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A COMPANY WITH EXCESS CAPACITY MUST DECIDE BETWEEN SCRAPPING OR REWORKING UNITS THAT DO NOT PASS INSPECTION
BECAUSE THESE DECISIONS DIRECTLY IMPACT OPERATIONAL EFFICIENCY, COST MANAGEMENT, AND OVERALL PROFITABILITY.
W/HEN A FIRM HAS MORE PRODUCTION CAPACITY THAN IMMEDIATE DEMAND, IT FACES UNIQUE CHALLENGES AND OPPORTUNITIES IN
MANAGING DEFECTIVE UNITS. THE CHOICE TO REWORK OR SCRAP DEFECTIVE PRODUCTS HINGES ON MULTIPLE FACTORS, INCLUDING
COST CONSIDERATIONS, QUALITY STANDARDS, CUSTOMER SATISFACTION, AND LONG-TERM STRATEGIC GOALS. MAKING AN
INFORMED DECISION REQUIRES A THOROUGH UNDERSTANDING OF THE COSTS INVOLVED, THE POTENTIAL FOR REWORK, AND THE
IMPLICATIONS ON THE COMPANY'S REPUTATION AND FINANCIAL HEALTH.

UNDERSTANDING EXCESS CAPACITY AND ITS IMPLICATIONS

WHAT Is Excess CAPACITY?

e EXCESS CAPACITY REFERS TO A SCENARIO WHERE A COMPANY'S PRODUCTION CAPABILITIES SURPASS CURRENT MARKET
DEMAND.

® THIS SITUATION CAN RESULT FROM OVERESTIMATION OF DEMAND, TECHNOLOGICAL SHIFTS, OR STRATEGIC DECISIONS TO
MAINTAIN FLEXIBILITY.

® HAVING EXCESS CAPACITY CAN BE ADVANTAGEOUS, ALLOWING THE COMPANY TO RESPOND QUICKLY TO NEW
OPPORTUNITIES, BUT IT ALSO INTRODUCES CHALLENGES IN RESOURCE UTILIZATION AND COST MANAGEMENT.

IMPACTS oF Excess CAPACITY oN DeciSION-MAKING

® |INCREASED PRESSURE TO UTILIZE AVAILABLE CAPACITY EFFICIENTLY.
® POTENTIAL FOR HIGHER PER-UNIT COSTS IF IDLE CAPACITY IS NOT EFFECTIVELY EMPLOYED.

e GREATER FLEXIBILITY IN HANDLING DEFECTIVE UNITS—EITHER REWORKING OR SCRAPPING—SINCE THE CAPACITY ISN'T
IMMEDIATELY CONSTRAINED BY DEMAND.

QuUALITY CoNTROL AND INSPECTION CHALLENGES



THE ROLE OF INSPECTION IN MANUFACTURING

® |NSPECTION ENSURES THAT ONLY PRODUCTS MEETING QUALITY STANDARDS REACH CUSTOMERS.
® |T INVOLVES VERIFYING DIMENSIONS, FUNCTIONALITY, SAFETY, AND AESTHETIC QUALITIES.

e DEFECTIVE UNITS ARE IDENTIFIED DURING INSPECTION, NECESSITATING DECISIONS ON THEIR DISPOSITION.

ReasoNs WHY UNITs FAIL INSPECTION

® MANUFACTURING ERRORS OR DEVIATIONS FROM SPECIFICATIONS.
e MATERIAL DEFECTS OR CONTAMINATION.

® PROCESS VARIABILITY OR EQUIPMENT MALFUNCTION.

OPTIONS FOR HANDLING UNITS THAT Do NoT PAss INSPECTION

SCcRrRAPPING UNITS

o DeFINITION: DISPOSING OF DEFECTIVE UNITS, TYPICALLY BY RECYCLING OR DISPOSAL.
* ADVANTAGES:

o ELIMINATES DEFECTIVE PRODUCTS FROM INVENTORY.

o PREVENTS POTENTIAL CUSTOMER DISSATISFACTION OR WARRANTY CLAIMS.

o SIMPLIFIES INVENTORY MANAGEMENT.

e DISADVANTAGES:
o LOSS OF INVESTMENT IN RAW MATERIALS, LABOR, AND OVERHEAD.
o POTENTIAL ENVIRONMENTAL COSTS RELATED TO DISPOSAL.

o |LOSS OF POTENTIAL REVENUE IF UNITS COULD HAVE BEEN REWORKED INTO SELLABLE PRODUCTS.

