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Abstract

Sun Right Ltd. has persisted in its high-quality philosophy to provide safe and
high-quality products to consumers. In addition to the establishment of a quality control
process in each part of the value chain, Sun Right Ltd. has invested a large amount of
money to obtain external quality assurance. According to the detailed quality cost data
revealed by Activity-Based Costing (ABC) system, a huge investment in prevention and
appraisal costs did not reduce the external and internal failure costs. This case study
enables students to learn about the quality control activities, costs-of-quality analysis
and quality improvements for food industry. By using Pareto chart and fishbone diagram
to identify and analyze quality problems, the students observed that a high external
failure cost arising from a high product return rate was not necessarily due to defective
products; customers’ factors, the company’s shipping operations, and salespeople’s
behavior could all have led to the high external failure cost. This viewpoint overturned
the stereotype of high prevention and appraisal cost as effective methods for reducing
quality failure cost. Accordingly, companies should explore, tap into, and manage the

hidden quality cost data in a way to boost profits out of these data.

Keywords: Quality Cost Management, External Failure Cost, Internal Failure Cost,

Pareto Chart, Fishbone Diagram
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