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In light of this situation, the Ministry is striving to ensure the 
effective, effi cient acquisition of defense equipment, as well as 
the maintenance and strengthening of defense production and 

technological bases through initiatives aimed at increasing the 
effi ciency of procurement and improving its fairness and trans-
parency.

Basic Initiatives by the Ministry of Defense

1 Initiatives Aimed at Increasing the Effi ciency 
 of Procurement

The Ministry of Defense has been endeavoring to increase the 
effi ciency and rationalization of equipment procurement 
through the Comprehensive Acquisition Reform Committee, 
which was held in September 2003, as well as the Comprehen-
sive Acquisition Reform Project Team, which was established 
under the Committee’s auspices in October 2007 to speed up 
various deliberations concerning comprehensive acquisition re-
form. Although these existing initiatives focused on greater ef-
fi ciency in procurement have achieved cost reductions to some 
extent, further efforts to increase the effi ciency of procurement 
will be essential to the upgrading of defense capability, in light 
of the harsh situation surrounding the defense budget and 
equipment procurement at present.

Based on this awareness, in March 2013, the Ministry of De-
fense convened another meeting of the Comprehensive Acqui-
sition Reform Project Team, which is working in partnership 
with relevant departments within the Ministry, while undertak-
ing the requisite deliberations concerning effective ways of pro-
moting procurement reforms, with the aim of refl ecting the 
fruits of its efforts to increase the effi ciency of procurement in 
budgetary requests for FY20141.
(See Fig. III-3-2-1)

Fiscal Year Amount of Cost Reduction1 Percentage Cost Reduction2

FY2007 Approx. 170 billion yen Approx. 8.8%
FY2008 Approx. 160 billion yen Approx. 8.3%
FY2009 Approx. 280 billion yen Approx. 13.9%
FY2010 Approx. 140 billion yen Approx. 7.8%
FY2011 Approx. 121 billion yen Approx. 6.7%

Notes: 1 Amount of cost reduction = Initial requirement (theoretical value before conducting 
efficiency measures) - Actual amount spent

2Percentage of cost reduction = Amount of cost reduction ÷ (Expenditure relating to 
equipment and materials + Amount of cost reduction)

Fig. III-3-2-1 Status of Cost Reductions

2 Efforts to Increase Fairness and Transparency

The Ministry of Defense aims to increase fairness and trans-
parency in relation to the acquisition of equipment and materi-
als, and has thus far implemented a variety of measures from 
the perspective of making contracts more appropriate, and 
strengthening checking functions.

Recently, as a part of the effort to make public procurement 
more appropriate across the whole of government, the Ministry 
of Defense has been working on a number of measures, includ-
ing the introduction and expansion of a comprehensive evalua-
tion bidding system2, the increase of multiple-year contracts, 
making bidding procedures more effi cient, and reviews of sin-
gle-tendering contracts. Alongside these measures, in July 
2006, a deputy chief in charge of auditing was established at the 
Equipment Procurement Offi ce3 (as it was then named), as was 
an auditing division in the Internal Bureau, working toward 
strengthening checking functions. 

However, despite such initiatives, there was a case in Decem-
ber 2012, in which a summary order was requested at the Tokyo 
Summary Court against an SDF offi cer for a violation of the 
Act on Elimination and Prevention of Involvement in Bid Rig-
ging, etc. and Punishments for Acts by Employees that Harm 
Fairness of Bidding, etc. (commonly referred to as the “Bid 
Rigging Prevention Act”), in relation to a project to develop a 
new multi-purpose helicopter for the GSDF that had been con-
tracted out to Kawasaki Heavy Industries. The Ministry of De-
fense immediately set up a framework with the involvement of 
external experts and is conducting deliberations aimed at 
checking the facts and taking measures to prevent recurrence.

Moreover, in January 2012, it emerged that Mitsubishi Elec-
tric and four of its subsidiaries and affi liates, and Sumitomo 
Heavy Industries and a subsidiary thereof4 had engaged in over-
charging. In December that year, following investigation and 
analysis of these cases, the Ministry of Defense announced 
measures to prevent recurrence, centering on the strengthening 
of system audits, the revision of penalties, and the establishment 
of guidelines concerning bidding suspensions.