RewoRrkING UNITS

o DEeFINITION: CORRECTING DEFECTS OR DEFICIENCIES TO BRING UNITS UP TO QUALITY STANDARDS.



o ADVANTAGES:
o REDUCES WASTE BY SALVAGING UNITS THAT CAN BE CONVERTED INTO SALEABLE PRODUCTS.
o POTENTIALLY LOWER COSTS COMPARED TO MANUFACTURING NEW UNITS.

© SUPPORTS SUSTAINABILITY AND ENVIRONMENTAL GOALS.

o DISADVANTAGES:
o ADDITIONAL PROCESSING COSTS, INCLUDING LABOR, MATERIALS, AND TIME.
o POSSIBLE DELAYS IN DELIVERING PRODUCTS TO CUSTOMERS.

o RISk THAT REWORK MAY NOT FULLY RESTORE UNITS TO ACCEPTABLE QUALITY, LEADING TO FURTHER ISSUES.

CosT ANALYSIS AND DEcISION-MAKING FRAMEWORK

EVALUATING REWORKING COSTS

¢ |DENTIFY DIRECT COSTS SUCH AS LABOR, MATERIALS, AND EQUIPMENT USAGE.
® |NCLUDE INDIRECT COSTS LIKE OVERHEAD, ADDITIONAL INSPECTIONS, AND POTENTIAL DELAYS.

e ESTIMATE THE PROBABILITY OF SUCCESSFUL REWORK VERSUS THE RISK OF FAILURE.

ASSESSING SCRAPPING COSTS

o CALCULATE THE LOSS OF RAW MATERIALS, LABOR, AND OTHER INPUTS INVESTED IN THE DEFECTIVE UNITS.
o CONSIDER POTENTIAL ENVIRONMENTAL OR DISPOSAL COSTS.

® EVALUATE THE IMPACT ON INVENTORY LEVELS AND CASH FLOW.

DeTERMINING THE OPTIMAL APPROACH

1. PERFORM A COST-BENEFIT ANALYSIS COMPARING REWORK COSTS AGAINST SCRAPPING LOSSES.
2. EVALUATE THE QUALITY STANDARDS AND CUSTOMER EXPECTATIONS.

3. ANALYZE THE CAPACITY UTILIZATION AND STRATEGIC IMPLICATIONS OF EACH OPTION.



4. CONSIDER ENVIRONMENTAL AND SUSTAINABILITY POLICIES, FAVORING REWORK WHERE FEASIBLE.

5. INCORPORATE POTENTIAL REPUTATIONAL IMPACTS—REWORKING MAY ENHANCE QUALITY PERCEPTION.

STRATEGIC CONSIDERATIONS IN DECISION-MAKING

CUSTOMER SATISFACTION AND BRAND REPUTATION

® HIGH-QUALITY PRODUCTS ARE ESSENTIAL FOR MAINTAINING CUSTOMER TRUST.
® REWORKING UNITS TO MEET STANDARDS CAN REINFORCE THE COMPANY'S COMMITMENT TO QUALITY.

e SCRAPPING MAY BE ACCEPTABLE IF UNITS ARE IRREPARABLE OR IF REWORK QUALITY CANNOT BE ASSURED.

ENVIRONMENTAL AND SUSTAINABILITY FACTORS

® REWORKING ALIGNS WITH ENVIRONMENTALLY SUSTAINABLE PRACTICES BY REDUCING WASTE.
® PROPER DISPOSAL OF SCRAPPED UNITS IS CRUCIAL TO AVOID ENVIRONMENTAL HAZARDS.

o CORPORATE SOCIAL RESPONSIBILITY CONSIDERATIONS MAY INFLUENCE THE CHOICE.

FINANCIAL AND OPERATIONAL IMPACTS

® REWORKING MAY INVOLVE UPFRONT COSTS BUT CAN IMPROVE OVERALL PROFITABILITY IF SUCCESSFUL.
® SCRAPPING RESULTS IN IMMEDIATE LOSSES BUT SIMPLIFIES INVENTORY MANAGEMENT.

e CAPACITY UTILIZATION LEVELS INFLUENCE WHETHER TO PRIORITIZE REWORK OR SCRAP TO OPTIMIZE THROUGHPUT.

