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Value Management: A Roadmap to Profitability 
 
This White Paper describes the Value Management process that develops a company’s 
ability to maintain a competitive cost position in today's global marketplace for products 
and services. 

THE VALUE PROPOSITION 

Organizations need to provide value to their customers and continuously create new value to 
retain customers and remain competitive. How do we maintain and create competitive cost 
positions in products and services?   

The competitive environment is rapidly changing. Yesterday’s competitive advantages are 
eliminated as our competitors introduce new products, services, business models, and 
production processes that incorporate the latest developments. Customer requirements 
are changing as lower tier competitors move up the value chain to become serious low-
cost competitors.  As the level of quality and variety available in the global marketplace 
rises, the customer is no longer solidly attached to specific brands, companies, 
components, or suppliers and the full range of competitive offerings becomes available for 
consideration. The customer enters the marketplace seeking the best value proposition 
available that he is willing to pay for that delivers a combination of function, quality, cost, 
and delivery. Products designed with functions that the customer desires at an acceptable 
quality level with a competitive cost and delivery model make the transaction viable, in 
both products and services. 

Value Management provides the methodologies needed to maintain a competitive cost 
advantage by utilizing highly effective and proven techniques that can be organized into 
three main areas of focus. 

• Supplier Management (Phase 1). This area focuses on finding and/or developing 
the Best-In-Class (BIC) supplier with the optimal process to produce components at 
the most competitive price available in a particular global region. This is done using 
cost modeling tools, Value Cost Models (VCM), developed in a collaborative process 
between the company and supplier to help the company obtain a market-leading 
price for components and help the supplier maintain that marker-leading position 
while maximizing profitability for both company and supplier. 

• Value Stream Analysis (Phase 2). This area focuses on optimizing the existing 
component production process (internal and external) to produce a given design at 
the lowest cost of production, through the elimination of waste. This component of 
the VM toolkit utilizes Lean Production Workshops to organize the overall production 
process, Kaizen Workshops that organize specific workplace, and the utilization of 
the 6S methodology to maintain an efficient ongoing production process. 
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• Value Analysis/Value Engineering (Phase 3). This area focuses on optimizing a 
specific product or component design to either lower costs or improve performance. 
It identifies changes to the design that can be implemented in either the current 
product (VA) or a future design (VE). The design function controls 80% of product 
costs while representing less than 10% of these costs, so it offers the greatest leverage 
opportunity to affect the product cost and performance. Value Analysis/Value 
Engineering (VA/VE) workshops can focus on internally produced products and 
components or external supplier manufactured components often producing 
innovative breakthroughs.   

 

 

Figure 1: The Value Management Model 

These techniques have applicability to organizations with purchasing, design, and 
manufacturing capabilities focused on profitability delivering products and services to 
customers in the local or global marketplace. This includes a large variety of product and 
service focused business models, with production volumes ranging from high to low. 

o Consumer product, including medium to high volume manufactured products 
from electronic digital to vacuum cleaners and automobiles  

o Industrial product, including low to medium volume manufactured products, 
from the component level to complete assemblies and complex machine tools 

o Consumer services, medium to high volume service products, including health 
care, product delivery services, retail (brick & mortar and web-based), and food 
preparation 

o Industrial services: low to medium volume service products, including oil field 
services, professional maintenance, large load delivery services 

www.ValueBasedDesign.com

Value Management 
Tool Box

Supplier 

Management
Optimize Supplier

Phase 1

VA/VE
Optimize Design

Phase 3

Value Stream 

Analysis
Optimize Process

Phase 2

BIC and 
Supplier

Cost Models 
(Actual Costs)

(VCM)

BIC and 
Supplier

Clean Sheets
(Target 

Costing)

LPP
(Linear 

Performance 
Pricing)

Product 
Workshop

Supplier 
Workshop

Lean 
Workshops

Kaizen / 6S



  

       2017 
           John Sloggy, PE, CVS 

               ValueBasedDesign.com 

 
3 

Value Management Core Competencies 
Advanced Cost Analysis White Paper 

 
 
 
 

The common factor is some form of repetitive production: the repeated production of a 
similar product or service in large or small volume for delivery to a customer in a competitive 
market.  

The Value Management Toolbox 

• Supplier Management (Phase 1) - Objective: Optimize the supplier 

o Continuously Evolving Relationship – In today’s global market, the 
relationship between suppliers and customers is continuously evolving toward 
a cooperative and collaborative partnership, requiring that they work together 
to improve the value chain for mutual benefit.   

o Increased Focus on Value Chain Efficiency – With a continual focus on 
productivity improvement, successful companies and suppliers must work 
together closely to benchmark and identify areas of improvement that both can 
strive to optimize. For Phase 1 of this effort, the Value Management tool that 
accomplishes this is the Value Cost Model (VCM), a spreadsheet driven analysis 
that is constructed as a collaborative project between company and supplier. 
The objective of the VCM is to increase the base knowledge of all involved in 
supply chain management and rationalization. This VCM process strives to 
improve the competitive position of both company and supplier, all the while 
maintaining, or even enhancing product margins. 

