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Abstract 
 

High production costs, an increase in the share of indirect and fixed costs, a large number of business 
processes and other factors do not allow Russian industrial enterprises to compete on prices in the foreign 
market, flexibly respond to demand in the industry. This prevents them from integrating into global value 
chains. The question of calculating the cost of a unit of production remains unresolved, in terms of a 
competent and reasonable distribution of indirect costs. In this regard, there are difficulties with the 
implementation of the method of target calculation of production costs, which has been widespread in recent 
years at enterprises in China, Japan, Europe and other countries. That is why the author aims to develop an 
algorithm for target calculation of the cost of production based on a process approach to cost management. 
The process approach to cost management is currently the most comprehensive, covering all cost 
management functions, allowing you to link existing business processes with the production of specific 
types of products, reduce costs. The process approach to cost management correlates with the principles of 
lean manufacturing, greatly simplifies the procedures for their implementation and implementation due to 
the competent building of the value chain. This allows you to minimize the costs of the enterprise by 
eliminating unnecessary operations, reducing the need for resources, and, most importantly, maintaining 
the competitiveness and the pace of sustainable development of the enterprise, despite the constant 
challenges and crisis changes in the socio-economic component of the global environment.   

 
2357-1330 © 2021 Published by European Publisher. 

 
Keywords: Cost factors, cost management, process approach to cost management, target costing  

  



https://doi.org/10.15405/epsbs.2021.04.02.17 
Corresponding Author: I. A. Naugolnova 
Selection and peer-review under responsibility of the Organizing Committee of the conference  
eISSN: 2357-1330 
 

 136 

1. Introduction 

Russian industrial enterprises need modern and effective tools and methods of cost management, 

since their products are currently not competitive, especially in the global market segments. According to 

the results of the last five years, Russia is in the late 20s in the rating of the leading states of world trade, 

the share in world trade does not exceed 2% (Credinform, 2019). In this case, the export of raw materials 

is taken into account here. In modern conditions of high competition, a decrease in the purchasing power 

of the population, the selling price is becoming the most significant factor in the competitiveness of an 

enterprise. The buyer dictates at what price he is ready to purchase the goods. Against this background, 

targeted costing is becoming very popular. Target costing is a customer-oriented method for calculating 

target cost indicators. It is widely used by Japanese companies, but in recent years it has also become 

actively used in China, Europe and the United States (Stadtherr & Wouters, 2021). 

Target calculating is actively used in the design of new products (Wouters et al., 2016; Wouters & 

Morales, 2014). Currently, research is actively underway to take into account R&D costs in the target 

costing of developed products (Stadtherr & Wouters, 2021). The calculation of cost targets is applied not 

only for the enterprise as a whole, but also for individual business processes and industries (Li et al., 2020). 

The general algorithm for determining the target cost of production is as follows: 

- determining the target price that consumers are willing to pay for the product; analysis of the cost 

of competitive products; 

- calculating the size of the target profit, setting the target cost of production; 

- the ratio of the value of the target cost to the actual; 

- development of measures to reduce the cost of manufacturing products and achieve target 

indicators. 

The first step requires a market analysis that determines the value of the product from the customer's 

point of view. This value is set on the basis of functions and attributes (functionality), i.e. in the form of its 

differential value compared to competitive products and the price of these products. The calculation of the 

target profit is based on information about the required investments, strategic plans of the company. This 

is then broken down into profit targets for each product, which are subtracted from the target prices to 

determine the target cost values. 

Next, it is necessary to compare the values of the target and actual cost, in some cases - with the 

standard. If the actual cost exceeds the target cost, a detailed factor analysis is carried out by cost item and 

measures are developed to reduce the company's costs and achieve target indicators. The main characteristic 

of target costing is the use of a team approach to achieve the target cost. The new product team includes 

designers, engineers, purchasing, manufacturing, marketing, and management accounting. Their goal is to 

achieve the target price set for the product at a given level of functionality and quality (Ma2business, 2014). 

The main advantage of target costing is its use already at the planning and product design stage. In 

theory, the target costing method sounds quite simple, in practice, enterprises, in particular Russian ones, 

are faced with the problem of calculating the cost of a unit or batch of products. The applied approaches to 

calculating the cost of production do not allow to correctly distribute indirect costs per unit of production. 

The growing number of business processes, fixed and overhead costs exacerbate the situation. The process 

approach to cost management allows to solve the problems of competent costing. The process approach to 
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cost management and the implementation of its tools will significantly optimize the level of companies' 

expenses, build a company's assortment policy based on profitability indicators, make a significant 

contribution to the development of the Russian processing industry, and allow domestic enterprises to take 

a significant share in global value chains.  

