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A Bare Bones Look
At the Bottom Line
by Pat Townsend and Joan Gebhardt

edEx, a 1990 Malcom Baldridge National
Quality Award winner, operates under the ban-
ner, “People, Service, Profit.” And Ritz Carlton,

a 1999 winner, stated it best, “Profit is the residue of
quality.” Both slogans highlight the basic premise of
the quality revolution from its very inception: Quality
makes money.1

Though money that comes through the door with
customers is the traditional way to measure profit, qual-
ity also focuses on unexpended funds that gravitate to
the bottom line as a result of improved practices. This
argument was at the heart of Philip B. Crosby’s seminal
work, Quality Is Free.2 Crosby’s emphasis on prevention
highlighted the reality that it was cheaper to do a job
right the first time than recover from an error. Whether
it was prevention, reducing employee turnover, stream-

lining processes or market testing, every quality ini-
tiative gained its legitimacy by linking its use to
increased profits.

When profits fail to rise, quality is dismissed as a
failure. The Wall Street Journal, for instance, took a
stand in the late 1980s by claiming the pursuit of
quality wasn’t a topic worthy of its benediction,
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especially after the Houston based Wallace Co., a
1990 Baldridge winner, went bankrupt. Harping on
the company’s failure and paying lavish attention to
companies whose financial results were mediocre,
Wall Street Journal writers and editors ignored dozens
of companies whose fortunes and stock rose steadily
before and after winning the award. Overall, winners
of the award routinely outpace Wall Street norms for
growth in value by a ratio of 4-to-1, particularly in
the years following winning the award.3

The truth is, even corporations whose profits
fluctuated after winning the Baldrige award believe
subscribing to quality practices gave them the best
chance to regain their vitality when the business cli-
mate became more favorable. John Wallace, owner
of the family business, ascribed Wallace Co.’s bank-
ruptcy to a bank failure and management misjudg-
ments. CEO Michael Spies said that without quality
practices, Wallace Co. wouldn’t have been around
to “enjoy the ’91 recession.”4

Today’s Business Climate
Quality practices bring profit to the bottom line

through customer satisfaction, customer retention,
lower overhead and greater capacity for work.
Quality alone, however, does not guarantee success.
There is no escaping the fact that businesses operate
in a larger environment of governmental policies,
international politics and customer fortunes and
misfortunes. Today’s business climate is impacted
by forces unimaginable even 50 years ago. 

The challenge for every nation is to retain control
of its prosperity by bringing capital from the rest of
the world into its banking system. A nation’s goods
and services have to be able to compete in the glob-
al marketplace. Being seen as a quality alternative
in a sufficient number of market niches is key. 

Over time, in a free market, quality commands a
higher price (people will pay up front to avoid
future problems), and it is cheaper to produce (less
waste in activities and materials). Establishing eter-
nal subsidies to enable a country’s companies’
offerings to compete based on price is a case of rob-
bing Peter to pay Paul. National leaders can do far
more long-term good by finding ways to encour-
age continual improvement than by interfering
with the operations of a free market.

Capturing and keeping customers is the bedrock
of profit. And even if business leaders may have

grown weary of the word quality, customers haven’t.
Quality remains an oft repeated claim in print ads
and on TV and radio because advertisers know cus-
tomers respond to the word. 

Consumers, both corporate and individual, prefer
to buy stuff that does what they expect it to do.
They tell their friends when things meet their expec-
tations and when they don’t. And they remain loyal
when their expectations have been satisfied. When
customers have options, they reward quality and
punish laggard organizations, both in the market-
place and in the stock market. Quality, and the
expectation of quality, is a vital force in the market-
place for customer satisfaction and retention.  

Capacity for Work
Capacity for work is an important concept at the

heart of understanding the economic value of qual-
ity. Most quality efforts implicitly begin with the
question, “Can we improve our procedures so we
can do this job with fewer resources?” This is con-
ceptually sound but can lead to serious problems
when members of an organization read “people”
for “resources.” Needless to say, this approach to
improvement does not go down well with workers
and puts a serious damper on creativity. Automakers
and their unions have been in a state of warfare for
decades largely due to manufacturers’ attempts to
decrease the number of people on the payroll.

