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1. Introduction 

1.1 Mass Customization 

Product development is facing new challenges. In the last couple of years product markets are shifting 
from sellers to buyers markets and many companies are searching for new ideas to enhance their 
profit. “Individual configuration” and “product variants” are two of the key-words which seem to 
address this problem. The growing number of variants has become a significant problem in highly 
integrated and complex products of mechatronical engineering.  
As a consequence, made-to-order strategies like mass customization try to combine the aspects of craft 
production and mass production systems, to create a high volume of varied products, with high quality 
at low costs [Ishii 1995]. The goal of mass customization is to get more personalization at mass-
production prices by taking advantage of recent improvements in technology. While this concept has 
started and already is implemented in the apparel industry, processes, methods, tools, strategies, and 
principles have to be adapted and developed for mechanical engineering [Lindemann 2003]. 
Regarding literature of mass customization from product development perspectives, the aim is to 
design a well-balanced product variety in the preliminary stages [Piller 2001]. Later, the customer has 
the possibility to configure an individual product from a variety of stock parts and modules. 
Standardization and modularization lead to low costs, similar to mass-production. However, this 
procedure does not sufficiently fulfill the central idea of customization: it does not focus on the 
individual customer. 
Acting as a “co-designer”, a customer can develop her or his own “personal solution” which merely 
goes beyond a combination of standard parts and modules. This is truly the most advanced 
embodiment of mass customization. In addition, successfully fulfilling customer wishes with a 
personal product presents an entirely new value proposition. This requires a comprehensive and 
integrated approach covering different aspects such as business administration, production and 
logistics, as well as product development. Thereby, product development might be divided into 
structure planning, i.e. the predominantly and customer independent preliminary development, and the 
adaptation processes, i.e. the derivation of the individualized product [Lindemann 2003]. 
This paper concentrates on the product development and focuses on target costing in mass 
customization. The paper proposes implementation of a target costing model and discusses the 
differences to ‘conventional’ target costing. The second part of this paper is the presentation of a cost 
estimation tool that has been developed for estimating the design and production process-costs during 
the product adaptation.  
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1.2 Characteristics of individual design 
Considering mechatronical consumer products, the sample product of our research work is a 
commercial high pressure washer. Figure 1 presents this high pressure washer with different 
customization eventualities. This example reflects different characteristics of mass customization and 
exemplifies that they are not mutually exclusive but rather complementary. The picture summarizes 
four possible customization characteristics: 1) Design-Customization, e.g. the customer wants to adopt 
his favorite color for the product-body, 2) Form-Customization, e.g. the customer needs a special 
geometry according to storage issues, 3) Function-Customization, e.g. the customer wants less 
functions to save money or he needs more functions for special applications, and 4) Fit-Customization, 
e.g. personal anatomy requires additional modifications. 

 

Figure 1. “Mass customized high-pressure washer” 

Not presented is the potential to satisfy customer wishes and needs by personal services like financing-
service, 24h repair-service etc.  
But what exactly is the difference of the mass customized (mechatronical) product to a conventional 
product? There are several distinguishing marks: 1) The mass customized product is a bundle of 
physical products and service-offers, 2) the product variability will not be determined completely 
during the planning phase due to the customer’s co-design, 3) thus causes individual components 
which have to be adapted to individual customer wishes and needs, 4) thereby the conventional 
product development process has to be divided into a product planning phase and a product adaptation 
phase.  5) Eventually the mass customized product price is comparably low at serial production level. 