 

2. Problem Statement 

Traditional approaches to managing costs and calculating the cost of a unit of production at Russian 

enterprises do not meet modern requirements. Accounting methods for recording and allocating indirect 

costs distort information about the real cost of a particular unit of a product. Widespread cost management 

methods such as direct costing, standard cost also does not allow solving existing problems. The number 

of business processes at enterprises is growing, the share of overhead costs is constantly increasing. Now 

it can exceed half the cost, whereas in the days of Henry Ford it was interest. The imperfection of 

management accounting does not allow enterprises to reduce production costs as efficiently as possible. 

For this reason, Russian industrial enterprises are most often not competitive on the world market. 

 

3. Research Questions 

Russian enterprises are in a situation where target costing is a necessary method that requires 

implementation. This is necessary for successful integration into global value chains and increasing its 

competitiveness in the global market. In this regard, the author has set the task to describe the structural 

and logical algorithm for calculating the cost of production. This algorithm is most effectively implemented 

with a process approach to cost management. For the implementation and implementation of a process 

approach to cost management and the implementation of targeted costing of products, it is necessary to use 

an accurate system for measuring costs and analyzing variances. According to the author, it is advisable to 

evaluate deviations of actual costs from target costs by cost factors, in the context of business processes 

within each cost element. Therefore, the task is also set to systematize the factors that determine the level 

of production costs. 

 

4. Purpose of the Study 

The ongoing research is to develop and describe an algorithm for target costing with a process 

approach to cost management, aimed at: 

 - practical implementation of target costing in industrial enterprises; 

 - optimization and justification of the value of manufactured products in order to integrate Russian 

industrial companies into global value chains. 

This requires: 

 - to systematize the factors that determine the level of production costs; 

 - describe the cost accounting algorithm in the process approach to cost management; 

 - to develop an algorithm for target calculation of the cost of production with a process approach to 

cost management. 
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5. Research Methods 

The study takes into account the technological and digital capabilities of Russian industrial 

enterprises in relation to the separation, construction and reengineering of business processes and the 

calculation of production costs. The most widespread in Russia are functional modeling methodologies 

IDEF0 (ITteach, 2020), ARIS (Frolov, 2019), graphic notations VAD, SIPOC, BPMN (Koptelov, 2020) 

and other, designed to highlight and describe business processes. On their basis, it is very effectively 

possible to link business processes with specific types of products, track the value chain, optimize the 

number of operations performed, and reduce the duration of the production cycle. 

The calculation of the actual, standard and target costs can be carried out on the basis of standard 

accounting programs. In the process of designing new products or improving products, it is recommended 

to resort to layer-by-layer cost analysis and engineering. Layer-by-layer analysis (also known as reverse 

engineering) is the detailed study of a competitor's product in order to identify opportunities for 

improvement and / or cost reduction. The main goal is to get a rough guide to the cost of the product and 

compare it with your own costs of creating it. Cost engineering (also known as cost analysis) is a systematic 

complex analysis of factors affecting the costs of a product or service, which is carried out in order to 

develop a sequence for the release of this product with a given standard of quality and reliability and within 

the target costs. The goal of cost engineering is to achieve target costs by: 

 - identifying those characteristics of the product that can be improved by reducing costs without 

compromising the functional purpose of the product; 

- removing unnecessary functions from the design that make it more expensive, but for which 

consumers do not want to pay. 

Cost engineering requires the use of a cost functional analysis. 

   

6. Findings 

Target costing is impossible without an accurate cost measurement and variance analysis. For this, 

cost factors must be identified that largely determine costs by type of activity (product), broken down by 

business processes. To improve the efficiency of the analysis of deviations from the target costs, it is 

advisable to systematize them into their constituent elements (material costs, labor costs, insurance 

deductions, depreciation deductions, and other costs). The author proposes the following model of 

systematization of factors that determine the level of production costs (Table 1). 

 

Table 1. The main factors determining the level of production costs at industrial enterprises of the Russian 

Federation 
Classification attribute Factor Cost element Business process 

1. Material costs Main business 
processes 

Procurement The cost of raw materials and materials, purchased 
components, production services 
The share of imported components, raw materials, 
materials purchased for foreign currency 
The cost of fuel and energy resources 
Terms of supply of raw materials and materials 
Others 

Production Production scale 
Material consumption of products 
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The degree of automation of production processes 
Standardization of production processes 
Others 

Storage Qualitative characteristics of warehouses 
Utilities cost 
Others 

Sale Qualitative and quantitative characteristics of 
packaging 
The cost of packaging materials 
Others 

Delivery Delivery terms 
Cost of fuels and lubricants 
Others 

Management 
processes 

Strategic management, financial 
management, marketing, quality, 
personnel 

The size of the need for administrative and 
management personnel in consumables, not 
depreciable property 
The cost of such materials and property 
Others 

