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Preamble.

 
Yesterday (Saturday 21 October 2000), there was an article in the Saturday Forum Section of the Canberra Times titled “Sacrifices to Collective Survival” written by Crispin Hull. The article discussed the way in which organisations act in order to survive. Three very recent examples were discussed. 


One was the resignation during this week of the Chief Minister of the ACT Kate Carnell for her Governments perceived mismanagement of a number of projects (Canberra Hospital implosion, Bruce Stadium costs, etc). The second is the possible demise of the Federal Minister for Workplace Relations Peter Reith, over the so-called “Telecard affair”. The third example was the announcement during the week by the National Australia Bank that it was going to both increase its over-the-counter fees at the same time as closing further Branches.


The article was about the way organisations sacrifice individuals in order that the collective members may survive. In the case of Kate Carnell and Peter Reith, it is about the survival of the Liberal Party.


In the case of the National Australia Bank, Crispin Hull resorted to a technique he said started with Aristotle several thousand years ago. This is asking the question “why” and then keep asking it. Mr Hull first asked (I think he is an Economist) the question “why does the NAB want to increase the charges on over-the-counter transactions?” The answer he says is to recover costs from expensive customers and drive them away.  Why drive them away? So the NAB can have more profitable customers and fewer costly customers. Why do this? So the NAB can make more profits. Why more profits?  So they can keep the Shareholders happy. Why? So they don’t sell and drive the share prices down. Why? So the NAB will not be vulnerable to the competition. Why? So the NAB will not be taken over or run out of business. And then there are no more “why” questions. 


This sequential collection of multiple questions and key stakeholders should be immediately familiar to all you Value Analysts here today as the basic philosophy behind the Function Analysis Systems Technique or FAST Diagram. If you are not familiar with it, then you should be.


If, as it seems, today’s Managers are as focussed as the NAB and other Bank Managers apparently are to the far left of the FAST Diagram, then they will be equally ruthless in moving to the right and asking “how”. Value Analysis is just one of an increasing number of “hows”, and needs to re-sell itself in terms that Managers and their staff can understand and use.


In giving this talk today I am going to use both the terms Value Management and Value Analysis on a regular basis.  When I refer to Value Analysis (VA), I mean the basic philosophy and principles that Lawrence Miles originally formulated and which were then expanded into what is perhaps now more widely known as Value Engineering. When I refer to Value Management (VM) I am generally referring to the practices and publications that are widely available today, both in Australia and overseas, which may or may not be based on the application of Value Analysis.


I might also note that in the presentation just given to this Conference by Roy Barton, he mentioned that even the definition of Value Management given in the present VM Standard has now become dated in regard to both Australian and International applications.

Introduction.

Before proceeding any further, let me first place my thoughts on the need for a new Australian VM standard into a context. When the present Standard AS/NZS 4183:1994 “Value Management” was first drafted in 1992-93, I was the Director of Engineering Analysis in the Department of Defence, I had had a long involvement with the application and promotion of Value Engineering (VE) and Value Analysis (VA) since the 1960’s, and Value Management (VM) since the late 1980’s. 


As I saw it, most (but not all) of the Value Analysis techniques had been utilised by a range of other specialist groups for many years, including my own Industrial Engineers and Work Study Practitioners in Defence. Creative Thinking and Decision Making systems in particular were well known, including a variety of “vertical thinking” frameworks which Value Analysis called the Job Plan. 


The publication in 1994 of the very basic AS/NZS 4183:1994 “Value Management” added a further dimension to the already widely known but perhaps faltering applications of Value Analysis and Value Engineering in Australia. The simple fact that there was an Australian Standard seemed to give Value Management increased credibility to a wider and more general audience, rather than the largely technical audience of the past. The very basic content of the VM Standard was matched by the equally basic style of the booklet.

However, first impressions are always important. On this very simplistic premise, the proposed republication of AS/NZS 4183:1994 might today seem desirable if only to match the packaging of some of its contemporaries in the need for management and practitioner support. For example, there is a very noticeable disparity in appearance between the now “old” Value Management Standard and the “new” Risk Management Standard that has been mentioned a number of times already at this Conference.

