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The Cost Reduction Principle 

·Traditional thinking dictates that you set your selling price 

by calculating your cost and adding on a margin for profit 

·In todayõs competitive market the customer sets the price 

and you donõt have the luxury of adding a profit margin 

·The only way to remain profitable and grow your business 

is to eliminate waste from your value stream, thereby 

reducing costsñcost reduction principle 
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The Cost Reduction Principle 
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The Cost Reduction Principle 

·Determine the price customers are willing to pay, 

and subtract your cost to determine what your 

profit will be 

·Eliminating waste is important because customers 

not only set the price, but they also demand price 

reductions 
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What is Lean? 

 

Is it skinny? 

Is it less people? 

Is it working 

harder? 

Is it making less? 

 

What is Lean Process Improvement? 
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What is Lean Process Improvement? 

·Lean is a continuous improvement methodology focused 

on managing processes, and improving them by 

compressing time, rather than sweating assets 

·Every business is a collection of processesñprimary 

processes that create value and secondary processes that 

support them (office and administrative functions) 

·Processes are sequences of steps that must be carried out 

to create value for customers and managed as a whole, not 

separately 
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Lean and Profitability 
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Growth Through Lean 
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Lean reduces total costs enabling you to maintain or lower your 

prices and increase market share, thereby growing your business.  



What is Lean Process Improvement? 

·Lean emphasizes the prevention of waste: any 

extra time, labor or material spent producing a 

product or service that doesnõt add value to it. 

·Leanõs  unique tools, techniques, and methods 

can help you reduce costs, achieve faster 

delivery and shorten lead times 

·Lean fosters a culture in which all employees 

continually improve their skill levels and 

processes thereby increasing morale 
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What is Lean Process Improvement? 

·Because lean systems are customer driven, 

products and services are created and delivered in 

the right amounts, to the right location, at the 

right time, and in the right condition 

·Products and services are produced only for a 

specific customer order rather than being added 

to inventory 
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Goals of Lean Process Improvement 

·Improve Quality 

·Eliminate Waste 

·Reduce Lead Time 

·Reduce Total Costs 
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Goals of Lean Process Improvement 

·Improve Quality 

·Quality is the ability of your product or services to 

meet or exceed your customersõ requirements 

·Eliminate Waste 

·Waste is the activities that take up time, resources 

and space but does not add value to a product or 

serviceñcustomers do not want to pay for non-

value-added activities 
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Goals of Lean Process Improvement 

·Reduce Lead Time 

·Lead time is the total time it takes to complete a series 

of tasks within a process. Some examples: 

·Period between the receipt of a sales order and the time 

payment is received 

·The time it takes to transform raw materials into finished goods 

·The time it takes to introduce new products after the design 

phase is completed 

·The time it takes to complete a quote or submit a proposal 
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Long lead times undermines your business. Reducing  lead times 

can help you dominate your market.  



Goals of Lean Process Improvement 
·Reduce Total Costs 

·Total costs are the direct and indirect costs 
associated with the production of a product or 
service 
·You must continually balance your productsõ and 
servicesõ prices and your operating costs to succeed. 

·If your prices and operating costs are too high you will 
lose market share and profits 

·To reduce total cost a Lean process must eliminate 
waste and reduce lead times. 
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Benefits 
·Implementing lean tools and techniques will enable your 

company to meet customer demand for a quality product 

or service at the time they need it and for a price they are 

willing to pay. 

·Lean management methods create flexible and efficient 

business and manufacturing processes. 