CAsEe STuUDIES AND PRACTICAL EXAMPLES

ExAMPLE 1: ELECTRONICS MANUFACTURING

® AN ELECTRONICS FIRM PRODUCES 10,000 UNITS MONTHLY, WITH 5% FAILING INSPECTION.
¢ REWORK INVOLVES REPLACING CERTAIN COMPONENTS, COSTING $2 PER UNIT.

® SCRAPPING THE UNITS WOULD RESULT IN A LOSS OF $20 PER UNIT BASED ON RAW MATERIAL COSTS.



® THE COMPANY PERFORMS A COST ANALYSIS INDICATING REWORKING IS PROFITABLE IF SUCCESS RATE EXCEEDS 800/0.

ExAMPLE 2: AUTOMOTIVE PARTS

¢ AN AUTOMOTIVE PARTS MANUFACTURER FACES DEFECTIVE UNITS DUE TO PROCESS VARIABILITY.
® REWORKING INVOLVES COMPLEX PROCEDURES, INCREASING COSTS SIGNIFICANTLY.

® SCRAPPING MAY BE PREFERABLE WHEN DEFECT SEVERITY IS HIGH, AND REWORK COSTS OUTWEIGH SALVAGE VALUE.

DecisioN-MAKING MODELS AND TooLS

CosT-BeneriT ANaLYsis (CBA)

e COMPARE TOTAL COSTS OF REWORKING VERSUS SCRAPPING.

® |NCORPORATE INTANGIBLE FACTORS LIKE CUSTOMER SATISFACTION AND ENVIRONMENTAL IMPACT.

DecisioN TRrees

® VISUALIZE POSSIBLE OUTCOMES AND ASSOCIATED COSTS OR BENEFITS.

¢ HELP DETERMINE THE MOST FINANCIALLY SOUND OPTION BASED ON PROBABILITIES.

LeEAN AND Six SIGMA METHODOLOGIES

® FOCUS ON REDUCING DEFECT RATES TO MINIMIZE REWORK AND SCRAP.

¢ |MPLEMENT CONTINUOUS IMPROVEMENT TO PREVENT DEFECTIVE UNITS FROM ARISING.

CONCLUSION

FOR A COMPANY OPERATING WITH EXCESS CAPACITY, DECIDING WHETHER TO SCRAP OR REWORK UNITS THAT DO NOT PASS
INSPECTION IS A NUANCED PROCESS THAT REQUIRES BALANCING MULTIPLE FACTORS. REWORKING CAN BE ADVANTAGEOUS WHEN
COSTS ARE MANAGEABLE, QUALITY STANDARDS ARE HIGH, AND ENVIRONMENTAL CONSIDERATIONS ARE PRIORITIZED.
CONVERSELY, SCRAPPING MAY BE THE PREFERRED ROUTE WHEN DEFECTS ARE SEVERE, REWORK COSTS ARE PROHIBITIVE, OR
QUALITY CANNOT BE ASSURED. ULTIMATELY, A SYSTEMATIC APPROACH—GROUNDED IN THOROUGH COST ANALYSIS,



STRATEGIC CONSIDERATIONS, AND OPERATIONAL CAPABILITIES—ENABLES COMPANIES TO MAKE INFORMED DECISIONS THAT
OPTIMIZE RESOURCE UTILIZATION, MAINTAIN QUALITY STANDARDS, AND SUPPORT SUSTAINABLE GROW TH.

FREQUENTLY AskeD QUESTIONS

\WHAT FACTORS SHOULD A COMPANY CONSIDER WHEN DECIDING TO REWORK OR SCRAP
UNITS THAT FAIL INSPECTION?

THE COMPANY SHOULD EVALUATE THE COST OF REWORKING VERSUS SCRAPPING, THE POTENTIAL FOR RECOVERY OF VALUE
THROUGH REWORK, THE IMPACT ON CUSTOMER SATISFACTION, PRODUCTION CAPACITY CONSTRAINTS, AND THE LIKELIHOOD OF
REWORK SUCCESS TO MAKE AN INFORMED DECISION.

