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Objective: In today’s highly competitive and globalized business environment, quality
costing systems are recognized as essential cost management tools that enhance an
organization’s competitive advantage. This study aims to examine the impact of
implementing a quality costing system on the financial performance of the Hormozgan
Province Gas Company.

Method: This research adopts a positivist paradigm and employs both archival and
survey-based strategies. This study is a time-series research, and the data were collected
through interviews as well as from the financial statements of the Hormozgan Province
Gas Company for the period 2016—2021. The statistical population of the study consisted
of all managers and employees of the Hormozgan Province Gas Company, from among
whom a random sample was selected and interviewed for the purpose of classifying quality
costs.

Results: The findings indicate that the implementation of a quality costing system has had
a positive effect on the company’s financial performance, leading to a reduction in
compliance-related costs. Moreover, a negative correlation was observed between
prevention costs and evaluation costs, suggesting that increased investment in preventive
measures can reduce the need for extensive evaluation activities.

Conclusion: One of the reasons for the low proportion of appraisal costs relative to
prevention costs and the absence of significant failure costs in this company can be
attributed to its investment in prevention activities and the high growth rate of these costs
over the sample years of the study.
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Introduction

In today’s rapidly evolving business environment, characterized by intensified global
competition and market integration, quality costing systems have emerged as essential tools
for cost reduction and profitability enhancement, ultimately strengthening organizations’
competitive advantage. Accurate identification, classification, and analysis of quality costs
enable organizations to design more effective strategies aimed at minimizing unnecessary
expenses, reducing production costs, and maximizing profitability.

This study investigates the impact of implementing a quality costing system on the financial
performance of the Hormozgan Gas Company, with the goal of assessing how the systematic
application of quality cost management can improve operational efficiency and overall
financial outcomes.

Method

This research is applied in nature and adopts a case study approach. Data were collected
through interviews with organizational stakeholders as well as from the financial statements of
Hormozgan Gas Company over the period 2016-2021.

The statistical population includes board members, senior and middle-level managers, and
financial experts of Hormozgan Gas Company. Interview data were used to identify and
classify different cost pools, each of which was subsequently assigned to one of the recognized
quality cost categories. The corresponding figures were analyzed to assess their impact on the
company’s financial performance.

Based on the literature and expert insights, the study employs the P-A-F model (Prevention,
Appraisal, Internal Failure, and External Failure) for identifying quality costs. Additionally,
drawing upon Crosby’s Process Cost Model, quality costs are grouped into two major
categories:

e Compliance costs, including prevention and appraisal costs; and
e Non-compliance costs, including internal and external failure costs.

The rationale for applying these models lies in their practical applicability and the
availability of observable data within the company’s accounting records. Unlike models that
attempt to estimate hidden or opportunity costs, the models used in this research rely on
objective, extractable information, allowing for accurate and verifiable analysis of quality-
related expenditures.

Results

The results indicate that the implementation of a quality costing system has had a positive
impact on the company’s financial performance, primarily by reducing compliance-related
costs. The analysis shows that prevention costs account for approximately 98% of total quality
costs, while appraisal costs constitute only 2%. This disproportion reflects the company’s
heavy investment in preventive activities and the high growth rate of prevention costs during
the study period.

When adjusted for inflation, the growth rate of appraisal costs decreases substantially,
suggesting that their nominal increase is primarily attributable to inflationary effects rather than
operational expansion. Moreover, the correlation analysis reveals a negative relationship
between prevention and appraisal costs—indicating that greater investment in preventive
measures leads to a reduction in appraisal expenditures.

Additionally, the ratio of compliance costs to operating income (adjusted for inflation)
increased during the study period; however, the correlation between operating income and
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compliance costs was found to be negative. This finding confirms the research hypothesis that
implementing a quality costing system influences revenues by reducing overall company costs,
aligning with both theoretical expectations and prior empirical evidence.

Although operating income remained relatively constant during the study period (after
adjusting for inflation), prevention costs grew at a faster rate than operating revenues, whereas
appraisal costs declined. This pattern suggests that increased prevention expenditures may have
contributed to improved cost control and efficiency within the company.

Conclusions

The analysis of Hormozgan Gas Company’s quality costs demonstrates that significant
investment in prevention activities and the high proportion of prevention costs relative to total
quality costs are the primary factors behind the low appraisal-to-prevention ratio and the
minimal failure costs observed in the organization.

However, due to the persistent inflationary pressures in recent years, it is crucial to adjust
all cost and revenue figures for inflation to ensure meaningful and stable relationships between
variables. Furthermore, identifying failure costs, assigning specific accounting codes for their
recording, and recognizing hidden and opportunity costs associated with quality failures are
vital steps toward the successful implementation of a comprehensive quality costing system.

For Hormozgan Gas Company, a key priority should be the identification and minimization
of failure costs through the establishment of an effective quality control framework. By
integrating quality costing into its financial management system, the company can enhance its
cost efficiency, operational performance, and long-term competitiveness.
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