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Abstract: An overview of existing approaches to accounting for quality costs and their management
in logistics activities is given, an approximate list of quality costs in this area is proposed, divided
into categories. To manage quality costs, it is proposed to determine the value of optimal costs at
which the difference between income and quality costs will be maximum.
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INTRODUCTION

The well-known American specialist in the field of quality management Philip Crosby asked a
rhetorical question: “Think about where your company could be if you completely eliminated the
cost of errors?” [one]. This question is not without meaning, because the costs associated with errors,
that is, with poor quality, "pull” the company down from the heights of competitiveness.

The riya shows that in order to increase the competitiveness of a company, it is necessary to
strive to increase the volume of output of products or the provision of services and reduce the cost of
production. Another indicator of competitiveness is the level of quality of the offered products or
services. Between these two criteria, unity and opposition are observed.

As a first approximation, we can assume that the money spent on quality should increase sales
volumes, and, consequently, profits. On the other hand, additional costs for quality increase the cost,
that is, reduce profit. According to Edwards Deming, the costs of not meeting quality requirements
and the resulting loss of reputation with customers are so high that they need to be assessed. At the
same time, he argued that attention to measuring the cost of quality and finding the optimal.

The greatest contribution to solving the problems of the economics of quality was made by
American specialists, the most famous of them is Joseph Juran. He divided the cost of quality into
four categories: the cost of preventing defects, evaluation, internal rejects and external rejects.
Schematically, the general structure of quality costs is shown in fig 1.

According to J. Juran, as quality improves, the costs of preventing nonconformities increase,
while the costs of marriage (internal and external) decrease.

A more detailed classification of quality assurance costs was presented by another American
expert, Armand Feigenbaum. He divided all the costs of quality assurance into three groups: defect
prevention, quality assessment, and scrap losses. Further, he detailed each group of costs in the form
of its components. This classification of costs is shown in fig 2.

Summing up the costs associated with the prevention of defects, quality assessment and the
appearance of defects, we obtain a general dependence of quality costs on its level. The graph of this
dependence has the shape of a “U” shaped curve, as shown in Fig. 3. From the figure it follows that
as the quality improves, characterized by the absence of defects, the costs associated with their
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elimination tend to zero. At the same time, achieving this level of quality is associated with a rapid
increase in the cost of preventive measures. At the same time, the costs of assessing (controlling)
quality are reduced insignificantly.

This situation leads to the idea that the task of quality management should be to find an
appropriate level of quality (the number of defects) that minimizes the total cost of it.

Rice. 1. General structure Marriage loss according to A. Feigenbaum [The structure of quality
assurance costs according to A. Feigenbaum quality costs according to J. Juran [General structure of
quality costs according to J. Juran]

Costs associated with quality (Cost of quality)
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To account for the costs of the quality of logistics activities, they can be divided into several
categories. 1. Costs due to internal inconsistencies:

e irreparable marriage (complete loss of goods) due to violation of the rules of storage and
transportation: the cost of labor; compensation for the cost of the lost goods; overheads;

e reparable marriage (recovery of goods): restoration costs; unscheduled control and
assessment of the quality of goods;

e nonconformity analysis: the cost of conducting a nonconformity analysis in order to identify
the causes;

o the cost of disposal of damaged goods;

e the cost of sorting control and selection upon detection of damage to goods in batches of
products;

e Losses from grade reduction due to violation of storage and transportation rules;

e Losses during storage, including from natural wastage;

Rice. 2. Cost structure for quality assurance according to A. Feigenbaum [The structure of
quality assurance costs according to A. Feigenbaum].

Quality Assurance Costs
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Rice. 3. Dependence of costs on quality assurance on the level of quality' [Dependence of
quality assurance costs on the quality level].
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e |osses associated with failures of information and communication systems of logistics;
e costs for the assessment and management of logistical risks;
e logistics insurance costs sky risks.
e Costs associated with the problems of external counterparties due to their failure to meet the
requirements for logistics services:

Table

Quality management maturity grid

Measured Stage I: Stage II: Stage lIl: [ Stage IV: Stage V:

category Uncertainty Awareness enlightenment | Wisdom Confidence
[Measured category] | [Stage I: uncertainty] | [Stage li: awareness] | [Stage lil: Enlightenment] | [Stage IV: Wisdom] | [Stage V: confidence]
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issues are recognized openly | in management
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The above types of quality costs can be considered the most common for logistics activities,
but this list is not exhaustive. The presence of certain costs depends on the field of activity of a
particular company and the processes it implements. The classification of costs should be formed in
accordance with the specific needs of the enterprise. How to build a quality cost management
system? To begin with, it is necessary to “clean up” the terminology so that everyone “speaks” the
same language. The names of the costs should sound like it is customary in the company. The
selected list of costs should be discussed with various specialists, primarily with accountants, lives in
relation to the term "quality costs”. There is a different understanding of this term: the costs of
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achieving the required quality; the cost of the quality service; poor quality cost. Keep in mind that all
these elements are related to quality costs! This is the sum of the costs incurred by many divisions of
the company. Specific costs routinely charged by the company may be accepted as inevitable, but
they do not cease to be part of the bad quality.

Practice shows that the costs associated with quality are significantly At the same time, it is
necessary to decide reducing non-production costs. Method Improvement Programs: identify
opportunities to reduce higher than indicated in the accounting documents. They, as a rule, provide
data only for the main processes (business processes), not taking into account that the costs
associated with quality are the result of poor performance in auxiliary operations.

The costs associated with poor quality can be "hidden” in company standards. As a rule, when
developing these documents, they lay down an ideal model for the operation of processes. With the
introduction of standards into the activities of the enterprise, a lot of imperfections “emerge”. But
developers of standards, for various reasons, are in no hurry to improve them, although they are
amenable to improvement.

What can be recommended for organizing work on quality cost management? First, to
determine the scale of the problems, it is necessary to translate all the data into the "language of
money" - a language accessible to managers at all levels of management.

At the same time, it is necessary to decide tasks:estimate the costs associated with poor quality
by a one-time calculation;

1. organize accounting reports in such a way that the costs can be calculated and the result can
be demonstrated;

2. identify opportunities to reduce spending on quality, using modern management tools (for
example, SWOT analysis), including taking into account the possibility of reducing customer
dissatisfaction, as well as budgetary and cost regulation (transferring part of the costs to
relations between departments);

3. stimulate quality improvement through bringing the results to employees, their motivation;

Method Improvement Programs:

e Wwages;

e automation;

e implementation of new processes;
e reducing non-production costs.

I analyzed and presented the existing approaches to accounting for quality costs and their
management in logistics activities. The article contains an approximate list of costs for the quality of
logistics activities, divided into categories: costs due to internal inconsistencies, costs associated with
problems of external counterparties, estimated costs, costs of prevention, etc. This list can be
considered general, but not exhaustive.

The classification of costs should be formed in accordance with the specific needs of the
enterprise. Practice shows that the effect of investing in quality improvement is not proportional to
the size of these funds. It will continue to grow until internal and external factors of influence begin
to limit the opportunities for generating income.

| believe that quality cost management should be based on finding the optimal cost value, at
which the effect in the form of the difference between income and quality costs will be maximum.
To do this, it is necessary to take into account all the costs of quality: for the prevention of
nonconformities, for the evaluation and for the elimination of defects in all their manifestations.

References

1. Crosby F. Quality and me. Life of business in America / F. Crosby. - M.: Standards and
quality, 2003.

Published by inter-publishing.com | All rights reserved. © 2022 B S Page 42
Journal Homepage: https://inter-publishing.com/index.php/IJBDE E OPEN-ACKES:




International Journal of Business Diplomacy and Economy Volume 1, No 3 |
Oct-2022

2. E. Deming. Out of the crisis: a new paradigm for managing people, systems and processes /
E. Deming. — M.: Alpina Publisher, 2017.

3. Juran J. Quality in the history of civilization: evolution, trends and prospects for quality
management: in 3 volumes: per. from English. / ed. J. Juran. — M.: Standards and quality, 20044

4. Feigenbaum A. Product quality control: [abbr. per. from English] / A. Feigenbaum. — M.:
Economics, 1986.

Published by inter-publishing.com | All rights reserved. © 2022 & Page 43
Journal Homepage: https://inter-publishing.com/index.php/I1JBDE OPEN-ACKESS