One way for organizations to appear more suc-
cessful is to fire some people and keep the pressure
on the remaining employees to produce the same
numbers as were being cranked out pre-downsiz-
ing. To do so means the survivors are being more
productive. Reengineering headed down this path
with the result that organizations redesigned them-
selves to handle their current customer base per-
fectly, while creating serious morale problems in
the process.

A more positive approach would be to begin with
the question, “Can we improve our procedures so
we can accomplish more with the people we have?”
This effort is designed to take fuller advantage of the
talents already on the payroll. Depending on the cul-
ture of the company and the track record of manage-
ment/employee relationships, it may be necessary 
to make a specific promise, such as, “No one will be
separated from the payroll because of the implemen-
tation of quality. If an idea eliminates your current
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job, you will be offered another at the same or higher
pay rate.” When such a promise is believed, the
objective becomes believable, employees become
more cooperative, and organizations redesign them-
selves to increase capacity.

This is the difference between productivity and
quality. The failure to understand or explain this
difference has often made winning the support of
unions, which have too frequently suffered job
losses in the wake of productivity programs, chal-
lenging. A simple division problem can illustrate
the difference to the skeptical.

Consider two components: resources as the
denominator and outputs as the numerator. Both
can be measured and combined to assess how well
an enterprise is doing. In both productivity and
quality, the objective is to increase the number of
outputs per resource. It doesn’t matter what the
outputs are (cars, newspapers, apples, loans or cus-
tomers served) or what the resources are (people,
money or raw materials); the goal is to increase the
value of the fraction formed by dividing outputs
by resources.

Harkening back to grade school math, there are
two ways to increase the value of a fraction. You can
decrease the denominator (the resources) or you can
increase the numerator (the outputs). If, for example,
you start with the fraction 60/4, the value would be
15. Changing the denominator to a smaller number—
making it a 3 instead of a 4—will increase the value
to 20. Leaving the denominator at 4 but increasing
the numerator to 80 will also yield a value of 20.
Generally speaking, doing the first is what passes for
productivity, and doing the second is what has come
to be called quality. Announcing what should hap-
pen, however, won’t get the job done. Employees
must have tools, training and trust before they can
eliminate wasted motion.

Show Me the Money
The stumbling block in working on the numera-

tor is that it takes time to see results in the bottom
line. More than one quality effort has floundered
on this issue. Numerator or denominator, whatever
the approach, it is often difficult to draw a straight
line between money claimed as hard dollar savings
(bringing more money in the door or not spending
budgeted money) by employing quality practices
and the bottom line. It is even harder to connect the

dots between soft dollar savings (time saved, val-
ued at so much per hour) and profit. Even when
quality is successfully deployed, analysis of sav-
ings takes systematic effort. But it can be done hon-
estly using the concept of capacity for work.

Picture a department with a budget of $100,000 to
buy things that will help it work more productively.
Before being told exactly what the budget for things
was to be in a given year, the department’s leader-
ship team would most likely have already created a
prioritized list of things it envisioned, if purchased,
would help make the department better at its job. If
that list had 10 items on it, and $100,000 only bought
the first six, then the department would essentially
be barred from maximizing its results.

Imagine now that item seven costs $8,500, and
the department just recorded a savings of $9,000 in
hard dollars because there was a reduction in
expected paper purchases, which resulted from an
idea that had people ask themselves, “Do I really
need to print that report every day?” That means
$9,000 the department had in its budget to buy
paper is now available.

It would be the very rare department head who
would send $9,000 back to the comptroller for dis-
tribution among the shareholders. For one thing,
the comptroller (once he or she recovered from the
shock of having funds returned) would probably

Even corporations whose
profits fluctuated after winning
the Baldrige award believe
subscribing to quality practices
gave them the best chance to
regain their vitality when the
business climate became
more favorable.
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transfer the $9,000 to some other department that
would happily spend it.

In the real world, most departments would use
the saved money to buy item seven, quietly setting
the extra $500 aside to purchase item eight. Is there
a direct line between the $9,000 saved by a quality
idea and the bottom line? Not immediately, but the

department’s ability to produce the product or ser-
vice it is supposed to produce has been enhanced
by the measurable improvement introduced by the
newly purchased item seven.  