It is a Collaborative Process in which the supplier has direct input into the 
development of the Value Cost Model and final approval of the VCM. The objective 
of creating these cost models is to establish a transparent cost baseline agreed to by 
both the company and supplier. Transparency builds trust and enhances the 
supplier relationships needed to focus on adding mutual value to the Value Stream. 

Producers utilize value stream analysis to eliminate waste, enhance mutual value 
and create a sustainable production process to compete in the marketplace for the 
long term. A healthy business relationship requires suppliers that are profitable and 
able to deliver value to the marketplace, maintaining competitive products and 
processes. 
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Figure 2: Supplier Cost Positions 

The Value Cost Model is a spreadsheet compilation of key data points that are the basis 
for a suppliers cost proposals. It captures detailed data in the following areas: 

o Raw material purchased components 
o Direct labor classifications (wage rates, fringes and benefits) 
o Production Equipment List 

▪ Replacement Value 
▪ Changeover Time / Regular Downtime 
▪ Equipment Utilization 
▪ Number of Operators 

o Overhead (COGS) 

Actual Cost VCM (Actual Cost Model - Development) - This model is the initial VCM 
developed between the company and supplier based on current production 
components and processes. 

www.ValueBasedDesign.com
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Best-In-Class VCM (Optimal Cost Model) - From the Current VCM basis the company 
and supplier identify the best processes, best materials, and best practices for a 
specific commodity and region. This is the optimal cost model based on a specific 
commodity grouping and region. 

Target Costing (Predictive Model) - A Clean Sheet VCM for a new product/new 
supplier. This model is the combination of the developed Current VCM and the Best-
In Class VCM to develop new component quotations. 

Linear Performance Pricing (Predictive Model) - This model provides predictive 
costing based on current cost using regression analysis to extrapolate expected cost 
for various products or services, allowing a company to compare services from 
different suppliers in terms of price and performance. The products are represented 
as data points in a linear price regression on a value graph. 

• Value Stream Analysis (Phase 2) - Objective: Optimize the process 

o Lean Production Workshops - The systematic method for waste minimization 
without sacrificing productivity, reducing everything that does not add value. 
Using the following established Lean techniques: 

▪ Value Stream Mapping 
▪ Control Charts 
▪ Just -In-Time Inventory Management 
▪ Pull Flow Production (Kanban) 
▪ Single Minute Exchange of Dies (SMED) 
▪ Error Proofing (poka-yoke) 
▪ Standardized Work Processes 
▪ Root Cause Analysis 
▪ Total Productive Maintenance 

o Kaizen Workshops - A focus on improving standardized programs and processes, 
Kaizen aims to eliminate waste and refers to activities that continuously 
improve all functions and involve all employees, from the CEO to the assembly 
line workers. It also applies to processes, such as purchasing and logistics, that 
cross organizational boundaries into the supply chain.  

o 6S - This methodology focuses on how to organize a work space for efficiency 
and effectiveness by identifying and storing the items used, maintaining the area 
and items, and sustaining the new order. The decision-making process usually 
comes from a dialogue about standardization, which builds understanding 
among employees of how they should do the work. 

▪ Sort 
▪ Set in Order 
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▪ Shine 
▪ Standardize 
▪ Sustain 
▪ Safety 

• Value Analysis/Value Engineering (Phase 3)- Objective: Optimize the design  

Innovation is what drives long-term organizational profitability and secures the 
growth of sales in current and future markets.  What is required to achieve real 
profitability in today’s marketplace is continuous new product innovation on multiple 
fronts, including Internal New Product Development (NPD) and external supplier 
component production. 

Many companies struggle to adapt to the accelerating pace of change in the 
marketplace. They simply don’t recognize change coming that will erode their core 
business model, especially if it is coming from non-traditional competitive sources. 
But how does an organization identify and react to these changes in the marketplace? 
The natural tendency is to double down on what has worked in the past, which may 
not adequately address new challenges outside the existing defined competitive 
sphere of products, processes, and suppliers when disruptive technologies take the 
market in new directions.  

To protect today’s market share, organizations need innovation, targeted at core 
products and components, that keeps pace with market developments protecting the 
core business model.  Innovation is needed, both internally and externally, that drives 
organic growth and productivity enhancement (process innovation) with the 
understanding that today’s core business may not be the growth vehicle of the future.  