·Lean practices will help your company manage its total 

costs and provide a fair ROI to its stakeholders. 
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Waste 
·Waste is anythingñtime, cost or work that adds 

no value in the eyes of the customer 

·Waste exists at all levels and in all activities 

·Lean shows us how to recognize and eliminate 
waste and not simply accept it as the òway work is 
done around hereó 
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The Seven Deadly Wastes 
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The ultimate lean target is the total elimination of waste. Waste, or 

muda, is anything that adds cost or time without adding value. Seven 

deadly waste have been identified over the years .  Recently an eighth 

waste has been identified ñunderutilization of people.  
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The Seven Deadly Wastes 

·Inventory 

·Excess inventory that is not directly required for 

current customer orders 

·Manufacturingñexcess raw materials, WIP and finished 

goods 

·Office/Serviceñunneeded files, extra supplies, 

unnecessary copies, excessive unread emails, etc. 
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The Seven Deadly Wastes 

·Overproduction 

·Excessive use of resourcesñproducing too 

much of something, faster than needed, or 

before it is needed 

·Manufacturingñunits made for stock or inventory 

·Office/ServiceñProducing reports before they are 

needed, performing more analysis than required 
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The Seven Deadly Wastes 
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·Over-processing 

·Extra operations, such as rework, reprocessing, handling 
and storage that occurs because of defects, 
overproduction, and too much or too little inventory, 
includes redundant activities, such as checking someone 
elseõs work. Obtaining multiple signatures, or excessive 
reviews 

·The time spent producing product/service features 
which are irrelevant to the customer 
·Manufacturingñreworking defective product 

·Office/serviceñmultiple approval signatures, entering data in 
multiple systems and or òstand aloneó spreadsheets for reporting 
purposes 
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The Seven Deadly Wastes 
·Transportation 
·Unnecessary movement of materials such as WIP, 

materials being transported from one operation to 
another. Transporting something further than necessary, 
or temporarily locating, filing, stocking, stacking, or 
moving materials, people, information or paper. 
·Manufacturingñmoving sub components from one work process 

to another 

·Office/serviceñFiling/saving documents that will never be used 
again, updating customer records in different systems 
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The Seven Deadly Wastes 
·Motion 

·Extra steps taken by employees and equipment to 
accommodate inefficient process layout, defects, 
reprocessing, overproduction. More walking, reaching or 
bending than necessary 

·Any movement of people which does not contribute 
added value to the product or service 
·Manufacturingñoperators having to walk back and forth to retrieve 

tools or materials not stored in the immediate work area 

·Office/serviceñselecting additional keystrokes and fields to retrieve 
previous information, searching for misplaced files 
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The Seven Deadly Wastes 

·Waiting 

·The period of inactivity in a downstream process that 

occurs because an upstream activity does not deliver on 

time. 

·Manufacturingñwaiting for parts or subcomponents to complete 

a job 

·Office/serviceñdelays in getting feedback/approvals/decisions 

from peers or top management 
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The Seven Deadly Wastes 

·Defects (Rework) 

·Refers to all processing required creating a 

defect or mistake and the additional work 

required to correct it  

·Manufacturingñdefective units of product 

·Office/serviceñincorrect/missing information on a 

form, handling a report numerous times 
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Eighth Waste 

Quantum Associates, Inc 25 

·Underutilization of People - is a result of not placing 

people where they can (and will) use their knowledge, 

skills, and abilities to the fullest  

ÅAssigning an employee to two jobs due to understaffing 

Å Having employees perform a task that is politically motivated 

ÅNot cross training employees 

 



Three Types of Process Activities 
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·Value-added activities 

·Business value-added 

activities 

·Non-value added activities 
 

 

 

26 



Value-added Activities 

·Those steps the customer is willing to pay for 

·To qualify as value-added an activity must meet the 

following criteria: 

·It changes the form, feature, or function that the 

customer desires 

·It must be òdone right the first timeó 

·The customer is willing to pay for it 

Quantum Associates, Inc 27 

òIt is the customer who determines what a business is. What the 

customer thinks he is buying, what he considers ôvalue,õ is decisiveñit 

determines what a business is, what it produces and whether it will 

prosper.ó ðPeter Drucker  



Business Value-added Activities 

·Activities the customer isnõt willing to 

pay for but must be done to comply 

with regulations, organizational policies, 

and so on 

·You must periodically examine these 

activities to make sure they are 

necessary, if not eliminate them 
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Non-value-added Activities 

·Those activities the customer is not 

willing to pay for and can be avoided 

·Your goal should be to eliminate these 

activities because they are WASTE 
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Understanding Waste 
What would you be willing to pay for when ordering a 

hamburger? 

