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Common Language

What is quality?

e Quality Is doing agreed upon requirements
and standards

— Not high quality, not low quality, not good quality,
not bad quality

— Either you did or your did not
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Quality Is Free

0 one has lost money doing the job right
the first time

* \We lose money by actions that involve not
doing jobs right the first time
— |t cost us:
» Loyal and satisfied customers

e Market share
e Profit
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Poor Quality Cost

Waste: Anything that consumes resources and does
not add value to the end product

Rework

Waiting (on material or people)

Transportation (to and from work)

Motion (back and forth to the truck, cycle time)
Process (poor, to much, to little)

Inventory (to much, to little)

O U1 & G

7. Falling to use the intellect of employees

Cost of poor quality is actually the cost of doing things wrong
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80% of results come from 20% of effort
80% of defects result from 20% of causes
80% of value is produced with 20% of resources

80% of defects can be eliminated by correcting
20% of causes

Effor

Results
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What is the Cost of Poor Quality

How much does missed weather-stripping
for an attic hatch cost you as a contractor?

To figure this out, first you must know what
your real expenses are on a day to day
basis. Next you need to understand the
different consequences of a defect and
apply your costs.
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STEP 1
dentifying Loss

List Cost Areas of Doing Business

oW,

Sz advanced
Billing | Cost/yr. | Costto Business : work days 21 Cost to Business : month days 30 :’”/// “\\‘.5 energy
m
Hate © Advanced Enerzy 2014 All rights reserved
$/Hour Slyr $/Month | $/Day $/Hour $/Month | $/Day $/Hour

Labor - $100.00,  5$70,000.00|  55,833.33 $277.78 53472 $5,833.33 $194.44 52431 ill i
Labor - Office $50,000.00]  $4,166.67) 5198.41 524.80 $4,166.67 5138.89 517.36 Fillin all ye“OW
Labor - Sales 570,000.00|  55,833.33 527778 53472 55,833.33 5194 44 52431 areas
Labor - crew leader $75.00,  550,000.00|  54,166.67 5198.41 524.80 54,166.67 5138.89 517.36
Labor - crew member $65.00|  $40,000.00|  $3,333.33 5158.73 518.84 $3,333.33 $111.11 513.89
Payroll taxes $39,200.00]  $3,266.67) 5155.56, 518.44 5$3,266.67 5108 83 51361
Total Labor $319,200.00 $26,60000  $1,266.67 5158.33 $26,600.00 $886.67 $110.83
Office Rent or Mortgage $24,000.00]  $2,000.00) 59524 51190 $2,000.00 $66.67| $8.33
Truck Mai $6,000.00 $500.00} $23.81 5298 $500.00] $16.67 $2.08
Truck Insurance $7,200.00 $600.00 528.57 53.57 $600.00 5$20.00 52.50
Gas $10,000.00 $833.33 $39.68 $4.96 $833.33 $27.78 $3.47
Tools and Equi $3,000.00 $250.00 $11.30 5148 $250.00 $8.33 51.04)
Tool Maintenance 5500.00 541 67| 5198 $0.25 541.67] 5139 50.17
Office Supplies / Software $2,000.00 $166.67) 5734 50.99 $166.67) $5.56 $0.69
Computers Repairs $1,500.00 $125.00 $5.35 $0.74 $125.00 $4.17 $0.52
Legal Fees $1,000.00 583.33] $3.97 $0.50 $83.33] $2.78 $0.35

i $2,500.00 $208.33) 59.32 $1.24] $208.33 $6.94/ $0.87
Licensing Bond & Certificat. $1,000.00 583.33] $3.87 $0.50 $83.33] $2.78 $0.35
Health Insurance $21,000.00]  $1,750.00) $83.33] 51042 $1,750.00 $58.33] 57.28
Workers Comp Insurance 53,500.00) $291.67 313 .89 $1.74 $291.67 $8.72! 5122
Lost Production 50.00 50.00} 50.00} 50.00! 50.00} 50.00! 50.00
Marketing & Advertising $10,000.00 $833.33] 539,68 $296 $833.33] 52778 $3.47
Printing $1,000.00 583.33) 5387 $0.50 $83.33) 5278 $0.35
Phone - cell 53,600.00 $300.00! 514.29 5178 $300.00} 510.00 51.25
Phone & Internet $1,500.00 $125.00) $5.95 $0.74] $125.00 $4.17 50.52
Professional Fees / Desgin $1,000.00 583.33] $3.87 $0.50 $83.33] $2.78 50.35
Postage and Delivery 5240.00 520.00) 50.95) 50.12 520.00) 50.67 50.08
Security $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 50.00
Dues & Subscriptions $200.00 $16.67) $0.79 $0.10 $16.57) $0.56 $0.07
Sanitation 50.00; 50.00} 50.00} 50.00! $0.00} 50.00! 50.00
Liability $3,250.00 $270.83) 51230 $1.61 $270.83 $9.03 5113
Meals 5$2,000.00 $166.67) 5734 50.99 $166.57) $5.56 50.69
Utilities $1,200.00 $100.00) $476 $0.60 $100.00) $3.33 $0.42
Building Repairs $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Total Expenses 5107,190.00  58,932.50 5425.36 553.17 $8,832.50 529775 537.22

