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Abstract: 

Very important in SMEs is to monitor cost of quality and economic indicators for valuation of cost effectiveness. 
The main goal of this article is to create classification on cost quality categories in SMEs and to analyze economic 
quality indicators and their trend during long period. In this article authors use economical and statistical indica-
tors for costs of quality. We use common model PAF, that include prevention costs, evaluation costs, internal 
failure costs, external failure costs. Total costs, individual simple cost index, cost ratio and cost structure were 
used. We analyzed data from 50 small enterprises with 10-40 employees with their yearly turnover max 3 mil €. 
The research sample of enterprises was focused on industrial areas of business such as engineering, metallurgy, 
automotive industry. We analyzed the quality costs in SMEs by the average value of quality cost in all surveyed 
enterprises. Results of this research brought labeling of cost of quality in SMEs by model the PAF for 10 categories 
for various enterprises, what is very important for comparing of results of QMS in SMEs. Based on the reference 
indicators of the total costs of quality in SMEs we can conclude their drop. Reducing the costs of quality was 
reflected in particular in reducing the costs of internal and external errors. In assessing the economic efficiency in 
SMEs plays an important role the overall cost that were increasing in reporting period. Very important result is 
that the cost of quality did not influenced overall cost. This fact is positive for competitiveness in SMEs because it 
shows a quality of production and product. Reducing of cost of quality brought improving of product quality; 
reduced customer’s complaints brought financial savings. The economic efficiency indicator shows a value above 
e > 1. It means that, despite rising cost enterprises generate revenues that are significantly higher than the input 
factors of production. Cost effectiveness helps to improve TQM performance. 
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INTRODUCTION 

Economics of quality is one important part of QMS and 
very important instrument for evaluation. Cost of quality 
pursuing activities related to quality such as prevention, 
evaluation, quality measurement and detection of poor 
quality create base of quality [19]. Economic optimum of 
quality is to find a balance between quality and costs of 
quality. It is very important to monitor quality costs and 
their synergistic effect to economic efficiency. The main 
goal of this article is to create classification of categories 
of costs of quality in SMEs and to analyze economic indi-
cators for quality and their trend during long period. With 
this research, we want to determine the impact of costs 
of quality in SMEs on the overall cost of the business and 
their influence on profit generation. The most commonly 
is used classification as a model PAF. This model has three 
cost groups - prevention, appraisal and failure costs [23]. 
This model is used in various industry areas and in services 

industries [21]. Evaluation of the quality costs and use of 
statistical quality indicators allows us to monitor the dy-
namics of quality costs and percentage of the total costs 
[13]. Authors in various articles are generally considered 
that traditional cost accounting methods do not provide 
accurate cost data for the measurement of quality cost 
[6]. In praxis is very important to evidence quality costs 
through PAF model or other models. Performance meas-
urement is a fundamental principle of business manage-
ment and it consists too of quality indicators [18]. Enter-
prises make an effort to meet their customer’s require-
ments related to the products. Satisfied customers can 
help to generate profit and profit is an important factor 
for development of enterprises. This can be achieved by 
quality management in the product creation phase. In this 
phase can be decrease cost of quality in SMEs [10]. 
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LITERATURE REVIEW 