Supporting 
processes 

Administrative, legal, IT support 
and communications, security 

The needs of the enterprise related to the maintenance 
and operation of fixed assets and other environmental 
property 
The cost of such costs 
Others 

2. Labor costs Basic processes. 
Management 
processes. 
Supporting 
processes 

Applies to all processes Salary intensity of products 
The level of salaries in the market by category of 
personnel 
Cost of living 
Employee qualifications 
Number of employees 
The system of payment and labor rationing 
Others 

3. Insurance 
deductions 

Basic processes. 
Management 
processes. 
Supporting 
processes 

Applies to all processes The size of the wage fund 
Number of employees 
Insurance premium rates 

Others 

4. Depreciation 
deductions 

Basic processes. 
Management 
processes. 
Supporting 
processes 

Applies to all processes The size of the real and actual needs of the enterprise 
and its individual divisions in fixed assets for the 
implementation of processes 
Initial and book value of equipment 
Depreciation method 
Others 

5. Other 
expenses 

Basic processes Procurement Terms of supply of raw materials and materials 
according to INCOTERMS 
Amount of customs duties, port and airfield dues 
Others 

Production The degree of provision of the enterprise with fixed 
assets 
The cost of rental and lease payments 
Others 

Storage Product dimensions, conditions and terms of storage 
of raw materials, materials, finished products 
Others 

Sale Frequency of advertising campaigns, individual 
events 
Cost of advertising campaigns and events 
Others 

Management 
processes 

Strategic management, financial 
management, marketing, quality, 
personnel 

Organizational structure of the enterprise 
The level of automation of management decisions 
Tax system 
Carrying out and cost of staff training, professional 
development 
Others 

Supporting 
processes 

Administrative support The cost of stationery, postage, telephone and other services 
Legal support Cost of third-party legal and notary services 

Others 
IT support and communication Cost of IT support and communication 

Others 
Security Security cost (fire, burglar, etc.) 

Others 
Development 
processes 

Technology development, project 
management, quality, etc. 

Availability and cost of R&D, test work, work to improve 
product quality 
Others 
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The list of factors can be more deeply detailed, expanded and changed depending on the capabilities 

of cost accounting and the specifics of the enterprise. The general sequence of cost accounting in the process 

approach to cost management is shown in the figure (Figure 1). 
 

 
  

 

 

 
Figure 1. General sequence of cost accounting in the process approach to cost management 

Source: author. 

 

The algorithm for target costing when applying the process approach to cost management is as 

follows (Figure 2). 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Figure 2. The algorithm for target costing when applying the process approach to cost management 

Source: author. 

 

The systematization of the factors that determine the level of production costs allows not only to 

competently develop measures to reduce costs by elements, but also to compare business processes with 

the production of a specific type of product. Consequently, such a systematization of factors is a tool for 

distributing costs by processes, including indirect costs, and then by types of products. The target costing 

1. Accounting and documentation of direct costs by item 3. Accounting and documentation of indirect costs by item 

2. Distribution of direct costs by processes 4. Distribution of indirect costs by processes 

5. Distribution of costs by types of products, taking into account work in progress for a specific period of time 

6. Calculation of the unit cost 

Determination of the target selling price Allocation and description of business processes 
with reference to the production of a specific type 

of product 

Calculation of the size of the target profit, setting 
the target cost of production 

Accounting for the production costs of each type 
of product according to the algorithm presented in 

Figure 1 

The ratio of the target cost to the actual 

Factorial analysis of the deviation of actual costs 
from target costs by business processes and cost 

elements (Table 1) 

Development of measures to reduce production 
costs and achieve target indicators 

Implementation of the developed measures 

Analysis of 
products and 

prices of 
competitors 

Assessment of 
supply and 

demand 

Opportunity 
assessment 
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process is permanent. Achieving the target selling price is not the only goal, it is necessary to strive to 

increase the company's profits, therefore, constantly work towards optimizing cost items. 

   

7. Conclusion 

When introducing target costing in an industrial enterprise, an integrated approach is important. 

Each stage of the target calculation algorithm presented in the algorithm in Figure 2 is important and must 

be carefully worked out by a team of specialists. Competent distribution of costs by elements within each 

business process, analysis of cost factors is the key to effective work to optimize the level of costs in the 

enterprise and achieve target indicators. Modern digital technologies, graphic notations allow you to 

describe business processes and relate them to the production of specific types of products. It is advisable 

to identify business processes based on the value chain (Naugolnova, 2020). The products of Russian 

industrial enterprises, as a rule, are of relatively high quality. Achieving competitive prices will give 

enterprises the opportunity to integrate into global value chains, increase market share, increase their 

efficiency, and have a positive effect on export volumes. 
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