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Quantifying the costs of quality--including failure costs--
is the key to profitability and sales growth

by A.V. Feigenbaum 


EVEN IN TIMES OF STRONG ECONOMIC expansion and growth, major business forces squeeze the profit structure of all organizations. Factors such as increasing customer expectations, aggressive global competition, acquisitions and mergers can cause major quality disconnects that put more and more pressure on the expenses companies incur in providing products and services--despite the organizations' best cost containment efforts. 

Unfortunately, many times these quality disconnects can be masked by a strong economy. Unless recognized and clearly identified as improvement opportunities, the disconnects can become ticking time bombs, challenging the ability of companies to sustain sales growth and profitability when the economy weakens--the situation we have today. 

Slash and burn 

The response of some organizations to an economic downturn is a slash-and-burn approach to cost reduction. In such an approach, strong and highly productive activities are eliminated along with unproductive ones. In my experience, this usually doesn't work well. The approach increases the distance between the company and its customers, shuffles customer problems from one department to another and results in unassociated costs increasing elsewhere in the organization. On top of all that, the company ends up with unhappy customers. 

The key to achieving effective cost reduction with mutual benefit for both the company and its customers is to recognize that what is measured correctly is managed correctly. Measurement in financial terms can be difficult, because after many years of cost accounting, many organizations still don't always know what things actually cost. 

Organizations often cannot focus on the real business failure costs associated with quality disconnects because they don't measure them effectively. Consequently, they don't systematically quantify these costs specifically in terms of the tremendous opportunity they represent for assuring increasing profitability through up-and-down business cycles. For example, for many companies, the costs of quality failures can amount to more than 20% of sales, compared with 10% of sales in pacesetter organizations. 

The experience of my company, General Systems, working with companies in many industries shows successful reduction of these quality failure costs can go directly to the bottom line and simultaneously result in the kind of improved customer responsiveness that drives growth. 

Delivering complete satisfaction 
For brutally competitive 21st century markets, quality cost means the cost of delivering complete customer satisfaction through accounting for quality in a way that links quality and business improvement. It helps provide increased Customer Value Capability, which Donald S. Feigenbaum, one of the developers of value engineering, points out is essential for delivering the perceived quality value today's customers demand. 

The cost of quality has two primary components. The first quantifies the costs of quality disconnects--failure costs--including those incurred within the organization's value chain prior to delivering the product or service to the customer and those incurred in the course of delivering the service or after the product has been delivered. 

The second component identifies the detailed costs of quality investment--prevention and appraisal--for implementing improvement and control actions to assure the integrity of the product or service. 

Failure costs can pervade every business area, from design, development, supply and production to human resources, marketing and distribution, and certainly the experience of the consumer or industrial customer. These costs usually account for three-fourths or more of the total costs of quality. 

Be the fast and committed 
The clear, visible quantification of failure costs, leading to the rigorous implementation of actions to eliminate their causes, is by far the most effective means for achieving real cost reduction. Organizations that develop the necessary processes for measuring failure costs and that provide strong leadership in eliminating their causes have achieved cost reductions amounting to 10% or more of revenues. Reflected in this experience are similarly significant increases in customer satisfaction, demonstrated by our experiences and ongoing applications with a variety of companies and services. 

What has set these pacesetters in quality costs apart from competitors has been their consistency of leadership emphasis in accomplishing these results, especially in times of business stress when the fast and committed devour the slow and uncertain. 


A.V. FEIGENBAUM is president and CEO of General Systems Co., an international systems engineering company based in Pittsfield, MA. He holds a doctorate in engineering and economics from Massachusetts Institute of Technology. Feigenbaum is an Honorary Member of ASQ and is the author of Total Quality Control, published by McGraw-Hill. He was a keynote speaker at the 2001 Annual Quality Congress. 
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	e-mail
	Work Phone

	Chair
	Jeff
	Lackey
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	904-443-3981

	Vice Chair
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	Johnson
	bjohns24@visus.jnj.com
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	Lovik
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	astili@visus.jnj.com
	904-443-3181
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	904-825-3762
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	904-471-2399
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	Laura
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	becker2@worldnet.att.net
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By the way, this year’s Baldrige winners were just announced.  They are:


Motorola, Inc. Commercial, Government, and Industrial Solutions Sector (manufacturing category)


Branch-Smith Printing Division (small business category) 


SSM Health Care (health care category)


If you want more information, go to:  � HYPERLINK "http://www.nist.gov/public_affairs/releases/baldrige2002.htm" �http://www.nist.gov/public_affairs/releases/baldrige2002.�� HYPERLINK "http://www.nist.gov/public_affairs/releases/baldrige2002.htm" �htm��


Upcoming ASQ Meeting


The next meeting is December 17th.  Bart Johnson has promised us an informative meeting with two speakers who will be sharing quality improvement activities in health care.  All of us should be interested and important stakeholders.  RSVP at � HYPERLINK "mailto:jlackey@visus.jnj.com" ��jlackey@visus.jnj.com�, or call me at 904-443-3981.





