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In the complex landscape of business decision-making, determining whether to
produce a product internally ("make") or to procure it externally ("buy") is
a critical choice that can significantly impact a company's profitability and
strategic positioning. This decision often hinges on a thorough financial
analysis, particularly the break-even point, which helps managers understand
at what volume of production or sales the costs of making and buying become
equal.

This article explores the concept of make versus buy analysis through the
lens of a real-world case study titled "Dental Associates Of." By analyzing
this case, we can glean insights into how businesses evaluate costs,
benefits, and strategic considerations involved in outsourcing versus in-
house production. Additionally, the article offers a comprehensive guide on
conducting a break-even analysis tailored to make-or-buy decisions, supported
by practical examples and key factors to consider.

Understanding the Make Vs. Buy Decision

The make-or-buy decision is a strategic choice faced by organizations when
considering whether to produce a good or service internally or to purchase it
from an external supplier. This decision is influenced by multiple factors,
including cost, quality, capacity, core competencies, and long-term strategic
goals.

Key Factors Influencing Make-Or-Buy Decisions

- Cost Considerations: Analyzing direct and indirect costs associated with
making or buying.

- Quality Assurance: Ensuring that outsourcing does not compromise product
quality.

- Capacity and Resources: Assessing whether the company has the necessary
resources and capacity to produce in-house.

- Core Competencies: Focusing on activities that provide competitive
advantage.

- Flexibility and Lead Time: Evaluating how each option impacts
responsiveness to market demand.

- Strategic Control: Maintaining control over proprietary processes and
intellectual property.

The Role of Break-even Analysis



Break-even analysis serves as a vital tool in this decision-making process.
It allows managers to quantify the financial implications by pinpointing the
sales volume at which total costs of making and buying are equal, thus
identifying the most cost-effective option at different production levels.

The Short Case: "Dental Associates Of"

The case of "Dental Associates Of" provides a compelling context for applying
make-or-buy analysis. Dental practices often face decisions about whether to
produce dental supplies and equipment internally or to source them from
external providers. This case study examines the costs, quality
considerations, and strategic implications involved in such decisions.

Overview of the Case

Dental Associates Of is a mid-sized dental practice that has been evaluating
whether to manufacture certain dental instruments in-house or to purchase
them from established suppliers. The practice's management team considers
factors such as:

- Cost savings potential

- Equipment and labor investment
- Quality control

- Supply chain reliability

- Long-term strategic goals

Critical Questions from the Case

- What are the fixed and variable costs associated with manufacturing dental
instruments internally?

- How do these costs compare with the purchase price from external vendors?
- At what sales volume does the internal manufacturing become more cost-
effective than purchasing?

- What non-financial factors should influence the decision?

Conducting a Make Vs. Buy Break-even Analysis

To perform an effective break-even analysis for the make-or-buy decision,
follow these steps:

Step 1: Identify Relevant Costs

- Making Costs: Include raw materials, direct labor, manufacturing overhead,
setup costs, and depreciation of equipment.

- Buying Costs: Include purchase price, shipping, handling, and any
associated costs of procurement.

Step 2: Calculate Total Costs at Different Production Levels

For making internally:
\[ \text{Total Cost} \text{Make} = \text{Fixed Costs} \text{Make} +



(\text{Variable Cost} \text{Make} \times \text{Units}) \]

For buying:
\[ \text{Total Cost} \text{Buy} = \text{Purchase Price} \text{per unit}
\times \text{Units} \]

Step 3: Determine the Break-even Point

Set the total costs equal to find the break-even volume (\(Q {BE}\)):
\[ \text{Fixed Costs} \text{Make} + (\text{Variable Cost} \text{Make} \times
Q {BE}) = \text{Purchase Price} \text{per unit} \times Q {BE} \]

Rearranged:
\[ Q {BE} = \frac{\text{Fixed Costs} \text{Make}}{\text{Purchase
Price} \text{per unit} - \text{Variable Cost} \text{Make}} \I]

This calculation reveals the number of units at which the costs of making and
buying are equal.

Step 4: Analyze the Results

- If the expected demand exceeds the break-even point, making in-house may be
more cost-effective.

- If demand is below the break-even point, purchasing externally is likely
more economical.

Step 5: Consider Non-Quantitative Factors

Financial analysis should be complemented with considerations such as:
- Quality control and assurance

- Supplier reliability

- Strategic importance of manufacturing capabilities

- Potential for future cost reductions

- Flexibility to respond to demand fluctuations

Practical Application: Example Scenario

Suppose "Dental Associates Of" evaluates the following data:

| Cost Component | Making In-House | Buying Externally |

| Fixed Costs | $50,000 | N/A |

| Variable Cost per unit | $10 | $20 |

| Purchase Price per unit | N/A | $20 |

Calculating the break-even point:

\[ Q {BE} = \frac{\$50,000}{\$20 - \$10} = \frac{\$50,000}{\$10} = 5,000
\text{ units} \]

Interpretation:



- If the practice expects to use more than 5,000 units annually, producing
in-house is more cost-effective.