It is possible, for instance, that with item seven
integrated into the workflow, the department 
can produce 310 units per week rather than the
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previous 300. That means, over a year, it can pro-
duce 520 more units (10 units x 52 weeks) than it
could before the idea was implemented and the
budget savings were realized and reinvested. The
capacity for work has been increased with no
increase in personnel and without going outside
the budget.

What about the soft dollars, the savings in time
that are so frequently the result of an employee idea?
If, for example, one idea saves 11 minutes in a daily
procedure, it doesn’t usually grab a lot of attention.
But what if that time saving change applies to 90
people? That’s a savings of 990 minutes or 16.5 hours
every day, which amounts to 82.5 hours a week and
4,290 hours a year. 

When expressed in dollars, the department was
able to avoid hiring two people given the average
U.S. work year is 2,080 hours, minus vacation time,
sick time and personal days. The collective capacity
for work of the 90 people already at the job effective-
ly increased to a point that previously would have
required 92 people. It’s as if the company managed
to find two people who would work for free and
who were already experienced at whatever task the
original 90 people were doing.

Does that increase in capacity for work show up
on the bottom line? Of course, total hours saved can
be tracked and given a value to indicate the impact
of the ideas, but the answer is more ambiguous. If
the workflow is static, then excess capacity has been
created, and no profits accrue. But if the depart-
ment, for example, was previously receiving and
handling 270 (three per person) units of work a day,
or 70,200 a year, it can be accurately argued that
saving 11 minutes per person per day made it pos-
sible for the department to increase its capacity for
work and handle 1,560 (6 additional units, or 3 for
each of the unpaid workers, x 5 days a week x 52
weeks) more units of work at no increase in cost. 

The 90 people who used to take care of the pro-
duction of 70,200 units a year now handle 71,760,
which is academically interesting if the incoming
workload is the same. But if the workload increased
by six units per day, the size of the department
could remain unchanged at 90. It is possible and
reasonable to generalize about the impact of a series
of time saving ideas on a workplace and test those
assumptions in an organization.

If, for example, a series of ideas that claimed

substantial time savings were implemented with-
out a change in the output per resource ratio, it
would be reasonable to question the validity of the
savings claimed. Before jumping to conclusions,
however, it might be worth investigating whether
the current output is measurably better than the
previous output because the workers finally have
enough time to do things correctly. In that case, the
savings/impact could be expected to show up in
fewer returns and happier customers. But such

analysis takes time and effort. Unfortunately, when
the results are incremental—when a person or a
team has an idea for improvement that only saves
a little time or a few dollars—many organizations
mistakenly conclude neither the improvement nor
the analysis is worth the effort. 

A Case Study of Profit
A complete quality process (CQP) was imple-

mented at the UICI Insurance Center in September
2000.5 Three years later, due to a quantum leap in
the sales abilities and results of its two field agen-
cies, the dollar amount of the new policies being
submitted increased to a level 350% of what it was
in 1999. The number of employees increased from
800 to about 1,150, or approximately 45%. How
was that possible?

Unfortunately, when the
results are incremental—when
a person or a team has an idea
for improvement that only
saves a little time or a few
dollars—many organizations
mistakenly conclude neither
the improvement nor the
analysis is worth the effort.
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Part of the answer is in increased capacity for
work. During those years, the CQP process record-
ed more than $12.8 million in soft dollar savings
and more than $9.2 million in hard dollar savings.
Saved time was valued at $15 per hour. Dividing
the $12.8 million by $15 yielded $853,333, and
dividing that by 2,080, or the average length of an
employee work year, resulted in a figure of 410,
which accounts for 410 employees who were not

hired. The remaining difference can safely be cred-
ited to hard dollar savings used to buy equipment
that would otherwise not have been affordable.

In both the time saved and money saved, the
impact was on the company’s capacity for work.
Previously, employees could handle X amount of
work, and then only with a great deal of overtime.
After three years of a CQP effort, they could han-
dle 3.5X, even though there were fewer than 0.5X
more people, and overtime had been cut dramati-
cally. The company’s capacity for work had out-
stripped increases in the number of employees on
its payroll and the pace of the growth in its budget.
In short, the company increased the numerator by
a great deal while increasing the denominator by a
relatively small amount.