External appearance is of minor importance however if within these covers there resides information of some fundamental and useful importance. Unfortunately, opening these two publications and reading the contents even more clearly illustrates this disparity as a quality product. The 12 pages of the VM Standard do not contain some fundamental truth that is as, or of more importance than, the 46 pages of the RM Standard. Similar comparisons with other management improvement publications such as those for Quality Management only serve to further reinforce this poor cousin image.

The Uniqueness of Value Analysis. 


As I noted at the beginning, I am using the term Value Analysis here in connection with the basic philosophy, as this was also the original name given by Lawrence Miles in the United States in the late 1940’s. 


As a newly graduated Professional Engineer working in the Hawker de Havilland aircraft company (which I note has just been bought by Boeing) in the 1960’s, I was rather proud of my newly acquired skills which were based, so the University of New South Wales told us, on the very latest in engineering design, manufacturing and management systems. 


Around 1968, a group of management improvement Engineers and Consultants came to Australia from the parent company, Hawker Siddley, in the United Kingdom, to streamline the Company organisations around the World. We were introduced to a system called Value Analysis, which to my surprise I had never heard off, which sounded too simple and the results too good to be true. Still, they had used it on the design of the Concord we were told, so it must have something (recent unfortunate publicity not withstanding). 


Applying the VA principles and practices to our designs came as something of a revelation and a conversion. While it was not quite our “road to Damascus”, it changed what today is called our “paradigm”. If nothing else, the Value Analysis program was also an “excuse” for reviewing everything we did on a “value-for-money” basis. As a result, the Company saved considerable sums of money, our products improved in performance and quality – and it was fun.

How was our paradigm changed? In two basic ways:

· First, we were taught (by a Facilitator) to look at our designs, systems and procedures in terms of Functions rather than simply as Components. Hardware “components” we found came from past solutions, while “functions” were a collection of descriptions based on a variety of present and future requirements from groups such as customers, manufacturers, sales people, safety regulations etc. Our present hardware designs and products dissolved before our eyes into a somewhat jumbled collection of stated functions (FAST Diagramming was not around in Australia at this time).
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· Secondly we were told to look for the  “lowest cost” or better “value-for-money” alternatives to meet these functions. This opened up a whole range of options, often outside of our normal Company experience. This was unfortunately an often-uncomfortable experience, as we needed to evaluate ideas and components that we had often not thought of or sometimes even heard of before.

This paradigm shift required an insight into the reasons for the core principles and practices that made the application of Value Analysis different from the many other management and engineering systems that abounded then, and even more so today.

The Core Methodology of Value Management.

The question is, while the application of Value Analysis might be a good excuse to carrying out “continuous value-for-money improvement”, why use this system when there appear to the uninitiated to be many other systems that might do the same or a better job? These other systems are today often better developed, promoted and with an apparently wider appeal to management and potential users.
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Risk Management is one system that is currently in favour at the moment, as Managers look for ways of minimising their risk the many changes being forced on them.  Down sizing, outsourcing, privatisation and globalisation are just a few of these that can place their organisations and themselves at risk, while also hopefully providing opportunities. The well produced and written AS/NZS 4360:1999 “Risk Management” includes its version of what the AS/NZS 4183:1994 calls the VM Job Plan (see Figure 3.1 below copied from this Standard).


Work Study (a sub-set of Industrial Engineering), as another example, also has had a seven step Critical Evaluation (CE) since the 1950’s. This has the acronym SREDRIM (Search, Record, Evaluate, Develop, Recommend, Implement, Maintain). All Work Study Practitioners are taught that they should follow these steps in sequence, but can modify or use alternate techniques in them as required. 


AS/NZS 4183:1994 “Value Management” includes a five step Job Plan and describes it as the “Core Methodology” for the application of VM (see Table 1 below copied from AS/NZS 4183:1994). This has raised the perception that this VM Job Plan is that feature that makes VM unique, when it is quite apparent that this is most certainly not the case. At the same time, that philosophy and set of principles that does make Value Analysis unique are not clearly apparent in the same Standard. In fact, when they are touched on in the Standard (eg. the definitions of Value and Function Analysis) they are sometimes incorrect or misleading.



Roy Barton in his presentation on “From Value Analysis to Soft Value Management?” given at the Conference just before this paper, described the operation of a continuum from the “hard” traditional Value Analysis and Value Engineering to the present use of “soft” Value Management. The full continuum is in operation today in Australia, but with perhaps more emphasis at present on the VM than on the VA and VE. 

