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I. INTRODUCTION

Many a debate has so far been held regarding introduction
of Value Engineering (VE) methods into business. The contents
of debate are: in order te obtain support & understanding of
entrepreneur, VE must be acquired thru experience, a great deal
of persuasion in adopting the proposal of VE must also be well
taken into aecount, etc.

Lawrence D. Miles has once stated in his book (See remarks
1) his point of view with respect to "minimizing the risk of per-
sonal loss" as follows; in the chapter "understanding the deci-
sion environment" it says “tshe system to original.y produce some-
thing better in value can be made up into giving out its full
effect in less than a year. However, it may well be considered
that it tukes several years teo change the idea of decision-makers
who try to put effectively into action the results obtained thru
study & debate for producing originally something better in wvalue
." (See remarks 2) Thus he grasps the aspect of what is going
on in general enterprises and explain the reasons and their
messures as follows:

In deciding willingness to incorporate inte existing pro-
duct the improved proposals for a cut in price, it is important
as a first step "to tuke every mcasure possible to minimize fear
of embarassment or personal loss which comes, or may come, to
those in the decision area sup.orting changes," sirce these fears

are always apt to cause opposition to changse.



From this point of view, when considering measures to prevent
persons involved at each step from fear of embarrassment or
personal loss due to unexpected drop of cost price, we have come
up with the basic "Steplist for Reasonable Price." Reviewing
this list we have found that it could be used not only as a
measure to prevent fear of embarrassment or personal loss but
also as a steplist for various types of cases, we have compiled
it by extending it as far as managing the cycle of new products/
mgss-production.

Note: I would like to make sure that what is described in
this briefing and steplist is not expressed from our firm's
point of view but merely from an individual point of view,
because even if it is possible to put this kind of idea inteo
practice, it can be utilized only when such practice has been

made a term of a business desl.

II. VIEWPOINT OF PREVNTING FEAR OF EMBARRASSMENT OR PERSONAL
LOss
The preparation of a so-called steplist for reasonable
price has been made according to the circumstances as follows:
It so happenaed:that the price of a certain product had been
reduced to about one tenth its original price by simply review-
ing the price. At that time one of the purchase section per-
sonnel related to this matter came to ask for advice if there is

any proper way of explaining the reason, because if this fact



were revealed to outsiders, the person involved would not only
be criticized for his usual way of handling business but also
this fact would threaten the person involved as well as his
superiors with serious responsibility. Therefore, this review
as to the drop in price would not be given light unless people
involved were prevented from fear of embarrassment or personal
loss. So after giving a lot of thought about it we have gs a
starting point of conception the fact that hindsight is much
better than foresight.

In the above cgse the cost price was previously ten times
more due to the fact that the volume of information pertaining
to this product was lacking in the beginning.: However, the
price had becn lowered due to the fact that the product had
become much stabilized, and also many faectors had been confirmed
which makes it easy to review the price.

In order to explain this matter theoretically, we con-
sidered that classification of some kind of time-series review
should be established. We thought it possible to prevent fear
of embarrassment or personal loss by proving the series of usual
and new aspects. This way of thinking is acceptable for the
people who can comprehend that there should be the attitude ‘
so-called "review" and also there may be a result not expected
previous.y at the stage of review, if the factors which were
unknown at the previous stage should ever decrease in number.

Therefore, even if there was a discontinious cost reduc-

tion, there should be no reason for idle resistance to change.



III. THE WAY OF THINKING TOWARDS REASONABLE PRICE.

As to the purchasing price,it is socially accepted that the
following are considered to be the way it generally should be:

1) In cgse an enterprise purchgses something, no purchase
action can be taken unless its price is fixed.

2) The price is a "knot" of cooperation which materializes
the product between purchgser and supplier.

3) The price so determined must be reasonable.

4) Reasonable price should as a rule be appropriate to
both purchaser & supplier for carrying out a mutual transaction
and should generally consist of cooperation and adjustment made
within limited time.

5) Establishing of reasonable price should agree with
basic rules of publie morals and business transactions. When
it is found tnat no matter what kind of general review, adjust-
ment, or measure is taken, agreement cannot be reached, the
production of the project involved should be replaced by some-
thing else or should be discussed to bring it to discontinuance.