Serendipitously, shortly after the first anniver-
sary of the CQP effort in late 2001, top managers at
UICI Insurance Center were given an opportunity
to compare several parameters of their process to a
Six Sigma effort at another insurance company. 

A 10-page article in Best’s Review, an insurance
industry magazine, examined the activities and goals

at Conseco Insurance Co., evaluating progress in the
eighth month of the effort.6 Conseco had decided on
a Six Sigma approach after hiring General Electric
veteran Gary C. Wendt, a disciple of Jack Welch and
one of the executives who had been considered as
his replacement. The company’s Six Sigma goal was
$100 million in annualized savings in the first year.
With 14,000 employees, that averaged out to approx-
imately $7,150 in savings per employee. Offsetting
the savings was an enormous expense: 170 Six Sigma
professionals plus the department head and her staff
were dedicated exclusively to the effort.

UICI Insurance Center’s goal, on the other hand,
was to involve every employee in identifying sav-
ings with no specific dollar figure in mind. Instead,
the company established a quality department of
two analysts, a department head and no outside con-
sultants. At the end of the first year, the company of
800 employees had realized a savings of $5,414,985
or approximately $6,770 per employee. When the
article about Conseco was written with four months
to go until the year was up, only 3% of its projects
($214.50 per employee) had been completed.  

At UICI Insurance Center, a lower turnover rate
made an additional contribution to the bottom line.
Turnover can serve as both a best measure of cor-
porate health and an accurate predictor of future
performance. Low turnover indicates a workforce
that chooses to be there and whose morale is high.
It also shows the average level of experience in the
organization is rising steadily.  

The Bureau of Labor Statistics’ national data show
the average turnover rate in 2003, regardless of
industry, was 36.6%. In the financial services indus-
try, it was 19.5%.7 In 1998, the turnover rate at UICI
was 50%. By 2000, the same year the CQP effort was
implemented, it had dropped to 30%, and in 2004, it
was at an all time low of 11.7%.

The same leadership capabilities that were need-
ed for the initiation and maintenance of a CQP
were also engaged in a number of morale building
initiatives during that period, but the inclusion of
employees in decision making through CQP was a
major contributor to the organization’s stability.

Top Management Commitment
Profit, then, is the compelling motivation for

beginning a quality process. And profit is an argu-
ment employees understand. Top managers have
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the obligation to explain the importance of quality
in ways employees find compelling, and the argu-
ments that swayed the executives in the first place
are often the best:

1. Quality makes money. It increases an organi-
zation’s capacity for work, it saves resources
(a key point for governmental and nonprofit
organizations), and it helps make the organiza-
tion’s products and services more competitive.
Well-made products cost less to produce, large-
ly because they don’t have a waste expense to
figure in, and they command higher prices.

2. Quality leads to loyal customers. Customers
who are delighted or satisfied feel that way
because they have a pleasant memory about
their most recent experience with the compa-
ny. Loyal customers are more valuable because
they come back, and they bring their friends.
They even forgive organizations—up to a
point—and can often be convinced to co-pro-
duce with a favorite one. For example, they
will take the time to help design new products
and services by filling out forms, accepting
invitations to join focus groups and becoming
samplers. They also help by registering com-
plaints before they become real problems. 

3. Quality leads to loyal employees. Loyal
employees stick around. They bring their pre-
screened friends to the company to be hired,
and they, too, forgive an organization—up to
a point. They help build an environment in
which other employees thrive, an environ-
ment in which everyone has an opportunity
to contribute. 

4. Quality is the ethical thing to do. If making
money or saving resources isn’t a motivator, if
the benefits that come from having loyal cus-
tomers and loyal employees aren’t motivators,
then settle for this legal and moral benefit: It’s
ethical. What a quality process really does is
make it possible for an organization to deliver
on its promises, implicit and explicit, includ-
ing promises it made to itself.

These are four primary reasons the pursuit of
excellence (another code phrase for quality) is
well worth the investment in time, resources and
cash. Perhaps to avoid sounding too capitalistic,
quality process advocates put forward all manner of
reasons to pursue quality, including environmental

concerns, human dignity issues and national com-
petitiveness. All these reasons are true, but the bot-
tom line remains the bottom line.
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