
ARE  YOU  US ING  

THE  WRONG  

QUAL I TY  METR ICS ?  

UNCOVER ING  THE  

TRUTH  ABOUT  THE  

COST  OF  QUAL I TY



today face a growing range of risks 

around supply chain complexity and 

quality control. Many companies turn to 

operational excellence to address these 

challenges and reduce costs, but they 

often fall short due to one critical error: 

failing to accurately define and measure 

the full cost of quality. 

AUTOMOTIVE  AND  
AEROSPACE  
MANUFACTURERS



T i gh t  compe t i t i on  and  acce l e r a t i ng  change  ha s  l e d  

t o  h i gh l y  comp l e x  g l oba l  s upp l y  cha i n s ,  wi th  

manu f a c t u r e r s  unde r  p r e s s u r e  t o  de l i v e r  h i ghe r  

qua l i t y  p roduc t s  a t  

l owe r  co s t .  

Au tomo t i v e  OEMs  a r e  i n c r e a s i ng l y  f o cu s ed  on  

i n no v a t i on  and  de s i gn ,  ou t s ou r c i ng  componen t s  

and  a s s emb l y  p roduc t i on  t o  s upp l i e r s .  Toda y ,  t h i r d  

pa r t i e s  p roduce  more  t h an  82%  o f  au t omo t i v e  

pa r t s ,  compa r ed  t o  j u s t  56%  i n  1 9 8 5 .    

COMPLEX  SUPPLY  

CHA INS  FUEL  

GREATER  R ISK  —  

WITH  L I TT LE  ROOM  

FOR  ERROR

53 .2  MILL ION  

VEH ICLES  

RECALLED  

I N  20 16 .
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Wh i l e  s upp l y  cha i n  s t r a t eg i e s  a r e  cen t r a l  t o  v i ab i l i t y  i n  

an  i ndu s t r y  wi th  s l im  p ro f i t  marg i n s ,  t h e y  a l s o  c r e a t e  

huge  r i s k s  f o r  OEMs  and  s upp l i e r s .  The  5 3 .2  mi l l i o n  

v eh i c l e s  r e c a l l ed  i n  20 1 6  a r e  a  p r ime  e xamp l e .    I t  was  a  

r e co rd  h i gh  i n  a  s t r i n g  o f  r e co rd -b r eak i ng  y e a r s ,  d r i v en  

l a r g e l y  by  t h e  mas s i v e  r e c a l l  o f  de f e c t i v e  a i r b ag s .  No t  

on l y  ha s  t h e  c r i s i s  co s t  many  l i v e s  and  b i l l i o n -do l l a r  

l o s s e s  f o r  OEMs ,  i t ’ s  a l s o  l e d  t o  c r im ina l  cha r ge s  and  

bank rup t c y  f o r  t h e  s upp l i e r .  

And  i t ’ s  no t  j u s t  t h e  

au t omo t i v e  i ndu s t r y  

a t  r i s k .  

Ae r o space ,  t o o ,  ha s  

s t r ugg l ed  wi th  

cha l l enge s  a r ound  

e x t ended  s upp l y  cha i n s .  
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F i e r c e  compe t i t i o n  and  

s t r ong  demand  mean  compan i e s  

mus t  wo r k  wi th  g r ow ing  numbe r s  o f  

s upp l i e r s .  Toda y ,  t h e  a v e r age  

ae r o space  OEM  migh t  wo r k  wi th  

more  t h an  1 0 ,000  i nd i v i dua l  

s upp l i e r s .    

The s e  r e l a t i on sh i p s  a r e  a  doub l e -  

edged  swo rd ,  bo th  e s s en t i a l  t o  t h e  

bu s i n e s s  mode l  and  one  o f  i t s  

g r e a t e s t  s ou r c e s  o f  qua l i t y  i s s u e s .  

Fo r  bo th  i ndu s t r i e s ,  t h i s  s upp l y  

cha i n  comp l e x i t y  comb ined  wi th  

f a s t e r  r a t e s  o f  p roduc t i on  c r e a t e  

more  oppo r t un i t i e s  f o r  e r r o r s—  and  

r i s i n g  r i s k s  a r ound  co s t  o f  qua l i t y .  

More  Supp l i e r s  =  More  R i s k



Most manufacturers recognize that 

extended supply chains, skills shortages 

and changing requirements and 

standards increase quality costs. 

Despite this fact, 2 in 3 companies do not 

track quality costs.  Even among those 

who do, few understand the full extent of 

their risk due to the numerous factors 

impacting cost of quality. 

CALCULATING  THE  TRUE  COST  OF  QUALITY :  
A  COMPLEX  EQUATION
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I n  f a c t ,  manu f a c tu r e r s  t yp i c a l l y  e s t ima t e  t he i r  co s t  o f  qua l i t y  a t  

r ough l y  1 0%  o f  annua l  r e v enue ,  when  t he  t r ue  co s t  may  t o t a l  

anywhe r e  f r om  1 5%  t o  40% .    Even  on  t he  l ow  end ,  t he s e  co s t s  

cou ld  ea s i l y  e r a s e  a  company ’ s  p ro f i t  marg i n .  