While this continuum has actually evolved over a period of time, its application can also be described within the Function Analysis framework of a FAST Diagram. If I might add to the diagram that Roy displayed at the Conference, the following representation may be a useful concept for the new Standard.






This concept indicates that applications can be restricted to either end as well as extended from anywhere in between. Outcomes may be analysed for “soft” information purposes without any requirement for developing “hard” solutions, while existing or new “hard” Solutions may be continually refined to improve value-for-money.   

The Image of the Existing Standard. 


In my comments so far, I have painted a picture of the existing Value Management Standard that falls short of a publication that must both support and promote the professional application of Value Analysis in Australia.

 At the time it was prepared in 1993 and published in 1994, it was seen as a very basic document where nothing then existed. For a variety of reasons, it did not reflect the overall level of Value Analysis experience or expertise that had developed in Australia since the 1960’s. It is now even further out of date in terms of Australian expertise and experience.

The publication of the Australian Standard AS/NZS 4183:1994 has provided one very real advantage in the promotion of Value Management to the wider Australian public. In the eyes of managers and potential users, the fact that there is an official VM Standard published and distributed by Standards Australia has give increased credibility to the recognition of VM in Australia. As a promotional tool, the VM Standard has been, and continues to be, valuable. As an information source for the application of Value Analysis in Australia today it is both inadequate and inaccurate.

These inadequacies and inaccuracies have tended to counter or undermine the otherwise valuable role of the VM Standard. In Australia, this has meant that:

· When potential users have tried to apply the VM as portrayed in the Standard, they find that it is a most unhelpful document. Calling in a Consultant also does not help, as there is little to judge their claimed expertise by. 

· When management, potential users and other specialists try to use the Standard to indicate why they should use it in preference to other systems (eg. Quality Management, Risk Management, Systems Engineering, Management Engineering, Re-engineering, Continuous Improvement etc) they find little that indicates its special or unique capabilities.

This lowest-common-denominator nature of the existing VM Standard has also had an effect on the image of Australian Value Analysis overseas:

· The Australian VM Standard is seen overseas, particularly in the European Community and the United States, as indicating a very low level of understanding and application of Value Analysis, Value Engineering and Value Management in Australia in general. This does not apply to individual practitioners of course, where some individual Australian Value Management and Value Engineering practitioners are very highly regarded overseas.

· There is presently little compatibility of the Australian VM Standard with its overseas counterparts and applications. This is due to both a lack of information and non-compatible terminologies. The result is that many Australian VM specialists, particularly the newer generation, find they are not recognised to practice overseas.  This is a particular problem with the so-called Global Economy.

While I make these comments from both personal observation and experience (sometimes quite embarrassing, as I have tried to explain the Australian Standard to both Australian and overseas managers and practitioners), does this actually reflect a true need for the application of Value Analysis in Australia? 

Are we just trying to promote a philosophy and a set of principle and techniques that have had their day? Are we a group of practitioners and consultants who are promoting Value Management simply for our own purposes, and not really to meet the needs (basic functions) of our customers?

AS/NZS 4183:1994 has now been in operation in Australia for nearly seven years. It is the practice of Standards Australia to review Standards after five years, even if they are successful, to take into account new developments and possible future new directions. It was for this reason that Standards Australia asked for a review of the VM Standard over two years ago, and last year requested that the review take into account a republication based on the format of the then new Risk Management Standard. 

The Need for a Value-for-Money Standard.

In a recent Institution of Engineers Australia (IEAust) survey of government contracting practices, some 12% of Government respondents and 43% of industry respondents stated that contracts were commonly awarded on the lowest up-front cost, rather than value for money.

In the IEAust “Submission to the Inquiry into Contract Management in the Australian Public Service” (December 1999), this problem of “Getting value for money” is discussed in more detail. In particular, IEAust considered that “value for money” is the correct goal for procurement officers in selecting a tender. However, it was concerned that due to a lack of guidance, practical methodologies and expertise, this goal is not being achieved. 

This view was reinforced by the conclusion of the 1999 Joint Committee of Public Accounts and Audit Report, Australian Government Procurement, which noted that “most agencies could not provide evidence of their efficiency and effectiveness in determining value for money”. The committee concluded that “there is no evidence to show that this principle is being applied correctly or consistently”.

