alternatives are relevant at
the products’ price range
over its lifecycle

PTS and RC define the
price band in which the
alternative can be chosen.

The EM provides a
consistent product story
and narrows the filter down
even further.

Alternatives Generation
therefore becomes more
efficient and precise the
clearer the filter derived
from RC and EM is
described. Therefore, the
better the results of the front
end of innovation, the easier
and quicker alternatives are
generated.
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5.2.5 Alternatives Generation of products by using the Cost-Module Matrix

One main tool to support the generation of feasible product alternatives is the Cost-
Module Matrix. The Cost-Module Matrix contains all possible solutions for components
and features of a mobile phone (e.g. VGA, 1 Mpix, 2 Mpix, flash, zoom or auto focus

solutions) sorted in 9 different module groups plus software.

In order to have a complete and actual input the set of components should be cross-
checked with the Enthusiasm Model, missing components should be added and the prices
for components as well as component trend indications have to be constantly actualized

by MD strategic procurement.

The Product Target Splitting toolset delivers a target price corridor for modules shown in
the Value Control Chart. This given cost limit per module is applied to the Cost-Module
Matrix and thus reduces the possible choice of components/solutions. The clear
boundaries support the focused generation of profitable and target-oriented product

concepts.

In this phase of the Alternatives Generation the creativity of the interdisciplinary team is
the key success factor. All possible different combinations within a module (e.g. 2,0 Mpix
camera without flash and optical zoom vs. 1,3 Mpix camera incl. LED flash and optical

zoom) have to be discussed and checked with the market requirements.
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5 Alternatives Generation

Alternatives Generation implementation for product concepts (lll)

After the review of the relevant framework various conceptual alternatives have to be generated,
selected and specified during an AG workshop

Concept

brainstorming

Concept
Discussion &
Clustering

Concept
ranking

Concept
detailing

D

Objective

= Pool of creative
ideas for product
concepts

Objective

= Structuring of con-
cept ideas in clusters

= Slogan for each
cluster

Objective

= Pre-selection of
concept ideas for in-
depth evaluation

Objective

= Description of
functional
characteristics for
each alternative

Success factors

= Good preparation
and clear objectives

= No discussions

= Big picture thinking
in concepts, not in
details

= Experienced cross-
functional teams

Success factors

= Stay open-minded
even if concepts do
not seem feasible on
the first sight

= Set up alternatives
clusters that base on
market needs and/
or technical reach

Success factors

= Encourage diversity
of selected
alternatives

= Mix of common and
exceptional ideas

= Rational-based
selection

Success factors

= Availability of
experts

= Detailed
documentation of
results

PDM as facilitator

(Structured approach of workshop)
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5.2.6 The creative part of Alternatives Generation
After setting the framework the ultimate part of the Alternatives Generation, the creative
part, can be realized. Three stages of it must be separated:

« At first, by using the methodology of brainstorming all upcoming ideas and/or
alternatives should be gathered and written down. One of the most important issues is
to generate completely different concept alternatives by varying not only one major
component to its extremes (e.g. 2 Mpix instead of VGA camera). Thinking in product
concepts and true end-user/customer benefits and not in technical details and

components helps to come to real concept alternatives.

* Then, by discussing the generated alternatives, duplications can be eliminated and

similar alternatives can be clustered.

* Finally, before detailing the generated product concept alternatives the “knock-out
criteria” should be checked and a first ranking of the product concepts helps to focus

on the most important ones.
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5 Alternatives Generation

Alternatives Generation implementation for product concepts (V)

The results of the Alternatives Generation have to be specified in a structured way to pass on to
the Alternative Evaluation

Product functions

Nestor
Base Case

Nestor
Design Phone

Nestor
Connector Phone

Nestor
Camera Phone

Make and receive calls
(Quality of basic function — I/O/ Ul/ RF)

Tri band / high talk &
standby time

Appeal to user
(Design/ Material / Form factor)

classic & elegant metal
housing

Thinnest (17mm) metal
housing & leather/ rubber

Thicker housing than
base case (21 mm)

Support imaging and video

VGA camera, no Flash,
2x digital zoom

1.3 Mpix camera with
3x optical zoom

Support music and audio

Common music files
supported

MP3 ringtones
supported

Surround sound speaker
system

Provide gaming

Provide gaming

Provide outdoor/ leisure
features (e.g. sensors)

Not wanted

Enable messaging

Enable messaging

Pport business applications
(incl. PIM and Sync)

Standard organizer
functionality

Provide additional services
(e.g. location services)

Not wanted

Provide visualization
(Display)

176x220, TFT 2,1', 256k

132x176, TFT, 1,8', 265k

176x220, TFT 2,1', 256k

176x220, TFT 2,1', 256k

Provide usage-/ standby time

300 h (Li-lon 750 mAh)

400 h (Li-ion 900 mAh)

Interaction with devices Slim Lumberg, IrDa New Lumberg solution IrDa

Store data MM car S2ME M car S2MB
Consumer personallzatlon/ Main operator Ul supported clubbers wristband
Operator customization

Responsibles for Alternatives Evaluation
Strategic and Financial Competitiveness — Competitiveness — Technical Resource Time to Market
Portfolio fit fit Operators End-Users Feasibility fit fit
N.N. N.N. N.N. N.N. N.N. N.N. N.N.
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5.2.7 Detailing of generated product concept alternatives
The last step of the Alternatives Generation is the detailing and documentation of the
generated product concepts and their respective technical solutions and components. The

results will be handed over to the Alternatives Evaluation

In case more than five alternative concepts are defined, it is sufficient to describe the five

highest ranked alternatives in detail.

Finally the responsibilities for the different categories of the Alternatives Evaluation should

be defined in order to start the Alternatives Evaluation with a proper preparation.
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6 Alternatives Evaluation

The Target COSting concept
The Alternatives Evaluation uses the input of the Alternatives Generation to identify the best

alternative

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse
Calculation Alternatives Alternatives
Generation Evaluation
Product Target Splitting
[
p#‘
— — — e — —‘ Concept Freeze _-— e = = ==

Target Controlling (including Target Cost Controlling)

Illustration 6.1
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6 Alternatives Evaluation
This chapter introduces the Alternatives Evaluation, one of six core tools of Target Costing,

that are implemented at MD to improve the product development process.
The chapter is divided into two parts:

» Part one describes the Alternatives Evaluation in theory and how it supports a

structured and transparent evaluation.

« The second part adapts the theory to the specific MD situation. It introduces a

standard evaluation process together with standardized criteria catalogues.
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6.1 Methodology of the Alternatives Evaluation

6.1.1 Definition Alternatives Evaluation

The Alternatives Evaluation is a tool to perform a standardized analysis of generated

alternatives. Based on measurable criteria different alternatives are evaluated and ranked

using a scoring model.

An organization benefits from a standardized Alternatives Evaluation in various ways:

The Alternatives Evaluation structures, arranges and documents the evaluation

process along a given criteria catalogue.

It improves the transparency in decision making for the management as the process is

clearly defined.

It increases the objectivity of individually performed analysis due to involvement of
cross-functional experts and an interdisciplinary criteria catalogue (financial, technical,

market, strategy criteria).
It optimizes the decision making based on a consistent scoring model.

It guarantees future commitment of all parties involved by a team that drives the
decision process.
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6 Alternatives Evaluation

Concept of Alternatives Evaluation

The input of other Target Costing tools and various other sources is used to assist the decision
making process throughout the development process

Enthusiasm
Model

Reverse Calculation Alternatives Alternatives
1 Generation Evaluation

Decisions

Product Target Splitting

Other sources
(e.g. competition)

B The output of the Alternatives Generation is evaluated applying a fixed criteria
catalogue using input from different sources.

B The combination of Alternatives Generation and Alternatives Evaluation can be

applied at different stages (product concept, module and component) in the
product development process.

B Each Alternatives Evaluation is carried out following standardized working steps.

B The output is an identification on the best alternative.
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6.1.2 Concept of the Alternatives Evaluation

The Alternatives Evaluation is used solely after an Alternatives Generation was conducted.

To evaluate the alternatives, input from different sources is necessary. The Reverse
Calculation measures the financial strengths of each alternative. The Enthusiasm Model
provides the Window of Opportunity with which the alternatives are compared. The
Product Target Splitting supplies a cost corridor of the product modules. Other sources

like information on competitors’ strength also provide input.

The combination of Alternatives Generation and Alternatives Evaluation can be applied at
different stages in the product development process. For example different product
concepts or later in the development process different component alternatives for a
product can be evaluated.

Independently of the stage in which the Alternatives Evaluation is carried out, it always

follows the same standardized working steps.

Critical to the success of the Alternatives Evaluation is the identification of the best

alternative. No team member should question the evaluation after finishing the process.
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6 Alternatives Evaluation

Methodology of the Alternatives Evaluation ()

Each Alternatives Evaluation comprises 5 working steps, from the criteria selection to the
decision making

ot [ .. TT—
L . _
AT g alternatives alternatives

Alternatives Alternatives
Generation Evaluation

Alternatives Alternatives
Generation Evaluation

Alternatives Alternatives
Generation Evaluation

Steps

Selection & description of a set of evaluation criteria

Definition of dimensions with corresponding explanation

Evaluation of all alternatives including explanation

Weighting of the criteria

o~ wWwDNPEF

Decision making
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6.1.3 Methodology of the Alternatives Evaluation
For each stage of the product development process the Alternatives Evaluation follows
the same five working steps.

The steps are chosen in such a way that the objectivity of the decision is supported.

» The evaluation criteria (step 1) and corresponding dimensions (step 2) are fixed prior

to the evaluation.

* The weighting (step 4) is performed after the evaluation as an upfront weighting might
influence the decision making within the evaluation (e.g. a team member could

increase the score of a highly weighted criterion of his favorite alternative).

» The decision (step 5) is based on the score of the alternatives.
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6 Alternatives Evaluation

Methodology of the Alternatives Evaluation (Il)
Evaluation criteria are selected in step one and have to be complemented by dimensions in step 2

Alternatives Evaluation sheet

Explanation for
=1 [ T (- (e BGERE

only basic ! 1-2 per- User requirements >3 | performance + 1 CEM featur? fulfillment:
i formance [description] performance i enthusiasm aSIZ,n{JheursciJ;r;nince,
i I i
i Profitability E Difference between actual
-2m€ ! -Im€ [TCG] +1m€ ' +2me and target profit
| . | P2
: = : @ .............
¥ |
: |
Step 1: !
"""""""""""" Select criteria I Step 2:
! Determine and
| explain
| dimensions

Criteria and dimensions are fixed prior to evaluation.

The criteria are listed in the centre together with a short description.

Each criterion is evaluated on a scale from -- to ++.

The dimensions provide an exact definition of the -- to ++ scale. “Target Cost Gap
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Steps 1 and 2: Selection & description of a set of evaluation criteria and definition

of dimensions

Step 1 and 2 are prerequisites for an evaluation. Both criteria and dimensions need to be

defined and fixed prior to the evaluation.

The criteria should include all important evaluation factors covering different functional
areas (e.g. financial, market, strategic & technical issues). They are listed in the centre
(see illustration 4) together with a short description. Each criterion is evaluated on a scale
from “--“ to “++”.

Dimensions with respect to the Alternatives Evaluation provide an exact definition of the
“--“ to “++” scale. The whole team fixes the dimensions and gets an approval by the
responsible manager. The experts then gather the information and evaluate the
alternatives applying these dimensions.
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6 Alternatives Evaluation

Methodology of the Alternatives Evaluation (llI)

In step 3 each alternative is separately evaluated according to the defined criteria and
dimensions

Alternatives Evaluation sheet
IEE B m

Explanation of
the evaluation

only basic 11-2 per- User requirements >3 1 performance + 1 CEM feature fulfillment:

enthusiasm basic, performance,

1 formance [following Customer performance )
enthusiasm

Enthusiasm Model]

. - Profitability as deviation
Profitability +1meE +2m€ of TCG* from zero over

[TCG] " life time
I 3

Step 3:
Evaluate alternative according
to the criteria and dimensions

-2m€ -1m€

® Each sheet covers one alternative.
The result of the evaluation is visualized by bar graphs in

® red for negative fulfillment and
® green for positive fulfilment of the chosen criteria.
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Step 3: Evaluation
After criteria and dimensions are fixed the evaluation itself starts.

All functional experts are asked to provide the necessary information and the
corresponding scoring for each criterion. In the given example of the slide, the product
fulfills only two performance requirements. Therefore the criterion “User requirements” is

evaluated with “-“. An explanation is given for the scoring of each criterion.

To support the evaluation process, an evaluation sheet is used. Each sheet covers one
alternative and the result of the evaluation is visualized by bar graphs in

» red for negative fulfillment and in

» green for positive fulfillment of the chosen criteria.
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6 Alternatives Evaluation

Methodology of the Alternatives Evaluation (1V)
In step 4 the criteria are weighted according to their importance

[1] [2] [3] [4]

User requirements ) IR o3 berformance +
[following Customer 41% |\ onlybasic | ! nerformance | | performance! |1 enthusiasm |
Enthusiasm Model] : Lo [ .
: Vo
L ! Lo
;ré)él]tablllty 27% i -2m€ i i -Im€ +1m€ +2m€
(4. 5

<+ Degree of importance —

20% i Step 4:
i | Weighting of the
! criteria
12% | L
100%

" The weighting of the criteria is optional supported by pair wise comparison.

" From this step onwards a comparison chart is used instead of the Alternatives
Evaluation sheet.

" The weighting is done after the evaluation to support a more objective process.
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Step 4: Weighting

As described before, the weighting is done after the evaluation in order to secure a more

objective decision.
The weighting is done in percentages adding up to 100%.

With five and more criteria it is difficult to distribute 100% directly. Therefore a pair wise

comparison is used (for additional description please read the Nestor Case Study.
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6 Alternatives Evaluation

Methodology of the Alternatives Evaluation (V)

In step 5 all alternatives are mapped into one chart, scored and ranked, to decide on the best
alternative

Weight Evaluation dimensions Alternatives

[1]
User requirements 1 ' o o o ol
[following Customer o ||41% | ! onlybasic ! L Lo o 0,82 1,6
Enthusiasm Model] % i i i : | : : |
[F;ré)éi]tability S [ 2706 5 B 10,81 ||| 045
E i ! N i
o ||20%| B B 104 ||| 06
q) 1 1 1 1 : : : :
) : g o Vo :
Qv i Lo Lo Lo i
? 12% | ! . = . . 10,12 ||| 0,36
suMm 2,15 3,01

B Comparison and final decision on the alternative
with the highest ranking. B Scoring by multiplying dimensions

. . (-- =1 to ++ =4) with weights (0 to 100%)
B When various alternatives are closely scored,

the fever curve can help in the decision process. M Ranking by summing all scores per alternative
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Step 5: Decision Notes
In the final step the alternatives are scored, ranked and a decision is made.

The overall score is calculated by multiplying the score of each criterion (-- =1 to ++ =4)

with the corresponding weighting (0 to 100%).
The alternatives are then ranked by adding up all scores per alternative. | i

When various alternatives are similarly scored, the fever curve can help in the decision

process.
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6 Alternatives Evaluation

Alternatives Evaluation throughout the product development process

As the level of detail along the product development process increases, the Alternatives
Evaluation has to be conducted with a different scope for each stage

CTO process

Roadmapping / Malpha process

Alternatives
Generation

Alternatives
Evaluation

The CTO processes are
supported with AG/AE
regarding:

EmIinnovation alternatives

EmPlatform alternatives

Focus TC handbook

Alternatives
Generation

Alternatives
Evaluation

M Generation and
evaluation of product
concept alternatives

Alternatives
Generation

Alternatives
Evaluation

B Generation and evaluation
of module/component
alternatives

After each generation and evaluation the decision is frozen and handed over to

the next decision process.
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6.2 The Alternatives Evaluation at MD

6.2.1 The three types of Alternatives Evaluation at MD

Within the whole development process, many alternatives are generated and evaluated.
As described before the Target Costing methodology focuses only on the early phase of
the product definition process. Thus, the structure of the AG and AE process of Target
Costing concentrate on product concept alternatives. Later decisions on modules and
components, like specific designs or the exact keypad outline are not supported by the
Alternatives Evaluation as the process would be too time-consuming. These decisions are

left in the hand of functional experts.
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6 Alternatives Evaluation

Steps of Alternatives Evaluation at MD

MD Alternatives Evaluation follows the 5 step approach solely using a predefined set of criteria
and specific evaluation sheets

CTO process Roadmapping / Malpha process

Steps

General steps Steps at MD

1 For each type of Alternatives Evaluation
a criteria catalogue is predefined.

Pre-screening with knock-out criteria

1 Selection & description of a set of
evaluation criteria

already in the Alternatives Generation

Dimensions are predefined and can
be adapted if necessary.

Definition of a set of dimensions with
corresponding explanation

Evaluation of all alternatives including
explanation

The step is identical to the steps in the
general part using an evaluation tool.

Weighting only for main criteria. Sub

UG @17 CiEre criteria have a pre-distributed weighting.

aa B~ W DN
a b~ W DN

The step is identical to the steps in the

Decision makin : :
9 general part using an evaluation sheet.
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6.2.2 Steps of Alternatives Evaluation at MD Notes
The working steps of the Alternatives Evaluation at MD closely follow the steps of the

theoretical part:

 For step 1 criteria catalogues are already predefined to secure a standardized — | -« rceiererriiiiiiii

evaluation in one generation and across generations. The predefined criteria

catalogues can be found in the IT tool “P3_alternatives_evaluation_tool.xIs”. This
criteria catalogue is handed over to the Alternatives Generation before starting withthe | ... i
generation itself. With the catalogue in mind obviously unsuitable alternatives can be
excluded prior to the evaluation. For example an alternative with a bar form factor | ~~~ =~~~ T
could be instantly removed if a decision by the management only allows a clam for the

targeted market .

* For step 2 a dimension catalogue is already predefined.
° Step 3 iS identical to the theoretical part' --------------------------------------------------
* The weighting in step 4 is also identical to theory with sub-criteria already pre-weighted. | coviiviiii,

e The decision in step 5 is supported by templates and a SWOT analysis.
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6 Alternatives Evaluation

Criteria catalogue at MD

Predefined sets of criteria in step 1 support a more transparent evaluation process and a better
comparability of the different Alternatives Evaluations

Main criteria

Sub-criteria
(example)

Dimensions
(example)

" Financial fit
® Strategic fit

" Market requirements' fit

®  Development
manpower

® Technology/
competences
available

® Resource feasibility fit

®  Production capacity
®  Development incl.

® Technical solutions' fit

® Time To Market fit

production
preparation time

®  External resources

- - New, not yet available
- Externally available

+ In-house
pre-development
experience

+ + In-house production
experience

For each type of Alternatives Evaluation a pre-defined criteria catalogue is available.
The 6 main criteria are fixed. The sub-criteria can be adapted, but only prior to

evaluation.
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Step 1: Criteria catalogue at MD
This catalogue has two levels. The six main criteria are fixed and have to be used in every

type of evaluation.

They cover all aspects necessary for a decision making, from various internal (e.g.
Strategy fit or resource feasibility fit) to external requirements (e.g. market requirements
fit). “Time to Market” fit is an important criterion, as past experience showed this to be a
weak point of MD.

The main criteria are not evaluated directly. Instead, manageable sub-criteria per main

criteria are defined and evaluated in step 3.

The sub-criteria are also predefined but vary for the three predefined catalogues. Contrary
to the main criteria they can be adapted if necessary, but only prior to the start of the
evaluation. The adaptation should be reduced to a minimum as otherwise the
comparability of different evaluations is not guaranteed. Furthermore the subjectivity might
increase and the adaptation of criteria including their dimensions will be extremely time

consuming.
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6 Alternatives Evaluation

Dimensions at MD
In step 2 the predefined MD dimensions are used

" For each MD criteria catalogue a set of dimension is predefined.