See you at the meeting.  And if you can’t make it, may you have a quality holiday season!!


Jeff Lackey





























Season’s Greetings!





December Meeting











THIS MONTH:


Special Interest Article:


-  Cost of Quality: How To Manage for Quality In Today's Economy


- Baldridge Award Winners Announced


- What’s new on ASQnet?





Employment


Opportunities


Check out ASQ.net for information and opportunities for employment!





The officers of section 1506 would like to take this opportunity to wish you and yours a


Happy Holiday Season and a Quality 2003!





Feature Article:


How to Manage for Quality in Today's Economy


Reprinted from May 2001, Quality Progress magazine






































*2003 CERTIFICATION EXAM DATES*





March 1: CQT/CQMgr/CRE/CMI/HAACP/Biomedical/SSBB �Application Deadline: January 10, 2003 �


May 18 (at AQC in Kansas City): All exams �Application Deadline: April 4, 2003 �


June 7: CQE/CQA/CSQE/CQIA/CCT (pilot exam) �Application Deadline: April 4, 2003 �


October 18: CQT/CQMgr/CRE/CMI/HAACP/Biomedical/SSBB �Application Deadline: August 22, 2003 �


December 6: CQE/CQA/CSQE/CQIA/CCT �Application Deadline: October 3, 2003











December 17th meeting


Location:		River City Brewing Company, Jacksonville


Time:			Noon – 4:00 p.m.


Cost:			$20 per person (includes program and food)


RSVP:			Jeff Lackey, � HYPERLINK "mailto:jlackey@visus.jnj.com" ��jlackey@visus.jnj.com�, or 904-443-3981


Topic Quality Improvement in Healthcare 


"The Right Medicine: Quality Improvement at Mayo Clinic", Carleton T. Rider,  Senior Administrator,  Mayo Foundation.  


Carleton T. Rider is a senior administrator of Mayo Foundation.  His responsibilities include oversight of continuous improvement, international administration and project executive for the new Mayo Clinic Hospital in Jacksonville.  Mr. Rider served as the Administrator of Mayo Clinic Jacksonville from its opening in 1986 to 1993. He is a Director of Winn-Dixie Stores, Inc., and served as a member of the Mayo Foundation Board of Trustees from 1993-1997.  He has been an examiner for the Malcolm Baldrige National Quality Award. Mr. Rider served as the 1992 Campaign Chair of the United Way of Northeast Florida and the 1995 Campaign Chair of the United Way of Olmsted County. He is Chair-elect of the Board of Directors for the American Medical Group Association.  


Mr. Rider is a native of Minneapolis, Minnesota, and served in Viet Nam in the United States Marine Corps.  He holds a Bachelor’s degree from the University of Minnesota, a Master’s Degree from San Francisco State University and a Master of Public Health in Hospital Administration from the University of California-Berkeley.  Prior to joining the Mayo Clinic in 1977, he was an administrator at the Institute of Medical Sciences, San Francisco.


"ASQ's Vision for Health Care Quality Improvement", Michael Stoecklein, Health Care Market Development Manager, American Society for Quality


Michael Stoecklein has been a member of the American Society for Quality for over five years.  In January of 2001, Mr. Stoecklein accepted a newly-created position at ASQ Headquarters.  As the Health Care Market Development Manager, he is responsible for all aspects of ASQ's involvement in health care quality improvement efforts.  In addition to serving as a liaison with the Health Care Division, Mike is overseeing the development of a "systems" approach to help ASQ play a relevant role in health care quality improvement.


 


Mr. Stoecklein has been applying and advising others in the principles of continual improvement since 1989 when he began serving as the Vice President of Quality management for the Wheaton Franciscan Healthcare System.  Mike also served as an internal consultant for individuals and organizations across three states during the Wheaton Franciscan System's pursuit for Continual Quality Improvement.


 


Mike has lectured on topics of: leadership, understanding and managing variation, 





(continued on page 2)

















ASQ Senior Membership


Anyone interested in upgrading to Senior membership status should contact Marty Terrill, Examining Chair, at 352-628-1900, or e-mail �HYPERLINK "mailto:marty.terrill@smtrus.com"��mailto:marty.terrill@smtrus.com�.  He will gladly share an application form that can be filed out electronically and then forwarded to Marty for his review.  You can also download a hardcopy to fill out from the ASQ.org web site.  If you fulfill the requirements for Senior status, he will be happy to add his approval and then forward it to ASQ Headquarters.  Within a short time you too will be able to display a very nice membership certificate indicating your new membership status.








From the Section Chair


Jeff Lackey





Feedback from November Meetings


In November, the section sponsored two meeting opportunities for the membership.  The first was an afternoon workshop on mixture experiments conducted by Dr. John Cornell.  Thank you John for an entertaining session.  It was clear that four hours was not nearly long enough for this most interesting topic.  Many stated, “We want more.”  We’ll see what we can do.  Upcoming workshops on other topics are in the final planning stages, and you will find information about those plans elsewhere in the newsletter.  