The Submission lists some 21 Recommendations on improving the management of government contracts. Recommendation 6 and 7 in particular recommend that far greater attention and resources be given to value for money, risk management and life cycle costing. 

Recommendation 13 recommends that greater guidance be given to contract officers on how to assess tenders on the basis of “value for money”. Consideration should be given to employing relevant methodologies such as Value Management (VM), Qualification Based Selection (QBS), pre-qualification schemes and registration schemes.

Why I have quoted these widely reported IEAust comments is to try and reinforce the importance of the requirement for a proven and reliable “value for money” system in both Government (Federal, State and Local) and Private sectors. I discussed these same points in an article in the April 2000 Issue of the Value Times. 


In another article in the August 1997 Issue of the Value Times I attempted to describe three categories of VMM customers:

a. Those who need to understand the principle and practices of “value for money” but do not need to apply them in a formal sense. This involves the general community and anyone who is seeking to spend their own or their organisations limited funds in order to optimise the goods and services received. In Australia this could be said to include the entire adult population, but the concepts are well worth while teaching children from the kindergarten up. 

b. Those who need to understand and apply the principle and practices of “value for money” in a formal or practical way. This involves those people whose job is to obtain best “value for money”, and includes groups such as Purchasing Officers, Design Engineers, Industrial Designers, Managers, Architects to name just a few. 

c. Those who need to understand, apply and facilitate the principle and practices of “value for money” in both a formal and practical way.  These are the Specialists, Practitioners and Facilitators who can operate both internal to their organisations and as external consultants. 

The ideal is that at any one time in Australia, thousands of people will be applying the principles and practices of Value Analysis, often without realising it, under the best-practice management requirements of achieving “value for money”.


This is a very large number of Stakeholders involved in meeting their individual and organisational goals to achieve value for money. To usefully meet the needs of these customers, while keeping the republished Standard as simple and easy to read as possible, is not an easy task. Standards Australia has requested that we try and follow the same format at the Risk Management Standard that is seen to be both recent and successful. As there is also a close relationship between the aims of the two disciplines and their publications, this similarity of format makes even more sense. 

Another new Standard being developed on an associated but misleadingly titled “Earned Value Management” also has a link, while aspects of “Systems Engineering” are also seen to have a close relationship.

A Wider Perspective.


In another earlier article in the June 1997 Issue of the Value Times titled “Value-We Are Not Alone”, I also discussed the even wider use of the term ”value” in the general community. These included:

· In the Financial and Accounting community, “value” usually means “cost”. High value projects will usually be high cost projects, and the value of an article will generally refer to its cost or price. Under this usage, “value for money” becomes a conflict in terms, even though users understand the implication. However, this common usage interferes with the concept.

· In the Psychology and Human Relations community, “value” is commonly referred to in “human” terms. Value is defined as an enduring belief that a specific code of conduct is personally or socially preferable. Value for money in this context is a meaningless term.

· In the Industrial Relations and Trade Union community, “work value” is the common usage, and has been defined as “the measure of a jobs worth in comparison with to relative worth of other positions”. In this context, “value for money” is also a confusing term. The definition is however close to our Value Analysis concept.

With this wide and often conflicting usage of the term “value”, it could be said that we are more accurately the “Value for Money Practitioners” and that the Standard should more accurately reflect this “Value for Money Management (VMM)” requirement. 


More importantly, the new Standard must recognise this wider community usage, and clearly define the role of Value Analysis within this context. This does not exclude of course the use of these wider applications by VMM Practitioners. Function Analysis very often includes a need to meet these other community values, while Value Analysis has always included the more esoteric concept of Esteem.


There may be at present some Value Management Facilitators who also see they have a particular role in the recognition and evaluation of customer and community values in relation to project requirements and specifications. This is reasonable, but as a Value Analyst (not simply a Facilitator) this should also be in the context of achieving “value for money” in meeting a clear need for these “other values”.

The Australian Standard Risk Management Format.

The apparently successful Risk Management Standard style and format would seem to fit the requirements of the new AS/NZS 4183 quite well. If we were to follow this closely the result might be broadly as follows:


Contents.

Scope, application and definitions.