Integrating two areas for a sustainable business perfor-
mance is connected on a quality management system and 
defining a competency-based model related to measure-
ment and evaluation of performance. A key performance 
indicator is the important element in every quality man-
agement system within a business [24]. One of key indica-
tor of QMS is cost effectiveness that is presented in this 
article. Alglawe & col. (2019) have suggested for COQ 
model new dynamics approach. This approach is based on 
the traditional prevention-appraisal-failure (PAF) con-
cept. The data were collected from real automobile man-
ufacturing for valuation of the customer satisfaction. Re-
sults of survey reveal that when quality costs are consid-
ered in the COQ model, the number of new customers and 
production units in decreases [1]. Quality management 
system is one of the key business indicators in industry on 
Slovakia. In praxis is important to use adequate quality 
management. This article addresses categories of costs of 
quality by PAF model. Quality is a key competitive factor 
in globalized market. Quality costs must to create effec-
tive quality management system [8, 23]. Schiffaerova and 
Thomas (2006) presented in their article that companies 
which do adopt COQ method are successful in reducing 
quality costs and improving quality of product. COQ 
model must suit the specific situation, environment, pur-
pose and needs of the enterprises in order to have a 
chance to become a successful systematic tool in a quality 
management system. The survey shows that the method 
most commonly implemented is the classical model PAF 
prevention-appraisal-failure model that we used in this 
article [14]. Cost classification by the PAF model is not cor-
rect for various industry area for example in supply chain 
because it creates risks of availability of partial infor-
mation. For the supply chain is used mostly Monte Carlo 
simulation method as a preferable [2]. Muhammad R. 
(2019) et al. have created model that it describes the dy-
namics of the quality costs and economic benefits of qual-
ity improvement. This mathematical model measures the 
quality cost and economic benefits of manufacturing com-
panies. The economic benefits are obtained from saving 
quality costs resulting from achieving operational perfor-
mance targets. Results of model shows to: If the value of 
the model parameters increases, then the economic ben-
efits will increase as well, and give a shorter return period 
of investment. And vice versa, if the value of the model 
parameters decreases, then the economic benefits will 
decrease as well and give a longer return period of invest-
ment [11]. Cost effectiveness is very important indicator 
of QMS in SMEs and it is connected with cost categories. 
This indicator is using in various area. Cremieux et al. 
(1999) presented its using in treatment. To measure the 
cost effectiveness in treatment is very hard but it is very 
important to compare results of treatment that brings 
cost effective model and support quality of life and im-
prove health status. It is significance instrument for QMS 
system [5]. Improvement of data processing and infor-
mation flow relating to product quality means better de-
cision making on product quality, reduction of defects and 

reducing of costs. Based on the accurate and timely re-
ceived information on product quality, needed interven-
tions to the process can be realized to reduce the defects 
and reducing of cost [17]. In QMS is very important to an-
alyse risks as an instrument how to decrease costs of qual-
ity. Markulik et al. (2016) introduced that the risk assess-
ment is a basic tool of every management system (at this 
time very important for quality management system). It 
enables appropriate decision making. Being prepared to 
manage risks involves the ability to identify them, assess 
them and take appropriate measures [9]. Current trends 
of Quality Management systems are oriented on looking 
for the solutions, which prevent the losses by effective 
and efficient tools. Integrated approach to the risk man-
agement in the man-machine-environment system is ori-
ented towards allcomponentsofthis system. Generic Risk 
Assessment Model (GRAM) is defined conditions for the 
risk management of the individual system parts. The aim 
of GRAM is to give management the necessary infor-
mation for their decision making processes [12, 20]. The 
reducing of cost of quality is connected with innovations. 
The innovation for QMS means an intelligent approach to-
wards organisational change that it regarding organisa-
tional culture too. Implementation of new approach web-
based Management System Role-Play Simulation (MS-
RPSÂ) reflects the changes in structure, in terminology of 
the ISO management system standards and helps people 
to adapt quickly [25]. The successful of quality manage-
ment system is measured by financial and also non-finan-
cial indicators. In this article we analyze the economic-sta-
tistical quality indicators using a breakdown of the costs 
of quality according to the PAF model. Implementation of 
quality cost control is very important instrument for im-
proving in area of quality management and quality cost 
[4]. This approach creates framework for measuring and 
evaluating quality costs [22]. Bamford and Land (2006) 
presented measurement instrument for costs of quality 
for business improvement in an industry company with di-
rection on Footwear Company. This new instrument is cal-
culation of quality costs. Quality costing can only be used 
as a management tool if the data presented is both accu-
rate and valid. Effective measurement of quality costs im-
proves business performance [3, 7]. Soundararajan and 
Reddy (2019) presents cost reduction and quality im-
provement in SMEs by implementing DMAIC instrument. 
Results of this application DMAIC in SMEs recorded price 
reduction and increasing of quality [15]. Sturm, Keiser, 
Hartmann (2019) present that quality costs depend on 
performance in manufacturing in the long-run. The au-
thors then examine whether it is possible to reduce inter-
nal and external failure cost over time without increasing 
prevention and appraisal expenditures in return (model 
PAF). Authors obtained connections between total cost of 
quality, its components and overall quality performance 
[16]. Most authors who analyze the costs of quality in 
small and medium-sized enterprises use the PAF model to 
categorize costs, because this model is in this time the 
best for SMEs in terms of classification. Today is known 
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also the ABC approach, which is based on a process ap-
proach, is gaining prominence. In the sense of ABC model 
are costs classified as value-added and non-value-added 
costs. Due to the fact that this approach requires signifi-
cant changes in the record of quality costs, it is used 
mainly by large companies. Surveys show only a basic 
breakdown of the PAF model, and in depth no one has yet 
paid attention to individual cost items in the field of me-
chanical engineering in SMEs. Surveys on the classification 
of quality costs in small and medium-sized enterprises are 
not presented in the scientific field significantly, as re-
search aimed at unifying quality costs in SMEs have not 
been carried out. In the most exist scientific papers, the 
authors present specific tools for reducing the cost of 
quality, e.g. Lean production, 5S, Kaizen and others. 
 