When  ca l cu l a t i ng  t he s e  co s t s ,  o rgan i z a t i on s  t end  t o  f o cu s  on  

f a i l u r e  co s t s  s u ch  a s  s c r ap ,  r ewo r k  and  cu s t ome r  r e t u rn s .  

I n  r e a l i t y ,  t he s e  non - con f o rmance  co s t s  a r e  on l y  pa r t  o f  t he  

equa t i on .  A  f u l l  accoun t i ng  o f  qua l i t y  co s t s  mus t  a l s o  l o ok  a t  t he  

co s t  o f  keep i ng  p roduc t s  i n  con f o rmance ,  a  numbe r  r a r e l y  

measu r ed  and  o f t en  misunde r s t ood .  
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Non - con f o rmance  co s t s  o r  co s t  o f  

poo r  qua l i t y  (CoPQ )  a r e  comp r i s ed  

o f  i n t e r n a l  and  e x t e r n a l  f a i l u r e  

co s t s .  

I n t e r n a l  f a i l u r e  co s t s  a r e  t ho s e  

a r i s i ng  f r om  de f e c t s  d i s c o v e r ed  

be f o r e  p roduc t  i s  i n  t h e  

cu s t ome r ’ s  hand s ,  i n c l ud i ng :  

   

COST  OF  POOR  QUAL I TY :  

THE  REACT IVE  COSTS

     •  Sc r ap  

     •  Rewo r k  

     •  Mate r i a l  co s t s  

     •  Downg r ad i ng  p r i c e  



Ex t e rna l  f a i l u r e  co s t s  a r e  t ho s e  

d i s co ve r ed  on  t h e  cu s t ome r  s i d e .  

Some  examp l e s  a r e :  

•  S y s t ems  and  r e s ou r c e s  f o r  manag i ng                   
   cu s t ome r  comp l a i n t s  

•  Rep l a c i ng  o r  r epa i r i ng  de f e c t i v e  p roduc t       
      r e t u r ned  by  cu s t ome r s  

•  Reca l l  and  wa r r an t y  co s t s  

•  Dec l i n i ng  s a l e s  and  l o s s  o f  b r and  v a l u e  

•  Sh i pp i ng  co s t s  and  mate r i a l s  f o r  r e t u r ned       
   and  r ep l a c emen t  good s  



Companies also face hidden opportunity costs as a result of quality failures, such as: 

   • Production and shipping delays when having to replace or rework product 

   • Equipment downtime due to process disruption, which research shows costs automotive                    

     manufacturers well over $1 million per hour   

   • Resources needed for failure analysis, corrective action, and redesigning products and processes 

   • Slow or ineffective fixes that allow problems to continue due to inefficient corrective action                  

     processes 

   • Material shortages, as well as related delays and downtime 

   • Time spent following up on problems and overdue corrective actions when leaders could be              

       pursuing more strategic goals

Failure costs go beyond these obvious, easily measured items. 
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P r e v en t i on  co s t s  f o r  a vo i d i ng  qua l i t y  

f a i l u r e s  i n c l ude :  

      •  Qua l i t y  p l ann i ng  

      •  Qua l i t y  managemen t   s y s t ems  

      •  Emp lo y ee  t r a i n i ng  

      •  E r r o r -p roo f i ng    

COST  OF  GOOD  QUAL I TY :  

THE  PROACT IVE  COSTS

App r a i s a l  co s t s  f o r  e v a l u a t i ng  

comp l i ance  i n c l ude :  

      •  Supp l i e r  s e l e c t i on  and                

         managemen t  

      •  I n spec t i on s ,  t e s t i ng  and             

         ca l i b r a t i on  

      •  P roce s s  aud i t s  

      •  R i s k  managemen t  

Total cost of quality 

is lowest with 

modest 

investments in 

proactive quality 

measures

Co s t s  a s s o c i a t ed  wi th  keep i ng  p roduc t s  i n  con f o rmance— t h e  co s t  o f  good  

qua l i t y  (CoGQ ) — i n c l ude  bo th  p r e v en t i on  and  app r a i s a l  co s t s .    



Measu r i ng  co s t  o f  qua l i t y  i s  v a l u ab l e  f o r  mon i t o r i ng  p rog r e s s ,

i d en t i f y i ng  weakne s s e s  and  gaug i ng  t h e  impac t  o f  qua l i t y

i n i t i a t i v e s—bu t  on l y  when  you  measu re  i t  ho l i s t i c a l l y .

• Not accounting for CoGQ as a quality cost, leading to underestimation of the organization’s  
  total cost of quality 

• Treating prevention and appraisal activities as fixed costs, resulting in missed opportunities  
  to reduce total cost of quality 

• Inaccurately measuring CoPQ due to poor supplier quality management 
  
• Inefficient corrective action processes that make it difficult to identify and address the true  
  root cause of failures 

• Failing to consider cost variations over time for external failures, which can take months or  
  years to surface  

Common mistakes in measuring quality costs include: 

This last mistake can be especially costly for manufacturers, as a large 

proportion of recalls often result from failures that occurred several 

years prior. If there’s anything we can learn from previous recalls, it’s that 

focusing on cost-cutting measures in the short term comes with a hefty 

price tag over the long term. 