___  Meat 

___  Dough 

___ Ketchup 

___ Electricity to run ovens 

___ Electricity to run outdoor  

       lights left on accidentally 

___ Person paid to inspect take- 

       out orders 

___  Cost of hamburgers not  

        sold 

___  Distribution Center 

___  Cost of radio, TV, web  

         ads 

___  Cost of delivery truck   

         signs 

___  Cost of store manager 

___  Cost of cleaning 

___  Cost of menus 

___  Employee training 

___  Profit 
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What Are Value Streams? 

A Value Stream  is all the actions, both value-added 

and non-value-added required to bring a product or 

service from concept to launch and from order to 

delivery. 
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Types of Value Streams 

òWhenever there is a product (or service) for a customer, there is a 

value stream.  The challenge lies in seeing it.ó 
 

There are three value streams for each product family 

that overlap and flow together: 
Å Concept to Launch (engineering/design) 

Å Raw Materials to Customer (manufacturing) 

Å Order to Cash (administrative functions ) 
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Value Stream Mapping 

Value Stream Mapping ð the process of identifying and 
charting the flows of information, processes, and goods or 
services across the entire supply chain from the supplier to 
customer possession 

 
· Includes both value-added and non value-added activities 

·Allows for òseeingó areas of waste in current state 

· Future state is roadmap and apt to change  

· Create icons specific to your business or industry 

·Maps should be the plan for 6 months ð 2 years 

·Maps ð many types 
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 Value Stream Mapping 

Information 

Flow 

Data Box 

Queue/Wait 

Step 

Graph 

Processe

s 

Customer 

Attributes 
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Value Stream Map 
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Client

Pre-application Application Approval/Title Closing Prep

Gadget 

Data

8 hrs. 80 hrs. 80 hrs. 40 hrs.

15Financial data min

15Credit Report min

120
Determine 

prgm
min

60
Verify emply & 

assets
min

120Underwriting min

70Yield %

20
Oder appraisal 

& title
min

5 
File paperwork 

pending
min

80Yield %

120
Notify parties 

& confirm
min

5
Schedule 
location

min

120Print docs min

150 min 180 min 25 min 245 min

(1 day)

8 hrs
(10 days)

80 hrs

(10 days)

80 hrs
(5 days)

40 hrs

Queue time = 208 hrs

Value-added time=10 hrs (600 minutes)

Total lead time = 218 hrs (27.25 days)

30 Year Fixed Mortgage Application Value StreamðCurrent State Map

35 PCE = 4.6% 



Value Stream Map 
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Patient

Registration Triage Emergency Room Radiology Emergency Room ER Casting Discharge

3Verify Ins min

4Update Info min

3Process min

3Vitals min

2 Chief cmpl min

4Mini evl min

4
Dispense 

meds
min

3Recheck vitals min

3Mini assmt min

2Chief cmpl min

5Assess min

3Post pst min

5Obtain xray min

15Process min

3Reassess min

3Obtain xray min

5Ict hc min

5Diagnosis min

30Cast pt min

5Pt educ min

2Return Appt min

5
Discharge 

recpt
min

10 mins 13 mins 13 mins 23 mins 16 mins 35 mins 7 mins

15  mins 35  mins 20  mins 45  mins 45  mins 40  mins

15 mins 35 mins 20 mins 45 mins 45 mins 40 mins

Orthopedic Patient Current State Value Stream Map

Wait time = 200 minutes

Value-added time = 104 minutes

Total Lead time = 304 minutes (5.06 hours)

Shift = 12 hours
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