RESEARCH METHODOLOGY 

Monitoring of the quality costs can be made on the basis 
of different approaches. Authors considers that for the 
evaluation of economic and statistical indicators of quality 
and their classification is model PAF one of the best. 
Model PAF was created by the American company Gen-
eral Electric and is part of the British standard BS 6143, 
which divides the costs of quality to the category of the 
costs of prevention, assessment costs, costs of errors [6, 
22]. These costs groups include: 
Prevention costs – (efforts to avoid disagreement) the 
costs of any activity relating to the investigation, preven-
tion, or reducing the risk of error, as well as the costs of 
quality improvement based corrections. This includes also 
the costs of various quality analysis, planning, information 
systems, upbringing, motivation and education, etc. 
Appraisal costs – (assessment of the quality status) the 
costs for valuation whether the defined quality require-
ments have been reached. This includes all costs for meas-
uring, checking, testing and verification of products and 
processes. 
Internal failure costs – (internal failure) the costs incurred 
within the company due to handling of errors in fulfilling 
quality requirements of the customer. Include all costs of 
removal of disagreements with the documentation, on 
overtime for repairing, re-inspections and so on. 
External failure costs – (external failure) the costs arising 
outside the company after delivery to the customer 
(user), arising from failure to meet user requirements on 
quality. They arise during use of the product as a result of 
poor quality of supplier’s work [6, 22]. 
For evaluation of economic and statistical indicators we 
will use exactly this approach in the assessment of quality 
costs, because the following indicators are based precisely 
on the model of the PAF. To determine the total costs re-
lating to the quality at the producer by formula (1). (NQV) 
we base on the breakdown of costs according to the PAF 
model as follows:  

��� = �� +�� +�� + �	  (1) 

where: 
NI – total cost of internal errors for the period, 
NE – total cost of external errors for the period, 
NH – total cost of evaluation for the period, 

NP – total cost of prevention for the period. 
The second statistical indicator which reflects the devel-
opment of costs the observed period we refer to as Indi-
vidual simple cost index related to the quality at manufac-
turer by formula(2). (INQ) is used to monitor the dynamics 
of quality costs in two consecutive periods and expressed 
as follows: 


�� =
��


���

  (2) 

where: 
NQ1 – the total amount of costs related to the quality at 
manufacturer in the current period (1). 
NQ0 – the total amount of costs related to the quality in 
the base period (0), immediately preceding period.  
In assessing the economic efficiency of the company plays 
an important role the overall corporate costs, resulting 
from the exploitation of production factors, which take a 
part in making the profit. Indicator which expresses the 
relationship between the costs of quality and total costs 
is specified as the costs structure by formula (3) resp. por-
tion of quality related costs to the total costs of the man-
ufacturer (SNQ). Its use is effective if we want to regularly 
monitor the percentage of quality costs devolving to the 
processes of planning, regulating and improving quality in 
relation to total expenses. 