The above mutual relations will be shown on the first chart.

IV. THE WAY OF THINKING WITH RESPECT TO STEPLIST FOR REASONA+~

BLE PRICE.

Thru the general way of taking a look at the steplist for



reasonable price uss mentioned in the previous paragraph, one
finds it natural that the level of judgment varies when each
stage ranging from the stuge of plotting the product to the end
of its production is viewed from the stundpoint of system engi-
neering. It turnes out to be as follows if it is divided in
the viewpoints the same as the jobplan of VE.
1) The stage in comparison of plots.
2) The stage in organization.
3) The stage in practice.
4) The stsge in fixation.
5) The stuge in correction.

subdividing the above stages into steps, dividing the con-
tents into input & output,and arranging them so as to move inte
the next input after the output in the previous step hgs been
approved, is the "steplist for reasonable price" shown in the
2nd chart. Though this list is started from the stage where
the plot for new product is compared, it is also arranged in
a way that can be used for any stauge by gdding, deleting and
correcting the contents of each particular step item.

Meanwhile, if viewed from a different side, this can be used
for the adjustment of terms of premise to examine the lst & 2nd
look of VE.

Before starting examination of VE including design change,
it is needless to sgy that the object in question should have a
reasonable price, or the term for review, and should be consulted

and confirmed.



t chart

QSITIONING OF REASONABLE PRICE

DESIGN SPEC. & PRODUCTION SPEC. (it changes depending on step)

PLANNED FOR PROFIT

4——{ SCHEDULE FOR BUDGET

3

PRINCIPLE OF PURCHASE

‘——'+ BUDGET FOR PURCHASING

4
4

POLICY OF PURCHASE

PRICE
%

REASONABLE PRICE

(including reviewed price)

< - DELIVERY PLANT

Note 1.

—~—=-—})  mBans one-vay

4-----—p maans possibility of
mutual adjustment.

Note II. Policy of purchasing prices consists of the following elements.

1. Sorts of Price

(1) From the view-point of cost price: Consistency, expenses,
aecounting, distinction, cost price, actual expenses &
estimate price.

(2) From the view-point of contract: Compromise, agreement,
negotiation, contract, large demand, provisional rough
estimate, adequacy, solidity, custom, preeedense, billing,
proposal, JASIF, development, corrected price.

(3) From the view-point of free market: Freedom, market, fixed
price, precedense, contract, acquired matter, domestic,
international, uniformity, competition, supply, price of
demand, wholesale price, official quotation, custom &
maximum price.

(4) From the standpoint of control: Control, official rate,
distinction, uniformity, accounting, compensation of
expenses, price set up by JASIF.

(5) From the standpoint of monopoly: Monopoly, inborn, onesided,
price something like natural law.

(6) From the standpoint of encouragement of protection: Official
rate, control, negotiation, contract, encouragement, com—
pensation of cost price, distinection, duplication, precedence,
existing price.

(7) From the standpoint of caluculating skill: Rough estimate,
schedule, budget, precedence, cost accounting, solidity,
bereness, rate of diminution, standard cost & basic price.

Exgmple of background rule to be mainly picked up.

) The rule of maintaining degree of operation.

) The rule of adequacy.

) The rule of proper timing.

) The rule of sharing burden of proportional expenses.
) The rule of traditional system.

) The rule of techniques.

) The rule of solvency.

) The rule of subatitutisn.

) The rule of maintaining position in market.

A type of development of pwrchasing price.
(1) A type of active priee: there are price-plotting & initiative

type.
(2) A type of passive price.



2nd Chart

S8IEPR LIZI EOB REASONABLE ERIC

Note: 1. Approval by manager or chief of sectlon 1» required befare any output step
in esch step is to be utilized far next input step.
2. In case no solution available at each step, it is possible to return to the

previous step.