The fixed set of dimensions guarantees objective and comparable results and creates a
common understanding of the scope of the evaluation.

" Due to changing expectations and strategic requirements, dimensions might have to be
adapted. For this process expert workshops assure reasonable adaptations. This is
done prior to the evaluation.

®" The dimensions can be updated following the same format as the pre-defined ones.

Criteria | Weightl | Alternative 1 | | Alternative 2 | | Alternative 3 | | Alternative 4
1 |Financial fit
Overall score / weight 24% 2,6 2,3 2,0 2,5
| 1.1 [JTarget Cost Gap per unit (% deviation of average) 100% 4 3 2 8
--=1|TCG < 0 and TCG < 50% of Target Profit Target profit 44,5 Mio Eur; -1 mio dev. Costs, 0 Eur -0 mio dev. Costs, 1 Eur +1 mio dev. Costs, 0 Eur
-=2|TCG < 0 and TCG > 50% of Target Profit TCG -18 Mio Eur = 40% licence costs, -2 Eur display licence costs for souround licence costs, + 4,5 camera
+=3[TcGzo0 and -0,5 inductive attena and - sound, + 1,5 speaker and 4 Eur
_ = 0,3 for IRDA and 0,5 for Eur memory and + 2,5 USB
++=4|TCG>0 and +7 desion cahle +10RT
| 1.2 JTarget volume achievement 1] 70% | 2 2 2 3
- = 1|<-20% high volume pressure through some volume pressure high volume pressure through no volume pressure: + 5,5%
-=2[-20% to -0% missing enthusiasm feature: - through portfolio low enthusiasm feature: -10%
to3lowma0% === """~~~ ——==___ 15% canabilization: -5% Jd___l__
e S I T T e m e __

The table shows a dimension example from an Alternatives Evaluation.
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Step 2: Dimensions at MD
For all predefined criteria the corresponding dimensions are also predefined.

The fixed dimensions guarantee objective and comparable results and create a common

understanding before the evaluation is executed.

Due to changing expectations and strategic requirements, dimensions might have to be
adapted. For example the dimensions for the sub-criterion “1.1 Target Cost Gap per unit”
(see illustration 6.12) might be adapted if a decision is taken that all products with a
negative Target Cost Gap will not be further evaluated (knock-out criterion). Thus a
negative Target Cost Gap will not be accepted as a dimension anymore and the
dimension of “--“ must then be changed for example to “TCG =0" and “-* to “0<TCG<+5%

of Target Profit”.
For the change process expert workshops assure reasonable adaptations.

Quantifiable dimensions should be used. If this is difficult (e.g. for the criterion “Strategic
fit”), the dimension should be described in such a way that little space for interpretation is

given, to secure the objectivity of the evaluation.
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6 Alternatives Evaluation

Evaluation at MD
Step 3 “Evaluation” represents the heart of Alternatives Evaluation and has to be conducted by

experts
Criteria Weight Alternative 1
1 |Financial fit
Qverall score / weight 24% 2,6
| 1.1 JTarget Cost Gap per unit (% deviation of average) 100% 4
=1|TCG < 0 and TCG < 50% of Target Profit Target profit 44,5 Mio Eur;
-=2JTCG <0 and TCG > 50% of Target Profit = TCG -18 Mio Eur = 40%
+=3[TCG £ 0
++=4[TCG >0 —

1
® For eachicriteria on the dimensions the necessary data has to be collected from
members of the product team.

® The evaluation tool is then filled with this information (the corresponding value)
and a short, fact based reasoning for the posted value is given.

® |If an alternative does not fulfill a main criteria by large, the evaluation team
should not carry forward with evaluating this alternative and concentrate on the

remaining alternatives.
The responsible person for the Alternatives Evaluation has to ensure that each

evaluation is done with a thorough analysis through experts
instead of using subjective opinions!

Illustration 6.12



Step 3: Evaluation at MD
The evaluation follows the same logic as in the theoretical part.

First different members of the product team are chosen to gather the necessary data.

The responsible person subsequently evaluates each criterion for each alternative in the
evaluation tool. The right dimension (from “--* to “++”) is chosen and a short, fact based
reason for the posted value is given.

In the example (see illustration 6.13), the alternative “Nestor Base Case” is evaluated for
the sub-criterion “1.1 Target Cost Gap per unit” with “++”. A short reason is given, so that
other parties can understand the decision. In the example the calculated Target Cost Gap

is inserted.

If an alternative does not fulfill a main criterion by large, the evaluation team should

disregard this alternative and concentrate on the remaining alternatives

The responsible person for the Alternatives Evaluation has to ensure that each evaluation

is done by a thorough analysis instead of using subjective opinions!
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6 Alternatives Evaluation

Weighting at MD

Weighting Table

The weighting of criteria at MD in step 4 focuses on the 6 main criteria

1. The available 100% are distributed
among the main evaluation criteria.

Criteria
Financial fit

Strategic fit
Market requirements' fit
Resource feasibility fit

Technical solutions' fit

E S~ S~
= =
g & » .
o = § &
s 2 = 5 >
L & 3§ ¥ £
& & g8 & 5 & S
g ¢ £ & 8§ 3 > k3
s & & 5 &£ F~ g
§ 5§ ¥ § S I = o 2 _
T & £ & 9 5 £ 5 . To support the weighting a
3 pairwise comparison can be used
1 8%
4 %
1 %
3 6 4,8%
3|5 5 9,5%
6 | 1 23,8%
100%

DININ|W

Time To Market fit

® Generally the pre-adjusted weighting of sub-criteria

If necessary, sub-criteria can be adjusted separately

5 |Technical solutions’ fit
Overall score / weight]| | 10% )
[ 5.2 [Applied ReUse (existing SAP number) 100% [[| is to be used.
-- = 1]0% - 25% of main components are reused
= 2|25% - 50% of main components are reused ) L. ) ) )
+ = 3[50% - 75% of main components are reused in addition to the main criteria.
++ = 4|>75% of main components are reused . . .
[ 5.3 [Future sustainability (ReUse potential) [ I 100% ® The importance hereby varies using a scale from
== 1[N0 potential 0% (none) to 100% (full count).
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Step 4: Weighting at MD
Each main criterion is weighted in accordance to their importance.

For the sub-criteria the predefined weighting should be used. If necessary, the weighting

can be adjusted with the approval of the responsible manager (e.g. Product Manager).

The importance of each sub criterion hereby varies using a scale from 0% (sub-criterion is
not important for the fulfillment of the main criterion) to 100% (sub-criterion does influence
the main criterion to full extend). It is important to know that the weighting of the sub-

criteria do not need to add up to 100% if summed up.
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6 Alternatives Evaluation

Decision taking at MD

The scoring, comparing, ranking as well as the decision taking in step 5 follow a predefined
process using standard comparison sheet

® The first result after the evaluation and weighting is the ranking of each
alternative based on the quantitative analysis.
(The calculation of the scores follows the same process as described in the
general part.)

® The alternative with

(@)]
the highest score is £ o/ ¢ & &
=y &/ &) &/ L
to be recomme_nded Criteria 2 $/ &/ &/ ¢
to the responsible Financial fit 2% + | - | - | +
decision makers. Strategic fit 4% + | - | + | +
- Market requirements' fit 2% + - + | +H
" A SWOT analysis is R%ourcz:}easibilityfit 56 ++ | + | |
done for the leading Technical solutions fit 0% + | + | - | -
alternatives Time To Merket fit 2% + | - | + | +
Sum 100% 2,67|2,18| 251| 2,72
Ranking 21 4] 3|1
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Step 5: Decision making at MD
The first result after the evaluation and weighting is the score and subsequently the rank
of each alternative, based on the quantitative analysis (see illustration 6.15). The

calculation of the scores follows the same process as described in the theoretical part.

The alternative with the highest score is to be recommended to the responsible decision

makers.

A SWOT analysis is done for the top alternatives if no alternative prevails as a clear
winner. At this point all involved persons can include information not covered by the

evaluation. It therefore serves as a risk pool.

A graph of the outcome of the Alternatives Evaluation supports the SWOT analysis (see

illustration 16 in the management summary).

The template used for the analysis and the presentation to decision makers is described

next.
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6 Alternatives Evaluation

Management Summary for the Alternatives Generation |

The possible alternatives of the Morphologic Case are narrowed down with respect to the market
situation and the objectives defined in the Enthusiasm Model

Product functions Nestor Nestor Nestor Nestor
support/ provide ... Base Case Design Phone Connector Phone Camera Phone
Make and receive calls Tri band / high talk & standby
time

(Quality of basic function — I/0/ Ul/ RF)

Appeal to user
(Design/ Material / Form factor)

classic & elegant metal
ousing

Thinnest (17mm) metal
housing & leather/ rubber

Thicker housing than
base case (21 mm)

Imaging and video

VGA camera, no Flash,
2x digital zoom

1.3 Mpix camera with
3x optical zoom

Music and audio

Common music files supported

MP3 ringtones
supported

Surround sound speaker
system

Gaming

Provide gaming

Outdoor and leisure features
(e.g. sensors)

Not wanted

Enable messaging

Enable messaging

Business applications
(incl. PIM and Sync)

Standard organizer
functionality

Additional services
(e.g. location services)

Not wanted

Visualization
(Display)

176x220, TFT 2,1', 256k

132x176, TFT, 1,8', 265k

176x220, TFT 2,1, 256k

176x220, TFT 2,1', 256k

Usage- and standby time

300 h (Li-lon 750 mAh)

400 h (Li-ion 900 mAh)

Interaction with devices

Slim Lumberg, IrDa

New Lumberg solution

MMC card 32MB

MMC card 32MB

Store data 2B MM slat bundled bundled
Consumer personall_zatlon/ Main operator Ul supported clubbers wristband
Operator customization
Responsibles for Alternatives Evaluation
Strategic and Financial Competitiveness  Competitiveness Technical Resource Time to Market
Portfolio fit fit Operators End-Users Feasibility fit fit
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6.2.3 Management Summary for the Alternatives Evaluation
The Management Summary consists of three different templates.

» Page one describes the alternatives coming from the Alternatives Generation.
» Page two shows the SWOT analysis for the leading alternatives (optional).

» Page three describes the recommended alternative in more detail and gives reasoning

for the decision.

Management Summary for the Alternatives Evaluation — sheet 1:
The first page uses the output of the Alternatives Generation and presents it on one slide.

It is important that all differences between the alternatives are clearly addressed, so that
management understands the different value propositions of each alternative.
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6 Alternatives Evaluation

Management Summary for the Alternatives Evaluation lI
On the second page the strengths and weaknesses of the recommended alternative

are presented

Strengths/Opportunities

Weaknesses/Threats

(=]

=

=

(=]
_ ®
Criteria =
Financial fit 24% - -]
Strategic fit 4% + | - |+ +
Market requirements' fit 2% + | - | +f
Resource feasibility fit 5% ++ | + |+ 4+
Technical solutions' fit 0% + | + -
Time To Market fit 4% + | - | )+
Sum 100% 2,67|2,18| 2,51 2,72
Ranking 2| 4 3| 1

Financial fit

»
\ Strategic fit
Al
i

!
/

[
L
[

Market requirements’
fit

Resource feasibility fit
Technical solutions'

fit

Time To Market fit

A4

Product Evaluation < Nestor Base Case =#-Design phone <&—Connector phone <@~Camera phone‘

XXX

XXX
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Management Summary for the Alternatives Evaluation — sheet 2:
The second sheet shows the SWOT analysis.

It includes open topics not yet addressed by the evaluation and again highlights important

facts from the evaluation.
Two graphs support the SWOT analysis:
* The upper graph shows the score per criterion of each alternative.

 However, to compare alternatives, the score of each criterion is not valid without the
weighting. Therefore the lower graph is added with weighted scores. This is reflected
in the amplitude of each criterion. For example alternative four is scored with “+” for
“Financial fit” as well as “Strategic fit”. However in graph 2 the dots for these two
criteria (dark blue line — most right in the first criterion) are not at the same amplitude.
This is the result of the weighting: “Financial fit” is weighted nearly five times higher
than the “Strategic fit”.

A SWOT analysis is done for the top scoring alternatives. If needed it can be done for all

alternatives.
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6 Alternatives Evaluation

Management summary for Alternatives Evaluation Il
The “Camera Phone" is recommended

Sun 100, 267|218 251

Raking

Product functions

72

2| 4] 3

1

v

Description of the recommended alternative

Camera Phone

Make and receive calls
(Quality of basic function — I/O/ Ul/ RF)

Tri band / high talk & standby

time

Appeal to user
(Design/ Material / Form factor)

Thicker housing than
base case (21 mm)

The “Camera Phone” follows the idea of a classical CX phone that
addresses a mass market, but with a focus on more technically
oriented users who prefer to have a high end camera included.

It succeeds the predecessor “Cerberus” and additionally creates
customer enthusiasm by enlarging the multi-media functionalities with a
higher camera resolution and enlarged video functions.

Support imaging and video

1.3 Mpix camera with

3x optical zoom

Reasoning

Risk

Suppoprt music and audio

As base case

Provide gaming

Standard Gamin

g

Provide outdoor and leisure
features (e.g. sensors)

As base case

Enable messaging

As base case

Provide business applications
(incl. PIM and Sync)

As base case

Provide additional services
(e.g. location services)

As base case

Provide visualization
(Display)

176x220, TFT 2,1, 256k

Provide usage-/standby time

400 h (Li-ion 900 mAh)

Interaction with devices

As base case

Store data

MMC card 32MB

bundled

Consumer personalization/
Operator customization

clubbers wristband

The 1,3 Mpix camera (optical
zoom) offers a clear USP in the
targeted price segment and
thus allows additional market
differentiation and reduces the
price pressure risk.

Camera and video
functionalities complement
each other very well.

The technical risk due to the
new camera should be
minimized by increasing the
development budget for the
camera integration.

The “Nestor Camera Phone”
still has a Target Cost Gap of -
1 EUR that should be closed by
cost management measures.

® The standard video

functionality / camera limits the
potential for differentiation and
risks to offer a “me too” product
and thus expose it to high price
pressure in the Christmas
period.
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Management Summary for the Alternatives Evaluation — sheet 3:
The third page gives a recommendation together with the reasoning.

The “Description” should mention all main attributes of the alternative including the main

functions and the main value proposition of the alternative.

The “Reasoning” summarizes the main arguments for the recommended alternative. At

the same time the main downsize risk should be mentioned.

The “Reasoning” could also contain open issues that could not be addressed by the

evaluation team and therefore have not be taken into account by the evaluation team.
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7 Target Controlling

The Target Costing concept

Target Controlling aims at securing product performance, profit, cost as well as time to market
goals after the concept freeze

Market Research

Window of Opportunity and Enthusiasm Model

Product Target Splitting
Reverse
Calculation Alternatives Alternatives
Generation Evaluation
Product Target Splitting
— — _-— s = - Concept Freeze - o o -

Target Controlling (including Target Cost Controlling)

lNlustration 7.1 Refer to SEIDENSCHWARZ , W.: Target Costing, in: KUPPER, H.-U./WAGENHOFER, A. (Hrsg.): Handwérterbuch Unternehmensrechnung und Controlling, Stuttgart 2002.




7 Target Controlling

This chapter introduces Target Controlling, one of six core tools of Target Costing. Target
Controlling ensures the agreed implementation of Target Costing results after concept
freeze. This comprises the fit of the realized product concept to market requirements,
profit and cost targets as well as to time to market objectives. Target Controlling is
implemented by the use of the Target Costing tools Enthusiasm Model, Reverse

Calculation and Value Control Chart.
The chapter contains two parts:
» The first part provides a methodological overview on Target Controlling.

» The second part shows how Target Controlling is adapted to the specific situation at
MD.
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7.1 Methodology of Target Controlling

7.1.1 Definition
Target Controlling ensures an adequate implementation of product concepts — defined by

the use of the Target Costing methodology — after the concept freeze.

This comprises a consequent controlling of the defined market fit of the product concepts,

a monitoring of key business data at predefined intervals and a crosscheck of the

congruence between module valuation and market demands. These activities are

supported by a change request process.

7.1.2 Benefits of Target Controlling

Target Controlling reviews the compliance of the product concept to market demands.

Target Controlling visualizes and quantifies the effects of deviations from the original

module/product concept after concept freeze.

Target Controlling leads to transparent decisions on modifications of the original

product concept.

Target Controlling provides the management with a focused overview on the key

topics of product realization.

SI E M E N S 7 Target Controlling

SEi[lt}]lSCll“-’al‘Z 6/ (:(')l'l'l]_).




7 Target Controlling

Concept of Target Controlling

Target Controlling monitors the achievement of Target Costing goals along the relevant
milestones of the product development process

: Product
Portfolio . Product Start of
Platform Portfolio develop- :
draft concepts I P - production
ment
A A A A A
_______________ Milestonel ~  Milestone2 ~ Milestone3  Milestone4  Milestone5
Decision on N
Agrereme}:t on standard platforms Decision on Deﬂrmgontof Finalization of
oug and respective product portfolio produc product concepts

portfolio draft standard components specifications

Application of Target Costing core tools
(Enthusiasm Model, Reverse Calculation, Product Target Splitting,
Alternatives Generation and Alternatives Evaluation)

Concept
freeze
core modules

Target Controlling of core components
(Enthusiasm Model and
Reverse Calculation)

(ofe]i[o1=1s) 8 Target Controlling for platform and standard components
freeze (Enthusiasm Model and
platform Reverse Calculation for price points)

Cf‘)”cept Target Controlling for products
reeze (Enthusiasm Model, Product Target

roduct e -
C%ncepts Splitting and Reverse Calculation

Regular Target Costing Activities

D Regular Target Controlling Activities

Illustration 7.2




7.1.3 The concept of Target Controlling

The regular Target Costing activities are supplemented by Target Controlling activities
along the product realization process. It monitors the achievement of Target Costing goals
at the defined milestones of the development and realization process. To cover the
complete product development process, three different types of Target Controlling
activities can be distinguished: Controlling for core modules, platforms and product

concepts.

After the concept freeze of core modules the actual usage of the defined core modules

has to be checked.

Once agreement on platform and standard components has been reached their

application has to be controlled as well.

At the time product specifications are defined the compliance of the actual product to the
specifications has to be controlled. This activity constitutes the main task of Target
Controlling. Therefore, the following explanations will mainly focus on Target Controlling

for products.
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7 Target Controlling

Instruments of Target Controlling

Target Controlling is based on the Target Costing tools Customer Enthusiasm Model, Reverse
Calculation and Value Control Chart as well as a dedicated change request process

Controlling objectives Tasks in Target Controlling

Implementation of the defined product concept

Frequent check of operator requirements

E(I’:I?F?lgzggltn " Fit to market requirements if changes in market ® Frequent and standardized check of end-user
demands or competitive environment occur requirements
Model ® Continuous monitoring of competitor activities
® Monitoring of the set profit targets after ® Update of business cases to evaluate the
concept freeze financial impact of product modifications and
Reverse market changes
Calculation

Evaluation of possible changes of the product
concept after the concept freeze

Value Control
Chart

Securing the compliance of modules / core
components to predefined cost corridors and
thus to market requirements

Compare products’ actual module cost
structure to the defined targeted module cost
structure according to market requirements

Change request
process

Structured process for changes in the product
concept considering Target Costing demands

Documentation of rationales and
consequences of change requests

Approval process based on the assessment of
rationales and consequences of proposed
changes. These changes are to be evaluated in
by the use of EM, PTS and RC

Illustration 7.3




7.1.4 Instruments of Target Controlling

Target Controlling is conducted by the usage of the Target Costing core tools Enthusiasm
Model, Reverse Calculation and Value Control Chart (result of Product Target Splitting) as
well as a change request process.