��� =
���

��

· 100%  (3) 

where: 
NQV – total quality cost,  
NC – total cost. 
We monitor costs of quality in the monitored period to 
the total costs of the enterprise as operational, financial 
and extraordinary expenses. Formula (4) defines the per-
centage of the internal and external errors costs to the to-
tal quality costs and thus highlights the extent of deficien-
cies in quality management. 

���ℎ =
�����

���
· 100%  (4) 

An important indicator for assessing economic efficiency 
in terms of quality is also an index of costs, which reflects 
how much money units of costs fall to one unit of income. 
This index can be expressed relative as a percentage by 
formula (5). Costs ratio is expressed by the following 
equation: 

� =
���

�
· 100%  (5) 

where: 
NQV – total quality cost,  
T – revenues. 
Efficiency (formula 6) is the ability to avoid wasting mate-
rials, energy, efforts, money, and time in doing something 
or in producing a desired result. In more mathematical or 
scientific terms, it is a measure of the extent to which in-
put is well used for an intended task or function (output). 

� = �/��  (6) 
where: 
T – revenues,  
NC – total cost.  
As the authors state, it is possible to use the ABC model in 
enterprises in specific cases, but its introduction into 
SMEs would be financially demanding. Therefore, this 
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model is mostly implemented in large companies. The re-
search was implicated in small and medium-sized enter-
prises. At the same time, the risk of applying this ABC 
model is an administrative and a change in the system of 
tracking cost items within processes what it means prob-
lem for SMEs. 
 
RESULTS OF RESEARCH 

In this article we presented economic – statistical analysis 
orientated on quality indicators in SMEs whose business 
is manufacture metal castings, wood products manufac-
turing, service, rental, storage activity, metal finishing, 
production of component for automotive, production of 
mechanic component, welding, production of engineering 
component for machines and equipment. We analyzed 
data from 50 small enterprises with 10-40 employees and 
their yearly turnover was to max 3 mil. €. The research 
sample of enterprises was focused on industrial areas of 
business such as engineering, metallurgy, automotive in-
dustry. The sample of enterprises is not a random sample, 
but a targeted sample of enterprises. Engineering enter-
prises were selected on the basis of established criteria 
according to the number of employees and turnover in 
the enterprises. We obtained all information regarding 
quality costs from company databases, from double-entry 
accounting and from internal enterprises records. The se-
lection of all enterprises was focused on enterprises that 
have a quality management system in place and keep rec-
ords of quality costs. The acquisition of quality cost data 
limited the sample of enterprises to enterprises that have 
a quality management system in place. Therefore, the re-
search sample was targeted so that we could specify gen-
eral conclusions for small and medium-sized enterprises 
in the engineering industry in SMEs. We obtained all in-
formation of enterprises by personal visit and interview in 
selected enterprises. Data collection also took place 
through students who participated of the research project 
solution. Reliability of information about costs of enter-
prises is high, because all information belong in to ac-
counting that are manage by Slovakian law No 431/2002 
and by standard EN ISO 9001:2016. Authors analyzed the 
quality costs in SMEs by the average value of quality cost 
of all enterprises. We categorized individual types of costs 
of quality by PAF model. Model PAF classified quality cost 
in four categories – Prevention costs, Evaluation costs, in-
ternal errors cost, external errors cost. In this article we 
compared values of cost of quality and economic indica-
tors during 9 years and we obtained very important infor-
mation for cost classification in SMEs. Enterprises docu-
mented different names of costs of quality, so we ad-
justed them according to the PAF model. For the compar-
ation was created new one model for general label of 
costs of quality in SMEs. An overview of individual types 
of quality costs is presented in Table 1.  
 
