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5. Cost of Quality 



Cost of Quality – (COQ) 

• A technique which reduces the overall expenditure 
vis-a-vis improves the quality level and 
productivity. 

 
•  It acts as a double-edged sword.  
 
• The basic concept of COQ is to bifurcate the total 

expenditure made to ensure quality of the 
product into four basic categories… 

 
Appraisal Cost 
Prevention Cost 
Internal Failure Cost  
External Failure Cost 



Prevention 
Cost  

Appraisal 

Costs  

Internal 
Failure Costs  

External Failure 
Costs  

The cost of 

all activities 

specifically 

designed to 

prevent poor 

quality in 

products or 

services. 

The costs associated 

with measuring, 

evaluation or auditing 

products or services to 

assure conformance to 

quality standards and 

performance 

requirements. 

Failure costs 

occurring prior 

to delivery or 

shipment of the 

product, or the 

furnishing of a 

service, to the 

customer. 

Failure costs 

occurring after 

delivery or 

shipment of the 

product, and during 

or after furnishing of 

service, to the 

customer.  



•Scrap 

•Rework 

•Warranty costs 

Hidden Costs 

Visible costs 

• Excessive use of material 

• High inventory 

• Inadequate resource utilization 

• Cost of redesign and re-inspection 

• Cost of resolving customer problems 

•  Lost customers / Goodwill 

Un covering Hidden Costs by COQ System 

• Conversion efficiency of materials 
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Business process re-engineering is a business management 
strategy, originally pioneered in the early 1990s, focusing on the 
analysis and design of workflows and processes within an 
organization. BPR aimed to help organizations fundamentally 
rethink how they do their work in order to dramatically 
improve customer service, cut operational costs, and become 
world-class competitors. 

Process 



Definition of Process 

A process is simply a structured, measured set of activities 
designed to produce a specific output for a particular 
customers or market.   
 
Characteristics:  
A specific sequencing of work activities across time and 
place 
A beginning and an end  
Clearly defined inputs and outputs 
Customer-focus 
How the work is done 
Process ownership  
Measurable and meaningful performance   



Definition of Reengineering 

The fundamental rethinking  

and radical redesign of  

core business processes to  

achieve dramatic improvements in critical 

performance measures such as quality, cost, and 

cycle time.   



Basic questions are asked, such as 
- Does our mission need to be 
redefined?  
- Are our strategic goals aligned 
with our mission?  
- Who are our customers?"  
 
An organization may find that it is 
operating on questionable 
assumptions, particularly in terms 
of the wants and needs of its 
customers.  
 
Only after the organization 
rethinks what it should be doing, 
does it go on to decide how best to 
do it 



BPR success & failure factors 

 

Organization wide commitment 

BPR team composition 

Business needs analysis 

Adequate IT infrastructure 

Effective change management 

Ongoing Continuous Improvement 



Many companies used reengineering as an pretext to downsize their companies 
dramatically, though this was not the intent of reengineering's proponents; 
consequently, reengineering earned a reputation for being synonymous with 
downsizing and layoffs. 
 
In many circumstances, reengineering has not always lived up to its 
expectations. Some prominent reasons include: 
Reengineering assumes that the factor that limits an organization's 
performance is the ineffectiveness of its processes (which may or may not be 
true) and offers no means of validating that assumption. 
Reengineering assumes the need to start the process of performance 
improvement with a "clean slate," i.e. totally disregard the status. 
reengineering does not provide an effective way to focus improvement efforts 
on the organization's constraint 

Critique 



Quality 

is not an Assignable Task 

it must be Rooted and Institutionalized 

Within every Step of the 

“Business Process” 

It Is Everyone's Responsibility 