Whereas the Enthusiasm Model was used to deduct the appropriate product
specifications before concept freeze, it is now used as a controlling tool to check the
agreed implementation of the defined product concept. This is done by a frequent check
of operator and end-user requirements and a continuous monitoring of competitor
activities.

The Reverse Calculation helps to monitor the achievement of the given profit targets and
to identify the causes for deviations. This requires a frequent update of the business case
if major product modifications or market changes occur.

The Value Control Chart helps to secure the compliance of product modules and core
components to the predefined cost corridors derived by Product Target Splitting. This is
conducted by a comparison of the actual to the targeted module cost structure.

In addition to the extension of the usual Target Costing core tools a change request
process has to be established. The approval process has to comprise an assessment of
rationales and consequences of proposed changes. This requires an assessment of the
impact of the change request on product's marketability (Enthusiasm Model), profit
(Reverse Calculation) and resource allocation on modules (Product Target Splitting).
Change requests may only be approved if these criteria are positively evaluated.
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7 Target Controlling

Extension of current activities to Target Controlling

The current controlling activities will be extended by the usage of the Target Costing tools for
Enthusiasm Model and Reverse Calculation as well as a dedicated change request process

> BSF
Platform

Portfolio Product Sdheatgmgg& Final
S profiling & 1st requirements allgpon&ir(l:tt of Product Realization
(ideal feasibility check & feasibility dpeﬂnition
roadmap) check
.................... - V. - - - 2
Malpha Mbeta Malpha MO M1 M3
Kickoff . R e e e
Enthusiasm Controlling of usage of defined components
Model
(EM) Controlling of products (market fit)
Reverse
Calculation Controlling of product performance,
(RC) cost structure and profitability
Product
Target Controlling of module cost compliance to
Splitting the predetermined cost corridors
(PTS)

Illustration 7.4




7.2 Target Controlling at MD

7.2.1 Target Controlling activities
The current controlling activities which are mainly focused on the realization status and
the product’s Business Case are extended by the use of the Enthusiasm Model, the

Reverse Calculation and the Value Control Chart as result of the Product Target Splitting.

» The Enthusiasm Model covers the controlling of the usage of the defined components

and the controlling of the product’s market fit.

e The Reverse Calculation tracks the product performance, cost structure and
profitability.
* In addition to that the Value Control Chart is used to control the module cost

compliance to predetermined cost corridors.

In addition to the Target Controlling core tools, the existing change request process has to
reflect the impact of change requests on the product performance visualized by means of

the three Target Controlling tools.
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7 Target Controlling

The Enthusiasm Model as a controlling tool for MD |

The defined product concept will be reviewed regularly using the Enthusiasm Model in the PSR
and at defined milestones

3=Target
2=Target reached or
Cells change colour, when number is entered Please fill in exceeded .
Operator [ Ena-user MO Comment S0 M1 M3
require- require-
Functions ments ments
Make and receive calls (quality of basic function) B B
Appeal to user (design/ material/ form factor) P P
Support imaging and video E E
Support music and audio P P
Provide gaming B B
Provide outdoor/ leisure features (e.g. sensors) NO NO
Enable messaging B P PoC becomes market standard
Support business applications (incl. PIM and sync) B B
Provide additional services (e.g. location services) NO NO
Usage and sandby time PP o o
Provide visualization (display) E P
Interaction with other devices B B
Store data P P

lllustration 7.5



7.2.2 Enthusiasm Model as a controlling tool

The Enthusiasm Model as a controlling tool checks the actual degree of fulfilment of the
defined functional profile for operators and end-users at concept freeze. This check is
conducted for each milestone until M3. The green colour visualizes that the functional
profile is fulfilled for operators as well as for end-users or that the degree of fulfilment
exceeds the target. Yellow implies a slight deviation from the target at concept freeze
whereas red means a clear discrepancy between the actual values and the targeted

functional profile.

Fulfilment of functional operator and end-user requirements will be updated for the defined

milestones.
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7 Target Controlling

The Enthusiasm Model as a controlling tool for MD Il
Starting from the detailed analysis, an aggregated view of the product is required

Aggregation of information

® The information regarding the degree of
fulfillment of the functional targets need to be
aggregated in order to clearly show how the
Targets are met on Basic, Performance and
Enthusiasm level.

® The thus aggregated information is then
added to the management cockpit.

Aggregated view for
Management Cockpit

Product Market fit
Functionality type Trend|
BY P2 E3)

PG xx Product1 | @ 1) Basic

Product 2 2) Performance
3) Enthusiasm

o

@] )}
Product 3 | @ @]
Product 4 | @& @]
Product 5

Product 6

PG xx Product7 | ® 1 ® : @
Product8 | @ i @ | @

OO OXECRORORS

PPM | Product9| @ | @ i @
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7.2.3 Enthusiasm Model as a controlling tool — Input for the Management
Cockpit

For top management reporting purposes an aggregated view on the products

marketability is additionally required. For each product this view has to show how the

targets are met on Basic, Performance and Enthusiasm level. For extracting this

information the following guideline for the definition of traffic lights has to be applied.

For Basic Features a green light can be assigned to the product if all Basic Requirements
are fulfilled. Yellow indicates that Basic Requirements are currently met but the possibility
of an increasing standard endangers its fulfilment. The traffic light is red if Basic
Requirements are violated.

For Performance Features the traffic light is green if the overall performance of the
product is better than competition. Yellow indicates a similar overall performance to
competition whereas red shows that the overall performance is worse than competition.

For Enthusiasm Features the traffic light is green if the product has a sustainable USP.
Yellow indicates a currently existing USP that is endangered by a competitor product or a
change in market requirements. Red shows that the product does not have any USP.

Within one level the worst status always defines the aggregated status. (E.g.: If one has
five Basic criteria and thereof three are green, one is yellow and another one is red the
overall status has to be red.)

The trend indicates in which direction the overall fulfilment of Basic, Performance and
Enthusiasm Requirements developed since the last controlling milestone. This information
is an essential part in the Management Cockpit at MD for all products in the product
pipeline and has to be updated at all Product Status Reviews (PSR).
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7 Target Controlling

The Reverse Calculation as a controlling tool at MD |
The continuous usage of the Reverse Calculation along the product development process helps

monitoring the key business figures

Target Controlling RC Mbeta Malpha MO SO
Nestor
LITTT:;T'e LlfTe;gle LlfTeoc[yaclle LlfTeoc[yaclle ?:Y\;Iitgg Description deviations
Units 3.500.000 3.500.000 3.500.000 3.500.000 0
Target Turnover 603.000.000 603.000.000 603.000.000| | 603.000.000 0
Price (average) 172,29 172,29 172,29| | 172,29 0,00
Target Profit Total 45.225.000 45.225.000 45.225.000| | 45.225.000| 0
Allowable Costs 557.775.000 557.775.000 557.775.000| | 557.775.000 0
Overhead | 7.839.000 7.839.000 7.839.000 7.839.000 0
Administration 7.839.000 7.839.000 7.839.000 7.839.000 0
Overhead Il 84.476.500 84.476.500 84.520.500 84.548.000 71.500
Development (indirect) 8.800.000 8.800.000 8.844.000 8.871.500 71.500
Marketing (indirect) 24.662.700 24.662.700 24.662.700 24.662.700 0
Selling Expense 28.160.100 28.160.100 28.160.100 28.160.100 0
SCM Costs 16.642.800 16.642.800 16.642.800 16.642.800 0
Other COGS 6.210.900 6.210.900 6.210.900 6.210.900 0
Directly Influenceable Costs (DIC) 465.459.500 465.459.500 465.415.500| | 465.388.000 -71.500
Product Related Costs (PRC) 31.870.000 31.870.000 31.443.000 31.113.000 -757.000
25.000 EUR extra expenditure
Development (direct) 8.000.000 8.000.000 8.040.000 8.065.000 65.000||to enable PoC in software
Marketing (direct) 8.575.000 8.575.000 8.108.000 8.108.000 -467.000
355.000 EUR less expenditure due
Service Costs 15.295.000 15.295.000 15.295.000 14.940.000 -355.000| to simplified stack up concept
Manufacturing Costs 437.001.600 445.156.600 440.746.600 432.451.600 -4.550.000
Manufacturing Costs per unit 124,86 127,19 125,93 123,56 -1,30
BOM per unit 100,06 102,14 100,88| | 100,31 0,25|{5% decline in memory prices
Variant Adder per unit 4,78 4,78 4,78| | 4,78 0,00
1,55 EUR savings as product is
CC per unit 15,29 15,29 15,29| | 13,74 -1,55)| mainly produced in China
Licences per unit 4,73 4,98 4 98| | 4,73 0,00
Target Cost Gap -3.412.100 -11.567.100 -6 774.1oo| | 1.823.400) 5.235.500
Target Cost Gap per unit -0,97 -3,30 -1,94 | | 0,52 1,50
EBIT (for comparison purpose) 41.812.900 33.657.900 38.450.900| | 47.048.400) 5.235.500

® Based on latest cost,
volume and price
information the
business case has to
be re-calculated at
defined milestones

® Deviations from the
original business
case have to be
identified and
explained

® The impact of change
requests for feature
set can be financially
evaluated

lllustration 7.7




7.2.4 Reverse Calculation as a controlling tool
The Reverse Calculation is used continuously along the product realization process to
monitor key business figures. For each milestone the Business Case has to be

recalculated and deviations to the previous controlling milestones have to be explained.

Cost categories are structured according to the degree to which they can be influenced by
the product team. The product team can only influence the Product Related Costs and the
Manufacturing Costs in order to limit expenditures and to close the remaining Target Cost

Gap.
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7 Target Controlling

The Reverse Calculation as a controlling tool at MD I

the changes of the Target Cost gap at the relevant milestones

To visualize the profitability of the envisaged product a graph has been developed which shows

_

deviation deviation deviatipn

S0

-3.5

| negativ

@ positiv

Explanation:

* Due to changes in the feature set and product design significant
cost savings could be achieved from Malpha on

The Reverse Calculation as a controlling tool at MD Il

In case deviations in the Target Cost Gap per unit occur between the relevant milestones, a

detailed graphical explanation is required

Development of Target Cost Gap per unit between two milestones

W negativ
@ positiv

Explanation:

« Due to an optimized design and reduction of personnel costs the negative
TCG could be overcompensated

Illustration 7.8




7.2.5 Reverse Calculation as controlling tool — Target Cost Gap analysis
The Target Cost Gap per unit is the key metric of the Reverse Calculation which gains a
special attention. Therefore two standard reporting charts are defined to illustrate its

development.

The left illustration above shows the absolute Target Cost Gap per unit for each

controlling milestone.

The right illustration above focuses on the development of the previous controlling
milestone to the current milestone by explaining and quantifying the major reasons that

caused a change in the profitability of the product.
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7 Target Controlling

The Value Control Chart as a controlling tool at MD

Designated graphics clearly indicate the compliance of the individual modules to the designated
Target Cost corridors

Defined milestones

25€
@ o, Housing kpyeall
= 20 € yﬂ am:u:itipa 24
©
g
= 15 € 5
o /( Actual Ao Target | Confirm
] Modules Target BOM BOM BOM  |ed(yh) Actions Comments
8 10€ P T Basic needed parts
IEERIY 2480€ BU0E 180€
= (BSF, PCB, B-components) ! ; !
3 Sensors & others 0,00€ 0,00 0,00€
2 5€ Battery Connectivity 831€ 885¢€ 054€
Delivery unit incl. Camera 926€ 10,00 € 0,74 €
0€ Acpessories Display 2367 € 9 -3.95€
Viemory 181€ 12.12€ 031€
0€ 5€ 10€ 15€ 20 € 25€ Housing, keypad, accoustics 1655€ 999 344€
Battery 197€ 4 150€
Target Costs of modules Delier i 261€ 6 055€
Sun[ 9897€ | 10031€ 134€
q . 0 = Actual
® Atregular intervals the compliance of the single BOM
modules with the Target Cost corridors has to be
checked.
® |n case any deviations occur, a detailed explanation
about the reasoning is required and has to be given
according to the change request process.

lllustration 7.9



7.2.6 Value Control Chart as controlling tool

At all controlling milestones the compliance of single modules with Target Cost corridors
has to be checked. If all modules are positioned within the cost corridor the actual costs of
each module are in line with the identified Target Costs per module derived by Product

Target Splitting. In this case no deeper investigation is required.

Otherwise the reasons for deviations have to be explained. In this case specific actions for
the modules outside the cost corridor have to be defined and the progress has to be

reported regularly.

The shown template supports this kind of module cost controlling.
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7 Target Controlling

The Target Controlling Cockpit at MD

The Target Controlling Cockpit provides the MD management with a summary of the Target
Controlling results

Enthusiasm Model Reverse Calculation
| LW

deviation deviaton by S) deviaon ML deviaton M3

Negatie Dpositie

Comments / Change Requests

Value Control Chart

25€ ® The increase of the sales volume by x% has an impact
L o
e Hom/k/y on profitability by + y%
® Adding of a new Enthusiasm Feature leads to an
increased marketability

15€

10€ s mory.

/ iy ® Change Request A has to be decided upon on
5¢€ Milestone Y

Batter,

Delivery unit incl.

0€

0€ 5€ 10€ 15€ 20€ 25€

lllustration 7.10



7.2.7 Target Controlling Cockpit

The Target Controlling Cockpit summarizes the essential results of Target Controlling for
a single product. It contains an overview on the Enthusiasm Model, the deviation of the
Target Cost Gap with respect to the previous controlling milestone and the current Value
Control Chart. The lower right quadrant explains the most significant findings and lists
change requests of major impact. The compilation of this information enables the
management to keep track of the implementation of Target Costing results after concept

freeze.
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8 Process integration

Target Costing process integration at MD
The Target Costing tools need to be integrated and used in the PLM-processes

R ; Integration of the Target Costing

0 |
33 %% svmey - €
Q@ [[52 woswmwen H -
&7 atme H rocess into the =processes
("] — -
N |- . .
@ |f | Requiremen Roadmap Roscmap  Roacmap T
5- consolidatior creation  evaluation haping alignment & approval
O |3
2 G ] [T Tovdar Bl
S - EXINE I
o = Market Segmentation ‘
(Price, Volume) !
1 7 a Consumer Segmentation
E ER = Themes Strategy / Roadmap
g Qe = Concept Pool ( A .
IHH = Innovations / Techrologies Lo i Lo T 3
Folimg £ ok ook — A=
ﬂ. L, Basis Platforn o ‘Platorm gy 1| : ik : & A
ais Plafom p, Plaform S R XERITPRIPRN S XETETITTT e TR
[everas, SRR : :
e -
] e
— [ —
w ;‘;"‘; o
ﬂl= —— .
ot =
— =]
P [ S
i
[™] [.-pq'.- (= -
— (L
=
——
e SRR DU R T T B : D — ]
| goe 4 ! § i I
— ]
T [
| TP P W
- L 1 -8 -
\. J - e e . b TR
Teaipicrs

: | —
I Milestone Checklist J

e [Responsible

2" |evel
gk

PO

FouT

PO

Po- P BA

Pom- P BA

e P BA

o P BA
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8 The Target Costing process integration at MD

The chapter introduces the process integration of the six Target Costing tools at MD.

After a short description of the current defined product definition process (PLM processes)
an overview describes the integration and timing of all six Target Costing tools (1% level)

and their main steps according to the overall product definition process.

The following 2" level description indicates in detail how each of the Target Costing tools
has to be integrated. This is done with process description templates illustrating input,

actions and output as well as the process responsibilities.

The focus of the handbook is to describe the tool integration. The process responsibilities,
documented in the milestone checklists, are not described in detail. Furthermore the
Target Costing process integration for the Basis Platform Framework and platform

processes is not mentioned in this paper.
The chapter is divided into two parts:

» The first part gives an overview of the MD specific processes and the integration of the

Target Costing tools.

The second part describes the integration of the Target Costing tools at MD in detail.
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8 Process integration

The portfolio management process landscape of MD
The following process overview illustrates the current status of the product portfolio management
process landscape in December 2004 — updates have to be regarded!

=
=
L Portfolio c
3 o SGI s S
g = Strategy €% ER
«Q T < s
=W  MD Strategy $e ze
= 2 2
& Targets 5 % = %
[S IS
v
2 :
8 Requirement Roadmap Roadmap Roadmap ' Roadmap :
3 consolidation creation evaluation shaping . alignment & approval
% : : :
O, Ideal Target Roadmap Final
,3 Roadmap Team Roadmap Roadmap Proposal Roadmap
WoO
: (Windows of
m Market Segmentation Oppértunity) :
. Qo H :
(Price, Volume) LY 1st : Shaping & . .c Final
T . 5 9 Product " Feasibility _.
3 m Consumer Segmentation S profiling check  detailing check  dlignment
3 Y . 3 H
% on- m Themes Strategy / Roadmap £ c'? : feaS|b|I|t¥reqU|rements ‘: of prod. def.
o oin -~ H . i :
8 going = Concept Pool g a) ;Quart. Portfolio Def :Team Product Defi./Rea Team E
5 . . () H o H H
= m Innovations / Technologies =¥ Ma Kickoff MB @ Mma @ vo
=0 :
o5 MO Kickoff
=
|, Basis Platform Platfqrm || P15 P2 >
Framework Creation
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8.1 Overview of the MD specific process integration

8.1.1 Description of the MD specific product development processes
The objective of the methodology and the Target Costing tools is to support the product

definition process (PLM-processes).

The current description of the portfolio management processes, including the “Malpha”

process, from December 2004 is used as a basis.

In order to optimize the integration of the Target Costing tools, it is essential to separate
the ongoing “Roadmapping process” from the “Portfolio creation & Product definition

process”.
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8 Process integration

Integration of the Target Costing tools at MD

lllustrates how the Target Costing core tools are adapted to the “Roadmapping process”

as well as the “Portfolio creation & Product definition process™

Roadmapping process Product 1st feasibility \\Shaping &\\ Feasibilit ,
(creation & evaluation) Profiling check Detailing check
F'\ A A A A
Malphai Kickoff Mbéta Mafpha MQO/1 M2/3
i Cross-
Enthuslasm Window of Enthusiasm . check EM R g;:ii i
Model Opportunity Model 7 with T YEM ]
(EM) AG/ AE :
|
BOM estimations ] :
Reverse c heck !
. Reverse RC -Target Financial | RC for preferred B |
Calculation Calculation- ~——)——Lp» BOMand —>» evaluation ——» product concept +— )}——7F> ?gdft?;t -
(RC) F Target Costs Basis Scenario ... of AGs (incl. updates) g Sheet !
| v !
Product P'II'(S i - .
. t H
Target 3335 ‘ op Marketview :
Splitting I— via :s.lt;sc-ase '
(PTS) |
v ]
Alternatives Cost- AG of Review ,
Generation Modu_le +— product - [ﬁgdfl:,(:t H :
(AG) Matrix concepts concepts .
)
]
Alternatives AE of |
Evaluation > productts — !
concep
(AE) :
1
\ J
Target Controlling:
* Monitoring TTM
Targe.t * Monitoring EM
Controlling « Monitoring RC for product and
Target Costs (for product & modules)

lllustration 8.3




8.1.2 Overview of the Target Costing process integration
lllustration 8.3 gives an overview of the sequential integration of the Target Costing tools
into the “Roadmapping process” as well as the “Portfolio creation and Product definition

process” at MD.