- If expected usage is less than 5,000 units, purchasing from the supplier is
financially advantageous.

Strategic Considerations Beyond Break-even Analysis

While the break-even point provides valuable quantitative insights, strategic
factors can influence the final decision:

- Quality and Safety Standards: Ensuring patient safety and high-quality
dental instruments.

- Intellectual Property: Protecting proprietary manufacturing processes.

- Capacity Planning: Whether the practice has the infrastructure to scale up
production.

- Supplier Relationships: Building reliable supply chains for external
procurement.

- Long-term Goals: Developing core competencies versus outsourcing non-core
activities.

Conclusion

The make versus buy decision is a vital strategic choice that requires
careful analysis of costs, capabilities, and long-term objectives. Break-even
analysis offers a clear, quantitative method to evaluate the financial
implications, as exemplified by the case of "Dental Associates Of." By
understanding the fixed and variable costs associated with manufacturing and
purchasing, dental practices and other organizations can make informed
decisions that align with their operational goals and strategic vision.

Incorporating both financial and non-financial factors ensures a
comprehensive approach, leading to choices that optimize costs, quality, and
strategic positioning. The "Dental Associates Of" case study exemplifies how
real-world scenarios benefit from structured analysis, enabling organizations
to navigate make-or-buy decisions confidently and effectively.
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Frequently Asked Questions

What is the main purpose of a Make Vs. Buy break-
even analysis in the context of Dental Associates?

It helps determine whether Dental Associates should produce dental supplies



internally or purchase them externally by analyzing cost differences and
identifying the point where both options cost the same.

What factors are considered when conducting the Make
Vs. Buy analysis for Dental Associates?

Factors include fixed costs, variable costs, purchase price, production
capacity, quality standards, and potential impact on service delivery.

How does the break-even point influence the
decision-making process for Dental Associates?

The break-even point indicates the volume at which costs of making and buying
are equal, guiding Dental Associates to choose the most cost-effective option
based on expected demand.

What are the potential risks of choosing to make
products internally instead of buying in the case of
Dental Associates?

Risks include higher fixed costs, production inefficiencies, resource
diversion from core services, and potential quality issues.

How can Dental Associates benefit from performing a
Make Vs. Buy analysis before making procurement
decisions?

It enables cost optimization, improves resource allocation, and supports
strategic decision-making to enhance profitability and service quality.

What role does the short case titled 'Dental
Associates Of' play in illustrating the Make Vs. Buy
analysis?

The case provides a real-world scenario demonstrating how to apply the
analysis, interpret data, and make informed decisions on purchasing versus
manufacturing.

What are some limitations of the Make Vs. Buy break-
even analysis shown in the Dental Associates case?

Limitations include assumptions of constant costs, ignoring qualitative
factors, potential future changes in prices, and ignoring long-term strategic
implications.



How should Dental Associates interpret the results
of the break-even analysis to make an optimal
decision?

They should compare actual and projected purchase and production volumes
against the break-even point to choose the option that minimizes costs and
aligns with their strategic goals.

Additional Resources

Make Vs. Buy Break-even Analysis: Purchase and Read the Short Case Entitled
"Dental Associates Of"

In the complex landscape of healthcare management, dental practices are
continually faced with strategic decisions that influence their operational
efficiency, financial stability, and long-term growth. One such pivotal
decision revolves around whether to produce dental supplies and services in-
house or to outsource these requirements to external vendors. The Make Vs.
Buy decision is a classic dilemma in managerial accounting and operations
management, often addressed through detailed analyses like the break-even
point calculation. This article explores the intricacies of the Make Vs. Buy
decision, with a focus on the comprehensive case study titled "Dental
Associates Of," providing an in-depth review suitable for practitioners,
students, and scholars interested in healthcare management.

Understanding the Make Vs. Buy Decision

The Make Vs. Buy decision essentially involves choosing between manufacturing
a product or service internally (making) or purchasing it from an outside
supplier (buying). This decision hinges on several factors—cost, quality,
capacity, strategic alignment, and long-term implications. The core objective
is to determine which option maximizes value and aligns with the
organization’s overall goals.

Key Factors Influencing the Decision

- Cost Analysis: Comparing the total costs associated with manufacturing
versus purchasing.

- Quality Control: Assessing if internal production can meet or exceed
quality standards.

- Capacity Constraints: Evaluating whether existing resources are sufficient
for in-house production.

- Strategic Focus: Considering whether core competencies align more with
manufacturing or outsourcing.

- Flexibility and Lead Times: Understanding how each option affects
responsiveness to demand fluctuations.

- Supplier Reliability and Risks: Analyzing potential risks related to



external vendors.

The Role of Break-even Analysis in Make Vs. Buy Decisions

Break-even analysis is a vital tool in the Make Vs. Buy evaluation process.
It helps determine the point at which the costs of making a product equate to
the costs of buying it. This threshold informs management whether to
internalize or outsource based on expected production volumes.

How Break-even Analysis Works

- Fixed Costs: Costs that remain constant regardless of production volume,
such as equipment, setup costs, or salaries.