2. Competitive pricing with target costing 

2.1 Target Costing in mass customization 
Target Costing is a management strategy and supports methodologies to achieve an affordable product 
by treating target cost as an independent design parameter that needs to be achieved during the 
development of a product. As shown by Ehrlenspiel [1998], approximately 70% of cost of the product 
on the company is determined during the planning and the design stage. Considering the cost 
determination, it is important to set target costs during the development stage to prevent the product 
from “over-engineering”. 
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The general goals of target costing within mass customization are almost the same as published in 
target costing literature, such as: 1) Price led costing, 2) Focus on Customers, 3) Focus on Design, 4) 
Cross-Functional Involvement, 5) Life-Cycle Orientation, and 6) Value Chain Involvement [Horváth 
2002]. The main differences and also new aspects arise by the implementation of target costing into 
the previously mentioned mass customization design processes with the product planning and the 
product adaptation process.  
The product planning process puts up a product structure, which is essential for the following 
adaptation process. The product structure contains various objects e.g. degree of freedom of customer 
wishes, basic requirements, concrete product components and the possibilities of realization in 
concrete specifications. The main goal for target costing during the product planning process is to 
define and to control the monetary environment of the product structure and its objects. In contrast to 
‘conventional’ target costing it is not only one singular product which has to be considered, but the 
whole product spectrum, i.e. many different product customization alternatives. Another aspect is that 
it is impossible to consider every customization possibility within the product spectrum and vice versa 
with target costing. Nevertheless, target costing must enable planning and control of overall costs in 
the product spectrum.  
The second part of the development process is the individual adaptation process in interaction with the 
customer. Until then, the structure developed in the preceding process part is accessed so that complex 
relationships do not require re-mapping in this time-critical phase. Furthermore, the necessary real-
time analysis of customer choice, e. g. analysis for plausibility, is based on the existing structure of the 
product spectrum developed in the process of structure planning [Pulm 2003]. However, additional 
design tasks can not be eliminated and have to be completed due to unpredictable customer wishes. In 
this case, setting up target costs is necessary to regulate the adaptation process efforts in a cost-value 
manner. Even early evaluation of costs provides a basis for decisions whether continuing the 
adaptation, i.e. the customer agrees with the product price, or not. 
These two stages of the mass customization design process require both a new flexible and a semi-
automatic approach of target costing in order to achieve competitive prices for the mass customized 
product. 

2.2 Implementing target costing in mass customization design processes 
In order to implement target costing into the design processes of mass customization, a model has been 
developed (s. Figure 2). On the one hand, this model contains the product life-cycle modified to mass 
customization and on the other hand the concept of target costing for customized products. This 
clarifies once again the importance of the life-cycle orientation and also illustrates the inputs and 
outputs of the target costing concept over different periods of time.  
The life-cycle of mass customized products begins with the market research phase and ends with the 
product return phase. In between, the life-cycle contains the product planning phase, the customer 
reception phase, the product adaptation phase, the production phase and the service phase. The 
illustration also emphasizes the modified product development process. Among other aspects, the 
individual customer (e.g. customer reception) is an essential part during the engineering process and 
requires new approaches in costing methods. 
The target costing model (s. Figure 2) consists of two layers (Costing Level I & II); whereas the 
second layer builds on the results/information of the first layer. This principle of ‘cost-cascading’ 
builds up extensive cost information during the product planning process and reduces calculation time 
during the time critical product adaptation by accessing the preceding calculations. However, the 
reduction of calculation time is dependent on the degree of recognition of the customer wish. In case 
of an unpredicted customer wish, standardized or semi-automated costing procedures have to be 
started during product adaptation (Level II), e.g. checklists, computer aided tools etc. A first approach 
of a computer aided cost estimation tool will be presented in the following paragraph. 
The overall goal of Costing Level I is to set up target costs in the product planning phase and to 
manage the monetary environment. Hereby, the target costing starts with the target price acquired by 
market research and puts up a target costing frame containing all objects of the product spectrum, e.g. 
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degrees of freedom, standard components etc. The last step is to maintain the target costs during the 
planning phase by taking measures in case of deviation of target and actual costs. 
As mentioned, the Costing Level II builds up on the cost calculation of Level I. In contrast to the first 
level, target costs are dominated by the individual customer. This causes the setup of individual target 
costs. 
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Figure 2. “Model of Target Costing for individualized products” 

Once the targets are known the costs have to be decomposed down to components, adaptation and 
production processes in order to control the customization efforts. Last but not least, it is also 
important to maintain the individual target costs. 

3. Cost estimation for customized products 

3.1 Requirements of the calculation tool 
There are many objectives the tool has to cope. Each mass customized product is characterized 
through its overall costs. The main demand of the tool is to calculate the known cost factors based on 
the data of completed projects or on the personal experience of the user. The result will be the 
estimated costs of the customized product and the level of forecast uncertainty for the overall costs as 
well as for the direct costs. The forecast uncertainty is comparable to the Risk Priority Number (RPN) 
of the Failure Modes and Effects Analysis (FMEA) methodology, and identifies factors such as main 
costs activities, strategic project activities, uncertainty cost factors etc., and keeps the control of the 
whole estimated costs repartition. It is a mathematical product of cost estimation impreciseness and 
the cost-proportion of each activity relating to the overall costs.  
Further the integration of overhead costs has to be realized by integration both, the product and 
process costs in the calculation. As far as there are many common activities for product development 
projects similar from project to project, the tool can be used as a check-list where all obligatory 
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activities are already stored and can simply be adapted for the current case. It will help not only 
reducing the volume of work but also to standardize the description of planning or adaptation 
activities. It is very important that all of the data from the previous projects can be used as a basis of 
information for the future work. The tool requires access to information on completed projects, e.g. 
already known costs, obligatory activities, existing components, etc. It uses this information for new 
customization projects and again stores them as a future source of information. 
In the early design phases, decisions have to be taken rapidly. For this reason, the tool has to offer 
good visualized and easily interpretative results, which are understandable without special training of 
users. Meaning navigation through the whole cost structure, its manipulation and interpretation must 
be intuitive and clear. It is the only way to keep control over the whole project, its costs and activities 
structure. 