1. The “Roadmapping” process is initially supported by the Window of Opportunity and
the Reverse Calculation for setting Target Costs. The Basic Model and the Cost

Module Matrix should be regarded as supporting frontloading tools.

2. The following phases are the initial phase of the “Portfolio creation and Product
definition process” and describe the “Product profiling” and the “1% feasibility check”
phases also known as “Malpha kick-off to Mbeta. The objective of these phases is to
decide if a product concept should be further developed or not. Therefore these
phases are supported by most Target Costing tools; the Enthusiasm Model to define
the market requirements as well as the Target Costing tools Reverse Calculation and
Product Target Splitting to translate the market requirements into costs and functional
targets. The Alternatives Generation and the Alternative Evaluation are then creating a

systematic process for generating and selecting the best feasible product concept.

3. In the phase “Shaping & Detailing” of the chosen product systematic cross-checks of
the defined Enthusiasm Model, Reverse Calculation should be done as well as to start

the Target Controlling for all defined target settings.

For the implementation of all Target Costing tools it is necessary that always the latest

version of the Target Costing tools is used.
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8 Process integration

Target Costing process integration — Roadmapping process

In order to obtain an optimal roadmap process dedicated Target Costing inputs, activities

and outputs have been defined

2. level

Roadmap creation
& evaluation

A

Product 1st feasibility \\ Shaping &\\ Feasibilit
Profiling check Detailing check
A A A A

Mbeta

Malpha Kickoff

Malpha MO0/1 M2/3

Description:

Strategic Roadmapping supported by the WoO and the RC to set the framework for the

product definition process

Responsible:

Portfolio Management

Input:

= Latest portfolio status and
ideal product roadmap

= Regional product roadmaps

= Themes strategies/
roadmaps

= Innovation roadmap

= PD-budget classification

= Price/ Volume planning

= Historic Business Cases

= Translation of key use
cases into potential costs

= Defined Price bands

= Projected basic phone
requirements

= Anticipated functional
roadmaps for main modules|

= Costs for main modules
and components projected
into the future

= Reverse engineering
information

= Cost structure of existing
MD phones

Activities:

= Definition of price point specific Basic Models by setting Target Costs for price
Points, deriving the minimal feature and aligning the final Basic Model Costs.

=  Window of Opportunity and Functional Target Profile:

Clarification of the generation portfolio and alignment of the generation roadmap by
verifying and defining the products’ Window of Opportunity (WoO) and Functional

Target Profile (FTP)

= Calculation of Target Costs with the Reverse Calculation based on the implications
of the Window of Opportunity and historical as well as empirical values

= Defining or updating the Cost Module Matrix - the possible technical solutions and
their cost situation - as input for the Alternative Generation.

Tools and standards (Target Costing focus)

= Window of Opportunity and Enthusiasm Model (Functional Target Profile

= Reverse Calculation
= Cost Module Matrix

Basic Model structure and templates

Output:

= Product roadmap for 4
quarters (1st quarter
,Committed” &
2nd to 4th quarter ,Draft")

= WoO with proposition,
target market, target
positioning and product
idea

= First functional target
profile

= Portfolio overview for
addressed segments,
themes and financials

= Portfolio overview for
all FTPs (EM-Strategy)

= Target Costs for cost
categories (Overhead I/ 1l
and Product Related
Costs)

= Target manufacturing costs
for 1st quarters products
and first BOM estimation

= Updated Basic Model

= Updated Cost Module
Matrix

lllustration 8.4




8.2 Integration of the Target Costing tools at MD in detail

8.2.1 Target Costing in the “Roadmapping process”
The “Roadmap creation” and “Roadmap evaluation” phases are also the first steps of the

“Portfolio creation & Product definition process”.

The Target Costing methodology provides four relevant tools to support the “Roadmap

creation” and “Roadmap evaluation” phases:

4. The first and most important one is the definition of the Window of Opportunity and the

first Functional Target Profile for all products of the product roadmap.

5. The second one is a first rough check of the financial feasibility of the defined Window
of Opportunity. Based on the turnover the Target Profit, Overhead I/Il, partly the
Product Related Costs (PRC) and the Target Manufacturing Costs can be defined.

6. Besides these core tools the update process of the Basic Models and the Cost Module

Matrix has to be performed.

Note:
The integration of these Target Costing tools will help MD to support a more stable
product roadmap definition and allows a clear project assignment with controllable targets

for the “Product profiling” and “1° Feasibility check” phases.
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8 Process integration

Target Costing process integration — Product profiling/1st feasibility check

In order to get a structured decision basis for a “go” or a “no go” of a product concept

Target Costing inputs, activities and outputs have been defined 2. level
Roadmap creation Product (G 8 CECN1AA\ Shaping & Feasibilit .
& evaluation profiling check Detalllng check
A A A
Malpha Kickoff Mbeta Malpha MO0/1 M2/3

Description: Responsible:

Product Profiling and the first feasibility check is supported by EM, RC, PTS, AG and AE to Portfolio Management
define the most feasible product concept within the targeted WoO.

Input: Activities: Output:

= Targets in WoO and FTP = Translating the targets defined in the Window of Opportunity and Functional Target = Enthusiasm Model with

= Concept ideas Profile into the final Enthusiasm Model including the relevant functional target values functional targets

= Detailed customer (incl. Product Profile) = Product Profile (Steckbrief)
requirement prioritization = Generation of product concept alternatives comprising the main module alternatives = Target BOM

= Detailed consumer of the Cost Module Matrix (parallel to the EM definition) = Financial preferability of
requirements (incl. PPA) = Calculation of Target BOM and Reverse Calculation of Basis EM Scenario alternatives

= Dedic. competitor analysis = Product Target Splitting I/ Il Market View or Use Case approach for setting Target = Target Cost corridors for

= Themes roadmaps per PP Costs: Translation of relative importance weightings for product functions or use modules

= Platform concept cases into product modules = Alternatives for product

= Components roadmaps = Reviewing the generated Product Concept alternatives after having the results concepts

= Updated Target Values for of the first RC and the Target Cost Gap = Discrepancies in Product
all cost categories = Evaluation of different product concept alternatives based on measurable criteria Profile (“Steckbrief”) per

= Estimations for all manufac. that are ranked by using a scoring model alternative
Cost (HK) positions = Financial evaluation of alternatives support the overall Alternatives Evaluation = Decision on best fitting

= BOM estimations (Basis = Final reverse calculation of the he chosen product concept from the Alternatives product concept alternative
Scenario & alternatives) Evaluation = Documentation of results

= Weighted purchasing = Crosschecking and monitoring the degree of fulfillment between the Enthusiasm = Reverse Calculation -
criteria and functional Model and the chosen product concept alternative Target Cost Gap

requirements of operators
or relative importance

for chosen alternative

Selaing o oy e caseo | | 1C.Tools and standargs; ‘Doameraennd
' \e/s?tlil#nrg(tei (?nnsdfg?gletern atives | | * Reverse Calculation for Target BOM and Target Cost GAP the WoO
«Fi ial luation of = Product Target Splitting tool (both alternatives are available)
Inancial evaluation o = Alternative generation templates
alternatives (incl. PD costs) | | . ajternative Evaluation tool

lllustration 8.5




8.2.2 Target Costing in the phases Product profiling and 1°* feasibility check

Starting with the Malpha Kick-off, the product concept creation starts. Therefore this is the
most relevant phase of Target Costing and the majority of Target Costing tools have to be
systematically used.

At first a clear profile of the market requirements in the Enthusiasm Model has to be
established. At the same time the generation of alternative product concepts should be
started since the most relevant alternatives automatically be discussed within the
Enthusiasm Model definition.

Based on the Enthusiasm Model a product profile (“Steckbrief’) and an architecture list
can be derived and the manufacturing costs (License Costs etc.) can be estimated. This
enables a definition of the Target BOM. Parallel to this a first BOM estimation can be
allocated.

Thereafter the Product Target Splitting toolset translates the market- and cost demands
(results of the Enthusiasm Model and the Reverse Calculations’ Target BOM) into Target
Costs corridors for product modules.

This information is then the basis for checking the need of generating and estimating
further product concept alternatives.

The evaluation of all pre-selected alternatives, including the financial evaluation of these
alternatives, defines the preferred and most feasible product concept alternative.

For the selected product concept alternative, the fit to the Enthusiasm Model has to be
cross-checked and the Reverse Calculation has to be updated.
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8 Process integration

Target Costing process integration — Product definition/realization
In order to secure an optimal “Shaping & Detailing” and further developments of the chosen
product concepts dedicated Target Costing inputs, activities and outputs have been defined

2. level

Roadmap creation Product 1st feasibility \\CHETNITE R GaEER 1L @
& evaluation Profiling check Detailing check
A

A A A A
Malpha Kickoff Mbeta Malpha MO0/1 M2/3
Description: Responsible:
Shaping & Detailing, the feasibility check and the following phases are supported by the Portfolio Management
Target Controlling (TCon) to secure the realization of the before defined prod. concept targets| | (starting with M1Product Management)
Input: Activities: Output:
= Final Enthusiasm Model = Review of the degree of fulfillment of the actual product concept to the defined = Check of the degree of
and Window of Opportunity functional target profile fulfillment of functional

= Actual phone concept = Update of Reverse Calculation for products in case of change requests or at target profile

(feature realization) predefined intervals = Updated Reverse
= Upcoming competitor = Crosscheck the BOM changes with the Value Control Chart Calculation with Target
information — e.g. features = Update PSR reporting and Management cockpit Cost Gap
in competitor products = Explanation of changes in
= Reverse Calculation of last the Reverse Calculation
Milestone between milestones
= Financial impact of change = Graphical description of
requests (Volume, price(- the impact of cost/ volume/
line), overhead I/ll, PRC) price changes
= Target Cost corridors for = Degree of Target Cost
modules achievement for Modules
= Regular updates of (=Value Control Chart)
Manufacturing Costs and = Management Cockpit
BOM (actual costs for main contribution
modules in defined module
structure)

TC Tools and standards:
= Target Controlling IT-tool with EM Controlling and RC Controlling
= PSR Reporting and Management Cockpit standard templates
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8.2.3 Target Costing in the phase “Shaping & Detailing” and afterwards Notes
With the decision on the chosen product concept at Mbeta, all product related targets

have been committed. This comprises the products’ Window of Opportunity with its market,

portfolio and product idea related targets as well as the Enthusiasm Model with all

functional targets and the Target Costs for all cost categories (e.g. Target Profit, Target

Overheads or Product related Costs, Target BOM). | rrerrmmmesrssssesssssessasssnsansnnnnn

Thus, after the 1st feasibility check and the Mbeta, the controlling of all these targets have | ... e

to be started. This comprises in detalil:

1. Monitoring and controlling of the products’ fit to the Window of Opportunity.

2. Monitoring and controlling of the degree of fulfillment of the functional targets defined
in the Enthusiasm Model. Changes or deviations to the Functional Target Profile can

also be indicated by a change of the requirements in the market (e.g. competitor

product with new features)

3. Monitoring and controlling of the Target Cost Gap development and the more detailed | «.ooovviiiiiii

analysis of the changes of the Target Costs on Module level.

4. Explanation and documentation of all changes.

The documentation of the results of the Target Controlling is to be used in the standard
reporting templates, as e.g. the “PSR” milestone reporting and the Management “Cockpit” | ..iiiiiiiiiii e

reporting.
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9 Case Study — Nestor
This chapter introduces a case study covering all of the six core tools of Target Costing, a

methodology introduced at MD to improve the product development process.
The following Case Study ...
* aims at demonstrating the usage of the Target Costing toolset.

* uses a fictive mobile phone called Nestor which is positioned in the CX-class and

shows no resemblance to any existing or planned phone concept.

» clearly shows how data is entered into the Target Costing IT tools by means of Excel

screenshots.

» presents the output provided by the application of Target Costing using PowerPoint

templates.
» gives an overview how the desired results can be read and understood.

» uses the fictive Product Definition Manager “D” to exemplify the completion of the

relevant tools.

» shows cost positions and cost distributions. These values were deliberately chosen

and do not resemble realistic values.
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9 Case Study — Nestor

Window of Opportunity for Nestor
Nestor is targeted to be the first product with full video functionality priced below 200 EUR

o c ® Be the top 1 selling product between 200 and 130 € in the Easter
== business 2005 to address the opportunity of “first full video
awn device under 200€ in EMEA™.
® End-user (Sub-)Segment: Emotional Connection; male, female
E = (50:50); 22-40; full time job, low to mid education; strong social
=S community, traditional values
ES S | ™ Regional Market Focus: 100% EMEA
= 35 O . .
oL Q ® Sales Channel Split: Operator 90% / Retail 10%
E g ° ® Key operators addressed: Main European operators (Vod/TMO) e
® Competitor products: Nokia 3200, Samsung E300, SE T630 s @ T @ 7y
B S ES
® Story successor to: Cerberus ZZ = © = i
= ® Price Point: Launch at EUR 190 falling to EUR 140, ASP 172 ! —
5 22 EUR g g | ——@ [ B
o'c £ || ™ Launchdates/ Lifecycle: Mar. 2005 — Mar. 2006 o =
S = ;Cf ® Addressable Market: 12,5 Mill. units ZZ-— B =)
3 ® Planned market share / Vol.: 28% market share = 3,5 Mio units oo e Nyl T TR e o
= ® Target Profit: 7,5% = approx. 45 Mio.€
® Product Idea: The “Video Device” for sharing personal moments
® Key theme: Video streaming and imaging story
® Key use cases:
Operator enhanced traffic and download activities for users that
are historically not only voice centric; explore messaging - sharing
of info & emotions (videos / text / pictures)
® |Innovation: Full video functionality in the sub 200 EUR price class
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9.1 Enthusiasm Model
9.1.1 Window of Opportunity for Nestor

Upon communication of the rolling portfolio draft and his assignment as product definition
manager, Mr. D aims at gathering the relevant information to define a product for his
targeted “white spot” in the portfolio.

To help his team to obtain a clear focus on the definition activities Mr. D invites his newly
formed team to a workshop. The goal of the workshop is to update the Window of
Opportunity for his product. This Window of Opportunity is supplied to Mr. D by the
roadmapping team and contains the following information:

From portfolio strategy the team learns that the product should be launched in March
2005 and should have a one year lifecycle.

Portfolio strategy furthermore gives clear price, volume and consumer segment targets for
the envisaged product. The mobile device should be launched at 190 EUR and is
expected to fall to 140 EUR at the end of its lifecycle leading to an ASP of 172 EUR over
lifecycle. As strategy aims for a market share of 28% in the targeted market, a total of 3,5
Mio. units are planned to be sold during the entire lifecycle mainly to the “emotional
connection” sub-segment which represents the CX-class.

Based on the in depth knowledge of the target group and operator needs, the product
idea is developed. The product idea bases on the key use cases for the product and the
first ideas of how this product is innovating the defined market. To enable a facilitated
communication, the roadmapping team agrees on Nestor as code name for the new
product.
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9 Case Study — Nestor

Enthusiasm Model: Exemplary target use cases for Nestor
A set of key use case has been identified for Nestor

Key theme: Price point: Segment: Region:
Video and imaging Launch at EUR 190 Emotional Connection 100% EMEA
falling to EUR 140

"
Use case Use case description

Uls@ eege il = Situation*: Afternoon, evening / café, bars / meeting friends and nightlife L L
i = Frequencies of use case: 1-3 times a week M M
Take snapshots ; ) . . . @ @
: = Typical course of action: Drinking, having fun and take snapshots in darkness
in darkness no no
= Related use cases:
ey = Situation*: Morning, evening / public transports / going to-from job or shopping L L
. = Frequencies of use case: 2-4 times / day M M
Download video ; ) . . . @ @
clips = Typical course of action: Looking at downloaded video clips
= Related use cases: 2,3 no no
= Situation*: Mainly leisure time / seeing things spontaneously and share them
USE Grasm & ituati . inly leisure ti _ ing things sp usly L L
. . = Frequencies of use case: Twice a week M M
Sy Welee Typical f action: Take a vid t f id WRIEG)
streaming ypical course of action: Take a video or stream some funny videos u —
= Related use cases:

* Describing time, place and circumstances
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9.1.2 Relevant use cases for Nestor

In order to facilitate the understanding of the targeted usage behavior of the envisaged
phone concept Mr D. defines a set of key use cases for operators and end-users together
with his colleagues from the marketing department. The group aims at describing the
typical usage of the different functionalities of the product. The above slide only shows a
selection of the relevant use cases for Nestor.

After assigning a descriptive name to every use case the group defined the typical user,
his/her usage behavior as well as the usage frequency. To allow a rating of the respective
use cases, the group determines the relative importance ranking of the identified use
cases - separately for operators and end users. These use cases are used by the team to
have a common understanding about the main roles of the mobile device. The identified
use cases and their rating can also be used in the use case approach of the Product

Target Splitting (market view).
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Enthusiasm Model: Data input

According to the identified Window of Opportunity for Nestor the EM-categories have to be
determined for operators and end-users

Required air interface: X GSM X GPRS EDGE UMTS WLAN/ UMA other: “...”
Preferred form factor: [X Bar Slider Clam New/ others: “... e.g. swivel-clam”

d-user requireme Operator requirements

Suggest/ provide... EM-Category Operator specs
(No/B/P/E) (No/B/P/E on top level; in detail pls.
set "-" for possible incompliance, "0"
for compliance, "+" for over
performance")

Make and receive calls (quality of basic function) B B

Appeal to user (design/ material/ form factor) P P

Support imaging and video E E

Support music and audio P P

!Provide gaming B B

!Provide outdoor/ leisure features (e.g. sensors) NO NO

|Enable messaging

Support business applications (incl. PIM and sync)

!Provide additional services (e.g. location services) NO NO

!Usage and standby time P P

|Provide visualization (display) E P

Interaction with other devices B B

Store data P P

Consumer personalization / operator customization B P

Illustration 9.3




9.1.3 Data input

In a second workshop the product definition team aims at completing the functional target
profile for Nestor. The roadmapping team has already supplied Mr. D with the Target EM
sheet. This sheet already contains the first direction whether a functionality should be
basic, performance or enthusiasm. The functional target values are now completed by Mr.
D and his team. To keep the discussion in the second workshop strictly on a functional
level, Mr. D solely shows the relevant phone functions in the definition tool and hides all
component values. For all Basic and Performance Functionalities the team now decides
whether the respective function should be modified for the targeted end-user and operator
or if the functionality is not desired at all.

For the completion of the functional target profile the product definition team acts strictly
and exclusively within the framework set by the Window of Opportunity. All changes in the
functional target profile are then approved by the management team.