CQNTENTS OF STEP

INPUT

OUTPUT

ITEM

PRE-INSURANCE ACTIVITY

ITEM POST-INSURANCE ACTIVITY

ICRIT-RIAL OF PRICE

Definition of Basic
Requiremsnts.

e Selection of item
subject to purchase
or of system (Eng.)

kT

o To decide person who
takes care of settling
company's internal
matters & purson re-
lated ‘to the matters.

e To check contents of
spec. according to
check-11st.

o To check in sccordance
with check-list of edt~
inate term spec.

o Spec of our company

(draft) (Eng.)

e Spec. of estimate

term. (Prod.)
(Material

Selection of applicable
vendor for a estimate
(qualitative)

e Liating of applicable
vendor etc.

e Specifications of our
company (draft)

o Spcifications of
estimate term (I)

o To advertize for
applicable vendor
(domestic & foreign)
o To review vendcr's
yoarbook

o Evaluation of maker's
design/production
faoility«

¢ Evaluation of maker's
finencial abflity.

o Maker's npuo.(draftg
o Maker's estimate(II

@ Lvaluation of ability
is to be made socording
to post & present
accorplishwent of busi-
nesd e

- THE STAGS WHERE TO CQMPARE PLANS

III

Bvaluation of fulfilment
for price & engineering
requirements.(quanti~
tative)

® Maker's specifi-

cations (draft)

¢ An estimate of maker
(11)

» Budget/target price

o Data for similar item

o (spec. & price)

e To review spec. (To
cut off excessive spec
® Distribution of bud-
get.

o To examine possiblity

of practice.

o To obtain previous
approval from government
agency regarding deve-
lopment.

Degres of technical &

@ Joint spec. of both
financial sccomplikhment

our company & maker.
o Maker's re-estimate
IXIS

(1ist of what price
consisted)

® Executing plan.
®_Pr 11limr{rt«e \
plan(as requ ed’

1ot to
Solsoted makere.

¢ To chec

duplicate with the one
already in market.

@ To campars with master
schedule & see if 1t is
made up with time enough

toroPefiiiey oritisal
pass.

Similar price

for "%“‘i"i?"&; produst Budget price

Punctional price.

List of what price
is consisted.

Selection of Vendor

e Joint spec. of both

our company & maker.

@ Maker's reestimate
(111)

@ Actual plan (draft)

|o Plan for preliminary

test (as required)
e A chart to compare
selection of makers.

oExamination of content
of functional test and
inspection of initial

produwt:Q/T, FAI.

o To examine patents.

@ To check adequacy(maj-
or schedule & quality’
insurance.

e Partial check-up on
what price is consisted.

e To determine vendor
o Final spec.

e General plan.

e Final plan.(IV)
(according to business
deal) (tectnic of sampling,
Additional 1list of analogue, weight etd,)
what price is consiated.
(Iv)

Co-efficience of insu-
rance regarding per-
rate of profit up to
delivery of Lost 1 &
other rieks.

THR STAGE OF CRGANIZATION

Materislization of pla-
cling order & carrying
out plani

e General plan
o Final estimate

o Final negotiation
prior to contract.
(delivery term, price
ete.)

o Exanination of esti-
mate cost.

T

® Delivery of contract.
® To check minor sche-
duloSto clarify critical
pass

¢ To make periodic repor
for achedule & determine

® To place arder

® Actual sbhedule up
to delivery of first
lot (including func-~
tional test & &nsp-
ection for initial
product: Q/T, FAI)
ponsibility ageinst
each controversial point

inilar price
Budget Price
Arranged price

|& instruct who take res- [Price of cost analysis

To clarify the division
responsible & person
in charge to wvhom
follow-up be made.

Stage in practice up to

Ve a# Pluct Van

® Submission of manu-
fanturino ahadnla &

e To obligate maker for
oreparing data of. cost

® To check according

® To enter standard man-
check list.

ho r onto manufacturing

to

a Tnlantian Af Arille

¢ To determine' pre-
viously between our com-

vanv and vendor the man



THE STAGE TO PUT THINGS INTO PRACTK

vI

A

4 QAL VWl 4 iVMMLD o
engineering design.

@ Quantitative extrac~
tion of controveesial
points regarding rate
of profit.

o To grasp actual man-
hour.

e To grusp achievements
of standard amount of
material, -

¢ List of what price is
consisted.

® Spec. of estimate
tera (VI)

MOPELLE dava 0O1. COnss
at lot 1.

