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Chapter 19 - TOTAL QUALITY MANAGEMENT
Concepts
1.

TQM is a quality improvement technique. Every company at some time aims to improve quality to
a.

Have better branding

b.

Improve its goodwill

c.

Improve its sales

d.

Improve its SP

e.

Have better loyalty from customers

2.

TQM is not a one time exercise. Requires continuous involvement of workers and management.

3.

Companies implementing TQM aim to achieve six sigma i.e. achieving only 3.4 defects per million i.e.
99.99966% success rate of producing quality products.

4.

Improving quality will require expenses to be incurred. These expenses are called as Cost of good quality
i.e. appraisal and prevention costs.

5.

Due to the above, the cost due to poor quality will fall. These are Internal and external failure costs.
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6.

7.

Super Quick Revision

While evaluating any proposal on the improvement of quality, usually do this.
Relevant Revenue - Cost saved to decrease in the cost of Poor quality

xx

Relevant Cost - Cost incurred due to increase in the cost of good quality

xx

Relevant Gain

xx

Even if there is a loss, never say the proposal is bad. We should say that in the short run there is loss, but a
company should follow it in long run to see true benefits. Besides, improving quality brings extra benefits
which may be difficult to quantify (point number 1).
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Q2 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

We have been given data for 3 periods. We have been given internal failure cost i.e. defects
@10% of goods produced. Also, there is external failure cost i.e. replacements @ 2% of
goods invoiced. This means if we sell 100 units, 2 are defective units. We take back these 2
units and send new 2 units. Hence to sell 100, we need to produce 102 good units. All losses
are valued at a variable cost of production i.e. Rs. 72 + Rs. 15 = Rs. 87.

2.

In part (a), we have to prove that actual losses are 10% and 2% only. We only have to do reconciliation and
nothing else.

3.

In part (b), we just value the above losses at Rs. 87 to arrive at the Value of Internal and external failure
costs.

4.

In part c(i), the company has started to incur an amount on Appraisal and prevention costs. Due to this
Internal and External failure costs may fall. We have to find out, how much is the deviation from the 10%
and 2% mark.

5.

In part c(ii), we have to find the Cost of Quality for periods 2 and period 3. Cost of quality means Cost of
Bad quality (Internal and External Failure cost) and Cost of Good Quality (Appraisal cost and prevention
cost)

6.

In part c(iii), we have to make a report showing the progress of TQM. Hence, we find out from Period 1 to 2
and then from Period 2 to 3, what was savings in terms of failure cost and then how much did we spend on
the cost of good quality i.e. appraisal and prevention cost.

7.

From Period 1 to Period 2, there was a loss, but from period 2 to period 3 there were profits. We say that
TQM is a long-run philosophy. In the short run, it may increase the cost but in long run, it will always give
benefits as can be seen from period 2 to period 3.

Q3 / Category - Homework / Star Rating -

⭐⭐

1.

It is a discussion question where some numbers are also involved.

2.

You should be able to get the answer but check once on the website whether you have written it correctly
or not.

Q4 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

It is a problem where we have to measure the effectiveness of the quality management
programme financially.

2.

We have to sell/ invoice 5000 good units in the period. For that, we have to find the quantity produced first.
There are two types of losses: Internal Failure Cost i.e. out of every 100 units produced 12.5 are defective.
The rest is units that can be sold to the customers. Returns from the customer are 5% of goods invoice.
Hence, to sell 100, we have to produce 105 good units.

3.

Moreover, even for Raw Materials, there are two types of losses. One is storage loss and after that, there are
processing losses. After losses, what we get is the Raw Material, which is there in the final product.

4.

There is Idle time of machines. Hours after subtracting idle hours are used for production (net hours).

5.

Other things are very normal in the question.
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6.

Super Quick Revision

While finding Profit and loss before and after the quality management programme, do remember that
sales will come from two sources: one from 5,000 units and the other one from downgraded goods, which
will be sold in seconds.

Q5 / Category - Classwork / Star Rating -

⭐⭐⭐

1.

It was asked in RTP Nov 2021 papers

2.

It is similar to the previous question. One thing that is too important is that the replacement is 12.5 of the
units delivered to the customers. The meaning of units delivered to the customers was not clear to us.
Hence we solved the question once, but our answer did not tally with the costs given in the problem.
Hence, we used the second meaning and solved it.

3.

Materials lost in storage will be internal failure costs.

4.

Defective units produced will be valued at a variable cost of Rs. 75 while replaced will be valued at Rs. 80.

5.

In the end, financially proposals are not viable this year as costs increase but there are other factors to be
considered in long run (mentioned in concepts point number 1)

Q6 / Category - Homework / Star Rating 1.

It is an easy problem for homework.

2.

In case, you do not get it, please check the website.

Q7 / Category - Classwork / Star Rating -

⭐

⭐⭐⭐

1.

SP is Rs. 2500. Variable Cost is Rs. 1500 including delivery cost of Rs. 100. The company has
a market share of 1,00,000 units per year.

2.

If quality was good, the market share would have been 1,50,000 units.

3.

In any case, due to poor quality, there is the replacement of 5,000 units. Hence to sell 1,00,000 we produce
105,000 units.

4.

In Part (i), we have to find the cost of poor quality i.e. first find the cost of producing 5,000 units that require
replacement and then contribution lost on 50,000 units.

5.

In part (ii), we are doing some inspections at the end of the production (defectives will still be produced
but not delivered to the customer), which will cost Rs. 2 crores per annum. We had to evaluate this
proposal. Here our saving will be only the delivery cost of 5,000 units and we will get a contribution of
50,000 units. But apart from that, there will be an extra cost of 2500 units, which will require replacement.
This cost will be @ Rs. 1400.

6.

Now, there is a new proposal. We will check the quality of Ra material, due to which quality will become
the best and no defectives will be produced. This will cost Rs. 4 crores. Here we say, we will save the
complete cost of 5000 units and we will also get a contribution of 50000 units @ Rs. 1000 per unit. Here, we
get lesser profit.

7.

In the last part, we say that financially part (ii) is the best option but no detectives is also a good option.
The company can opt for selective quality control, which can result in higher profit and improve quality to
some extent.
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Q8 / Category - Classwork / Star Rating -

⭐

1.

It is the easiest problem. In part (i), we have to decide something.

2.

In part (ii), we make the question and get the answer.

Q9 / Category - Homework / Star Rating 1.

Try it by yourself.

2.

In case, you do not get it, check the website.
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