After the team jointly decided — based on the available market information — on the target
functionalities, it aims at giving first indications of possible functional targets for later
reference. To support this process, Mr. D opens all lines of the product definition sheet
and jointly completes the column “Technical Target Value” with his team. The decision on
functional target values has to be supported by the targeted and agreed functional profile,
by the implications of component values of the technical predecessor as well as by the
component characteristics of Nestor’s identified competitors.
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Enthusiasm Model: Functional target profile
Nestor will create Customer Enthusiasm by offering an outstanding photo/video functionality for

a price below 200 EUR

Required air interface: X GSM X GPRS EDGE UMTS WLAN/ UMA other: “...”
Preferred form factor: [X Bar Slider Clam New/ others: “... e.g. swivel-clam”
End-user :
requirements MNO requirements
not ; not :Basic: perf, :Enth.
req. Basic: Perf. i Enth. req.  nder’ meay | @roeeds Target values (value range)
Make and receive calls g
(quality of basic functions) L A U 2R
oo st matenatom n A Classic / high value / metal look and feel
: : : Better than snapshot/ usable in darkness/
Support imaging and video n A outstanding video performance
. . Good acoustic quality supporting the playback of various
Support music and audio | Vit fenmals
Provide gaming || A Standard gaming
Provide oUtdoor/ IEISUTE TEatures | e &g
(e.0. Sensors) [ A Not wanted
Enable messaging | | A Share friends and family related moments easily
SUpport business applications | E e T : q ;
(incl. PIM and sync) [ A Organize private moments easily
Provide additional services
(e.g. location services) u A b RIS
Provide visualization (display) | | A High quality for video experience
Provide usage and standby time | A High talk & standby time (300/300), video usage
Interaction with other devices ] A Standard desktop PC communication
Store data | A 200 pictures in medium quality
Consumer personalization/ operator .
customization || A Main operator Ul supported

; ; ® Basic organizer functionality possibly not sufficient for the emotional connection user, who uses
Possible risks > . : g
the mobile phone as a tool to organize his / her daily life
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9.1.4 Functional target profile

In order to facilitate the communication of the second workshop’s results to the
management level and all relevant stakeholders in the organization, Mr. D completes the

master PowerPoint slide provided by the Target Costing toolset.

He furthermore points out debatable functional issues on this slide and shows potential

risks.

With the available information the team can now define a market conform product and

move on to the next tools of the Target Costing methodology.
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me | Reverse Calculation
Nestor

Input in "TOTAL lumn preferred FY 04/05
= To he filled in

Units 3500.000
APAC 1500000
3500000

Price (average)

Overhead |
Administration

Hestor

Overhead Il
Development {indirect) 110,00%
Mestor

1.00%

All financial Target Costing input parameters for Nestor are to be entered into the yellow
cells above (these parameters comprise e.g. Target Sales Volume, Target Price and Target
Profit as well as the dedicated Business Case data)
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9.2 Reverse Calculation

9.2.1 Data input

To have a clear indication of the Business Case figures considering the targeted
profitability, Mr. D asks the BA of the definition team to complete the input sheet of the
Reverse Calculation IT-tool for Nestor.

For the completion of the relevant cells the BA consults the Target Costing IT-tool

handbook and completes the Excel sheet.

If no cost information for one category exists, the BA initially uses cost estimations by
means of standard percentages that are based on experiences with historic products, and

asks Mr. D to verify his assumptions.
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Reverse Calculation: Calculation of Target BOM

The Target BOM of 98,97 € for Nestor, which is required as input for Product Target Splitting is
automatically calculated by the IT-tool

Lifecycle
Total
[Units | 3.500.000
|Target Turnover || EDB.DDD.DDD|
|Price (average) || 1?2.29|
[Target Profit Total I 45.225.000|
[Allowable Costs I 557.775.000/

|0verhead |

| Administration

| 7.839.000
| B39,

Overhead ll

83.376.500

Development (indirect)

7.700.000

Marketing (Pull + SF)

4 E6Z2.700

elling Expense

60700

Ch Zosts

T6.642.200

Cther COG

5.270.900

Directly Influenceable Costs (DIC)

466.559.500

Product Related Costs (PRC)

30.870.000

Development [direct)

7.000.000

Marketing (Fush + HQJ

S75.000

erice Cosis

15.295.000

Manufacturing Costs

435.689.500

Manufacturing Costs per unit

124,48

Target BOM per unit

93,97

Wariant Adder per unit

4,95

| CC per unit

15,54

| Licences per unit

4,73

|Target Cost Gap

0]

|Target Cost Gap per unit

0,00 |

|EBIT (for comparison purpose)

45.225.000]

[EBITin % of TIO

7.50%|

® In order to give a first

assessment of the allowable
BOM costs for Nestor, the
Reverse Calculation offers the
possibility to deduce a Target
BOM.

This Target BOM is calculated
using the targeted sales
volume and price as well as
overhead percentages which
are based on experiences with
historic products

Nestor's Target BOM is used
as input for Product Target
Splitting (market view) Il in
order to calculate Target Cost
corridors for Nestor‘s main
modules
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9.2.2 Calculation of the Target BOM

As Mr. D asked for a first indication of a possible Target BOM, the BA consults the “Gap”
sheet of the Reverse Calculation IT tool. This sheet already provides the calculation of the
Target BOM for Nestor.

Nestor’s product definition team will need this Target BOM to complete the Product Target

Splitting at a later phase of the product definition process.
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Reverse Calculation: Data output

The positive Target Cost Gap of 4,13 EUR is identified for the Nestor. In addition the sensitivity
of the Target Cost Gap is analyzed for standard scenarios

Back

Reverse Calculation Base Case - e Hist. ASP TTMdelay Volume Volume Volume Volume
- Standard Simulations - Nestor 165 € 1 month 10% +10% -30% +30%
| Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle
Re-Calculate Sheet | Total Total Total Total Total Total Total Total Total
|Units | 3500000 3.500.000 3.500.000 3.500.000 3.200.000 3.150.000 3.850.000]  2.450.000|  4.550.000
I Target Turnover || 603.000.000] 584.642.848] 533.745.328] 577.500.000] 546.000.000 542.700.000] 663.300.000] 422.100.000] 783.900.000
|Price (average) I 172,29 167,04| 152,50| 165,00 170,63 172,29] 172,29] 172,29] 172,29]
| Target Profit Total 75% || 45225000] 43848214] 40030900] 43.312500] 40.950000] 40.702.500] 49.747.500] 31657.500] 58.792.500]
|Allowable Costs || 557.775.000] 540.794.634] 493.714.428] 534.187.500] 505.050.000] 501.997.500] 613552500 390442500 725.107.500]
|overhead | [ 7s39.000] 7.600.357] 6938689 7507500  7.098.000]  7.055.100] 8622900  5.487.300]  10.190.700|
[ Administration I 7830000]  7E00357]  6036689]  7507500]  7.098000]  7055100]  8622000]  5487.300]  10.190.700]
Overhead Il 83.376.500)  81.072677| 74.685.039) 80.176.250|  76.223.000 75.808.850|  90.944.150)  60.673.550) 106.079.450
Development (indirect] 7 700,000 7 700000 7 700 000 7 700 000 7 700 000 7700 000 7 700,000 7 700,000 7 700,000
Marketing (Pl + k) TB62.700 07759 T330.754 TET0.750 ZITAW0 MR 728070 172063800 32061510
eling Expense 60,700 7302827 2075007 B5.060 750 5408 700 5344000] 30076110 19712070 36608.130
SCM Costs TE642.800]  16.136.142] 12737371 15.020000[  15.069600]  14.973500]  18.307.080]  11.649.060 TR25640
Other COG 6210900 5021321 5407 577 5048 750 5622 800 5580810 5.531.090] 4327630 074170
Directly Influenceable Costs (DIC) || 466.559.500] 452.121.600] 412.090.700] 446.503.750| 421.729.000] 419.133.550] 513.985.450| 324.281.650| 608.837.350
Product Related Costs (PRC) 30.870.000|  30.870.000|  30.870.000|  30.870.000| 28.824.000| 28.483.000| 33.257.000|  23.709.000|  38.031.000
Development [direct] 7000 000 7000 000 7000 000 7000 000 7000 000 7.000 000 7000000 7000000 7 000000
Marketing (Push + ) 575000 575000 75000 75000 7.540.000 7717500 T 432500 BO02500]  TT147.500
Brvice CoSts T5295000]  T5.295.000]  15.295000] 152050007 T3.084 000 13765500 16824500 10706500 19882500
Manufacturing Costs 421.251.600] 421.251.600] 421.251.600] 421.251.600| 385.144.320] 379.126.440| 463.376.760] 294.876.120| 547.627.080
Manufacturing Costs per unit 120,36 120,36 120,36 120,36 120,36 120,36 120,36 120,36 120,36
| BOM per unit I 5,56 5,56 a5 56 a5 56 a5 56 95,56 95,56 95,56 95 56|
| Varant Adder per unit I 4,78] 4,78] 4,78] 4,78] 4,78] 478] 4.73] 4.73] 4.78]
| CC per unit I 15,29] 15,29] 15,2¢] 15,29] 15,29] 15,29] 15,29] 15,29] 15,29]
|icences per unit
Target Cost Gap 14.437.900 o] 0030800 Be17.850]  7.760.680] 11524110  17.351.690]  5.696530]  23.179.270
Target Cost Gap per unit 413 0,00 -11,44 -1,61 243 3,66 451 233 5,09
EBIT (for comparison purpose) 59.662.900|  43.848.214 0| 37.604650| 48710.580| 52226610 67.099.190|  37.354.030)  81.971.770
EBIT in % of TIO 9.89% 7.50% 0,00% 6,53% 8,92% 9,62% 10,12% 8.86% 10,46%
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9.2.3 Data output

As the first indications of a Business Case are now available, the BA easily calculates a

Reverse Calculation for the Nestor.

In the simulations sheet of the Reverse Calculation IT-tool he can see that the Base Case
of Nestor shows a positive Target Cost Gap of 4,13 EUR. This indicates that the first
product concept of Nestor shows a profitability about 14’5 EUR higher than the targeted
profitability of about 45’ EUR.

As the BA wants to give the product definition team first indications of sensitivities and

simulations in the Base Case of Nestor, he can use the Reverse Calculation’s simulations

chart:

* An average price over lifecycle of about 167 EUR is needed to fulfill the targeted
profitability.

* In case the Nestor can only achieve an average price of 152,50 EUR over lifecycle its
Business Case would — ceteris paribus — just break even.

» The team can furthermore see that, if Nestor would attain the historic ASP of 165 EUR
of his technical predecessors he would miss his targeted profitability by about 5,6 Mio.
EUR. Separately a detailed analysis is performed to clarify why Nestor is supposed to

achieve a higher ASP than its predecessor.

* In addition to that, the team should also determine which impact a volume variation of

+/- 10% and +/- 30% would have on the Business Case of the Nestor.
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9 Case Study — Nestor

131 - 195 €) is used

CRP = Customer Realized Price

A
>275€
>~
82
195-275€ || <
.BM7
>0
131-195€ | 52
< BM6
>0 \\
101-130€ | §2 |}
< | BM5
>< \
81-100€ || &= \
9| BM4
>m ‘\\
66-80€ | 5=
< BM3 %\
>
_ 5> \
>
<5€ || 85
m
min < BM1

Product Target Splitting: Selection and description of Basic Model
As Nestor is launched at 190€ the corresponding Basic Model 6 (which covers the price range of

Description of Basic Model 6

Main Characteristics:

Component Cost
Core architecture 18,60€
Sensors 0,00€
Connectivity 3,20€
Camera 4,42€
Display 16,45€
Memory 4,88€
Housing & acoustics 8,27€
Battery 1,97€
Delivery unit 1,93€
Total Costs 59,72€

= Triband GPRS

= Bar phone painted surface
Housing not exchangeable

= 65k color TFT display 120x160

= Java games integrated,
downloadable

= VGA camera
= Battery 700mAh
= [rDA, Bluetooth, USB
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9.3 Product Target Splitting
9.3.1 Selection and description of Basic Model

In order to get indications about the allowable costs of Nestor's main modules, Mr. D
prepares the execution of Product Target Splitting. To complete the necessary input
sheets he schedules a series of workshops. To prepare the relevant data for the
workshops Mr. D — having read the Target Costing handbook — chooses a Basic Model.
As Nestor is targeted to be launched at 190 EUR he chooses the Basic Model 131-195
EUR and familiarizes himself with its module specifications. This is important as Product

Target Splitting only covers functionalities in addition to the Basic Model.

To communicate the Basic Model functionality he uses the concept slide shown in

illustration 9.8.
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Product Target Splitting (market view) for Nestor
Two alternatives have been identified to derive Target Costs for Nestor’s product modules

Product Target Splitting market view
for Nestor

for Nestor

Traditional two step approach

Adapted use case approach

for Nestor

Produet funetisns

Segmertation

Doesignd Matena¥ Form factr

| [To be completed in expert,

witl
RAD experts

System modules

' 5 2
Use case| & =

Total Target BOM 2|2 | Tanking | 2 z =8

/. Basic Model = B2 S|l w|E| @ =S

istri = 5S¢ s 5| 8|8 & & =28

= Distributable Costs 8| 2n ol 2| | Bl 2| E (28

o e o o2 = = D

& 28 | £18|8|8|8|5| 2 il =k
&5 =] =

% | €
Use case 1 % | £
x
Use case 2 o | &
Use case 3 L % | £
Use case 4 o | &
Wl Use case s % | &
Use case B o | &
Ope %[ €

ol Use case 1 o | e
Use case 2 X % |
Use case 3 |_. w | €
Use case 4 o | &
Use case 5 9w |

Distributed Costs

Input from Window of Opportunity

and Enthusiasm Madel

+ Basic Model
celelefelee]ele]e
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9.3.2 Selection of the appropriate PTS approach

To conduct the planned Product Target Splitting workshops, Mr. D has the choice of using
two different approaches to derive Target Costs for product modules. He can either

choose the traditional approach or the adapted use case approach:
For the traditional approach Mr. D assigns three workshops:

. One workshop in cooperation with marketing staff to assess the relative importance
of end-user purchasing criteria and to furthermore complete the first Product Target
Splitting matrix.

. A second workshop in cooperation with experts regarding the operator to get first
indications about a relative importance of product features for the key operators

which are defined in the Window of Opportunity.

. A third workshop in cooperation with technical experts to complete the second
Product Target Splitting matrix to translate product functionalities into product

modules.
For the use case approach he assigns one workshop:

. In this workshop which is conducted with cross functional experts, Mr. D completes

the use case matrix.

For exemplary reasons, both approaches are conducted in this case study.
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Product Target Splitting: Traditional market view step 1 for end-users

Based on the weighted purchasing criteria of Nestor’s target group the relative importance of
functional requirements is calculated for Nestor’s end-users

please fill in Ollal €0 CIne
Al points below refer to ° B < : = | s
the adcitional desire to z | 8 88 = | @ 3 é,ﬁ. o5
improve the defined basic | 2 5 2 zE & | 9 EEE 5 88 |5 e
bar phone for this target £ | S2 | 325 g2 SEE Eggﬁg
goup S | 528 3T 5. § g8y o 535888
2 | §38 E5 23 2 E§a§ 8 822 5%
£ 85| Z2E 3¢ 3a clesg o SEER
touch &feel, first visual 100,00%
Design s foT e 18,00% 50,00% | 15,00% | 35,00%
Convenient size and weight size & weight 8,00% | 10,00% | 60,00% | 30,00% 100,00%
all quality related issues (display, 100,00%
Quliy [ 9,00% 50,00% | 25,00% | 25,00%
latest available / upcoming 100,00%
features / technologies, 3,00% 100,00%
State of the art technology, latest features positioning, sensors, latest display|
Talk- and stancby & usage time additional battery life 1200% | 25,00% 50,00% | 25,00% 100,00%
enhanced PIM/ PDA functions 100,00%
plus connectivity, speed of data 10,00% 100,00%
Increase efficiency in daily private / professional life | transfer
take better photos & videos, enhanced 100,00%
Send/ receive / store ideas, memories and emotions | MVS, extrastorage memory 1800% 25,00% 75,00%
Fun & entertainment feartures games, music, radio & TV 8,00% 100,006 100,00%
emergency calls, locate & call 100,00%
family members, reduce SAR 4,00% | 100,00%
Increase my / my family's safety (radiation)
Usahility of keypad & menu, size 100,002
Essytouse &quality of icons & display 1000% | 15,00% 20,00% | 15,00% 50,00%

Relative Importance [%4 end-user

10094

18,30%

22,85% 13,05%

8,00% 0,00% 1850%

10,00% 0,00%
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9.3.3 Product Target Splitting (market view I) for end-users

In the first workshop of Product Target Splitting, Mr. D completes the tab “PTS end-user”
in the product definition tool. He then asks the participants from Marketing to provide their

weighting of the end-user purchasing criteria which can be found on the left side of the tab.

Marketing staff should give their weighting according to the implications from the end-user

segmentation, the PPA and other sources from the M-Program.

In a second step Mr. D asks the Marketing experts to complete the matrix:

* He moderates the workshop by asking the following question: “How does function x
contribute to the fulfillment of purchasing criterion y?”

« The experts should now enter a percentage weighting into each field. In case no
relationship between the buying criteria and the functions can be identified, the
respective fields are to be left blank.

* As the function “provide leisure features and location services” is defined as not
wanted in the Window of Opportunity, Mr. D does not enter a value into this column for
Nestor.

* Furthermore the experts keep in mind that only those functionalities on top of the

minimal requirements (Basic Model) are to be evaluated for the Nestor concept.
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Product Target Splitting: Traditional market view step 1 for operators

For operators the relative importance of functional requirements (in addition to the selected
Basic Model) is filled in directly

Product Target Splitting |
Operator requirements from Sales point of view

Enthusiasm Model: Requirem. Comment
Functional Requirements and relevant Details importance in %
[1:1in PTS] (from sales)
Make and receive calls (quality of basic function) 9,00%
Appeal to user (design/ material/ form factor) 20,00%
Support imaging and video 25,00% In case an exp|anati0n 1S
Support music and audio 17,00% c
e required the team has the
Provide gaming 9,00% . .
Provide outdoor/ leisure features (e.g. sensors) 0,00% pOSSIblllty to enter It
Enable messaging 10,00% directly into the tool
Support business applications (incl. PIM and sync) 10,00%
Provide additional services (e.g. location services) 0,00%
| Sum Check 100,00%
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9.3.4 Product Target Splitting (market view |) for operators

In the second workshop, this time conducted with experts regarding operator needs, Mr. D
aims at completing the sheet “Product Target Splitting operator”.

To achieve this goal, the operators either directly assess the relative importance of
product functions or — if no direct information exists — a pair wise comparison by internal
experts can give first indications about an importance ranking. From that point the experts
can easily conclude a percentage weighting of the respective product functionality of

Nestor.
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Product Target Splitting: Traditional market view step 1 reconciled
After filling in the expected sales split, reconciled weightings for the product functions are

determined
1o befilled out
Nestor Operator requirements End-user requirements
Enthusiasm Model: (No/BIPIE) Requirem Requirement Requirem. Requirement Requirem. (No/B/PE)
Functional Requirements and relevant Details fromEM importance in % [y veiE 1« (RZ Ml importance in [ ddee=IRZMl importance in % fromEM
[11in PTS (from sales) RECONCILED % RECONCILED (from PTS1)
Vodafone SBD - XY
(coporate
channel)
%
Make and receive calls (quality of basic function) B 9,00% 8,10% 9,03% 0,93% 9,30% B
Appeal to user (design/ material/ formfactor) P 20,00% 18,00% 19,83% 1,83% 18,30% P
Support imaging and video E 25,00% 22,50% 24, 7% 2,2%% 22,85% E
Support music and audio P 17,00% 15,30% 16,61% 1,31% 13,05% P
Provide gaming B 9,00% 8,10% 8,90% 0,80% 8,00% B
Provide outdoor/ leisure features (e.g. sensors) NO 0,00% 0,00% 0,00% 0,00% 0,00% NO
Enable messaging B 10,00% 9,00% 10,85% 1,85% 18,50% P
Support business applications (incl. PIM and sync) B 10,00% 9,00% 10,00% 1,00% 10,00% B
Provide additional services (e.g. location services) NO 0,00% 0,00% 0,00% 0,00% 0,00% NO
[ sumcheck 100,00% 90,00% 100,00% 10,00% 100,00%
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9.3.5 Product Target Splitting (market view I) reconciled

After the first two workshops Mr. D aims at crosschecking the results of Product Target
Splitting (market view) Step 1. To facilitate his efforts the tab “Reconciled EM & PTS” is
provided in the Target Costing IT-tool. Here Mr. D can immediately see whether the
respective functional target profile of the Enthusiasm Model is compliant with the results of

Product Target Splitting Step 1 for end-users and operators.