The cost of resolving non-conformances increases 

exponentially as products move downstream from 

planning to manufacturing to distribution. 

The Total Quality Management approach 

describes this relationship with the 1-10-100 Rule, 

which says that every $1 spent on prevention 

saves $10 dollars in appraisal costs and $100 in 

failure costs. 

THE  1 - 10 - 100  RULE



E f f e c t i v e  dec i s i on -mak ing  and  

pe r f o rmance  imp ro v emen t  r equ i r e  

comp rehen s i v e  measu r emen t  and  

benchma r k i ng  o f  t h e  f o u r  co s t  o f  

qua l i t y  v a r i ab l e s :  

COPQ  VS .  COGQ  

MEASUR ING  THE  VALUE  TRADEOFFS  

When  compan i e s  compa r e  CoPQ  

and  CoGQ  t o  each  o the r  and  t o t a l  

co s t  o f  qua l i t y ,  t h e y  t y p i c a l l y  f i nd  

mode s t  i n v e s tmen t s  i n  CoGQ  can  

de l i v e r  s u rp r i s i ng l y  l a r g e  r educ t i on s

i n  CoPQ .    



One example is investing in an automated 

layered process audit (LPA) system. LPAs are

a structured method for frequently checking 

high-risk processes, helping manufacturers: 

     • Standardize processes to reduce                

       variation 

     • Engage all layers of the organization        

       in quality 

     • Prevent process errors before they occur 

     • Initiate timely corrective action to              

       resolve problems quickly and reduce        

       future costs 

     • Streamline compliance with standards    

       and customer requirements 

     • Sharply reduce internal defects in a 

       short amount of time, in some cases by    

       50% or more 

The opportunity cost of investing 

in CoGQ is also important to 

consider. In the example above, 

not implementing an LPA system 

would mean higher quality costs 

as well as fewer dollars in the 

budget for other strategic 

initiatives. Without effective 

corrective action processes, it 

would also take longer to address 

failures whose costs are continually 

increasing over time. 



Reduc t i on s  i n  co s t  o f  qua l i t y  

d i r e c t l y  co r r e l a t e  wi th  r e v enue  

g r ow th .  I t  may  s e em  l i k e  a  no -  

b r a i n e r ,  bu t  many  manu f a c t u r e r s  

don ’ t  make  t h i s  connec t i on  when  i t  

comes  t o  s e t t i ng  p r i o r i t i e s .  

A  s u r v e y  by  LNS  Re sea r ch  a s ked  

more  t h an  500  manu f a c t u r i ng  

e xecu t i v e s  t o  i d en t i f y  t h e i r  mos t  

impo r t an t  f i n anc i a l  and  qua l i t y  

managemen t  ob j e c t i v e s .  Ac r o s s  t h e  

boa rd ,  g r ow ing  r e v enue  was  t h e  t op  

f i n anc i a l  ob j e c t i v e ,  wh i l e  r educ i ng  

co s t  o f  qua l i t y  was  t h e  t op  qua l i t y  

managemen t  ob j e c t i v e .  

COST  OF  QUAL I TY  AND  REVENUE  

GROWTH :  A  FUNDAMENTAL  

ERROR  I N  TH INK ING



The  mos t  su rp r i s i ng  i n s i gh t ?  

Relatively few executives selected 

both quality cost reduction and 

revenue growth as their most 

important goals. That is, those who

prioritize revenue growth typically 

place other quality management 

objectives over cost of quality, and 

vice versa. 

In reality, every dollar saved in 

reactive quality costs adds directly 

to the company’s bottom line. 

Accurately capturing and 

analyzing the true cost of quality is 

the first step towards improving 

operational efficiency, business 

performance, and ultimately 

revenue growth.



About 

Founded in 1986, Ease is the leading provider of cloud- 

based and on-premise layered process audit (LPA) 

software for the automotive and aerospace industries. 

We have decades of experience helping companies 

improve visibility and control at every stage of 

production, with tools that promote company-wide 

engagement and operational excellence. Our mission: 

empowering businesses to deliver higher quality 

products better, faster and at lower cost.

(949) 348-7511     EaseInc.com    info@easeinc.com



REFERENCES
1 

 

2 

 

3 

 

 

4 

 

5

Last Mile: Converging on the Future (Automotive Logistics, 2016). 

U.S. Auto Recalls Hit Record High 53.2 Million in 2016 (Reuters, 2017). 

Cost of Quality Usage and Its Relationship to Quality Maturity (International 

Journal of Quality & Reliability Management, 2007). 

Cost of Quality (American Society for Quality, 2013). 

Costs of Downtime in the Auto Manufacturing Industry (eMaint Enterprises, 2014). 

(949) 348-7511 

EaseInc.com 

info@easeinc.com