The NPD process typically consists of a series of successive iterations of synthesis and 
analysis to produce a product that achieves an acceptable approximation of the 
desired result. VA/VE is a parallel process that complements the design process with 
different inputs and outputs with the objective of improving a product or component 
design to provide the best combination of functionality, cost and quality for the user. 
This is accomplished by utilizing the tools of function analysis, the multi-disciplined 
team, and the structure of the job plan.  
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Figure 3: The VA/VE Job Plan 

In Phase 3 we utilize the VA/VE process to optimize product design through both 
internal NPD and the development of our supplier base facilitating a mutual exchange 
and development of information and technology. VA/VE is a tool that can reduce cost 
through design improvements or create value through performance enhancement. 
We can achieve this through the following applications: 

o New/Existing product design changes/performance improvements 
▪ Internal product VA/VE workshops 

o Component product and process design 
▪ External supplier component VA/VE workshops 

Task team collaboration has been demonstrated to be the most successful approach 
available to generate innovative new ideas, and that teams are most productive when 
there is personal interaction between the team members in an environment designed 
to support questioning and discussion of the relevant issues and alternatives. VA/VE 
is a social design methodology in that it utilizes a multi-disciplined team and a process 
that develops participants into a high-performing team to achieve results. While it is 
often confused as being simply a narrowly focused exercise in cost cutting, a properly 
done VA/VE workshop can result in real innovative breakthroughs. The essential idea 
here is that VM involves team-based collaborative design. 

The VA/VE Functional Innovation model discussed in this paper is a form of short-
term structured innovation and involves a multi-disciplinary group of 5-10 
professionals with the appropriate experience (great minds) that are selected to be 
on a team assigned to work on a particular project (this could be a product, project, 
service, or process).  They immerse themselves in the detail of the project to become 

Value Workshop Process
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fully versed in all its aspects (load the mind). The project scope is critical, as the 
project focus must be selected and sized to allow the team to fully familiarize 
themselves with all the details, moving through the six phases of the VA/VE process. 
The team analyzes the project from a functional perspective, developing a visual 
function logic model to represent the functional relationships of the project. Each 
component of a project is defined by a precise functional description and the 
cost/worth of that function is identified as they work through the detail of the project.  
This functional perspective, which can be challenging to accomplish, redefines the 
project in an abstract manner that connects with and challenges the creative faculties 
(create a receptive environment) of the team members.  

It is this process, the immersion in all project detail, the questioning of definitions and 
approaches, the abstract functional thinking, and the perspective of involved 
professionals under the direction of a technically proficient and skilled facilitator in a 
receptive environment that often results in breakthrough thinking. Simply putting a 
group of experts in a room and expecting new solutions achieves little. VM brings a 
method (VA/VE) that has proven effectiveness in overcoming the barriers that are 
inherent in different professional perspectives and inhibit a disparate group from 
creating new knowledge efficiently.  

This teamwork requires close proximity of the participants to be effective. The team 
needs to be given the opportunity to focus on the problem, to “load the mind” with 
relevant information related to the product, component, process, market, customer, 
and distribution channel, and then to develop the functional definitions that lead to a 
new perspective.  This is done to ensure that all members of the team fully understand 
all the issues, history, and constraints, and bring all team members to a common level 
of understanding. This part of the process requires “face time” for the group to 
effectively travel through the stages of group dynamics that lead to the creation of 
high-performance teams, with enough time available to fully digest and discuss all the 
issues.  We have all experienced being immersed in a difficult problem, surrounded 
by reams of information, only to have a creative solution emerge when we are off 
pursuing an unrelated activity.  Innovation takes time; time to understand the problem, 
time to discuss the issues, time to challenge existing solutions, time for the unconscious 
mind to process the information and time to develop a new solution.  

CONCLUSION 

The road to profitability can be pursued as both a long-term strategy (R&D) and a short-
term strategy (VM) to assure the organization’s profitability and continual survival.  While 
the traditional R&D function pursues innovation with a longer horizon, VM has the 
potential to optimize the supply chain through Supplier Management; optimize the 
production process through Value Stream Analysis; and, optimize the design through 
VA/VE, filling the development pipeline with immediate innovation having both short and 
long-term potential.  VM should be a central strategic component in an organization’s effort 
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to manage its competitive position. It has the potential to become the critical driver of 
innovation and productivity for an organization and is the best investment an organization 
can make with its scarce human capital, concurrently leveraging a supplier's resources to 
produce a competitive advantage for all.  What better use of that human capital than 
improving an organization's competitive position with the potential to identify a market 
changing innovation. At the very least, the value of the design will be improved, sometimes 
dramatically, easily justifying the investment in VM.  

In today’s global marketplace, learning organizations need the tools that Value 
Management provides.  When integrated into an organization, these tools can leverage 
performance through the implementation of Supplier Management, Value Stream Analysis, 
and VA/VE to keep both the supplier and the company at the forefront of the competition.  

This is exactly what VM can deliver.  

VM creates real value that hits the bottom line.  