In order to crosscheck the fit of the reconciled Enthusiasm Model with the reconciled
Product Target Splitting weighting, Mr. D enters the targeted sales split from the Window
of Opportunity into the corresponding tab of the IT-tool.

For Nestor he can thus clearly conclude that the targeted functional profile for operators,
for end-users as well as for the reconciled profile is in line with the results of Product

Target Splitting.

In case of any deviations, either the functional target profile has to be crosschecked and —
if needed — adjusted or the Product Target Splitting input data has to be revised. In the
latter case the end-user input sheet offers an extra revision column and the operator input

sheet can easily be overruled.
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Product Target Splitting: Traditional market view I
The information on product functions is translated into the relative importance of Nestor’s

modules
Product Target Splitting (market view 1)
3 dg =
e | Qg -J - I R I :
_ 5 O g _% = E 5 Q g 3 g E
[ obefilledoit 7|88 8 3 4 E £58 i &
Meke and receive calls (quality of basic function) 90%| 2000% 10,00% 2000% | 4000% 1000% | 100,00%
Appesl to user (design/ material/ formfactor) 198%| 20,00% 1000% | 2000% | 2000% 30,00% 100,00%
Support imeging and video 248%| 2000% 1000% | 2500% | 2500% | 2000% 100,00%
Support music and audio 16,6%] 500% 4500% 4500% 500% 100,00%
Provide gaming 8| 2500% 10,00% 40,00% 15,00% 10,00% 100,00%
Provide outdoor/ leisure fegtures (e.g. sensors) 00% ok
Enable messaging 109% 30,00% 2000% 20,00% 10,00% 20,00% 100,00%
Support business applications (incl. PIMand sync) 100%| 20,00% 35,000 25,00% 10,00% 10,00% 100,00%
Provide additional services (e.g. location services) 0,0% ok

Relative importance from PTSI % | 1578%| 000% | 1301%| 1233% | 183%0 | 17,6600 | 2L,0P06| 000% | 1,73% | 100,00%
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9.3.6 Product Target Splitting (market view II)

If the relative functional importance for Nestor is now congruent with the targeted
functional profile, the third workshop can be conducted.

In this workshop Mr. D proceeds to the PTS Il sheet of the Target Costing product
definition IT-tool. In this sheet the functional target weighting from Product Target Splitting

step 1 is already implemented.

He moderates the workshop again asking the question of “how module z contributes to
the fulfillment of function x.” The technical experts have the same options for completing

the second matrix as the Marketing experts have in the first one:

The experts can — as described above — enter a percentage weighting into each field. In
case no relationship between the buying criteria and the functions can be identified, the

respective fields are to be left blank.

After completion of the second matrix it becomes obvious that the modules housing,
display and core architecture are allowed the highest cost share on top of the already
determined minimal functionality of the Basic Model.

SI E M E N S 9 Case Study — Nestor

S{fi(].t?]lSCll“-’al‘Z 6/ (:(')l'l'l]_).




9 Case Study — Nestor

Product Target Splitting: Traditional market view results

Target Costs are determined for Nestor’s modules, through applying the relative importance of

the functions on the distributable costs

Cost-Module Matrix Nestor

Relative Importance from PTS I | 8% || oo || 1Bow || 123% || 184% || 17 [ 211% [ oo% [ 17%
B 2g ) =
3 85 ] s 8 5
EB )l e, i g B 3 gy . 3
@ % 55 g 2 }:5 s 5 % £ 3 % 2 = =
d 883 33 8 o) 2 TSR o 8
[Target BOM from RC [9897€ |
Basic Model 50,72 € 18,60€ 0,00€ 320€ 442€ 1645€ 4,88€ 827¢€ 197€ 1,93€
Results from PTS 39,25€ 6,20€ 0,00€ 511€ 484 € 7,22€ 6,93€ 8,28€ 0,00€ 0,68€
Target Costs per module 9BI7€ 24,80 € 0,00€ 831€ 9,26 € 2367 € 1181€ 1655 € 197€ 261€
25% 0% 8% Y% 28% 12% 1% 2% 3%
Target Cost Range (min) 254€ 0,00€ 725¢€ 8lL€ 2147¢€ 1041€ 1477€ 169€ 224¢€
Target Cost Range (max) 27,05€ 000€ 9.36¢€ 1041€ 2587¢€ 1321¢€ 1833€ 225¢€ 298¢€
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9.3.7 Results for Nestor

In the course of the wrap up of the last workshops Mr. D takes the Target BOM — which he
received from his BA — and enters it into the IT-tool (example shown in illustration 9.14

above).

As he has already selected a Basic Model, the corresponding cost shares are

automatically entered into the relevant lines.

As a result he can now easily see the Target Costs as well as the Target Cost range for
each main module of Nestor. These Target Cost corridors are supposed to give clear cost

guidelines for the following Alternatives Generation workshops.
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9 Case Study — Nestor

Product Target Splitting: Market View use case approach

Target Costs for product modules are determined for Nestor by translating use cases into a
relative importance weighting of product modules

Target Cost definition with use cases

i) .
g 3 2@ 2 =
£ 3 § S| = = 8 5
— e c 12 hsd © > > D _-= >
2 sewd| 8% g 3 7 g | £d2| 3 3
_ g agssl 22| 5 | 5 | B 258 | z | 3
| to be filled out & o538 3 S [a) 2 288 o o]
Sum 1. 2. 3. 4. 5, 6. 7. 8. 9.
Input from Window of Target BOM 200€
. . BM 59,7€
Opportunity and Enthusiasm
pp v Headroom 393€
Model - =
EU/ MNO Ranking Use case Ranking
in % in€ in % in€
[End user 10% 39¢€
Use case 1. Take snapshots in darkness 10% 04€ 100% 100,00%
Use case 2. Download video clips 30% 12€ 50% 30% 20% 100,00%
Use case 3: Enjoy video streaming 50% 20€ 50% 50% 100,00%
Use case 4:  Show phone to other people 10% 04 € 100% 100,00%
[operator 90% 35€
Use case 1:  Take snapshots in darkness 10% 35€ 100% 100,00%
Use case 2. Download video clips 40% 14,1€ 30% 20% 30% 20% 100,00%
Use case 3:  Enjoy video streaming 40% 14,1€ 10% 20% 50% 20% 100,00%
Use case 4: Personalize the phone 10% 35€ 100% 100,00%
18% 0% 19% I 18% | 0% | 0%

|

| 14% | 10% I 21% |
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9.3.8 Completion of the use case approach for Product Target Splitting

Before the workshop to complete the use case approach of Product Target Splitting, Mr. D
fills the use cases into the product definition tool. He then asks the participants from
Product Marketing and the operator experts to assess the relative importance of each use
case. The importance ranking should add up to 100% for each the operator and the end-
user use cases. He then enters the sales split into the product definition tool to ensure a
proper relative weighting of the use cases.

In a second step Mr. D asks the participants of the meeting to complete the matrix by
asking the following question: “How does module x contribute to the fulfillment of use case
taking into account the module characteristics of the Basic Model”. Those use cases that
are covered by the Basic Model shall thus not be included. As in the traditional approach,
the experts can now assign percentage weightings to the respective fields. In case no
relationship can be identified between the respective modules and use cases, the fields

are to be left blank.

After the completion of the matrix, Mr. D enters the Target BOM — which he received from
his BA — into the product definition tool. As he has already selected a Basic Model, the
corresponding cost shares are automatically entered into the relevant lines. He can now
easily see which share of the distributable costs is assigned to the respective product

modules.
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9 Case Study — Nestor

Product Target Splitting: Results of the market view use case approach

Target Costs are determined for Nestor’'s modules, through applying the relative importance of

the modules on the distributable costs

Results from PTS
Relative Importance from PTS I 60 || oow || 1356 [[ 12me [ wmew || wow || 212 || oo || 18w
B am =
168 || £ . . . - 3
5 =) =k 2
.2 Qo £ bl Q =
Bgst || g 5 5 2 £ ii B B
[Target BOMfromRC [:897€ |
Basic Model (BVB) 50,72€ 1860€ 000€ 320€ 442€ 1645€ 488€ 827€ 197€ 193€
Results fromPTS 9,25€ 627€ 000€ 530€ 498€ 702€ 6,66€ 83R2€ 000€ 0.70€
Target Costs per module 98,97 € 2487€ 000€ 850€ 940€ B47€ || 1154€ || 1659¢€ 197€ 263€
% 0% EZ 10% 2% 12% 1% 2% Z
Target Cost Range (min.) 2261€ 000€ 742€ 824€ 21,28€ 10,17€ 1481€ 169€ 226€
Target Cost Range (max.) 2712€ 000€ 957€ 1057€ 2566€ 1291€ 1837€ 225€ 300€
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9.3.9 Results of the use case approach for Product Target Splitting

In the course of the wrap up of the last workshop Mr. D takes the Target BOM — which he
received from his BA — and enters it into the IT-tool (example shown in illustration 9.16

above).

The module costs of the Basic Model are automatically entered into the relevant lines,

after the Basic Model was selected.

As a result he can now — as in the traditional approach — easily see the Target Costs as
well as the Target Cost range for each main module of Nestor. These Target Cost
corridors are supposed to give clear cost guidelines for the following Alternatives

Generation workshops.
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9 Case Study — Nestor

Alternatives Generation: Filtered Cost-Module Matrix

Based on the derived Target Cost corridors for modules the possible range of alternatives is
identified and presented in a Cost-Module Matrix

] z z
E o = =
: : g : z 2 > g
= g2 = 2 = = z <
] g = = ] = =} B =
[==] w S =] o = = oo =
Oto 1 E Proximi PI——— + — - -RS MMC suppart; S —— N TP Basic headset wi
- uro Thermameter 2ME RaM Aty or wio PAC button
LED-flashiight £ N ~ N Serial data cable in
1to 2 E 1€¢0,5-0,7m) 1 01 BAN (1 65 4 MB internal ﬁ‘“;'ii;lgg;;‘ige
(e] uro -LED-flashlight D, 2 | memoar v (=32Mbit) .
Terei e headset wiPaC
: g button
- ; M “eMBinternal it
Compass tlow end) LED-flashiight C, = 750 mah (2,35€) Standard car
2to3 Euro Attimeter flove end) BT 2079 3E,(1m - 1,3m) C”:;A";r;i;wﬁwmj 500 méh slim pack | holder for 75 G
~ 76 W el ~
3to4d Euro wemonflashezse I [ memor y (=1 28hbit)
1EMB Rt
-CIF-Camera M ~
Compass thigh end) (5,059 10180 CETHr 4k | -32 MB internal
4tob5 Euro Altimeter chigh end) VGA-Camera coar | memor v (=25BMbit) ST
(4,668)
~
5to 6 Euro -32 MB MMC card
EOTD 130 % 130 CSTH,
6to7 Euro Bike-o-Meter 85k color 54 MB MMC card
TtoB8 Euro
~ - ; ~
B4 B intermal
8to9 Euro L CRIAS T | N ¥ (=51 2Mbsit]
Sto 10 Euro |l el
SR ST e T N H
————— = = W] 30 CSTH + POSSIb|e
10to 11 ____.co--" *e30 I
eI T I cost corridors

The Cost-Module Matrix provides a clear overview of the modules and the contained
components. The components are vertically sorted by price. The green bars mark the
maximum allowable spending per module based on the determined Target Costs for Nestor

and thus, which feature alternatives are feasible from a cost point of view.
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9.4 Alternatives Generation
9.4.1 Filtered Cost-Module Matrix

In the next workshop the product definition team should focus on filtering and then
selecting component alternatives for the design of the described main modules.

The tab “Cost-Module Matrix” of the Target Costing IT-toolset provides a clear and filtered
overview of the component alternatives which are in relevant for Nestor considering the
target group’s needs and the targeted product story. The team can now clearly see —
indicated by the green lines shown below — which standard component alternatives are

feasible from a cost point of view.

In order to facilitate the completion of the next steps in the dedicated IT-tool, Mr. D prints

out the Cost-Module Matrix.
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9 Case Study — Nestor

Alternatives Generation: Framework for the Alternatives Generation

All necessary framework information is supplied in a standard template to set clear guidelines
for the following alternatives definition process for Nestor

Setting of framework 4 Definition of precise objectives

= CX-class phone for Easter business 2005

= Launch below 200€ falling to 140€ at end of life

> |. 100% EMEA target, sales split 90% operator/ 10% end user
= Video and imaging story

Window

of Opportunity

= Enthusiasm Functionalities video and imaging have to be kept
= No outdoor or additional functionalities wanted

P | = Al performance requirements should be part of the Alternatives
Generation

Enthusiasm
Model

= Based on the Product Target Splitting results the main focus of the
Alternatives Generation should lie with:

> = Display

= Memory

Cost-Module
Matrix

SIEMENS

“Knock-out criteria” = No auto focus possible
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9.4.2 Framework for the Alternatives Generation

To secure an adequate Alternatives Generation process, Mr. D completes the standard
Alternatives Evaluation template. In this dedicated template he enters the most important
information from the Window of Opportunity, the Enthusiasm Model and the just
completed Cost-Module Matrix. To further focus the team he explicitly points out the most

important knockout criteria.
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9 Case Study — Nestor

Alternatives Generation: Functional Results

The possible alternatives of the Morphologic Case are narrowed down with respect to the market
situation and the objectives defined in the Enthusiasm Model

: Nestor Nestor Nestor Nestor
Product functions Base Case Design Phone Connector Phone Camera Phone
Make and receive calls Tri band / high talk & standby
(Quality of basic function — I/O/ Ul/ RF) time

Appeal to user
(Design/ Material / Form factor)

classic & elegant metal
housing

Thinnest 117mm) metal
housing & leather/ rubber

Thicker housing than
base case (21 mm)

Support imaging and video

VGA camera, no Flash,
2x digital zoom

1.3 Mpix camera with
3x optical zoom

Support music and audio

Common music files
supported

MP3 ringtones
supported

Surround sound speaker
system

Provide gaming

Provide gaming

Provide outdoor and leisure
features (e.g. sensors)

Not wanted

Enable messaging

Enable messaging

Provide business applications
(incl. PIM and Sync)

Standard organizer
functionality

Additional services
(e.g. location services)

Not wanted

Provide visualization
(Display)

176x220, TFT 2,1', 256k

132x176, TFT, 1,8', 265k

176x220, TFT 2,1', 256k

176x220, TFT 2,1', 256k

Provide usage-/standby time

300 h (Li-lon 750 mAh)

400 h (Li-ion 900 mAh)

Interaction with devices

Slim Lumberg, IrDa

New Lumberg solution

MMC card 32MB

MMC card 32MB

Store data 32MB, MMC slot bundled bundled
Sggfgtrgreg lﬁ)setrosr?’]?zaallltlzc?ﬁllo n/ Main operator Ul supported clubbers wristband
Responsibles for Alternatives Evaluation
Strategic and Financial Competitiveness  Competitiveness Technical Resource Time to Market
Portfolio fit fit Operators End-Users Feasibility fit fit
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9.4.3 Design of the different Nestor alternatives

In the next step the product definition team designs Nestor’'s alternatives. For simplicity
reasons a Base Case is constructed first. Starting from here, the product definition team
combines the most feasible component alternatives into possible functional product

concept alternatives.

In case MD GP can already supply component prices they are entered into the cell below

the description field.
For Nestor three additional product concept alternatives are added to the Base Case:

* Nestor Design
+ Nestor Video Connection
* Nestor Camera

These three additional concepts have been created by means of a creative brainstorming
which was limited by the cost and the conceptual boundaries set by the already applied

Target Costing Tools.
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9 Case Study — Nestor

Alternatives Generation: Financial results
A financial comparison of actual and Target BOM guarantee a cost conscious Alternatives

Generation
Nestor Base Case Nestor Design Phone Nestor Connector Phone /
projected BOM projected BOM
(calculation (calculation
from ? Base | projected BOM from ? Base | projected B
Modules Target BOM | projected BOM (direct entry) | ? to Base Case Case) (direct entry) | ? to Base Case Case) (direct entry)
Basic needed
parts 2480 € 25,56 € 1,00 € 26,56 € 1,00 € 26,56 €
(BSF, PCB, B- ! ! g ' ) )
components)
Sensors & others 0,00 € 0,00€ 1,00€ 1,00 € 1,00€ 1,00€ /
Connectivity 8,31€ 7,56 € 1,00 € 8,56 € 1,00 € 8,56 € /
Camera 9,26 € 8,563 € 1,00 € 9,53 € 1,00€ 9,53 € /
Display 23,67 € 19,72 € 1,00 € 20,72 € 1,00 € 20,72 € /
Memory 11,81€ 10,40 € 1,00 € 11,40 € 1,00 € 11,40 € \
Housing, keypad, 16,55 € 19,99 € 1,00 € 20,99 € 1,00€ 20,99 €
accoustics
Battery 1,97 € 1,20 € 1,00 € 2,20 € 1,00 € 2,20 € }
Delivery unit 2,61 € 2,60 € 1,00 € 3,60 € 1,00 € 3,60 €
Sum 98,97 € 95,56 € 9,00 € 104,56 € 0,00 € 9,00 € 104,56 € 0,00€/
= Actual BOM = Actual BOM = Actual BOM K

A BOM calculation is directly conducted upon describing the alternatives. Thus the BOM costs of the
generated alternatives can immediately be compared to the Target BOM.
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9.4.4 First BOM indications for all of Nestor’s alternatives

After the workshop Mr. Z, a member of the product definition team doubts the sensibility of
the just created alternatives. So Mr. D asks Mr. P, the team member from procurement,

about a first BOM indication.

Mr. D furthermore gives first indications — together with his BA and other sources — for

license, development and conversion costs.

As the IT-tool provides the possibility to conduct a BOM calculation directly upon
describing the alternatives, the team can directly see that the BOM costs of the Nestor

Design alternative exceed the revised Target BOM.
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9 Case Study — Nestor

Nestor Base Case

25 €

20 €

15 €

10 €

5€

0€

0€

5€

10 € 15€

20 €

lay

25 €

== = | ower level
of cost
corridor

= = Line of
maximal
integrity

== = Upper level
of cost
corridor
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9.4.5 Congruence of model costs to Target Cost corridors

In order to determine whether the cost structure of the Target BOM — especially the key
cost drivers — is congruent with the Target Cost corridors determined in the Product

Target Splitting, the IT tool automatically calculates a Value Control Chart.

In the Value Control Chart the product definition team can see whether every single

component is compliant to its Target Cost corridor.