1

1   However, it is also necessary to consider coordination with the local community, in order for the SDF to carry out their duties smoothly.
2   Unlike the automatic bid system, which focuses only on price, this is a system in which the successful bidder is determined on the basis of a comprehensive 

evaluation that includes both the price and other elements, which is used in cases in which it is appropriate to carry out such procedures as evaluating the 
technological elements.

3   Reorganized in September 2007 to create the Equipment Procurement and Construction Offi ce.
4   Mitsubishi Electric, Mitsubishi Space Software, Mitsubishi Precision, Mitsubishi Electric TOKKI Systems, Taiyo Musen, Sumitomo Heavy Industries, and Sumiju Tokki 

Service.
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Achieving Further Effi ciency in the Acquisition of Equipment

1 Equipment acquisition through the IPT 
 (Integrated Project Team) framework

In order to review equipment acquisition, taking full account of 
maintenance, education and training, and skill improvement 
from the equipment concept stage, the Ministry of Defense has 
promoted acquisition methods using the Integrated Project 
Team (IPT) framework, which brings together various relevant 
departments. One example was seen in the selection of the 
next-generation fi ghter aircraft for the ASDF, with the estab-
lishment of an IPT consisting of relevant staff from multiple 
related departments within the Ministry of Defense. The IPT 
conducted all of the work associated with the source selection 
including the evaluation process.

2 The standardization of equipment and the 
 development of product families

The Ministry of Defense and SDF are endeavoring to promote 
the standardization of equipment and the development of prod-
uct families, in order to achieve effi cient procurement. As well 
as having endeavored to procure equipment and materials com-
mon to the GSDF, MSDF, and ASDF, with a primary focus on 
small arms, vehicles, and chemical supplies (e.g. 5.56mm ma-
chine guns, trucks, and protective masks), the Ministry is striv-
ing to achieve reductions in the unit price of acquisition through 
curbing development expenses and achieving economies of 
scale, by such means as standardizing some components of 
short-range surface-to-air missiles used by the GSDF and 
ASDF, and the development of product families for anti-ship 
missiles used by all three branches of the SDF.

3 Intensive procurement and integrated 
 procurement

The Ministry of Defense has endeavored to implement inten-

sive procurement, which seeks greater effi ciency by budgeting 
and entering into contracts for equipment, materials, and com-
ponents based on the approach of consolidating the quantities 
required for several years into a single specifi c fi scal year; in 
addition, it has pursued integrated procurement, which involves 
the consolidated implementation of budgets for multiple bodies 
in relation to the procurement of common components for dif-
ferent types of equipment, or the procurement of common 
equipment and materials for different organizations. For exam-
ple, in FY2012, intensive procurement was applied in the case 
of 50 radar components (transmitters) required for the upgrade 
of the F-15 fi ghter aircraft that were supposed to be procured in 
FY2012 and FY2013 in order to provide them with enhanced 
capabilities. This achieved a cost reduction in the vicinity of 6.4 
billion yen. Moreover, during the same fi scal year, the use of 
integrated procurement for components common to the Type 11 
Short-Range Surface-to-Air Missiles used by the GSDF and the 
Base Air Defense Surface-to-Air Missiles used by the ASDF 
reduced costs by approximately 900 million yen.

The GSDF’s Type-11 short-range surface-to-air missile and the ASDF’s 
surface-to-air missile for base air defense

Effective and Effi cient Maintenance and Replenishment

In order to deal with the increase in expenditure on the mainte-
nance of defense equipment, initiatives focused on effective, 
effi cient maintenance and replenishment are required. To date, 
the Ministry of Defense has been endeavoring to achieve great-
er effi ciency by extending the interval between periodic main-
tenance checks, and to implement and expand the use of Perfor-
mance Based Logistics (PBL), which is a new form of contract.