How DOES EXCESS CAPACITY INFLUENCE THE DECISION TO REWORK OR SCRAP UNITS?

EXCESS CAPACITY PROVIDES FLEXIBILITY, MAKING REWORKING MORE FEASIBLE WITHOUT DISRUPTING OTHER OPERATIONS.
HO\X/EVER, IF THE COST OF REWORK EXCEEDS THE POTENTIAL BENEFITS, IT MAY STILL BE MORE ECONOMICAL TO SCRAP THE
UNITS DESPITE THE AVAILABLE CAPACITY.

\WHAT ARE THE POTENTIAL BENEFITS OF REWORKING UNITS THAT DO NOT PASS
INSPECTION?

REWORKING CAN REDUCE WASTE, RECOVER VALUE FROM DEFECTIVE UNITS, IMPROVE CUSTOMER SATISFACTION BY DELIVERING
QUALITY PRODUCTS, AND OPTIMIZE RESOURCE UTILIZATION, THEREBY POTENTIALLY INCREASING OVERALL PROFITABILITY.

\W/HEN IS IT MORE COST-EFFECTIVE TO SCRAP UNITS RATHER THAN REWORK THEM?

SCRAPPING IS MORE COST-EFFECTIVE WHEN REWORK COSTS OUTWEIGH THE VALUE RECOVERED, WHEN THE LIKELIHOOD OF
SUCCESSFUL REWORK IS LOW, OR WHEN THE DEFECT SIGNIFICANTLY COMPROMISES PRODUCT QUALITY AND CUSTOMER
ACCEPTANCE.

How CAN A COMPANY OPTIMIZE ITS DECISION-MAKING PROCESS BETWEEN SCRAPPING
AND REWORKING IN THE CONTEXT OF EXCESS CAPACITY?

THE COMPANY CAN PERFORM COST-BENEFIT ANALYSES, USE DECISION MODELS TO COMPARE REWORK AND SCRAP COSTS,
CONSIDER THE CAPACITY AVAILABLE FOR REWORK, AND INCORPORATE QUALITY CONTROL DATA TO DETERMINE THE MOST
PROFITABLE AND EFFICIENT APPROACH.

ADDITIONAL RESOURCES

A CoMpaNy WITH Excess CapAcCITY MusT Decibe BETWEEN SCRAPPING OrR REWORKING UNITS THAT Do NoT PAss
INSPECTION

IN THE WORLD OF MANUFACTURING AND PRODUCTION, EFFICIENCY AND COST MANAGEMENT ARE CRITICAL TO MAINTAINING
PROFITABILITY AND COMPETITIVENESS. A COMMON CHALLENGE FACED BY COMPANIES OPERATING WITH EXCESS CAPACITY IS
DETERMINING WHETHER TO SCRAP UNITS THAT DO NOT MEET QUALITY STANDARDS OR TO REWORK THEM IN HOPES OF
SALVAGING VALUE. THIS DECISION IS COMPLEX, INVOLVING A CAREFUL BALANCE OF FINANCIAL, OPERATIONAL, AND STRATEGIC
CONSIDERATIONS. THE CHOICE IMPACTS NOT ONLY IMMEDIATE COSTS BUT ALSO LONG-TERM REPUTATION, CUSTOMER
SATISFACTION, AND OPERATIONAL EFFICIENCY.

THIS ARTICLE EXPLORES THE STRATEGIC DECISION-MAKING PROCESS FACED BY COMPANIES WITH EXCESS CAPACITY WHEN UNITS
FAIL INSPECTION. WE WILL DELVE INTO THE FACTORS INFLUENCING WHETHER TO SCRAP OR REWORK, ANALYZE THE COSTS AND



BENEFITS ASSOCIATED WITH EACH OPTION, AND PROVIDE A FRAMEW ORK FOR MAKING INFORMED, DATA-DRIVEN DECISIONS.