In case any deviations occur the team has either to choose a different module alternative
or — in exceptional cases — give a detailed explanation of the rationale of why the module

has a higher/ lower value share than allowed by the market.
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9 Case Study — Nestor

Alternatives Evaluation: Main criteria and respective sub-criteria
To conduct the evaluation of Nestor’s alternatives every single relevant sub-criterion has to be

evaluated for every singe alternative

Alternatives Evaluation for Product Concepts

. . =1 . a1
to be filled in SI EM E NS t‘.‘-uulunschw'arz & L.:_nnp.
T FENR F=N BAE I N M
L Nestor Design Nestor Connector Nestor Camera
Weight Nestor Base Case
Criteria | 9 Phone Phone Phone
| 1 [Financial fit
Overall score / weight| | 24% 3,2 2,6 2,0 3,0
| 1.1 |Target Cost Gap per unit (% deviation of average) 100% 4 3 2 3
--=1|TCG <0 and [TCG]| > Target Profit Target profit 45,2 Mio Eur; Target profit 45,2 Mio Eur; Target profit 45,2 Mio Eur; Target profit 45,2 Mio Eur;
-=2|TCG <0 and |TCG| b/w 30%-80% of Target Profit TCG 14,4 Mio Eur = 40% TCG 87.900 Eur = 40% TCG -17,1 Mio Eur = 40% [TCG 14,4 Mio Eur = 40%
+=3|TCG <0 and |TCG| > 80% of Target Profit
++=4|TCG +£00r TCG>0
| 1.2 ]Target volume achievement (from WoO) [ 70% | 2 2 2 3
-- = 1]volume not achievable high volume pressure through some volume pressure high volume pressure through no volume pressure: + 5,5%
- = 2|volume at risk missing enthusiasm feature: - through portfolio low enthusiasm feature: -5%
+ = 3|Volume achievable 7% canabilization: -3%
++ = 4fvolume exceeded
2 |Strategic portfolio fit
Overall score / weight 14% 2,5 18 25 25
Fit to selected price point (from WoO) 100% 4 4 4 4
more than 10% off CX price point is at the upper CX price point is at the upper CX price point is at the upper CX price point is at the upper
up to 5% off mid class range of operators mid class range of operators mid class range of operators mid class range of operators
™ of 100-200 EUR of 100-200 EUR of 100-200 EUR of 100-200 EUR
up to 5% off
exact fit
Fit of product story/theme to segment (from WoO) || 100% | 3 2 3 2

contradicts target group

fit not better than for any other group

good fit

P"\
e continuity

product targets subsegment
emotional connection, but as
many features are insert, of
target groups could

product targets subsegment
.emotional connection, but as
many features are insert, other|

~gget groups could be partiall

product targets subsegment
emotional connection, but as
many features are insert, othel

| —

s could be partiall

product targets subsegment
emotional connection, but as
many features are insert, othe!

target gr partialk
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9.5 Alternatives Evaluation

9.5.1 Completion of the Alternatives Evaluation sheet

In the next workshop the product definition team aims at evaluating the generated
alternatives for Nestor. For this workshop Mr. D prepares the Alternatives Evaluation
sheet in the corresponding IT-tool. As the product generation manager defined the
relevant set of sub-criteria as well as their respective importance beforehand, he prepares

the relevant sheet with the defined information.

In the workshop all experts evaluate the score of the respective sub-criterion for all
alternatives. The Nestor Base Case shows for example — as described above — a positive
Target Cost Gap, the definition team awards this alternative with “4” which means that the

Target Cost Gap is higher than 0.

In order to complete this entry, the team gives a short explanation for the score of the sub-
criterion for the Nestor Base Case. (In the example above “Target Profit 44 Mio. EUR ...")

This procedure is now executed for every single sub-criterion of every single alternative.
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9 Case Study — Nestor

Alternatives Evaluation: Financial evaluation of alternatives

The evaluation of the criterion Financial Fit is supported by a dedicated calculation by the
Reverse Calculation tool

. Nestor Nestor
Reverse Calculation Nestor Nestor

- Alternatives Evaluation - Design Phone SIS SEl Gl

Base Case Phone Phone

Lifecycle Lifecycle Lifecycle Lifecycle

Total Total Total Total
[units | 3.500.000 3.500.000 3.500.000 3.500.000
[Target Turnover || 603.000.000] 603.000.000] 603.000.000] 603.000.000]
[Price (average) || 172,29] 172,29 172,29 172,29]
[Target Profit Total || 45.225.000] 45.225.000] 45.225.000] 45.225.000]
[Allowable Costs || 557.775.000] 557.775.000 557.775.000 557.775.000]
[Overhead | | 7.839.000] 7.839.000] 7.839.000] 7.839.000]|
| AOmImistration 1 7.839.000] 7.839.000 7.839. 000 /7.839.000])
Overhead Il 83.376.500 82.276.500 83.376.500 84.476.500
Deveopment (INAMMect) 7. 700.000 ©6.600.000 7. 700.000 8.800.000
NMAarKetung (Inairect) 2Z4.662.7/00 24.662.7/00 24.662.7/00 Z24.662Z2.700
SEINNg EXpense Z8.160.100 Z8.160.100 28.160.100 Z28.160.100
SCWNM TOSTS 16.642.800 16.642.800 16.642.800 16.642.800
Other COGS 5.210.900 5.210.900 5.210.900 5.210.900
[Directly Influenceable Costs (DIC) || 466.559.500] 467.659.500 | 466.559.500 465.459.500]
Product Related Costs (PRC) 30.870.000 29.870.000 30.870.000 31.870.000
Development (direct) 7.000.000 5.000.000 7.000.000 B.000.000
Marketing (direct) 8.575.000 8.575.000 8.575.000 8.575.000
Service Costs 15.295.000 15.295.000 15.295.000 15.295.000
Manufacturing Costs 421.251.600 437.701.600 452.751.600 437.001.600
Manufacturing Costs per unit 120,36 125,06 129,36 124,86
[ BOM perunit Il 95,56 100,26 103,56 100,06
[ variant Adder per unit || 4,78] 4,78] 4,78] 4,78]
[ ccperunit || 15,29] 15,29] 15,29 15,29]
| Licences per unit || 4,73| 4,73|| 5,73|| 4,73|
[Target Cost Gap 1l 14.437.900] 87.900] -17.062.200] -3.412.100]
Target Cost Gap per unit 4,13 0,03 4,87 -0,97

EBIT (for comparison purpose) | 59.662.900| 45.312.900| 28.162.900" 41.812.900|
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9.5.2 Financial evaluation of the generated Nestor alternatives

To allow a profound completion of the financial Alternatives Evaluation, the Reverse
Calculation tool provides an alternatives calculation sheet. As a preparation for the

workshop, the BA completed the Reverse Calculation for every single alternative.

The financial analysis of all alternatives allows a swift and hassle free comparison of the

profitability of all generated alternatives for Nestor.

The BA can thus communicate to the team that the Base Case has the highest profitability
(showing a Target Cost Gap of +4,13 EUR per unit) followed by Nestor Design (showing a
Target Cost Gap of +0,03 EUR per unit), Nestor Camera (Target Cost Gap of -0,97 EUR
per unit) and the Nestor Connection (Target Cost Gap of -4,87 EUR per unit).
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9 Case Study — Nestor

Alternatives Evaluation: Pair-wise comparison of criteria

The importance of the six main criteria can be determined before the alternatives can be
evaluated in a scoring model

Product Concept

Weighting Table S e
F=I = R
= = 2 =
S g
Back to Index = = = & Ea gﬁ %
= . z i ] = = e
. e ¥F ® = € = = =
Continue to Summary = - o = © = T
c £ =B I g E = =
[ N = [ — = [n L
Criteria 1 F 3 4 ] b
Financial fit 1 23 8%
Strategicfit Al 1 4 14 3%
Market requirements’ fit 1 3 1 23 8%
Resource feasibility fit 1 2 3 6 4 8%
Technical solutions' fit 1 2 3 5 b 9 5%
Tirme To Market fit = =] 3 = =] 1 23.8%

1007
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9.5.3 Pair wise comparison of main criteria

After each individual sub-criterion for every single alternative has been evaluated, the

main criteria have to be ranked and weighted.

To facilitate this weighting Mr. D opens the optional weighting table in the Alternatives
Evaluation tool. This helps the team to rank the main criteria according their importance

for the product realization.

The team completes the table asking the question whether criterion 1 is more important
than criterion 2. As in this example the financial fit is more important for Nestor than the

strategic fit and Mr. D enters a 1 into the table.

After completion of the whole matrix, the tool automatically generates the ranking. Starting

from here, the team assigns a relative importance weighting to Nestor’s evaluation criteria.
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Alternatives Evaluation: Results |

The alternative “Nestor Camera® is superior to all other alternatives

& ¢
o i o /o
= #Q $ é‘é& ¢
£ & /& £/8 S/ &
9 N Qo
=] $ /) YT
L 2 /& /8 I
Criteria 2 &/
Financial fit 24% + 5 5 +
Strategic portfolio fit 14% + +1 0t
Market requirements’ fit 24% + + |
Resource feasibility fit 5% ++ | ¥ |+ +
Technical solutions' fit 0% + | + -
Time To Market fit 24% + - + ] +
Sum 100% 2,672,118 2,514 2,72
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B Mastor Bnse Case

: —+-Mestor Design Phone
Product Evaluation-s— Nestar Connactor Phone

== Nester Camera Phone |

Strengths/ Opportunities

Weaknesses/ Threats

With the 1,3 Mpix
camera (optical
zoom), the product
provides a clear
Enthusiasm
Functionality for the
price category below
200 EUR.

The camera
enhances the video
story even more.

Better re-use
possibilities for
future generations /
other products

Less profitable than
Nestor Base Case.

The 1,3 Mpix camera
(optical zoom) was
only tested in the
pre-development,
but well known
supplier already
offers same
standards in other
camera phones.
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9.5.4 SWOT analysis for Nestor Camera

In the course of his wrap up activities after the last workshop, Mr. D interprets the results

of the Alternatives Evaluation.
To communicate the results he completes the slide shown in illustration 9.25:

* In order to present the results of the weighting, he takes a screenshot of the results
table and copies it into the presentation. In the example, the team can quickly see that
the Nestor Camera alternative is preferred but ties closely with the Nestor Base Case.

« To give a graphical overview of the results, the IT-tool provides a graph, which

indicates the relative advantages/disadvantages of the Nestor alternatives.

* As the two alternatives Nestor Camera and Nestor Base Case tie closely in their
evaluation, Mr. D performs a SWOT analysis for Nestor Camera to determine the

relative preferability of the two product concepts.

* In order to make the results easily legible and understandable, Mr. D adds them onto

the standard slides.
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9 Case Study — Nestor

Alternatives Evaluation: Results Il
The alternative “Nestor Base Case" shows an inferior performance than the “Nestor Camera

Phone”
& g
& o
g § /8 1Ee/8
= v/ Se/S ST L
< v /Q§5/0E S
o) /&S e
Criteria B s /¥ /S
Financial fit 4% + - +
Strategic portfolio fit 14%) + - + |+
Market requirements’ fit 4% + - +
Resource feasibility fit 5% ++ N |+ 4
Technical solutions' fit 10%8 + | +
Time To Market fit 24% - o+
Sum 100% § 2,67 .18 2,51 2,72
Ranking 2 0413 1
+
- Back to Index u
[ ] Financial fit
_Jsmmlm portfalla
fit
Markat
raquiramants’ fit|

Technical solutions’
fit

[rime To Market e}

—#—Mestor Design Phone

8- Nestor Base Case
== estor Camera Phone

Product Evaluation-s— Nestor Connactor Phone

Strengths/ Opportunities

Weaknesses/ Threats

®  The product mainly
uses components
already used in the
production and thus
reduces development
and quality risks.

®  Availability of all
components
secured due to
existing contracts
with suppliers.

The standard video
functionality /
camera limits the
potential for
differentiation and
risks to offer a “me
too” product and thus
expose it to high price
pressure in the
Christmas period.
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9.5.5 SWOT analysis for Nestor Base Case Notes

In order to completely evaluate the situation, Mr. D also prepares a SWOT analysis for the

Nestor Base Case.
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Alternatives Evaluation: Results Il
The “Nestor Camera Phone* is recommended

Description of the recommended alternative

Sum 100% 267] 2.18] 251[ 272
Ranking 2 4] 3[1
v

Nestor

Product functions

Camera Phone

Make and receive calls
(Quality of basic function — 1/O/ Ul/ RF)

Tri band / high talk & standby
time

Appeal to user
(Design/ Material / Form factor)

Thicker housing than
base case (21 mm)

The “Nestor Camera Phone” follows the idea of a classical CX phone
that addresses a mass market, but with a focus on more technically
oriented users who prefer to have a high end camera included.

It succeeds the predecessor “Cerberus” and additionally creates
customer enthusiasm by enlarging the multi-media functionalities with a
higher camera resolution and enlarged video functions.

Support imaging and video

1.3 Mpix camera with
3x optical zoom

Reasoning

Risk

Support music and audio

As base case

Provide gaming

Standard Gaming

Provide outdoor and leisure
features (e.g. sensors)

As base case

Enable messaging

As base case

Provide business applications
(incl. PIM and Sync)

As base case

Provide additional services
(e.g. location services)

As base case

Provide visualization
(Display)

176x220, TFT 2,1', 256k

Provide usage-/standby time

400 h (Li-ion 900 mAh)

Interaction with devices

As base case

Store data

MMC card 32MB
bundled

Consumer personalization/
Operator customization

clubbers wristband

The 1,3 Mpix camera (optical
zoom) offers a clear USP in the
targeted price segment and
thus allows additional market
differentiation and reduces the
price pressure risk.

Camera and video
functionalities complement
each other very well.

The technical risk due to the
new camera should be
minimized by increasing the
development budget for the
camera integration.

The “Nestor Camera Phone”
still has a Target Cost Gap of -
1 EUR that should be closed by
cost management measures.

® The standard video

functionality / camera limits the
potential for differentiation and
risks to offer a “me too” product
and thus expose it to high price
pressure in the Christmas
period.
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9.5.6 Overview on the selected Alternative Nestor Camera Notes

To provide a simply overview of the evaluation and SWOT analysis results, Mr. D briefly

describes again the chosen alternative and offers a quick reasoning to explain his choice.

On top of the he also adds a short risk assessment of the chosen alternative. | ceevii
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Measures to close the Target Cost Gap
In order to close the Target Cost Gap selected measures have to be taken by the product

definition team

Target Profit

Turnover
(603’ €)

Price
(EUR 172,28 €)

X
volume

(3,5 mio units)

0€

=45'23 €

OH I (784 €)

OH Il (8448 €)

»

Allowable Costs (557’8 €)

Development (indirect) (880 €)
Marketing (indirect) (24'66€)

Selling Expenses (2816 €)

SMC Costs (16'64 €)
Othe 0 »

Manufacturing
COSts (43700 €)

BOM (35021 €)

Target Cost
CC (5352 €) G ap

(-341 €)
Licenses (16'56 €) 1€/unit

Directly Influenceable
Costs (466’6 €)

<
<

in Mio. EURO

In order to close the Target Cost Gap, the product definition team has to initiate cost savings in the cost categories

Product Related Costs and Manufacturing Costs.

Illustration 9.28




9.5.7 Implications on closing the Target Cost Gap

As Nestor Camera proves to be the most preferable alternative, but still shows a negative
total Target Cost Gap the product definition team now has to start to save 3,41 Mio. EUR

in order to reach the targeted profitability.

The product definition team has to consider different options to reduce the total costs of

Nestor:
* The team can decrease the cost positions on the manufacturing costs level or

» discuss the determined product related costs with the relevant departments.
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9.6 Target Controlling
After the freeze of the first product concept, Mr. D likes to control the fulfillment of the

defined targets. As Mrs. P — the SPM — will be in charge later in the product realization

process, the two work closely together in their controlling activities.

As both have read in the Target Controlling handbook, they can use the Reverse
Calculation, the Enthusiasm Model and the Value Control Chart as instruments to control

the targets set before the concept freeze.
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Target Controlling: The Enthusiasm Model as controlling tool

In order to evaluate the degree of fulfillment between the targeted functional profile and the
current phone concept, the Enthusiasm Model is used as controlling tool for Nestor

\ Target Controlling - Enthusiasm Model fulfillment

3=Target
reached or
Please fill in nearly reached B =20 50|
?;T Er"egu‘:rs: Mbeta Malpha MO Comment
Functions ments ments

Make and receive calls (quality of basic function) B B
Appeal to user (design/ material/ form factor) P P
Support imaging and video E E
Support music and audio P P
Provide gaming B B
Provide outdoor/ leisure features (e.g. sensors) NO NO
Enable messaging B P PoC becomes market standard
Support business applications (incl. PIM and sync) B B
Provide additional services (e.g. location services) NO NO
Usage and standby time P P b;nngyc?’n;redodbjgybse Trf gm ?ggii:sigsgd)
Provide visualization (display) E P
Interaction with other devices B B
Store data P P
Consumer personalization / operator customization P B
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9.6.1 The Enthusiasm Model as controlling tool

For each milestone the two managers evaluate, how the present product concept meets
the functional requirements set by the Enthusiasm Model. In order to document the
development in the compliance between the functional requirements and the actual values,
the two use the “Target Controlling button” tab in the Target Costing IT-tool and proceed
to the Enthusiasm Model controlling sheet.

Mr. D and Mrs. P have three possibilities to complete the template for each milestone:

» If they enter a 3 into the corresponding cell, it will automatically turn into green. Green
implies that the actual module characteristics supporting the respective functions do
meet the targeted functional profile.

* In case the actual module characteristics closely miss the targeted functional profile,
Mr. D enters a 2 into the corresponding cell. The cell will then automatically turn into
yellow.

« If the actual module characteristics miss the targeted functional profile by far, the team
enters a 1 into the corresponding cell, which will automatically turn red.

These evaluations should reflect the updated market environment for Nestor. As it can be
seen for the function “Business/PIM/Sync” at MO, the market environment has changed
because PoC (Push to Talk) is likely to become a market standard when Nestor is
launched. Due to this, a 2 is entered into the corresponding cell. To make this fact
transparent for everyone in the product definition team, Mrs. P also adds a comment into
the relevant cell, which is provided by the IT-tool.

This procedure is completed every time a change in compliance of the actual product

modules to the functional targets occurs.

The goal is that all functions show a full compliance, which implies — as indicated — that

the column of the corresponding milestone is green.
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Target Controlling: The Reverse Calculation as controlling tool (data input)

In order to document and control changes in the Reverse Calculation a dedicated controlling
sheet is provided in the IT-tool

P target controliing Re Mbeta Malpha Mo S0 M1 M3
Nestor
Lifecycle Lifecycle Lifecycle Deviation . - Lifecycle Lifecycle Lifecycle
Add actual status To:'al Tm).;l To:'al to Mbeta || Desciptiond Tolil mﬁ. Tm).;l
Units 3.500.000,00 3.500.000
Target Turnover 603.000.000 603.000.000
Price {average) 172,29 172,29 n
Target Profit Total 45.225.000 45.225.000
Allowable Costs 557.775.000 557.775.000
Overhead | 7.839.000 7.839.000
Administration 7.839.000 7.639.000
Overhead Il 84.476.500 84.476.500
Development {indirect) §.800.000 5.600.000
Marketing (Pull + SF) 24 662,700 24.662.700
Selling Expense 26.160.100 28.160.100
SCM Costs 16.642.600 16.642.500
Other COGS £.210.900 5210900
Directly Influenceable Costs (DIC) 465.459.500 465.459.500
Product Related Costs (PRC) 31.870.000 31.870.000
Development (direct) §.000.000 §.000.000
Marketing (Push + HQ) §.575.000 5.575.000
Service Costs 15.295.000 15.295.000
Manufacturing Costs 437.010.000 445.165.000
Manufacturing Costs per unit 124,86 127,19
BOM per unit 100,06 102 14
Yariant Adder per unit 478 478
CC per unit 165,29 15,29
Licences per unit 473 498
Target Cost Gap -3.420.500 -11.575.500 0 3.420.500 0 0 0
Target Cost Gap per unit 0,98 3,31
EBIT (for comparison purpose) 41.804.500 33.649.500 0 -41 504.500 0 0 0
EBIT in % of TIO 6,93% 5,58% 0,00% 0,00% 0,00% 0,00%

To add the updated business case data for the defined milestones, mark the unit cell
under the corresponding milestone (1) and then press the ,, Add actual status® button
2).
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9.6.2 The Reverse Calculation as controlling tool (data input)

As the product realization team does not only want to deliver a market compliant product,
but also aims at meeting the targeted profitability, the Reverse Calculation IT-tool has to

be constantly updated by the BA.