 
 
 
 

Table 1 

Labeling of cost of quality by model PAF 

Prevention 

costs 
Appraisal costs 

Internal failure 

costs 

External  

failure costs 

Cost of  
trainings  
for QMS 

Cost of produc-
tion control 

Cost of scrap Cost  
of complaints 

QM depart-
ment  
trainings 
Workers-
welders  
trainings 

Cost of initial 
control 
Cost  
of production 
control  
Cost  
of maintenance 

Cost  
of individual 
products  
wasters 

Fines cost 
Claims cost  
Cost  
of penalties 

Cost  
of investment  
in QMS 

Cost of Testing Cost of failures Cost of looses 

Cost to assess 
supplier 

Cost  
of metrology 
Cost  
of calibration 
Cost  
of defectoscopy 
Cost of test 
tools 

Mechanical 
machines  
errors 
Material  
forming errors 
Material errors 
Welding errors 
Surface  
treatment  
errors 

Cost  
associated 
with the loss 
of key  
customer 
Cost of 
caused by 
production 
delays 
Cost  
of stopping 
production 

Cost of docu-
mentation 

Cost  
of documen-
tation 

Cost of quality 
audits 

Audit costs 

Source: Own source according Internal sources of the SMEs en-
terprises [22]. 

 
We have harmonized by this approach label of quality cost 
for SMEs, which is very important in terms of monitoring, 
evaluating quality costs and their comparing. The confu-
sion in different types of cost of quality can affect the de-
cision-making process in the implementation of corrective 
measures in SMEs. We have created cost category labels 
because enterprises use different names for various cost 
types. For example for category: cost of complaints use 
names as an: claims cost, cost of complaints in warranty, 
cost of complaints out of warranty, cost of objection, 
product service, product liability, product recall, cost of 
penalties, fines cost. Cost of losses contains that cost: loss 
of reputation, cost associated with the loss of key cus-
tomer, cost of loss caused by production delays, cost of 
stopping production and other. Cost of testing contains 
that cost: cost of metrology, cost of calibration, cost of de-
fectoscopy, cost of inspection of equipment, cost of test 
tools. A system of quality cost labeling in SMEs is neces-
sary for comparative analysis and evaluation of the effec-
tiveness of the quality management system in SMEs. La-
beling of cost of quality in SMEs is basic benefit of this re-
search and this labeling of cost of quality by model PAF is 
instrument for various enterprises in SMEs. We achieved 
connection of all type of cost of quality and we created 
ten category cost.  
We analyzed the quality costs in SMEs by the average 
value of quality cost in all enterprises. Results of cost of 
quality are presented in Table 2.  
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Table 2 

Average cost of quality by model PAF - comparing 

Model PAF/Cost  

of quality (€) 
2017 2018 2019 

Prevention cost 18 090 13 350 11 560 
Evaluation cost 120 500 115 850 117 350 
Internal errors cost 8 402 5 432 3 450 
External errors cost 51 711 31 500 22 200 

Cost of quality (€) 2011 2012 2013 

Prevention cost 19 085 14 278 13 829 
Evaluation cost 117 110 116 790 116 480 
Internal errors cost 9 402 7 432 1 450 
External errors cost 61 711 31 478 24 186 

Source: Internal sources of the SMEs enterprises [22]. 

 
The highest value of quality costs is the evaluation cost 
over the reporting period. External failure costs, internal 
failure costs and prevention costs have been step by step 
reduced. In the classification of quality costs we can con-
clude that the highest value – the costs of evaluation is 
related to the production process that is necessary for the 
quality control of products such as: measurement, calibra-
tion, input and output monitoring, sampling. The value of 
the quality costs in SMEs is high and cannot be signifi-
cantly reduced because otherwise it could be expected 
that there will be a decrease in product quality and in-
crease of the costs of errors. Detailed examination of 
these groups of quality costs we implemented through 
economic-statistical indicators followed. 
Economic-statistical indicators we analyzed by formulas 1, 
2, 3, 4, 5, 6. Indicators as efficiency, structure of cost, cost 
ratio, profit are very important financial indicators that in-
fluence financial situation of SMEs. Small businesses are 
the backbone of the economy, a key source of job oppor-
tunities and a breeding ground for business ideas. Results 
of economic-statistical analysis are presented in Table 3.  
 