P

o To determine persen-
tage of sucessive de-
minition for processing
sanhour by dividing
into SET & RUN.

schedule.

o To design measure -
improving rate of pro-
fit and to determine
the actual schedule.

e To pick out progress
of work in question by
comparing with stun-
wﬂ:ﬁm and pruc-
tise meusure for it.

vvvvv RS A —
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e List of what price is
consisted. (II)
(To devide into fixed

| expense & fluctuating

axpense

(To submit the 1ist of
what price consisted

for the designated small
parts and materials.)

etV A VEe

® Selection of drill-
cieck & indication of

division of work to be

exumined.

e To clarify t-l;o items
aft) for

| of term (dr

improvement.
(To show by the amount
of money)

@ To.decide which price
system bd taken by
agreement or lotsise.
(See remarks)

 ——— e

vaiousiy Detween our com-

ﬁny and vendor the man
Charge of summari-

zing the accomplishment

of promoting rate of

profit.

e Preperation of list

of diminutive rate.

o To take corrective ac-
tion for material & part
by actual measurment and
actual purchasing price.
e To clarify as to pro-
ces:sing cost by the di-
fference of vulue betw~
oen actual accomplishment
and the one retroactiva-
ted by staundard number.

o The method of lot size
grico is the one that
ecide the price depen-
ding on the lot size
ordered in provortion to
fixed & fluctuating price

THE STAGE WHEN THINGS BECOM®

STABILIZED

viI

Stage vwhere stabi-~
lisation begins after
lot 2 -~ 3.

Re-evaluation for
appropriate price.

¢ Schodule to put into
practice the dryft for
improvement of rate of
profit. :

e Extraction of cont-
roversial points in
case of usucge.

¢ Spec, of estimate
tern. (VII) .

o List of what price is
consisted. (VI)

o Date to reviev esta-
blishment of price &
delivery term. (espe-
clally the division of
fixed & fluctuating
expenses

e Tochnicul survey.

e Caluclution of stan-
dard manhour,

® To detect the diff-

| erence in technicality

by comparing standard
manhour between two
makers .

o To make periodic re-
port of the result ex-
ecuted for Fro:not.ion of
rat: of profit.

o To establish & prac-
tise the measure regar-
ding the controvers
points in usuage.

¢ Approval by our com-
pany of the list of what
price is consisted, and
reestablishment of unit
price as required.

o To determine necessity
and policy of design
change .

o Establishment of time
to make annual review.

¢ Utilzgtion of spe-
cialist,

o Refer to standurd of
quality.

o To check according to
check list.

® Equalization of net
profit. »

(To check acrording
to cost analysisprice)

(Especially the rate of
processing fee)

THE STAGE TO REVIEW

'IIIL

Annual reviev & stage
of V.A.

¢ Subnission of items
to review. ,

¢ Submission of items
to examine V.A.

e To indicate policy &
oxanination of design
change.

o To settle the con-
tents of V.A. contruct.
o To settle the con-
tract of design change,
a3 the case may be.

o To determine putting
items into practiee as
the result of review.

o Execution & summari-
sation of V.A. activity
o iinforcement of design
change.

To reviev and consult
the reaction to price

due to design change.

Method ‘'of cost

Diminuitive rate.
Processing wvage rate.]
Standard price of
material.

Related matters to be
discussed.

Standard of V.A.cont-'
ract.(draft)

1st year: to pay vendor
50% of amount of money
after the amount saved

spend to V.A.
2nd yesr: to pay him 40%

3rd year: " 308
4th year: b 20%
5th year: " 108




However, it seems much better if the fee for VE be talked over
after the result has come up, for it is natural that the fee
varies according to the degfee of contribution and utilization

for the result.

Ve CONCLUSION

As mentioned above I have described the matter pivoting on
the process of how the "steplist for reasonable price" has been
made. Since this steplist is made by keeping some‘particular
product in mind, it seems necessary for each enterprise to cor-
rect it in many respects to make it easy for use. I would feel
very happy if this steplist would be of any help in the appli-
cation to the violently changing industrial world under the
circumstance of administration.

If there is any opportunity I would like to summarize the
method of comparing similar items shown in the steplist, the con-
tents to be included in the specificgtion of estimate term and the

way the list of what price consisted should be.

Remarks: 1. "Techniques of Value Analysis and Engineering" by
Lewrence D. Miles. '
2. The article quoted here is the English retrans-
lation from the book translated in Japanese, since

this original English book is not avallable.

- End -



