Total Cost Management

An exploration of strategic areas of total cost management (TCM) system in the light of globalization

We have now whether entered up to an era of liberalization. The liberalization process has opened the doors of economy and in the globalised economic environment; it is necessary to protect the interest of consumers, investors, company and the country as a whole. In liberalized economy, there is no role of traditional management in corporate world, Now, only the professional management are required control the present day organisation.

Cost Management:

Cost management of integral part of profit planning and total management of an enterprise. A cost management system is a management planning and control system with the primary objective of producing quality foods and services at the lowest possible cost, It is a dynamic management accounting which identifies, plans and controls resources consumed in achieving certain activities, with the effectiveness of utilizing these resources and suggesting the alternative courses of action. 

In broad terms, cost management, as a highly multi disciplinary profession, deals with all aspects of cost pertaining to human as well as inanimate resources like capital and revenue and above all, the management of “TIME” as an, non-replenishable, commodity. Thus cost management is oriented towards innovative and better management of the cost of Men, Materials & Machines including Methods (Techniques) & Minutes (Time).

Twin canons of performance

The globalization process has changed the focus of business and industry all over the world. Customer satisfaction is the driving industry al over the world. Customer satisfaction is the driving force of all economic activity. After liberalization the two major factors, which have DIRECT bearing on corporate performance, are:

(a) Quality, and 

(b) Cost

In this liberalized, competitive economy, cost has once again become the buzz ward. Quality and cost are the twin canon, which will determine whether the enterprise will grow or whither away. As competition hots up, these two forces will receive sharper focus and emphasis.

New concepts & ideas in tune with the needs of the time

In today’s highly competitive business environment, companies need to identify and measure those strategic activities, which are creating future financial success. Traditional measurement systems and measures of performance often fail to provide the information of manage a business. The recent concept and ideas may be presented as follow:
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Cost Management System: an integrated new vision

Several management analysis and decision processes involving value analysis, process analysis, quality management, all get integrated into a total cost management system. As a corollary, the decision arising out of such a system get integrated with the business management decision. That is how the modern Cost and Management Accountant today becomes not only a member of the management team but also strategic manager himself. The strategic areas of cost management system, which require more skill and experience, are identifies as follows: - 

(a) Activity Based Costing (ABC)

The main principle of Activity Based Costing states that activities cause and to control costs, the activities must be controlled. Under ABC of overheads, the activities are identified, the expenses related to each activity are clubbed together to get activity-wise expenses, a cost driver for each activity is selected and finally the cost of the product is worked out. Traditional cost accounting measures what it costs to do a task, whereas ABC records the cost of not doing also. The system monitors activities more closely, relates costs to activities and bring in cost effectiveness. This system of costing makes a great impact on the service sector also.

(b) Target Costing
In the past the operating practice was to fix price as:

Price = Cost + Profit

But in the global market the customer will dictate the price and features that he will be looking for. Target costing is a new attempt in which cost is the difference between the price expectation of the customers and margin expectations of the corporation entities. 

Cost = Price – Target Profit

(c) Total Quality Management (TQM)

There is no fixed standard for quality, as it is constantly, undergoing improvement and up gradation. Quality at the lowest possible cost is the basic foundation upon which economic progress depends as such it has become the slogan of modern economics. Total Quality Management (TQM) is a business philosophy that seeks to instill in all personnel of an organization a collective responsibility for maintaining impeccable quality standards. The TQM approach talks of quality not merely at the final stage of the external 

customer but essentially at every stage in the process. TQM gets it s formal recognition by way of ISO 9000.

Continuous quality improvement is the new basis for building competitive advantage in an industrialized economy. The US experience demonstrates that individual companies, even whole industries using traditional financial controls, have lost to competitors organized around continuous improvement at strategic and operating levels. The management have now realized that the cost of improving quality is much smaller when compared to the cost of improving quality is much smaller when compared to the cost of not having quality systems. The major benefit of TQM comes in substantial reduction in the cost of quality and an increase in the level of quality.

In the chart, the cost of prevention and appraisal are described as cost of conformance and the cost of internal and external failure are taken, as cost is non-conformance. The cost of quality is the sum total of these two. There is an optimum level at which total cost 

is lowest. Strategic Cost Management and monitoring its ramifications in every aspect of an enterprise is a must for assuring such a quality culture.

(d) Bench Marking

Defined as a continuous information sharing process, adopted by an organization internally and externally to identify its strong or weak points against the toughest competitors, to improve the activities carried out and services provided by it. The benchmarking exercise has five essential steps-identifying key variables for bench marking, selecting comparative companies gathering required data evaluating and interpreting the performance gap, and improving the performance to achieve world-class operations.

In order to effectively benchmark, it is vital to determine the real quality difference and comparison must be made in at least following essential areas:

(i) Cost of product/service

(ii) Cycle line or productivity,

(iii) Standards of performance achieved, and 

(iv) Attributes/features.

Conclusion

Now the time is right for cost and management accountants to leave the seat of scorekeeper as they has been relegated to so far due to lack of long term vision in the overall policy frame work. After all, all that glitters is not gold. To be real gold the whole organisation need to change its mindset. To remain competitive, firms will have to streamline operations eliminate waste, adopt a commitment to total quality and judiciously incorporate commitment to total quality and judiciously incorporate advanced technologies as a part of Total Cost Management System. Unless they respond imaginatively in terms of better-cost management they will not be able to serve in Globalised Economic Environment.