1.1 Scope.

1.2  Application

1.3 Definitions.

2. Value Management overview.

2.1 General.

2.2 Continuum concept.

2.3 Main elements.

3. Value for Money requirements.

3.1 Purpose.

3.2 Value for money policy.

3.3 Planning and resources.

3.4 Implementation program.

3.5 Management review.

4. Value Analysis Job Plan .

4.1 Establish the context.

4.2 Information gathering.

4.3 Function analysis

4.4 Value evaluation.

4.5 Creating alternatives.

4.6 Evaluation of options.

4.7 Reporting.

4.8 Implementation.

4.9 Monitoring and review.

5. Documentation.

5.1 General.

5.2 Reasons for documentation.

Appendices.

A.  Applications of soft systems.

B. Applications of value for money systems.

C. Stakeholders.

D. Examples of Value Management projects.

E. Examples of Value Engineering projects.

F. Examples of project documentation.

Joint Technical Committee OB/6 Value Management.

At Standards Australia request, a new OB/6 membership is being reconstituted to develop and rewrite the AS/NZS 4183. Their policy now is to only allow representatives from corporate organisations as members of the Committee itself, although support can be drawn from any other source as required.


While there were 12 representatives on the earlier OB/6 Committee, Standards Australia noted that only a small number had actively participated in the actual development and writing of the original document. This is not uncommon in the development of Standards, and a check of these past VM participants indicated that this would be the case again. Accordingly, they recommended that a smaller number working committee be put together, but one that would have the active participation of its members. Accordingly, the present confirmed writing members of the new Committee are:

· Institution of Engineers Australia

· University of Canberra

· Institute of Value Management Australia

· Department of Defence

· Royal Australian Institute of Architects.


In addition, a range of individuals and organisations will be tapped into for specific information on topics such as overseas Standards and organisation activities such as government, manufacturing, construction, commerce and education.


The proposed time-scale at present is to have the first Committee meeting early in 2001, and have the new Standard published by the end of that year. The ongoing public discussion over the last two to three years on this topic should help to speed up this final process.

Summary.

There has been some comment from within IVMA that the present Standard AS/NZS 4183:1994 “Value Management” does not need to be revised, as it has proven itself to be a useful publication and is a robust document (ie it has stood up to use).


However, as I have outlined above, there is a range of very real reasons why the present publication needs to be revised and republished. While some are more important than others, they can be summarised as follows:

1. Standards Australia as a matter of policy request a review of their Standards after five years, and AS/NZS 4183:1994 has now been in operation, unchanged, for nearly seven years.

2. Standards Australia has also requested that the Standard be rewritten and republished in a new format illustrated by their new Risk Management Standard. The aim is to market it more effectively to a  wider audience.

3. The present Standard has increasingly shown itself over the last seven years to be too basic in its content, and has opened Value Management to the criticism that there is no special need for it due to an apparent lack of uniqueness.

4. The present Standard is unbalanced in its content. For example, there is a need to de-emphasise the Job Plan as the Core Methodology, while increasing the emphasis on Function Analysis in both its “soft” and “hard” forms. 

5. The present content of the VM Standard has been shown to have some errors of definition and omission that need to be corrected. These have become increasingly apparent over the seven years of its operation.

6. These errors, omissions and oversimplifications have compounded the fact that the present Australian Standard is not compatible with its main overseas counterparts. This is a problem for application in a global economy.

7. Over the seven years it has been in use, AS/NZS 4183:1994 has moved further out of date in terms of VM applications in Australia. This is particularly so with the increased emphasis on Facilitation.

8. Recent criticisms in Australia over the widespread lack of guidance, practical methodologies and expertise in managing “value-for-money” in both the public and private sectors has opened opportunities for a renewed interest in Value Analysis. There is a need for increased emphasis on this in the new Standard.

9. Other specialist disciplines have increasingly encroached on activities and areas that can be more effectively handled by Value Management, Value Analysis and Value Engineering.  The interrelationships with these other systems need to be clarified, including the use of common definitions and terminologies.

The republication of AS/NZS 4183 must not be seen as an end in itself, but is an important part in the perceived need to revitalise the use in Australia of the simple but powerful principles and practices of Value Analysis, Value Engineering and Value Management. 

And it is fun to do as well.

Lex Clark

FIEAust, CPEng, FIVMA, MIIE, SAVE.

22 October 2000 
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