[0 labor or materialz]

| S20d3 Aavancad Energy
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Cost Area Billing m Cost to Business : month days 30| =, ™ & energy
(TR
Rate E Advanced Energy 2014 All rights reserved
% /Hour S/Month | §/Day S/Hour
5100.00 55,833.33 33.33 5194.44 52431 ill i
54,166.67 $4.166.6M B9 517.36 Fill in all yellow
$5,833.33 $5,833.33 5194 44 31 areas
575.00 54 166.67 1.166.67 5138.89 517.36
$65.00 $3,333.33 538333 s11111 $13.89 Step 1.
$3,266.67 53,266.6TN  5108.89 $13.61 . .
526,600.00  51,266.67 526,600.00 \w 5110.83 Identlfy the dlﬁe_rent
~ Costs you have in
Dffice Rent or Mortgage 52,000.00 566.67 58.33 .
ck Maintenance $500.00 516.67 g your business
ck Insurance 5600.00 520.00 52.
as 5833.33 527.78 53.47 Step 2
ools and Equipment 0.00 58.33 51.04 o )
o0l Maintenance sa167 5139 so17 | Fill in your labor
Dffice Supplies [ Software 5166.67 5166.67 ey 0.69
omputers Repairs 5125.00 5125.00 54.17 2 costs
583.33 583.33 52.78 50.35
$208.33 \ﬂﬂ% $6.94 soe7| | Step 3.
icensing, Bond & Certificat. 583.33 SB3.30TN  52.78 50.35 I ;
galth Insurance 51,750.00 51,750.00 3 57.29 FI” In dlreCt costs
orkers Comp Insurance 529167 529167 5872 51.22 and eXpe nses
et Production 50.00 50.00 50.00 >
5833.33 5833.33 52778 53.47
$83.33 $83.33 5278 so3s| | Step 4.
$300.00 $300.00 $10.00 $1.25
5125.00 $125.00 5417 50.52 Add up your labor
$83.33 $83.33 5278 s03s| | costs and annual
520.00 5$20.00 50.67 50.08
50.00 50.00 50.00 50.00 expenses to see
$16.67 $16.67 $0.56 s007| | how much revenue
50.00 50.00 50.00 %0.00 d d .
5270.83 512.90 5270.83 59.03 s113| | YOU nee uring a
5166.67 57.94 5166.67 55.56 5068 typical WOFk
$100.00 5476 $100.00 53.33 5042
50.00 $0.00 $0.00 $0.00 $0.00 day/ week to cover
5107,190.00 [l 5893250 542536 58,932.50 5297.75 3722 | gll costs

na labor or materialz]




Example: What does it cost to go back and weather
strip an attic hatch?

SCUTTLE HOLE COVER
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STEP2

Quantify Loss
Calculating the Cost Of Poor Quality (COPQ)

The Cost of Poor Quality (COPQ) S 2 dvan

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” J.M. Juran =
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Individual Incidents Lost Revenue Per Year © Advanced Energy 2014 All rights reserved
Error or Annual cost of
Defect Effect Cost/Effect Frequency MetCost Cost/error acftivity rate Errorfreq. Errors/yr error
Costlerrorte
Prablem Admin Insert Cost Mumber Cost* Add Ex:Houses How often  Activity*freq rrorsiyear
Waste Re-work of Effects Frequency Met Costs PerYear  error occur? All green areas require your input
Extra
Ineficiency Material (percent)
Lost
Production 1. Insern any defect, inefficiency, etc.
Legal Fees 2. Insern all consequences that are related to this issue
Etc. 3. Insen estimated cost of each effect or step
4. Insert frequency of each effect
1 2 3 a 5 6 5. Insen total number of houses you work on each year
’ * * - * ' . Insern estimated percentage of homes with this issue
[ [ |