UNDERSTANDING Excess CAPACITY AND QUALITY CoNnTROL CHALLENGES
Excess CAPACITY IN MANUFACTURING

EXCESS CAPACITY OCCURS WHEN A MANUFACTURING FACILITY HAS MORE PRODUCTION CAPABILITY THAN IS CURRENTLY NEEDED

TO MEET DEMAND. WHILE EXCESS CAPACITY CAN OFFER FLEXIBILITY AND ROOM FOR GROWTH, IT OFTEN LEADS TO INEFFICIENCIES,
ESPECIALLY WHEN COMBINED WITH QUALITY PROBLEMS. DURING DOWNTURNS OR MARKET SHIFTS, EXCESS CAPACITY BECOMES A

LIABILITY, MAKING COST CONTROL EVEN MORE CRITICAL.

QUALITY CONTROL AND INSPECTION FAILURES

QUALITY CONTROL PROCESSES ARE DESIGNED TO ENSURE PRODUCTS MEET SPECIFIED STANDARDS BEFORE REACHING CUSTOMERS.
DESPITE RIGOROUS INSPECTION PROTOCOLS, SOME UNITS INEVITABLY FAIL. THESE FAILURES CAN RESULT FROM VARIOUS
FACTORS:

- MATERIAL DEFECTS

- EQUIPMENT MALFUNCTIONS
- HUMAN ERRORS

- PROCESS VARIATIONS

\W/HEN UNITS DO NOT PASS INSPECTION, COMPANIES MUST DECIDE WHETHER TO REWORK THEM OR SCRAP THEM ALTOGETHER.
THIS DECISION IS FURTHER COMPLICATED BY THE AVAILABILITY OF EXCESS CAPACITY, WHICH CAN BOTH FACILITATE REWORKING
AND INFLUENCE THE COST CALCULUS.

THe Core DECISION: SCRAPPING VS. REWORKING
WHAT DoEs REWORKING ENTAIL?

REWORKING INVOLVES CORRECTING OR REPAIRING DEFECTIVE UNITS TO BRING THEM UP TO QUALITY STANDARDS. |IT CAN INCLUDE
PROCESSES SUCH AS DISASSEMBLY, COMPONENT REPLACEMENT , REASSEMBLY, OR TESTING. REWORKING AIMS TO SALVAGE THE
PRODUCT, AVOIDING WASTE AND REDUCING THE NEED FOR NEW RAW MATERIALS.

WHAT DOES SCRAPPING INVOLVE?

SCRAPPING MEANS DISCARDING DEFECTIVE UNITS ENTIRELY, OFTEN SELLING THEM AS SCRAP OR WASTE, OR SIMPLY INCURRING THE
LOSS. |T IS A STRAIGHTFORW ARD DECISION THAT INCURS MINIMAL ADDITIONAL PROCESSING COSTS BUT RESULTS IN THE TOTAL
LOSS OF THE UNIT'S POTENTIAL VALUE.

Key FACTORS INFLUENCING THE DECISION

- COST OF REWORK VERSUS SCRAP

- THE RESIDUAL VALUE OF THE UNIT IF REWORKED

- CAPACITY IMPLICATIONS (CAN EXCESS CAPACITY BE LEVERAGED TO REWORK EFFICIENTLY?)
- TIME CONSTRAINTS AND PRODUCTION SCHEDULES

- CUSTOMER EXPECTATIONS AND CONTRACTUAL OBLIGATIONS

- LONG-TERM BRAND AND REPUTATION CONSIDERATIONS

CosT ANALYSIS: REWORKING VS. SCRAPPING

RewoRrkING CosTs



REWORKING COSTS ENCOMPASS LABOR, MATERIALS, EQUIPMENT USAGE, AND POTENTIAL DELAYS. THESE CAN VARY WIDELY
DEPENDING ON THE COMPLEXITY OF DEFECTS AND THE REWORK PROCESS. T YPICAL COMPONENTS INCLUDE:

- DIRECT LABOR COSTS FOR REWORK TECHNICIANS

- REPLACEMENT PARTS OR MATERIALS

- ADDITIONAL TESTING AND INSPECTION

- OVERHEAD COSTS ASSOCIATED WITH REWORK OPERATIONS

ScrAPPING COSTS

SCRAPPING COSTS ARE GENERALLY LIMITED TO DISPOSAL AND ANY SALVAGE VALUE GAINED FROM SELLING SCRAP. HO\X/EVER,
THE OPPORTUNITY COST OF LOSING A POTENTIALLY SELLABLE UNIT MUST ALSO BE CONSIDERED. FACTORS INCLUDE:

- SCRAP VALUE OF THE DEFECTIVE UNIT

- DisposAL cosTs

- Loss OF POTENTIAL REVENUE FROM REWORKED UNITS

ComPARATIVE CoST EXAMPLE

SUPPOSE A DEFECTIVE UNIT HAS A POTENTIAL SALE PRICE OF $ 100. REWORKING IT CosTS $30 IN LABOR AND MATERIALS, AND
THE SALVAGE VALUE OF SCRAP IS $10. THE TOTAL COST OF REWORKING IS $30, BUT IT RESULTS IN A NET GAIN oF $60

(SALE PRICE MINUS REWORK COSTS). SCRAPPING YIELDS $ 1 O, BUT THE OPPORTUNITY COST OF LOSING THE UNIT IS SIGNIFICANT
IF THE UNIT’S MARKET VALUE IS HIGH.

CAPACITY CONSIDERATIONS AND OPERATIONAL STRATEGY

IMPACT oF Excess CAPACITY

EXCESS CAPACITY PROVIDES AN ADVANTAGE IN REWORKING DEFECTIVE UNITS, AS ADDITIONAL LABOR AND RESOURCES CAN BE
ALLOCATED WITHOUT DISRUPTING OTHER PRODUCTION ACTIVITIES. THIS FLEXIBILITY CAN MAKE REWORKING MORE ATTRACTIVE,
ESPECIALLY WHEN THE MARGINAL COST OF REPROCESSING IS LOW RELATIVE TO THE VALUE OF SALVAGING UNITS.

OPERATIONAL EFFICIENCY AND SCHEDULING

HO\X/EVER/ REWORKING CAN DISRUPT PRODUCTION SCHEDULES, ESPECIALLY IF REWORK PROCESSES ARE TIME-CONSUMING OR
REQUIRE SPECIALIZED EQUIPMENT. EFFECTIVE SCHEDULING AND PRIORITIZATION ARE ESSENTIAL TO AVOID BOTTLENECKS.

STrRATEGIC USE ofF Excess CapACITY
- PRIORITIZE HIGH-VALUE UNITS FOR REWORK TO MAXIMIZE PROFIT.

- SCHEDULE REWORK DURING LOW-DEMAND PERIODS TO MINIMIZE IMPACT.
- INVEST IN REWORK-FRIENDLY INFRASTRUCTURE TO STREAMLINE PROCESSES.

STRATEGIC AND MARKET CONSIDERATIONS

CUSTOMER EXPECTATIONS AND BRAND REPUTATION

CONSISTENTLY REWORKING UNITS MAY RAISE CONCERNS ABOUT PRODUCT QUALITY, ESPECIALLY IF DEFECTS ARE RECURRENT.
CUSTOMERS MAY PERCEIVE REWORKED UNITS AS INFERIOR, AFFECTING BRAND REPUTATION. TRANSPARENCY ABOUT QUALITY
STANDARDS AND CONSISTENT PERFORMANCE ARE KEY.

LoNG-TERM COST IMPLICATIONS

REPEATED SCRAPPING OR REWORKING CAN INFLUENCE SUPPLIER RELATIONSHIPS, INVENTORY MANAGEMENT, AND OVERALL COST
STRUCTURE. COMPANIES MUST WEIGH SHORT-TERM SAVINGS AGAINST LONG-TERM STRATEGIC GOALS.



REGULATORY AND COMPLIANCE FACTORS

IN CERTAIN INDUSTRIES (E.G., PHARMACEUTICALS, AEROSPACE), STRICT REGULATORY STANDARDS MAY LIMIT THE FEASIBILITY OF
REWORK, OR REQUIRE EXTENSIVE DOCUMENTATION, INFLUENCING THE DECISION.

DecisioN FRAMEWORK: WHEN TO SCRAP OR REWORK
To SYSTEMATICALLY APPROACH THE DECISION, COMPANIES CAN ADOPT A STRUCTURED FRAMEW ORK:

1. QUANTIFY COSTS AND VALUES

- CALCULATE THE REWORK COST PER UNIT.

- DETERMINE THE SALVAGE OR RESIDUAL VALUE.

