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This paper is the study and recommendation of step by step of establishing a quality
cost system in the catering equipment manufacturing process with a purposing to the
betterment of process quality and cost reduction simultaneously. By using performance
measurement in term of quality cost, it is good starting point for achieving Total Quality
Improvement, TQI.

Currently, the company is facing a lot of quality troubles, For example: lacking of
responsible person for taking quality action, reworks and repairs. addition, the company is
a representative supplier to a leadership company. As a result, the company has to ensure
that the product is under the customer specifications.

Consequently, the company has to invest a system for quality, according to the deal
of customer, such as employees, tools and equipment as well as testers. Those cost are
more than 1 million Baht. However, high investment needs a tracking system to ensure that
each of investment cost is worthwhile, since the traditional system did not efficiently to track
not only where the problem areas were but what kinds of problems occurred also.

practical, increasing the process quality as well as product quality, the costs
usually escalate without any problems areas and types of problems as mentioned; hence the
guality cost collection and analysis including action to the causes of problems should be the
excellent techniques. They also help to develop the relationship between top management
and middle management as well as operators to work as a action team.

The step by step is comprised of quality system development and then study the
guality cost system. The former is emphasized on the recruitment of quality employees,
guality control areas and corrective action procedure as well as quality investment, whereas
the latter is stressed on activity cost analysis by using Information Definition method, IDEFO
techniques and Activity based costing that also involves the development of form, accounting
record, standard cost and reporting format.

From the innovative system, the company found that over 26.45% of total
manufacturing cost is quality problems, which 7.59% of cost is measurable quality cost and
18.86% of cost is hidden cost, respectively. Especially, the hidden cost analysis found that the
most problem is non-value added activities such as wrong design. This information helps the
company to improve the quality resulting to the cost of quality was reduced from 26.45% to be
only 14.46%. It counted for 12% of cost reduction.
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GROSSARY

Activity A desaiption of the work that gets done in an organization. It is a
combination of people, meterials, processes, and environment that procedures a given
product or senice.

Activity analysis A process that examines the mgjor activities of the organization
and categories them in a meaningful manner.

Activity-based costing (ABC) A cost management approach that identifies the
processes involved in supplying a product or senvice and the resources that these processes
consure. It uses this information to assign costs, eliminate weste, and inprove processes.

Activity cost The total cost of all resources assigned to perform an activity.

Activity measure A measure that quantifies the frequency and intensity of use of an
activity or operation by a product or service, such as machine hours, or units produced.

Actual cost A cost that shows whet has already happened and is based on historical
deta

Bill of materials (BOV) A document thet shows the conponents needed and the
quantity required to manufacture a product or batch.

Budget A financial document that quantifies in monetary tenms the action plans of the
company over ashart period of time, typically a year.

Capital costs BExpenditures incurred in the acquisition of capital assets. Also knoan
as capital expenditures.

Cost Estimeted measure of the resources consumed to provide a product or service

Cost Allocation rate A rate used to assign the indirect costs to services. |t is
analogous to the manufactring overhead rate.

Cost drivers Factars that affect the resources required by an activity and therefore
cause costs to be incurred by the organization. Cost drivers are structural causes of the cost
of an activity and differ in the extent to which the company can contral them Exanples are
product or process design, customer spedifications, corporate regquirements, and government
regulations.

Direct cost A cost that can be directiy traced to the item being measured.

Direct Labor cost The labor cost related to the time spent manufacturing a product.

Direct materials cost The costs of all rawmeaterials used to manufacture the finished
proolct.
Expenses The cost of goods and senvices consued in the course of eaming
revenues.

Factory overhead costs Al other manufacturing costs that are not induded as
direct labor or direct meterials.
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GROSSARY (Cortinuee)

FHnancial accounting Accounting informetion that is designed primerily to meet the
needs of extermal deasion mekers such as bark, stockholders, or regulatory agendes, and is
govemed by generally acoepted accounting prindples.

Fixed cost A cost that does not change in total with changes in volume or activity
levels.

Indirect cost A cost that is conmon to more than ane cost djective.

Indirect labor cost The labor costs of employees who support the manufacturing or
senice delivery process, but do nat work directly on the product or senvice. See also support
labor.

Key performance indicators (KPIs) Quartifialle measures that the organization
uses to evaluate and communicate performance against expected results.

Manufacturing costs The costs required to produce a product for resde. It is the
sumof labor, meterials, and overhead.

Marketing and selling costs Costs thet are used to market and sell a product or
senice. These costs may indude new business development, product merketing, sales,
senvice, and suppart.

Materials and supplies cost The cost of consureble itens used in providing a
sevice.

Net income Represents the net increase in stockholders’ or owners’ equity resuliting
from the operations of the business. It is the difference between revenues and expenses.

Overhead allocation A method of assigning overhead costs in some meaningful and
Systermatic way to individual products.

Overhead rate Rate used to assign overhead costs to products or senices. It is
calculated by dviding the total overhead oosts for the fadility \ 1development, or work area by
an appropriate activity measure.

Planned capacity The level of activity projected for a particular time period. It can be
above, below, or at a practical capadity.

Prime costs The sum of direct materials and direct labor costs used to manufacture
a proouct.

Product costs All costs that are assigned to the itenrs produced. These costs are
reparted as inventory until sold as required by generally acoepted accounting prindiples.

Production plan Detals the quantties of each mgjor product that will be
menufactured duing the year ad is eXqressed in physical tems (e.g., units, pounds,
gdlons). It is based on the sales budget or the sales forecast and the desired ending
inventory levels.



GROSSARY (Cotine)

Production process Any activity which is planned to alter one or nore of the
characteristics of a feature of the product.

Rejects The iterms of product or senvice which are not acoepted because they fail to
meet the requirement ariteria.

Resource allocation The process used to assign the econamic means available to a
conmpany, induding labor, meterials, equipment, and fadilities, to a spedific department, work
area, or activity.

Retum on assets A finandial ratio that measures the amount of profit received for
every $1.00 invested in assets. It is calculated by dividing net income by total assets.

Retumn on capital A finandial ratio that measures the amount of profit generated for
every dollar of the owner’s investment. Also known as retum on eguity (ROB.

Retun on investment method A capitaloudgeting method that measures the
incremental operating income that will e generated per dollar of investment. It is calculated
by dividing the incremental operating income by the required initial investment and presenting
this figure as a percentage of the initial investiment. Also called the acoounting rate of retum.

Revenue All income flowing into the business as a result of senvices rendered or
goods sold by the company. Examples of revenue are the sale of products, senvices
rendered, fee eamed, ticket sales, and interest income.

Sampling An arrangement for taking sanples; usually it is qualified by a description
of the type of sarmpling.

Sampling inspection Any method of inspection invalving measurement of less than
the total amount of a type of product or quantity or meterial in order to gain knomledge of the
total quantity of iterms or meterial.

Standard costs Predetermined costs that are usually exoressed on a per unit besis.

Total cost Represents the aggregate resources consured by the organization or a
part of the organization such as a department, a work area, a produdt, or a senice. Also
knoan as full costs.

Variable costs A cost that changes propartionately with increases or decreases in
activity levels.

Work activity analysis A method used to set labar standards that lists in
chronological order the work perfomred, the time spent on it, and the number of items
conmpleted.
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