	Welcome to the guided example for the self-study problem from Chapter 13 -Cost Planning for the Product Life Cycle

The requirements in this self-study problem will be asking you to analyze two market segments of a company and identify additional information you would want to help support the analysis. 

	Since the requirements ask you to draw from whatever concepts you think are appropriate, you might find that every learning objective is relevant, however, this suggested answer draws primarily from 
· Describing how life-cycle costing facilitates strategic management
· And outlining the objectives and techniques of strategic pricing

With this information in mind, let’s look at the facts in the case.

	Best Brand Lighting Inc. (BBL) manufactures lighting fixtures. The two major markets for BBL products are major retailers, including Home Depot, Wal-Mart, and Kmart, and specialty lighting stores. The major markets sell primarily to homeowners, and the specialty stores sell primarily to electrical contractors. 

Although its standard sizes and models typically are sold to the large retailers, BBL sells its products with more specialized features and sizes only to the specialty stores. Thus, the design and manufacturing costs of the products going to the specialty stores are slightly higher. The products in both markets have similar sales life cycles of about two years.

Because of the difference in consumers, BBL has a larger marketing cost for the products sold to the large retailers, due primarily to advertising in major media to attract homeowners. In contrast, the marketing for the specialty shops consists mainly of catalogs and advertisements in trade publications resulting in a lower overall marketing cost. The sales policies also differ somewhat for the two markets. Sales to specialty stores are priced higher but include significant discounts and attractive return policies. In contrast, sales to the major retailers have restrictive return policies and offer little, if any, discount. 

	BBL management is interested in an in-depth analysis of the profitability of its two markets. As a first step, it has asked for the average costs and other data for all BBL products, which is presented here and the specifics will be discussed shortly.

	You are now asked to use the methods discussed in this chapter to analyze BBL’s two market segments. You are also to come up with questions you want to ask management and identify which fact-finding studies would be appropriate to support this analysis.
A thorough analysis will require a good deal more inquiry of management and fact finding than is available from the limited information provided, but a few useful observations are presented.  You certainly could identify more than what is addressed here.

	Looking back at the financial information, you might encourage BBL to consider increasing the effort put into design, an upstream cost, to reduce manufacturing costs and to reduce the relatively high rate of product returns in the specialty segment. The cost of design appears low relative to manufacturing and downstream costs, especially in the specialty segment. 

You might also suggest a further analysis of marketing expenses. Would, for example, an increase in marketing effort in the major retailer segment improve sales in this segment?

As for some other potential questions, inquire about which types of design approaches are being used. Perhaps urge BBL to adopt concurrent engineering-based methods, especially because of the relatively short market life cycles in the industry.

	Looking more closely at the revenue side and the positioning of the products, consider additional analysis of pricing. Because of BBL’s strong acceptance in the specialty segment and their differentiation strategy, pricing is likely to be important in this segment.  When you consider the average price and net out the discounts, there is not much difference between the two net average prices.  Perhaps a price increase for specialty might yield higher profits with little or no loss in market share. 

Cost leadership appears to be the appropriate strategy in the major retail segment, so consider inquiring about what methods the company is using to reduce overall product costs in this segment. Also, you might investigate further the rate of customer returns for each product. Is this due to design problems or problems in sales management?  This investigation may be more important for the specialty than for the retail segment.

	You could consider the need to perform a detailed analysis by product category within each market segment. A detailed analysis might uncover important information about opportunities to reduce costs and add value within each product’s value chain.

Because of the relatively short sales life cycles, consider whether target costing could be effectively used.  You would start by finding out how intense the level of competition is within the industry, and to what extent trade-offs are made between functionality and price in the development and introduction of each new product.  If the level of competition is very intense, and trade-offs between functionality and price are key strategic decisions, target costing could be a useful management tool.

Also, investigate the costing system. How accurate are the cost figures that it develops?  Would an activity-based system make sense? 

	Through the completion of this self-study problem you have used methods discussed in this chapter to analyze two market segments of a company.  This may have included target costing, theory of constraints, life-cycle costing and strategic pricing.
As part of this analysis you identified questions that you would want to ask management and also identified fact-finding studies that you think would be appropriate to support this analysis.  
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