- ESTIMATE THE ADDED VALUE FROM REWORKING VERSUS SCRAPPING.

2. Assess CAPACITY AND RESOURCES
- EVALUATE WHETHER EXCESS CAPACITY CAN BE EFFICIENTLY UTILIZED FOR REWORK.
- CONSIDER IMPACT ON SCHEDULED PRODUCTION AND OTHER ORDERS.

3. ANALYZE MARKET AND CUSTOMER IMPACT
- DETERMINE CUSTOMER ACCEPTANCE OF REWORKED PRODUCTS.
- EVALUATE POTENTIAL REPUTATIONAL RISKS.

4. PerForM CoOST-BENEFIT ANALYSIS
- COMPARE THE NET GAINS FROM REWORKING WITH THE GUARANTEED REVENUE FROM SCRAPPING.
- FACTOR IN POTENTIAL FUTURE COSTS, SUCH AS WARRANTY CLAIMS OR RETURNS.

5. CoNsIDErR STRATEGIC GOALS
- ALIGN DECISIONS WITH LONG-TERM BRAND POSITIONING.
- \WEIGH ENVIRONMENTAL SUSTAINABILITY CONSIDERATIONS (REDUCING WASTE).

CAsE STupY: A Mip-Sized ELECTRONICS MANUFACTURER
BACKGROUND

AN ELECTRONICS MANUFACTURER WITH EXCESS CAPACITY FACES A BATCH OF ],OOO DEFECTIVE CIRCUIT BOARDS. | HE BOARDS
ARE VALUED AT $50 EACH, BUT INSPECTIONS REVEAL A DEFECT THAT CAN BE FIXED AT A REWORK COST OF $10 PER UNIT. THE
SALVAGE VALUE OF SCRAPPED BOARDS IS $5. THE COMPANY HAS AMPLE CAPACITY, AND REWORKING CAN BE SCHEDULED
WITHOUT DISRUPTING OTHER PRODUCTION.

ANALYSIS

- ReworkING cosT: $10

- POTENTIAL SALE PRICE AFTER REWORK: $50

- NET PROFIT AFTER REWORK: $50 - $10 = $40
- SCRAPPING VALUE: $5

DecisioN

SINCE REWORKING YIELDS A NET GAIN OF $40 PER UNIT VERSUS $5 IF SCRAPPED, AND CAPACITY IS AVAILABLE, THE COMPANY
SHOULD REWORK THE UNITS. HOWEVER, IT ALSO CONSIDERS CUSTOMER PERCEPTIONS—IF REWORKING IS SEEN AS A SIGN OF
POOR QUALITY, THE BRAND MIGHT SUFFER. THE COMPANY DECIDES TO REWORK THE UNITS, WITH CLEAR COMMUNICATION ABOUT
QUALITY STANDARDS, AND USES EXCESS CAPACITY DURING OFF-PEAK HOURS TO MINIMIZE OPERATIONAL DISRUPTION.



ConNcLUsION: A BALANCING ACT

DECIDING WHETHER TO SCRAP OR REWORK UNITS THAT DO NOT PASS INSPECTION REQUIRES A NUANCED APPROACH THAT
CONSIDERS COSTS, CAPACITY, CUSTOMER EXPECTATIONS, AND STRATEGIC GOALS. EXCESS CAPACITY PROVIDES AN
OPPORTUNITY TO REWORK UNITS AT A RELATIVELY LOW MARGINAL COST, POTENTIALLY LEADING TO HIGHER PROFITS AND LESS
\WASTE. HO\X/EVER/ COMPANIES MUST ALSO WEIGH THE REPUTATIONAL AND LONG~TERM IMPLICATIONS OF REW ORKING.

ULTIMATELY, A DATA-DRIVEN, SYSTEMATIC DECISION"MAKING PROCESS—INTEGRATING COST ANALYSIS, OPERATIONAL
CAPACITY, AND MARKET CONSIDERATIONS—EMPOWERS COMPANIES TO OPTIMIZE THEIR QUALITY CONTROL STRATEGIES. By
DOING SO, THEY CAN TURN QUALITY CHALLENGES INTO OPPORTUNITIES FOR EFFICIENCY AND VALUE CREATION, EVEN AMID
EXCESS CAPACITY.
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