The second was a breakfast meeting to discuss how organizations conduct internal audits.  Attendee feedback was very positive.  Indeed there were many comments saying we should schedule more of these activities.  For those who are interested in future breakfast events, let us know what topics are of interest and we’ll see if we can identify someone who will commit to organizing and facilitating the meeting.


Volunteers


Let me officially acknowledge our latest volunteer who has agreed to fill the secretary position:  Brad Lovik.  Brad is a QA manager at Boeing and I am very happy to have him join our board.  If you want to know more about Brad, then check out the Leadership section on the ASQ1506.org web site.  And as I always indicate, if there are others who wish to become more active, please let me know.





Also note that Marty Terrill’s (Examining Chair) phone number and email have changed.  Please, check the section’s web site for an update.





Baldrige, Sterling & Oglethorpe Quality Award Involvement


As many of you know, I participated in the Missouri Quality Award program prior to moving to southeast Georgia.  I can tell you that it was a tremendous growth and networking opportunity.  For the four years I was involved, I always challenged myself as to why I was committing to so much extra work.  But every year, I would find myself resubmitting my application and plunging into the process once again.  If I were still living in Missouri, most likely I would have continued my participation.  This last year, however, I couldn’t stay away from the process, and I was fortunate enough to be selected to be a Baldrige National Quality Award examiner.  Again at the end of the year, I’m asking myself if I really want to do it again.  You can only guess which way I’m leaning.





What I am encouraging you to do though is to give it some thought.  Both Florida and Georgia have state quality award activities, and if you want to learn more about the Baldrige process, there is no better way to get started.  Information about Baldrige examiner applications can be accessed on the NIST.gov web site.  Applications are due in early January.  Access to the Sterling and Oglethorpe processes is on the ASQ1506.org web site.  Jump on in.  You won’t regret it.


    (continued on page 3)


Jeff Lackey











(continued from “Meeting” page 1)


statistical process control, use of customer satisfaction data to drive improvement, systems theory, application of the PDSA cycle for continual improvement, use of the Malcolm Baldrige criteria for health care, the application of quality management systems (ISO) as a foundation for quality improvement, and the use of six sigma methodology to improve health care quality.  He has also coached individuals and facilitated teams in a variety of settings.  Mr. Stoecklein received his Bachelor of Science in Health Services Administration from Southern Illinois University, and his Master of Arts in Health Care Administration from the University of Wisconsin - Madison.  He is the past President of the Southeast Wisconsin Quality Improvement Network, and is a member of the American College of Health Care Executives.











We’re on the Web!


See us at:


www.ASQ1506.com

















We Look Forward to Meeting you!



































































































































Leadership Opportunities





Leadership opportunities are open now and for 2003 in the section.   The chair positions of Publicity, Education, and Koalaty Kid Liaison are currently open.   This is a terrific opportunity to learn about ASQ as well as Northeast Florida’s active quality community.  Benefits of chair positions include anything from networking to public speaking and can showcase your leadership skills.   More and more businesses seeking quality professionals are looking for ASQ involvement and certifications, and this is an ideal way to apply your skills.





Whether filling a current chair position or considering one for next year, you’ll find ASQ’s leadership positions both fun and rewarding.  Contact any of the board members in the section, or get more information from the local or national ASQ websites.  








Got a good article for ASQ?  Get it printed!  Articles are routinely submitted for local sections like ours, or ASQ’s national newsletter.   Get active – be heard!  





Jacksonville—Northeast Florida





Section 1506





Decemer 2002


Volume 2, Issue 5





� EMBED Word.Picture.8  ���





Important!! Upcoming Certification Dates:







































































































































































Monthly meetings are being scheduled through May 2003 – contact any board member with your good ideas for meeting topic, speaker, location, etc.  We want your feedback!








From the pages of ASQnet


Here are some headlines from news and other areas at ASQnet:





In News�On Leadership�Juran and others address the main responsibilities of top management: providing leadership and sustaining quality.


In Interact�Corporate America�Join the discussion of whether quality can save American business in the aftermath of scandals at Enron, WorldCom and others.


In Careers�Volunteers Get the Opportunity to Learn as They Serve�Diane Byrd discusses how volunteer work demonstrates to a prospective employer that you are enthusiastic about your field and interested in keeping your skills current. 





Find A Job


Joan Lloyd�Slow Economy Brings Lots of Job Hunting Questions�Headlines don't mean much unless they affect us. So it's no surprise that my e-mail these days is coming from the people behind the headlines-the people being laid off. Here are answers to some of the commonly asked questions.


























http://www.asq1506.org/
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Attn: Jeff Lackey


Vistakon


7500 Centurion Parkway


Jacksonville, FL 32256





Phone:


(904) 443-3981





Fax:


(904) 443-1607





E-Mail:


� HYPERLINK "mailto:Jlackey@visus.JNJ.com" ��Jlackey@visus.JNJ.com�











Job Opening?


Submit employment opportunities to the newsletter editor or section board member for publishing here.
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