3.2 Implementation of the tool  
The tool was created by means of MS Access and Visual Basic. It consists of two main parts: the 
front-end, which is individual for the each customization project, and the back-end, where all 
information from previous projects is stored. The GUI of the tool can be divided into three main parts 
with its functionalities (s. Figure 3). 

I

IIIII

 

Figure 3. “The overall GUI of the tool” 

Costs visualization area (I): The whole structure of the project activities is visualized in order of a 
hierarchical flow tree. All activities can be manipulated (delete, activate, hide, show) in order to 
represent exactly the project structure. The estimated costs and its forecast uncertainty are given for 
each activity. The color indicators are used to visualize the different levels of uncertainty; it allows 
concentrating user’s attention on the critical activities. It is similar to visualization in other technical 
software solution like IT-supported FEM-analysis. Because of the high quantity of activities which 
can be involved in a project there is danger of user’s overwhelming with data and as a consequence 
loss of the overall view. For this reason, the tool offers two different visualization modes of the project 
structure (s. Figure 4). The detailed structure view contains a comprehensive amount of information 
but needs a lot of scrolling in the case of large projects. The compact structure view allows identifying 
the critical modules immediately as result of its simplified data representation.  
Costs Calculation Area (II): This part of GUI contains the detailed information of calculations and its 
parameters. Based on the input data costs and uncertainty of each activity will be calculated. There are 
different ways to evaluate the input information, e.g. according to personal estimation, statistical data 
from previous projects or costs repartition laws. At the moment only the first calculation method is 
realized. 
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Figure 4. “Detailed structure (left) and compact structure (right)” 

Activities Vault (III): All activities from previous projects are shown in a hierarchical form in this 
vault. Users have access to the enterprise information basis helping them to use existing information 
and avoid doing old calculation mistakes. Preventing from skipping essential activities, the user is 
guided through the obligatory project activities (check-list function) or can use the existing activities 
of previous projects. It is also possible to create new activities, to delete the old ones or to group 
activities in different modules. 

3.3 Development possibilities 
The created prototype can already be used for project calculations. Nevertheless, additional 
functionalities have to be developed in the future. Some further improvements include new calculation 
modes, e.g. evaluating the project costs with the help of different methods to check the correlation of 
the calculation result, new data visualizations to analyze the project with charts, e.g. abc-analysis etc. 
Further activities include the interaction with MS-Project. 

Acknowledgement 
We thank the Deutsche Forschungsgemeinschaft (DFG) for funding this project as part of the collaborative 
research centre "Production of Individualized Products Close to Customer Markets". 

References 
Ehrlenspiel, K., Kiewert, A., Lindemann, U., “Kostengünstig Entwickeln und Konstruieren“, Springer Berlin 
1998. 
Horváth, P., “Strategieorientiertes Kostenmanagement in der Produktentwicklung“, Virtual Engineering and 
Rapid Prototyping, Forschungsforum sfb374, Stuttgart 2002. 
Ishii, K., Juengel, C., Eubanks, F., “Design for product variety: key to product line structuring” ASME 
conference, Chicago 1995. 
Lindemann, U., Baumberger, C., Freyer, B., Gahr, A., Ponn, J., Pulm, U., “Entwicklung individualisierter 
Produkte“, Marktchance Individualisierung, pp. 13-29, Springer Berlin 2003. 
Pulm, U., Maurer, M., Lindemann, U. “Early evaluation of product properties for individualized products” 
Proc. of the 2003 World Congress on Mass Customization and Personalization, Technische Universitaet 
Muenchen, Munich 2003. 
Piller, F., “Mass Customization. Ein Wettbewerbskonzept für das Informationszeitalter”, Gabler Wiesbaden 
2001. 
 
Dipl.-Ing. Andreas Gahr 
Product Development, Technische Universitaet Muenchen 
Boltzmannstrasse 15, 85748 Garching, Germany 
Tel.: +49 89 289 15126, Fax: +49 89 289 15144 
Email: gahr@pe.mw.tum.de 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>







    /HEB (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