Table 3 

Individual simplex cost index in SMEs 

I NQ  

2012/2011 

I NQ  

2013/2012 

I NQ  

2018/2017 

I NQ  

2019/2018 

0.75 0.97 0.74 0.87 
0.99 0.99 0.96 1.01 
0.79 0.19 0.65 0.64 
0.51 0.77 0.61 0.70 

Source: Own source according internal sources of the SMEs. 

 
Cost index shows the change in the costs of quality in the 
two reporting periods. Overall, the development of qual-
ity costs recorded a decline, as the index values were be-
low value 1, except for developments in 2018-2019, when 
evaluation costs increased. Overall, we can observe a re-
duction in the cost of quality, which is a positive trend, 
because quality costs are part of the total cost that affects 
profit generation in SMEs. As part of the economic analy-
sis, we monitored the cost of quality, total cost, profit, 
revenue, cost structure, efficiency. All these economic in-
dicators are factors that influence the performance of en-
terprises and their competitiveness in the market (Table 
4).  
 
 

Table 4 

Economic indicators of cost of quality by model PAF 

Cost of quality 2017 2018 2019 

N i +N e 60113 36932 25650 
N QV 198703 166132 154560 
Nc 129562925 130721315 138758 35 
S NQ  0.15% 0.12% 0.11% 

S nch 30.2% 22.2% 16.6% 

T – revenues  156362506 172821315 183858216 
n – cost ratio 0.12 0.0009 0.0008 

Z – profit  26799581 42100000 45099581 

e – efficiency  1.2 1.32 1.33 

Cost of quality 2011 2012 2013 

N i +N e 71113 38910 25636 
N QV 207298 169978 155945 
Nc 119262925 125621734 128758635 
S NQ  0.17% 0.13% 0.12% 

S nch 34.3% 22.9% 16.5% 

T – revenues  129362706 130721315 131758216 
n – cost ratio 0.16 0.13 0.12 
Z – profit  10099781 5099581 2999581 
e – efficiency  1.08 1.04 1.02 

Source: Own source according internal sources of the SMEs [22]. 

 
We followed the development of indicators from 2011 to 
2019. We found out what changes have occurred after a 
long period of business in SMEs and how changed cost of 
quality. 
 

DISCUSSION 

Based on the reference indicators of the total costs of 
quality in SMEs we can conclude their drop. Reducing the 
costs of quality was reflected in particular in reducing the 
costs of internal and external errors. Savings were rec-
orded in prevention cost and evaluation cost. The PAF 
model recommends costs reductions in the internal and 
external errors that presented Rodin and col. (2012) in 
their article. Costs of prevention in regard of continuous 
quality improvement may not reduce, but rather may rec-
ord an increase, because prevention is considered to be 
an instrument of the prevention of errors and deficien-
cies, non-conformities in quality that presented Bamford 
and col. (2006) in their article. Significant change of the 
cost of quality was recorded in 2019. Evaluation costs first 
was decreased and then increased. The value of those 
cost include cost on metrology, calibration and defectos-
copy that create in each reporting period. In assessing the 
economic efficiency in SMEs plays an important role the 
overall cost that were increasing in reporting period. 
Those overall cost influence to using of production fac-
tors, which take a part by create of the profit. Indicator 
which expresses the relationship between the costs of 
quality and total costs is specified as the costs structure. 
Structure of cost of quality was decreasing from 0.15% to 
0.11%. Soundararajan and Reddy (2019) presented reduc-
tion of cost of quality by DMAIC model in SMEs and say 
that for quality improvement is important level of cost of 
quality at level 20%. Cost of quality in SMEs are from 
0.11% to 0.15% in year 2017-2019 and structure in year 
2011-2013 is very small from 0.12% to 0.17%, because in 
this period the quality management system was not im-
plemented in enterprises as it is today. Cost structure is 
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important indicator and its use is effective if we want to 
regularly monitor the percentage of costs of quality in var-
ious processes in relation to total cost of the SMEs. The 
costs structure is an important indicator in terms costs op-
timization and an instrument for exploring the possibili-
ties of reducing the unproductive cost items (Figure 1). 
Cost structure during period from 2011 to 2019 is very 
positive, because cost of quality creates low value of total 
cost in enterprises in SMEs. 
 