1 Greater effi ciency by extending the interval 
 between periodic maintenance checks

Having made adequate efforts to ensure that safety is not com-
promised, greater effi ciency is being sought by extending the 
interval between periodic maintenance checks of defense 

equipment such as fi xed-wing aircraft, helicopters, and Patriot 
missiles. For example, cost reductions have been achieved by 
extending the interval between overhauls for ten types of gas 
turbine engine on naval vessels from 8,000 hours, as it was hith-
erto, to 10,000 hours, and increasing the interval between pro-
gressive aircraft reworks (PAR) of P-3C maritime patrol air-
craft from 40 to 48 months.

2 The introduction of PBL (Performance Based 
 Logistics)

PBL, which involves paying a certain amount in exchange for 
achieving equipment performance in terms of availability and 
safety, is a contract method that has achieved positive outcomes 

2

3
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when applied to the maintenance and sustainment of equipment 
and materials in Western countries. It is thus necessary for the 
Ministry of Defense to consider the possibility of its introduc-
tion from the perspective of maintaining and improving equip-
ment availability and safety, while seeking long-term cost re-
ductions. Accordingly, as a pilot model from FY2012, the 
Ministry concluded a comprehensive contract concerning the 
acquisition and repair of airframe components for the GSDF’s 
special transport helicopters (EC-225LP).

The Ministry also plans to implement PBL in FY2013, in 
relation to components for the ASDF’s T-7 primary trainer air-
craft and some components for F-15 fi ghter engines.

A special transport helicopter (EC-225LP)

An F-15 fi ghter which is expected to have PBL applied to some of its engine parts

3 International joint development and 
 production

Japan has dealt with arms exports in a careful manner, in accor-

dance with the Three Principles of Arms Exports and their re-
lated policy guidelines. On the other hand, in individual cases, 
such as the joint development of BMD by Japan and the U.S.A., 
it has taken separate measures by issuing Chief Cabinet Secre-
tary’s statements, where arms exports are dealt with outside the 
Three Principles.
See ▲  Chapter 1, Section 1-4

See ▲  References 20, 45, 47

Advanced equipment is becoming increasingly high-perfor-
mance and complex, which is making it more expensive. In its 
development and production phases, one can now fi nd many 
countries which participate in international joint development 
and production. Such participation curbs development and pro-
duction costs, while utilizing the advanced technology of allies 
and friends.

In light of this fact, the Statement by the Chief Cabinet Sec-
retary On Guidelines for Overseas Transfer of Defense Equip-
ment etc. was published in December 2011. These Guidelines 
put in place exemptions from the Three Principles of Arms Ex-
ports, based on the premise of strict control, in relation to the 
overseas transfer of defense equipment associated with cases 
related to peace contribution and international cooperation, 
cases regarding international joint development and production 
of defense equipment, etc. that contributes to Japan’s security.

In doing so, the basic premise is that strict control should 
take place within frameworks determined by the Government 
of Japan and the governments of counterpart countries, such as 
guaranteeing that the equipment will not be used for other pur-
poses or transferred to a third-party country without the prior 
consent of Japan. In December 2012, during the withdrawal 
from peacekeeping operations in Haiti (United Nations Stabili-
zation Mission in Haiti (MINUSTAH), Japan made use of these 
standards in giving equipment such as hydraulic excavators 
(which are classed as weapons under the Three Principles of 
Arms Exports, etc.) to the Haitian government in order to con-
tribute to the development of the economy and society of Haiti.

Moreover, on March 1, 2013, the government issued a state-
ment by the Chief Cabinet secretary on the Chief Cabinet Sec-
retary issued a statement concerning the participation of indus-
tries of Japan to the production etc. of F-35, which establishes 
an exemption from the Three Principles of Arms Exports in 
relation to participation in international logistical support sys-
tems.
See ▲  Chapter 2, Section 4-2; Chapter 3, Section 4-4

Improving the Contract System

1 Background to the review

In order to cope with the increasingly harsh environment sur-
rounding the procurement of equipment and materials, the 
Ministry of Defense is faced with the growing necessity to ac-
cept new ideas and promote the reform of acquisition in a more 
forceful way.