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” J.M. Juran

EE advanced

Individual Incidents Lost Revenue Per Year © Advanced Energy 2014 All rightsresarved
Error or Cost ! Cost ! Annual Total EST.
Defect Effect Effect Frequency Met Cost error activity rate Error freq. Errors fyr  cost of error
Castlerrar”  Per
Problem Bdmin Insert Cast  Mumber Cost” Add Ex: Houses How often Activitufreq  Year
b ziste Ee—wu:-rk of Effects Frequency  MetCosts Perfear  emor ocour? All green areas require your input
Hira
Inefficiency  Material [percent]
Last
Production 1. Insert anw defect, inefficiency, etc.
LegalFees Z_ Inzert all consequences that are related to this issue
Etc. 3. Insert estimated cost of each effect or step
4. Insert frequency of each effect
5. Insert total number of houses vou work on each vear
- - 3 4. E 6 B_ Inzert estimated percentage of homes with this issue

Ex: Return ‘x
trip to

weather \\
strip an K

attic hatch

1. Insert any defect,
inefficiency, etc.




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” J.M. Juran

% advanced

Individual Incidents Lost Revenue Per Year © Advanced Energy 2014 All rightsreserved
Error or Cost ! Annual Toral EST.
Defect Effect Frequency HNet Cost activity rate Error freq. Errors ! yr cost of error
Castlerar”
Problem Admin Insert Cost  Number Cost” Add Ex: Houses How often Activity'freq Per'r'ear
‘ol aste Re-work of Effects Frequency  Met Caosts Perfear  emor ocour? All green areas require your input
Inefficiency  Extra Material [percent]
Last Praduction 1. Insern any defect, inefficiency, etc.
Legal Fees 2. Inzert all consequences that are related to this izsue
Ete. 3. Inzert estimated cost of each effect or step
4. Insert frequency of each effect
1 7 3 A 5 6 5. Insert tc\t:jll rumber of houses vou wark D!‘l E-an_:h_year
6. Inzert estimated percentage of homes with this issue

Ex Return ‘\
trip to

weather  |Quality \
strip an assurance call

attic hatch  |from Program \
Scheduling

Rework

Truck expenses 2. Insert all
and mileage consequences that are
=S procon related to this issue.
Document &
report
Customer care
call




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” .M. Juran
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Individual Incidents Lost Revenue Per Year © Advanced Energy 2014 Al rightsreservad
Error or Cost ! Cost{ Annual Toral EST.
Defect Effect Effect Frequency HNet Cost error activity rate Emror freq. Errors | yr  cost of error
Costlemrar”
Problem Admin Insert Cast Mumber Cost’ Add Ex: Houses How often Activity freq Per'fear
‘o 3ste Fe-wark of Effects Frequency  Met Costs Pervear SITOr Qo All green areas require your input
Inefficiency  ExtraMaterial [percent)
Lozt Praduction 1. Insert any defect, inefficiency, etc.
Legal Fees 2. Insert all consequences that are related to this issue
Etc. 3. Insert estimated cost of each effect ar step
4. Insert frequency of each effect
1 7 3 a. 5 6 3. Inzert tu:-t.?l rumber af houses vou wark D!‘l E-a-.:h.year
6. Insert estimated percentage of homes with this issue

Ex: Return
trip to

weather CQuality
stipan  |assurance call \ See COPQ

attic hatch |from Program bl .
Scheduing 59 example in
2 3. Insert what you -
Truu:k:_axpenses . Y . Qu a||ty Support
and mileage 515 consider the cost of this
Lost production $90 consequencel Pa.C kag e
Document &
report b
Customer care
call bl

COST AREAS OF DOING BUSINESS
o s

The Cost Areas
Worksheet helps
populate these
cells with your
own numbers.




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” J.M. Juran

Individual Incidents Lost Revenue Per Year
Error or Lost{ Lost i Annual lotal ESI.
Defect Effect Effect  Frequency NetCost error activity rate Error freq. Errors { yr  cost of error
Costlerrar
Prablem Fdmin Imsert Cost Mumber Cost” Add Ex: Houses How cften fctivity’freq  Per'v'ear
\waste Re-wark of Effects Frequency  MetCosts Per'vear error ocour?
Inefficiency  Extra Material [percent]

Lozt Production

&3 z advanced

© Advanced Energy 2014 All rights reserved

All green areas require your input

[= R - P L

Insert any defect, inefficiency, ete.

. Inzer all consequences that are related to this issue
. Inser estimated cost of each effect ar step

. Inzer frequency of each effect

- Inzer total number of houses youwark on each vear
. Inzert estimated percentage of hames with this iszue

Legal Fees
Etc.
1 2 3. 4 6.