For each milestone the BA only marks the corresponding “unit” cell and clicks the “add
actual status” button. The updated Reverse Calculation data is automatically copied into

the controlling sheet.
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Target Controlling: The Reverse Calculation as controlling tool (results)

The IT-tool does not only calculate deviations from the original Business Case but also requires

additional explanations in case any deviations occur

Target Controlling RC Mbeta Malpha MO SO M1 M3
Nestor
Lifecycle Lifecycle Lifecycle Deviation Description deviations Lifecycle Lifecycle Lifecycle
Total Total Total to Mbeta Total Total Total
Units 3.500.000,00 3.500.000 3.500.000 0 3.500.000 3.500.000 3.500.000
Target Turnover 603.000.000 603.000.000 603.000.000 0 603.000.000 603.000.000 603.000.000
Price (average) 172,29 172,29 172,29 0,00 172,29 172,29 172,29
Target Profit Total 45.225.000 45.225.000 45.225.000 0 45.225.000 45.225.000 45.225.000
Allowable Costs 557.775.000 557.775.000 557.775.000 0 557.775.000 557.775.000 557.775.000
Overhead | 7.839.000 7.839.000 7.839.000 0 7.839.000 7.839.000 7.839.000
Administration 7.839.000 7.839.000 7.839.000 0 7.839.000 7.839.000 7.839.000
Overhead Il 84.476.500 84.476.500) 84.520.500) 44,000 84.548.000) 84.548.000) 84.548.000
Development (indirect) 8.800.000 8.800.000 8.844.000) 44.000||Changes in direct R&D 8.871.500 8.871.500 8.871.500
Marketing (Pull + SF) 24.662.700 24.662.700 24.662.700 0 24.662.700 24.662.700 24.662.700
Selling Expense 28.160.100 28.160.100, 28.160.100) 0 28.160.100) 28.160.100) 28.160.100
SCM Costs 16.642.800) 16.642.800 16.642.800) 0 16.642.800) 16.642.800) 16.642.800)
Other COGS 6.210.900 6.210.900 6.210.900) 0 6.210.900 6.210.900 6.210.900
Directly Influenceable Costs (DIC) 465.459.500 465.459.500 465.415.500 -44.000 465.388.000 465.388.000 465.388.000
Product Related Costs (PRC) 31.870.000 31.870.000 31.443.000 -427.000 31.113.000 31.113.000 31.113.000
40.000 EUR extra expenditure to
Development (direct) 8.000.000 8.000.000 8.040.000] 40.000||enable JAVA gaming 8.065.000) 8.065.000) 8.065.000
467.000 EUR less marketing push
expenditure because of joint
Marketing (Push + HQ) 8.575.000 8.575.000, 8.108.000) -467.000| | campaign with operator 8.108.000 8.108.000 8.108.000
Service Costs 15.295.000 15.295.000 15.295.000) 0 14.940.000 14.940.000 14.940.000
Manufacturing Costs 437.010.000 445.165.000 440.755.000 3.745.000) 432.460.000 429.765.000 429.765.000
Manufacturing Costs per unit 124,86 127,19 125,93 1,07] 123,56, 122,79 122,79
Bigger battery and price decline in
BOM per unit 100,06 102,14 100,88 0,82||chipset 100,31 99,44 99,44
Variant Adder per unit 4,78 4,78 4,78 0,00 4,78 4,78 4,78
CC per unit 15,29 15,29 15,29 0,00) 13,74 13,74 13,74
Licences per unit 4,73 4,98 4,98 0,25 4,73 4,83 4,83
Target Cost Gap -3.420.500 -11.575.500) -6.782.500) -3.362.000 1.815.000 4.510.000) 4.510.000
Target Cost Gap per unit -0,98| -3,31] -1,94) -0,96) 0,52 1,29 1,29
EBIT (for comparison purpose) 41.804.500 33.649.500 38.442.500) -3.362.000) 47.040.000 49.735.000 49.735.000
EBIT in % of T/O 6,93% 5,58% 6,38% 7,80% 8,25% 8,25%
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9.6.3 The Reverse Calculation as controlling tool (results)

The Target Controlling IT tool then automatically calculates the deviation between the
actual Reverse Calculation and the Mbeta values.

In case any changes in the Reverse Calculation occurred, the BA enters a reason into the
corresponding cell. This enables the product realization team to follow up each change

and add a high degree of transparency to all of Nestor’s stakeholders in the organization.

To close the Target Cost Gap of about 1 EUR of the Nestor Camera alternative at Mbeta,
the product realization team initiates different measures. As the BA knows a lot about the
influencability of the cost positions used in the Reverse Calculation, he proposes cost
optimization measures not only on Manufacturing Cost level but also on the level of the
Directly Influencable Costs.

As it can be seen in the example, the product realization team managed to close the
Target Cost Gap by lowering e.g. Direct Marketing Costs significantly as a co-op
campaign was initiated with an operator. After taking a series of similar measures, the

Nestor Reverse Calculation now shows a profitability of 4,5 Mio. EUR over target.
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Development of the total TCG over time

B negative
@ positive

* The team should give a detailed reasoning for changes in the Target Cost Gap over time.

Illustration 9.32




9.6.4 Development of the Target Cost Gap

In order to clearly communicate the changes in the Target Cost Gap per unit, the BA uses
a graph which shows the developments over time. In case the Target Cost Gap per unit is
negative, a red bar indicates the under-fulfilment of the targeted profitability. In case the

Target Cost Gap per unit is positive a respective green bar will indicate this development.

The same logic is applied on the deviations between the milestones. Here the team and
the management can clearly see in which direction the product realization team managed

to influence the profitability.
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Development of Target Cost Gap per unit between MO and SO

W negative

@ positive

= BOM decrease through introduction of a new battery and a price decline in the core architecture of the
phone
= Through optimization of the phone concept, the conversion costs could be minimized

Illustration 9.33




9.6.5 Detailed changes in the Target Cost Gap per unit

As the BA likes to deliver the team additional information regarding the detailed reasoning
behind the changes in the Target Cost Gap per unit between milestones, he completes
another dedicated graph.

This graph enables the product realization team and the management to see the detailed
developments in the Reverse Calculation at first sight. If the deviation from the original
Target Cost Gap per unit is negative, a red bar indicates a negative impact of the change
on the targeted profitability. If the deviation from last milestone’s Target Cost Gap per unit

is positive a respective yellow bar will indicate this development.
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Target Controlling: Development of core components
The IT-tool provides the product definition team with the possibility to crosscheck whether the

actual BOM structure is in line with the cost corridors set by the market

Please fill in ! Mhbeta Malpha MO 50 Mi M2
Target PTS Il rel. E\ cimo= actual actual actual actual actual actual
Maodules ! BOM  importance |5 o E i3 o E BOM B0 BOM B0 B0 B0
[BSF, PCB, B- s80 | 67aw |2e54) 2705 2586 25,56 | 23,001 2300 23001 23001
COmponents)
Sensors & others 0,00 0,003 000) 0,00
Connectivity 3.1 13,013 P20 93E| 8,85 | 885 886 | 8,35 8,85 886 |
Camera 3,26 12,33 Al 10,00 10,00 10,00 10,00 .84 984
Display 23ET| 1839 | 2147 25,07
Memory 1811 TREER 1041 13.21)
accoustics 16,55 2109 P |V 1833
Battery 1971 0,003 16911 225
Delivery unit 2E1] LT3 224]¢ 233
Sum| 9257 100,002 AT 102,141 100,31 9944 102,441
Target = Actual = Actual = Actual = Actual = Actual = Actual
o o o o oM Bor =10
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9.6.6 Development of core module costs

In order to assess whether the product concept meets its targets on BOM level, the IT-tool
offers a functionality to compare the costs of each module with the Target Cost corridors

determined by Product Target Splitting.

In case the actual module costs fall below or exceed the Target Cost corridors, the
module value is automatically switches to red. The team can thus either increase or

decrease the cost share of Nestor’'s modules.

To enable a follow up of module price development, Mrs. P adds a comment if a deviation

from the target occurs.
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Target Controlling: Value Control Chart

In order to visualize the changes in the degree of compliance of the module structure of Nestor
with the Target Cost corridors (shown for M1), a graphical evaluation is provided

30€ 30 €

Basic needed Basic nefeded

parts parts d

25 € (BSE pEp D 25 € (8sF pde B

\com'por?;&s)/ componwsa/

H

Housi keoadn 20 € P E Ol .

20 € @ OW u spiay /a Ols

15 € 15¢€ /;
on ) emor
£l MXM/ 10 €
10 € /mﬁ;ctivity nectivity
5 € 5€ 1 ry Ty unit
er &
Delivery unit 0€

0€ o c'lSensors & others
Sensors & others 0€ 5€ 10 € 15 € 20 € 25 € 30 €

0€ 5€ 10€ 15 € 20€ 25€ 30€

Explanation

® Due to an 8% decline in camera prices (corresponding to a price decrease of 0,25 EUR)
the module camera now meets its market requirements.

® As display prices are still low for MD due to scale effects in procurement the value share of
this module is still below market requirements, whereas the display specifications meet
market demands
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9.6.7 The Value Control Chart

The IT-tool automatically calculates the Value Control Chart. Mrs. P can thus easily
communicate the actual results to her team and to the management whether Nestor’'s

module costs are compliant to the Target Cost corridors.

In case any violation of the corridors occurs, the corresponding values are marked with

red circles by Mrs. P and are explained in detail on the bottom of the communication slide.
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Target Controlling: The management cockpit per product

To facilitate the communication with the management, Nestor’s key controlling implications
(shown for M3) are aggregated into a management cockpit

Enthusiasm Model Reverse Calculation

Taget Gorirdling - ErthusizsmMocH fulfillert
o
2

g s

Fiddas
[Mearrese s @ siydlbesc i)

gt o G i o)

[Sepont g
Syt mcantado

[Poicgag
[Pokkabo ks et e sy

M negativ
@ positiv

[Estiemesgry

|Sprr e i cators o Ao

[Pk smossfeg lobmsvas)

(Uspadsactytire

ok sz sa)

e

laeda

|@rae s/ e asarizt

Value Control Chart Comments / Change Requests

soe ——— ® For SO the product concept meets its functional
se et requirements
20€ ouing i ® All Enthusiasm Features are in line with the market

environment

15€

10€ o ® No change requests since the last status report
nectivity

® Design well accepted in design test

5€ T mmw Ty unit

0€ &

Sensors & others
0€ 5€

10€ 15¢€ 20 € 25 € 30 €|
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9.6.8 The Management Cockpit

In order to give a clear overview on the Target Controlling activities, Mrs. P prepares the
Nestor's Management Cockpit for each milestone. There the management can see on first
sight all relevant implications from the Enthusiasm Model, the Reverse Calculation and

the Value Control Chart alongside the most relevant explanations and comments.

With the Management Cockpit Mrs. P can communicate her team’s achievements

transparently throughout the organization.
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Terminology

Allowable Costs

Alternatives Evaluation

Alternatives Generation

Average revenue per user

Average sales price

Basic Model

The Allowable Costs are determined by subtracting the Target Profit from the targeted turnover. The

Allowable Costs represent the ultimate cost limits on total expenditures for every planned product.

The Alternatives Evaluation is a tool to perform a standardized analysis of generated alternatives. Based

on measurable criteria different alternatives are evaluated and ranked using a scoring model.

The Alternatives Generation (AG) aims at identifying favorable product, module and component
alternatives which not only satisfy the requirements set by the predefined Window of Opportunity but
also meet the cost guidelines set by Reverse Calculation and Product Target Splitting.

The average return per unit is the average amount of money the operator can earn per sold mobile

phone.

The average sales price is calculated by multiplying the targeted monthly sales price with the targeted
monthly sales volume. The thus calculated values are then summed up over the entire lifecycle and

divided by the targeted lifecycle sales volume.

The Basic Model is a virtual phone only satisfying minimal requirements, providing a minimum set of
features for a given price point that are not weighted by the operator nor end-user. The features have to
be created as cost optimal as possible to increase the value share of Performance and Enthusiasm

Features
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Basic Requirement

Basis System Framework
(BSF)

Bill of Material (BOM)
Component

Target Costs for Modules

Directly Influenceable
Costs

Terminology

A Basic Requirement is a feature which reflects the minimum market demands of a product. These
features are included in all competitive products. A Basic Requirements is not explicitly demanded, but
expected as a matter of course by customers. If a Basic Requirement is not included in the product it

represents a strong argument against a purchase.

The BSF includes a decision on chipset, software and baseband. Further, the BSF sets a clear range of
what is technically feasible in the definition of the platform. The chipset comprises the application
processor, video accelerator, sound ringer as well as the ICs concerning digital and analog baseband,
RF transceiver and power management. The software comprises protocol stack [L1, L2, L3] the

operating system, tools and test-SW as well as a SW-reference implementation.
The BOM is the sum of all components of the part list of a product.
A component is the smallest physical entity that constitutes a mobile phone.

As result of the Product Target Splitting the Target Costs for modules are calculated. Therein for each
module a Target Cost is given reflecting the market demands. These Target Costs are the highest

allowed costs per module, which will be controlled by the Value Control Chart.

The Directly Influencable Costs are determined by subtracting the Target Profit and the Overhead /Il
from the targeted turnover. This cost position can be directly influenced by the product definition and

realization team.



Distributable costs

Dummy roadmap

End-user

Enthusiasm Model

Enthusiasm Requirement

Family

The distributable costs are the difference between the Target BOM and the costs for a Basic Model of a

specific price point. These costs can then be distributed by Product Target Splitting (market view).

The dummy roadmap orders the number of products per fiscal year. For every product the product
description, the product focus, a price and volume range, product class, target group and the theme are

indicated.
The end-user in the case of Target Costing at MD comprises the consumer and the retailer.

The Enthusiasm Model differentiates between Basic, Performance and Enthusiasm Requirements and
thereby helps to get market-focused product concepts and to allocate resources respectively.

An Enthusiasm Requirement is a feature which is unique and sometimes the final trigger for the buying
decision (USP). Enthusiasm Features are often innovations which become evident to the customers for
the first time. Working with lead users, identifying definite trends and thinking in “hard-fact” use cases
helps identifying Enthusiasm Features. Enthusiasm Features are a consistent extension of core

competences into product solutions.

The family definition includes the fixed decision on several mounting options.

» Electromechanics, antenna, speaker and microphone are fixed and specified.
« Connectivity features can be mounted optionally.

The definition of the family is the base for the definition of the final product.

SI E M E N s Terminology Seidenschwarz & C()lnp.



Functional roadmap

Functional Target Profile

Module

Cost-Module Matrix

Overhead |

Overhead Il

Pair wise comparison

Terminology

The functional roadmap monitors the development of product functions (not products or single features)

over time and thus links technological developments with market trends.

The Functional Target Profile is a curve used in the Enthusiasm Model showing the characteristics of all
product functions of a mobile phone. A functional characteristic can either be basic, performance or

enthusiasm.

A module is an integrated subassembly which comprises selected product components and has well
defined interfaces to other modules.

The Cost-Module Matrix defines the possible range of component alternatives for modules. The Target
Cost corridors for product modules act as filter to determine the range of allowable component

alternatives from the Cost-Module Matrix for every single product.
The Overhead | describes costs allocated to the division from corporate functions.

The Overhead Il describes costs related to the division that accrue for processes which are not directly

associated with the product. These costs are influencable by the business unit.

In a pair wise comparison all elements in a set of criteria are ranked on a pair-by-pair basis, two at a

time until all of the permutations have been exhausted.



Performance Requirement

Platform

Price Performance

Analysis

Product function

A Performance Requirement is a feature which is directly comparable to competitive products and thus
an important influence factor on the buying decision. A Performance Feature exceeds the characteristics

of a Basic Feature and is thus a typical “brochure information”.

The Platform definition continues the set of modules defined by the BSF. In terms of form factor, display,
camera, electromechanics and antenna, the platform definition sets a fixed selection of what will be
supported by the respective platform. A range of electromechanics is defined, setting the limits for
variation of the final choices on components. Furthermore a range of antennas is defined. Additionally
the shielding is fixed, a fixed selection of batteries is set and a range for the charger is defined.

The definition of the platform is the base for the definition of product families.

The main purpose of this kind of market research is to provide an in-depth insight into customer
motivations involved in the purchasing decision for a mobile phone. This kind of study is furthermore
used to obtain detailed information on relevant features and the users’ price willingness for future mobile

phones.

The scope of potential uses of a mobile phone is clustered into different, independent elements/tasks
(functional structure). Those elements/tasks of the functional structure are the functions of a mobile
phone. These functions have to be mutually exclusive and collectively exhaustive and are not to include

technical solutions.

SI E M E N s Terminology Seidenschwarz & C()lnp.



Product idea

Product Related Costs

Product roadmap

Product Target Splitting

Proposition

Purchasing criteria

Reverse Calculation

Terminology

The product idea shows a very first and rough definition how to realize and meet the targets defined in

the proposition, the target market and the target positioning in course of the Window of Opportunity.

Product Related Costs are costs that accrue by decisions of the product manager and his team. Cost
transparency depends on the accuracy of cost allocation to processes.

The product roadmap defines all products for a fiscal year and will be approved by the management at

Malpha. The product is described in detail and the features of the product are finalized.

The Product Target Splitting provides a methodology to break down a Target BOM for a product at a
given Window of Opportunity into Target Cost corridors for product modules according to operator and

end-user requirements.

A proposition reflects the mission of the phone. The question “why are we making the product?” will be

answered by stating the key story, the key timeframe and the key region of the phone.

Purchasing criteria are the main criteria indicating the reasons why end-users purchase a mobile phone.
This set of criteria has to be mutually exclusive and collectively exhaustive.

The Reverse Calculation is a tool that enables a market-oriented product calculation. Therefore it starts
with the relevant price, volume and profit targets to derive the Allowable Costs. This overall cost target is

then split into cost categories that are structured according to their influenceability.



Target BOM

Target Controlling

Target Controlling Cockpit

Target Cost corridor

Target Cost Gap

Target Profit

The Target BOM is calculated by the Reverse Calculation and reflects the maximum allowed BOM value

for a product concept. It reflects a situation with a Target Cost Gap of zero.

Target Controlling ensures an adequate implementation of product concepts after concept freeze. This
comprises a consequent controlling of the defined market fit of the product concepts, a monitoring of key
business data at predefined intervals as well as a crosscheck of the congruence between module

valuations with market demands.

Overview slide comprising the most important Target Controlling information after concept freeze of a
specific product.

A Target Cost corridor describes the maximum and the minimum border of possible allowed costs for

every module of a mobile phone.

The Target Cost Gap shows the degree of congruence of the present financial product planning with the
Target Profit. In case the Target Cost Gap is positive, the product earns more than its targeted margin,
in case it is zero it earns exactly its Target Profit or if it is negative the product does not reach its
targeted profitability.

In order to determine the profit targets for each individual product, a group profit target structure has
been developed and agreed by the management. Based on this the Target Profit for each individual
phone can easily be concluded.

SI E M E N s Terminology Seidenschwarz & C()lnp.



Terminology

Value Control Chart A graph setting the framework for allowable costs of phone modules. This graph is characterized by an

upper and a lower cost limit.

Window of Opportunity The Window of Opportunity as part of the Enthusiasm Model is providing the framework for a consistent
product definition in a certain period of time. Therefore it defines the proposition of the product, the

target market, the target positioning in the portfolio and a first product idea.