Against this background, the Ministry of Defense has been 

holding meetings of the Contractual Systems Study Group 
since 2010, to consider new measures.

In its deliberations concerning such matters as contracts re-
lating to equipment procurement, the Contractual Systems 
Study Group has not stopped at simply curtailing procurement 
costs from the government’s point of view, but has taken a me-
dium- to long-term perspective, keeping in mind efforts to im-

4
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prove the advantages of companies’ participation in the defense 
business and build “Win-Win” relationships to reward those 
who have made efforts to improve effi ciency. After considering 
various issues, the Contractual Systems Study Group published 
its fi rst report in August 2010, its second report in April 2011, 
and its third report in September 2012.

2 Measures to improve systems relating to 
 contracts for defense equipment

(1) Improvement of the provision requiring the 
return of excessive profi t

The provision requiring the return of excessive profi t is a con-
tract provision which stipulates that, in the event of any exces-
sive profi t remaining after the execution of a contract, compa-
nies must return this to the government. This provision is 
applied in the event that a large portion of the cost of the equip-
ment is diffi cult to forecast, including in general competitive 
contracts, and it is a characteristic contract provision in the pro-
curement of defense equipment with low marketability.

For the government, this provision is not only aimed at pre-
venting the counterparty of the contract from generating exces-
sive profi ts; it also has the advantage of enabling the collection 
of cost information through an audit after performance of the 
contract, as well as the advantage for the company that, because 
cost is allowed by the government, it forms the basis for the 
prices of similar contracts concluded in the future.

On the other hand, with contracts that include this provision, 
cost reductions due to the companies’ efforts and other exces-
sive profi ts generated are subject to return, diminishing the ef-
fectiveness of cost reduction incentives for the company. Fur-
thermore, careful evaluation is required concerning the 
appropriateness of imposing the excessive profi t return provi-
sion in regard to projects with multiple bidders, where substan-
tial competitiveness is acknowledged to exist.

Accordingly, in March 2012, the Ministry of Defense im-
proved the regulations, as a result of which, this provision is not 
applied in the case of competitive contracts in which real com-
petitiveness is ensured. At present, efforts are continuing to ac-
celerate the pace of deliberations by the Equipment Procure-
ment and Construction Offi ce, which deals with central 
procurement, concerning calculations of estimated price for 
equipment and materials procured by the Ministry of Defense, 
focusing on such areas as approaches to cost-checking tech-
niques, creating information databases, and improving cost 
control capabilities. The objective of this is to achieve a transi-
tion from cost audit contracts incorporating a provision requir-
ing the return of excessive profi t (contracts with a special provi-
sion stipulating that an audit of the actual costs incurred will be 

conducted and that the fi nal amount paid will be established 
based on this) to an ordinary fi nal and binding contract that 
establishes the contract sum from the time of concluding the 
contract, without any special provision concerning the amount 
to be paid and irrespective of any increase or decrease in the 
actual cost of manufacture.

(2) Improvement of the contract system to 
generate cost reduction incentives

The Ministry of Defense has undertaken a variety of initiatives 
in order to produce cost reduction incentives for companies to 
date, including the operation of an Incentive Contracts System1. 
Since being introduced in 1999, however, these incentive con-
tracts have only been used for four projects. Furthermore, the 
rationalization of public procurement now requires that com-
petitive procedures, such as an open tender, be conducted for 
each contract, even for equipment and materials where in effect 
only a single supplier is likely to bid. However, it has transpired 
that, in most cases, only a single supplier responds to a tender, 
which indicates that these procedures have effectively become 
devoid of all meaning.