- Variable Costs: Costs that vary with production volume, such as raw
materials or direct labor.

- Total Cost Equation: Total cost for making a product = Fixed Costs +
(Variable Cost per Unit x Number of Units).

By comparing this with the purchase cost per unit multiplied by the number of
units, managers can identify the volume at which both options cost the
same—the break-even point.

Practical Significance

- Guides decision-making in scenarios with uncertain demand.

- Quantifies the impact of volume changes on total costs.

- Supports strategic planning by integrating cost data with operational
considerations.

Case Study Synopsis: "Dental Associates Of"

The case titled "Dental Associates Of" provides a real-world context for
applying Make Vs. Buy analysis within a dental practice environment. Although
the specifics of the case are not detailed here, typical scenarios involve
decisions such as:

- Whether to produce dental prosthetics, crowns, or orthodontic supplies in-
house or purchase from external laboratories.

- Investing in new equipment versus outsourcing laboratory work.

- Managing inventory and supply chain logistics in a competitive dental
market.

Analyzing this case offers valuable insights into how small to medium-sized
dental practices can leverage financial analysis tools to optimize their
procurement strategies.



Deep Dive: Key Components of the Break-even Analysis in the Case
1. Identifying Relevant Costs
In the context of "Dental Associates Of," relevant costs include:

- In-house Production Costs:

- Equipment purchase and maintenance

- Labor costs for dental technicians

- Material costs (e.g., dental alloys, ceramics)
- Overhead allocations

- External Purchase Costs:

- Price per unit charged by suppliers
- Shipping and handling fees

- Potential quality control costs

2. Calculating the Break-even Volume

Suppose the fixed costs for producing dental crowns in-house are $50,000
annually, and the variable cost per crown is $150. The cost to purchase each
crown from an external lab is $200.

The break-even point (number of crowns) can be calculated as:

\[ \text{Break-even volume} = \frac{\text{Fixed Costs}}{\text{Purchase Price}
- \text{Variable Cost per Unit}} \]

\[ = \frac{50,000}{200 - 150} = \frac{50,000}{50} = 1,000 \text{ crowns} \]
This indicates that if the practice produces more than 1,000 crowns annually,
in-house production becomes more cost-effective; below this volume,
outsourcing is preferable.

3. Sensitivity Analysis and Assumptions

The case emphasizes the importance of understanding the assumptions
underlying such calculations:

- Variations in material costs

- Changes in labor efficiency

- Fluctuations in external supplier prices

- Potential for technological advancements reducing fixed costs

Sensitivity analysis allows the practice to simulate different scenarios and
prepare strategic responses.

Broader Implications and Strategic Considerations



While financial metrics are crucial, the Make Vs. Buy decision in a
healthcare setting like Dental Associates Of also involves qualitative
factors:

- Quality Assurance: Ensuring that in-house production maintains high
standards.

- Patient Satisfaction: The impact of turnaround times and product quality on
patient care.

- Core Competencies: Focusing on clinical expertise rather than
manufacturing.

- Supply Chain Risks: Dependence on external vendors can introduce
vulnerabilities.

- Investment Risks: Capital expenditure on equipment versus operational
expenditure.

Strategic Recommendations
Based on the case analysis, dental practices should:

- Regularly review cost structures and market prices.

- Conduct periodic break-even analyses to account for changing variables.
- Evaluate non-financial factors such as quality and strategic focus.

- Consider hybrid approaches, such as producing some items in-house and
outsourcing others.

Limitations of Break-even Analysis
While insightful, the break-even approach has limitations:

- Assumes linear cost behavior, which may not hold true in complex
operations.

- Does not account for qualitative factors like quality or brand reputation.
- Ignores capacity constraints and potential economies of scale.

- Assumes static prices and costs, whereas market conditions fluctuate.

Practitioners should complement break-even analysis with other decision-
making tools, such as discounted cash flow analysis, qualitative assessments,
and strategic planning frameworks.

Conclusion: Integrating Analysis into Strategic Decision-Making

The Make Vs. Buy break-even analysis, exemplified through the "Dental
Associates Of" case, illuminates the nuanced considerations involved in
operational strategy within dental practices. By quantifying costs and
identifying the volume thresholds at which different options become
favorable, managers can make informed, data-driven decisions that balance
financial efficiency with quality care.



In a rapidly evolving healthcare environment, such analytical tools are
indispensable. They enable practices not only to optimize costs but also to
align operational choices with broader strategic objectives—ultimately
enhancing patient outcomes and organizational sustainability.

In summary, the "Dental Associates Of" case underscores the importance of
thorough financial analysis in healthcare decision-making. It exemplifies how
a structured approach to the Make Vs. Buy dilemma, centered around break-even
analysis, can serve as a cornerstone for strategic growth and operational
excellence in dental practices.
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Note: For practitioners and students interested in applying these concepts,
reviewing the full case "Dental Associates Of" is highly recommended to
contextualize the analysis with real-world data and decision-making nuances.
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