Ex: Return

trip to

weather  [Quality

strip an assurance call

attic hatch |from Program 56 1] 56 5201
Scheduling 59 2|518
Rework 360 1] 560
Truck expenses 4 IHSEFF how many
and mileage 515 1]%15 times this consequence
Lost production 90 1] 590 happens for this defect
Document & ) . ’
report 56 1|56 inefficiency, etc.
Customer care
call 56 1) 56

The cost of each
consequence will
automatically be
calculated, along with the
total cost of the defect.




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” J.M. Juran
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All green areas require your input

Insert any defect, inefficiency, ete.
. Inzert all consequences that are related ta this issue
. Insert estimated cost of each effect or step
. Inzert frequency of each effect

. Insert tatal number of houses vou work oneach vear
. Inzert estimated percentage of homes with this issue

Individual Incidents Lost Revenue Per Year
Error or Lost{ Lost{ Annual lotal ES1.
Defect Effect Effect  Frequency HNetCost ermor activity rate Error freq. Errors ! wyr cost of error
Costlerrar’
Prablem Admin Insert Cost  Mumber Cost’ Add Ex: Houses How oftern Activity’freq  Per'ear
\wWaste Re-wark of Effects Frequerncy  MetCosts Per't'ear error ocour?
Inefficiency  Eutra Material [percent]
Last Production 1
Legal Fees 2
Etc. 3
4
5
1 2 3 4, 5 6 B
Ex: Return
trip to
weather CQuality
strip an assurance call
attic hatch |from Program 56 1156 5201 286
Scheduling £9 21518
Rewark 560 1] 560
Trick expenEes 5. Insert the number of
and mileage 515 1]815 houses you do per year.
Lost production 90 11520
Document &
report bili] 1|56

Customer care
call pila] 1|56




The Cost of Poor Quality (COPQ)

"The cost of poor quality consists of all costs that would disappear if there were no deficiencies.” JLM. Juran

TR
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Individual Incidents Lost Revenue Per Year © Advanced Energy 2014 Al rights ressrved
Error or Lost | Lost { Annual lotal ES1.
Defect Effect  Frequency HNetCost error activity rate Error freq. Errors ! yr  cost of error
Castlerrar
Problem Admin Insert Cost Number Cost” Add Ex: Houzes How oftenn Activity’freq  Per'v'ear
waste Re-work of Effects Frequency Met Costs Perr'ear SIrar aocur'y All green areas require your input
Imefficiency  Extra Material [percent]
Lost Production 1. Insert any defect, inefficiency, ete.
Legal Fees Z. Inzert all consequences that are related to this issue
Etc. 3. Insert estimated cost of each effect ar step
4. Inzert frequency of each effect
3. Ingert total number of houses you wark on each vear
8 8 3 4. e 6 B. Insert estimated percentage of homes with this izsus
Ex Return
S _ If this loss did not exist it
weather CQuality
stipan  |assurance call would be pure profit, a new
attic hatch fsrghmeslz?ia;am ig ; i?s 5201 286 40% 114 $22,914 truck, vacation to Tahiti, down
T 360 1500 payment on a foam rig, etc.
Truck expenses
and mileage §15 11515
Lost production a0 1]F90
SIILTEL 6. Insert what you feel
report pili] 1] 56 .
Euslomer oaTe is the percentage of
call 36 1|56 houses having this
problem.
The annual cost of this
defect to the company

will automatically be
calculated.




Number of Number of Cost of Poor

Homes/Jobs | Homes with Quality
Annually Defect $/House Total Loss

Attic Hatch
Not Weather $22,914
Stripped

Total Annual Loss from
Missed Weather-stripping 522:914

However, companies always have more than one
Issue. The cost of poor quality changes dramatically
when you consider multiple issues...



Number of

Homes/Jobs
Annually

Attic Hatch
Not Weather 286
Stripped

Missed Floor
Air Sealing 286

286

Re-insulate
Wall Cavities

0V2l14.99

Loss per house

Total Annual Loss

Number of | Cost of Poor
Homes Quality
with Defect $/House

114 $201

$216

$2300

VI 1 J.JIdJ
Loss per house
done wrong

Total Loss

$22,914

$14,904

$23,000



The quality path leads to greater profits

Thank you!

If you are an Energy Trust Existing Homes
trade ally interested in more information
please contact the Trade Ally Team at:

866-365-3526
ExistingHomesTA@energytrust.org
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