Accordingly, the Ministry of Defense made improvements to 
the System to Promote the Streamlining of Work Processes2 in 
April 2012, creating a system that, under certain conditions, ac-
cepts as an incentive fee an amount equivalent to 50% of the 
man-hours reduced, in the event that a company makes a com-
mitment to reduce costs by achieving greater effi ciency in its 
work by eliminating losses such as those arising from tasks in 
the manufacturing process. Furthermore, in April 2013, with 
the objective of promoting further efforts by companies to 
achieve greater effi ciency in their work, by enabling them to 
receive ongoing orders based on the same type of contract, a 
system entered into force whereby contracts covered by this 
system (contracts concluded within a maximum of fi ve fi scal 
years of the decision to apply the system) became single-tender-
ing contracts, in the event that a company made a commitment 
to use the system and achieve substantial cost reductions. At 
present, deliberations regarding the existing Incentive Con-
tracts System are underway, with a view to turning them into 
single-tendering contracts like those under the System to Pro-
mote the Streamlining of Work Processes, in the event that the 
cost reductions to which the company commits are substantial; 
in addition, revisions of the system are being considered, in-
cluding diversifying the focus and amount of the incentive fee3. 
In terms of medium- to long-term challenges, deliberations are 
underway, with a view to granting single-tendering contracts 
under certain conditions, and establishing a system to encour-
age further cost reduction endeavors by making a commitment 
to the placing of ongoing orders with companies that have 

1   A system aimed at motivating companies to reduce costs, whereby a certain proportion (rate) of the cost reduction effect is added as an incentive fee to the price 
calculated on the basis of the estimated price, in the event that the company proposes and employs cost reduction measures, such as technologies not envisaged at 
the time the contract was concluded.

2   A system jointly involving the public and private sectors to investigate whether there is room for streamlining work processes in which a fact-fi nding survey and 
analysis of work processes is performed by the Ministry of Defense utilizing consulting companies, in order to raise the efficiency in the execution of contract 
counterparty duties.

3   The rate applied to the cost reduction effect as an incentive fee added to the calculated price is currently 50%.
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themselves committed to substantial cost reductions, through 
the use of the System to Promote the Streamlining of Work 
Processes and the Incentive Contracts System.

(3) Reducing procurement costs further through 
multiple-year contracts that actively utilize 
the PFI (Private Finance Initiative) Promotion 
Act4

In order to reduce costs, long-term contracts that are consoli-
dated to a certain degree are essential. However, the upper lim-
it for acts resulting in Treasury liability is fi ve years and it does 
not make business sense for companies to invest in such short-
term contracts, so it seems that they refrain from investment 
that could lead to cost reductions and, furthermore, do not ac-
cept orders, in order to avoid risk.

Accordingly, as well as realizing the planned acquisition and 
execution of budgets using standardized investment amounts, it 
is anticipated that implementing long-term multiple-year con-
tracts through the active utilization of the PFI Promotion Act 
and the Public Service Reform Act5 will give rise to such bene-
fi ts as cutting equipment procurement costs by reducing risks 
for those accepting orders, and promoting the entrance of new 
suppliers. From this perspective, in regard to the project fo-
cused on the enhancement of the X-band communications sat-
ellite, which makes use of the PFI Promotion Act, the Ministry 
of Defense concluded the contract for the project in January 
2013, and will continue to actively utilize PFI in cases where its 
use is expected to reduce procurement costs. 

As for PBL contracts, deliberations on utilization of the Pub-
lic Service Reform Act are underway, with a view to enabling 
long-term contracts for a maximum of 10 years in cases where 
contracts are required to exceed the 5-year upper limit for acts 
resulting in Treasury liability.

3 Matters Relating to Measures to Prevent 
 Recurrence of Overcharging

In order to unravel the motivation behind the series of cases of 
overcharging involving Mitsubishi Electric and other compa-
nies involved with defense, the Ministry of Defense progres-
sively began to conduct investigations of the companies in ques-

4   Act on Promotion of Private Finance Initiative.
5   Act on Reform of Public Services by Introduction of Competitive Bidding.

Parliamentary Vice-Minister of Defense Sato hosting the 1st meeting by the Investigative Committee on Cases of Overcharging

Deliberation on the provision and operation of X-band communications 
satellites (the photo shows a Superbird) [SKY Perfect JSAT Corporation]
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tion in January 2012, and compiled and published measures to 
prevent recurrence in December that year.