 
Fig. 1 Change of cost of quality structure by model PAF 2017-

2019 
Source: Own source according internal sources of the SMEs. 

 

Cost of quality in relation to creation of profit participate 
low percentage it means cost of quality does not im-
portant influence to profit. Revenues in SMEs increased 
during the reporting period. Total costs also increased 
proportionally. The increase in costs and revenues rec-
orded an increase in profit. In year 2011-2013 the profit 
was decreased, and the cost and revenues were increased 
step by step. The economic efficiency indicator shows a 
value above e > 1. It means that, despite rising cost enter-
prises generate revenues that are significantly higher than 
the input factors of production. This positive development 
in SMEs points to an effective quality management sys-
tem, which is also reflected in the value of quality costs 
that have fallen. The cost indicator is very low, which 
means that the cost of quality is low in 1 euro, which is a 
positive trend. This indicator ranges from 0.0008 euro to 
0.16 euro on 1 euro of revenue. The results of the eco-
nomic analysis point to low quality costs in SMEs, which 
means that these quality costs do not affect profit gener-
ation. Businesses reduce quality costs despite rising over-
all costs. Businesses achieve efficiency above 1, which 
means they generate revenue higher than costs and thus 
generate profits, which is a great competitive advantage 
for the business environment. 
 

CONCLUSION 

Total quality management is a major business strategy for 
all enterprises in various areas of business in SMEs. All de-
scribed indicators in this article are important for improv-
ing TQM performance. In the evaluation of quality costs 
also other methods can be used in practice that directly 
detects relationships between the cost of quality and total 
cost. These methods include regression and correlation 
analysis, time series analysis, analysis of deviations, Pa-
reto analysis, but also statistical testing through Grubs 
test, F test. In terms of achieving high level of economic 

efficiency, it is necessary to determine level of costs of 
quality, which can ultimately positively or negatively influ-
ence the profit in SMEs. Results of this research brought 
for SMEs labeling of cost of quality in SMEs by model PAF 
for various enterprises. Based on the reference indicators 
of the total costs of quality in SMEs we can conclude their 
drop. Reducing the costs of quality was reflected in partic-
ular in reducing the costs of internal and external errors. 
Reducing of internal and external errors cost brought im-
proved product quality, reduced customer’s complaints, 
brought financial savings. An important indicator for as-
sessing economic efficiency in terms of quality is an index 
of costs that was reduced. Savings were recorded in pre-
vention cost and evaluation cost. In assessing the eco-
nomic efficiency in SMEs plays an important role the over-
all cost that were increasing in reporting period. The eco-
nomic efficiency indicator shows a value above e > 1. It 
means that, despite rising cost enterprises generate reve-
nues that are significantly higher than the input factors of 
production. In conclusion we can state that the balance 
between production quality and cost of quality is an indi-
cator that expresses mutual synergy. For enterprises in 
SMEs is very important record and evaluate of cost of 
quality which in the context of business costs should not 
exceed level 20%. The cost of quality in selected enter-
prises in SMEs are moving in recommended level to 20%, 
which can also be seen in Table 4. That is, SMEs apply in 
the principles of continuous improvement in the quality 
management system and reducing quality costs. For SMEs 
create cost economic and financial indicators those SMEs 
enterprises to spend to ensure the quality of their prod-
ucts, processes and services. Based on the economic-sta-
tistical analysis the enterprises can control and influence 
the level of costs on quality and eliminate their share in 
the total costs. 
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