Against the background of overcharging through the infl a-
tion of the number of man-hours involved in projects, the re-
sults of the investigation exposed the closed nature of de-
fense-related divisions, which arises from the specifi c nature of 
the products (equipment and materials) that they handle. On the 
other hand, it emerged that the terms of trade unique to the 
procurement of equipment and materials – in terms of the fact 
that it is diffi cult to manage profi t and loss, and achieve sales in 
the same way that private sector companies usually expect to do 
– signifi cantly infl uence their motivation.

Such background factors are not peculiar to Mitsubishi Elec-
tric and the other companies involved in these recent cases, but 
appear to be a common challenge faced by the majority of com-
panies involved in defense production. As shown below, the 
measures to prevent recurrence seek to enhance and strengthen 
measures to alleviate the closed nature of those involved in de-
fense production and increase transparency, as well as pursuing 
moves toward the impartial evaluation of the costs and risks 
borne by companies; in March 2013, the Investigative Commit-
tee on Cases of Overcharging, chaired by Parliamentary 
Vice-Minister of Defense Sato, began deliberations concerning 
the specifi c implementation of these measures, with some of 
these measures entering into force the following month.

(1) Strengthening investigations and audits of 
contract partners

(i) Strengthening system investigations and cost audits
○ Mandatory contract provisions concerning the acceptance 

of impromptu system investigations without advance no-
tice (surprise investigations)

○ Making use of companies’ compliance functions to con-
duct document checks each fi scal year, focused on the im-
plementation status of the compliance tasks stipulated as 
requirements by the Ministry of Defense when conclud-
ing the initial contract

○ Participation of Cost Audit Offi cers from Regional De-
fense Bureaus in system investigations, as well as offi cers 
in charge of system investigations and inspection at the 
Equipment Procurement and Construction Offi ce

(ii) Gathering and building information about costs
○ Actively incorporating the acceptance of cost investiga-

tions into contract conditions, in order to gather informa-
tion about costs

○ Accelerating deliberations by the Equipment Procurement 
and Construction Offi ce concerning efforts to strengthen 
the construction and management of cost databases, in or-
der to verify the appropriateness of contract prices

(2) Measures to deal with companies that 
overcharge

(i) Increasing and relaxing penalties
As outlined below, increasing or relaxing the fi ne from the ex-
isting rate of double the overcharged amount, in order to im-
prove the deterrent effect of the penalty system, while at the 
same time encouraging companies to cease and/or report such 
cases voluntarily
○ Imposing a fi ne of four times the overcharged amount in 

the event that malpractice has been concealed, etc.
○ Imposing a fi ne equivalent to the overcharged amount in 

the event that a company reports overcharging voluntarily, 
before any questions are raised 

(ii) Putting in place guidelines concerning bidding suspensions
○ Clearly disclosing the criteria for each major category of 

case

(3) Systems relating to the procurement of 
equipment and materials, etc.

(i) Refl ecting the costs and expenditure actually required in 
the contract price

Clarifying the rules for appraisals of costs and expenditure 
when calculating contract prices, in a form appropriate to the 
actual situation at the company
(ii) Appropriate appraisals of the risks and costs borne by com-

panies
○ Properly appraising the upside risks6 relating to cost that 

tend to occur during the research and development phase 
and the initial stages of mass production, and adding an 
“additional risk fee” to the contract price of the contract in 
question, based on past performance

○ Revising the Incentive Contracts System (increasing the 
fee rate and diversifying the areas targeted by such con-
tracts)

6   The contracts concluded by the Ministry of Defense at the research and development stage or initial stages of mass production are often cost audit contracts, but 
these contracts contain the condition that, in the event that auditing of the costs reveals the actual amount that should form the contract price after an appropriate 
profi t has been added to the costs actually incurred in the performance of the contract to be lower than the initial contract sum, the amount paid shall be reduced by 
the difference between the two amounts, or the difference shall be returned to the government; in other words, the sum by which the actual amount exceeds the 
initial contract sum shall not be paid to the company in question. This exempts the Ministry of Defense from having to pay more than the reasonable price, without 
bearing any risk in individual contracts, but for companies, it is a mechanism that imposes risk on them, in terms of cost increases eating into their reasonable profi t 
or causing them to bear losses.




