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KANDO COMPANYI A MANUFACTURER OPERATING IN A COMPETITIVE MARKET, CURRENTLY PURCHASES A CRUCIAL COMPONENT
FOR $ 15 PER UNIT FROM AN EXTERNAL SUPPLIER. THIS PROCUREMENT COST SIGNIFICANTLY IMPACTS THE COMPANY’S PROFIT
MARGINS AND OVERALL FINANCIAL HEALTH. HO\X/EVER, STRATEGIC CONSIDERATIONS AND POTENTIAL COST-SAVING
OPPORTUNITIES PROMPT THE COMPANY TO EVALUATE WHETHER IT SHOULD CONTINUE OUTSOURCING THIS PART OR TRANSITION
TO IN-HOUSE PRODUCTION. MAKING SUCH A DECISION INVOLVES ANALYZING VARIOUS FACTORS, INCLUDING COSTS, CAPACITY,
QUALITY, AND LONG-TERM STRATEGIC GOALS. THIS ARTICLE EXPLORES THE KEY ASPECTS OF KANDO’S SITUATION, EXAMINING
THE BENEFITS AND DRAWBACKS OF IN"HOUSE MANUFACTURING VERSUS PURCHASING AND PROVIDING A COMPREHENSIVE

FRAMEW ORK FOR DECISION-MAKING.

UNDERSTANDING THE CURRENT COST STRUCTURE

CosT oF EXTERNAL PURCHASE
KANDO’S CURRENT EXPENDITURE ON THE PART IS $ 15 PER UNIT. THIS COST INCLUDES NOT ONLY THE PRICE OF THE COMPONENT
BUT POTENTIALLY ALSO THE ASSOCIATED COSTS SUCH AS TRANSPORTATION, HANDLING, AND SUPPLIER MANAGEMENT. THE KEY
POINTS TO CONSIDER INCLUDE:

® DIRECT PROCUREMENT COST: $15 PER UNIT

e ADDITIONAL COSTS: SHIPPING, CUSTOMS, HANDLING

L4 QUALITY ASSURANCE COSTS RELATED TO SUPPLIER STANDARDS

IMPLICATIONS OF EXTERNAL PROCUREMENT

RELIANCE ON AN EXTERNAL SUPPLIER PROVIDES CERTAIN ADVANTAGES:
® | OWER INITIAL CAPITAL INVESTMENT
® REDUCED OPERATIONAL COMPLEXITY

® FLEXIBILITY TO ADJUST ORDER VOLUMES WITHOUT AFFECTING MANUFACTURING CAPACITY

HO\X/EVER, IT ALSO EXPOSES KANDO TO RISKS SUCH AS SUPPLY CHAIN DISRUPTIONS, PRICE FLUCTUATIONS, AND QUALITY
INCONSISTENCIES. THE COMPANY MUST ASSESS WHETHER THESE RISKS ARE MANAGEABLE OR IF THEY WARRANT A SHIFT
TOWARDS INTERNAL PRODUCTION.

EVALUATING THE OPTION OF IN-HOUSE MANUFACTURING

CosT ANALYSIS OF INTERNAL PRODUCTION

BEFORE DECIDING TO PRODUCE PARTS INTERNALLY, KANDO MUST CONDUCT A DETAILED COST ANALYSIS. THIS INCLUDES:



1. FIXED COSTS: SETUP COSTS, EQUIPMENT PURCHASE OR LEASE, FACILITY MODIFICATIONS, AND TRAINING.

2. VARIABLE COSTS: RAW MATERIALS, LABOR, ENERGY, MAINTENANCE, AND OVERHEADS PER UNIT.

SUPPOSE THE ESTIMATED COSTS FOR INTERNAL PRODUCTION ARE AS FOLLOWS:
e Fixep cosTs: $100,000 (INITIAL INVESTMENT)

* VARIABLE COSTS: $10 PER UNIT (MATERIALS, LABOR, ENERGY)

KANDO SHOULD ESTIMATE THE TOTAL COST OF INTERNAL PRODUCTION BASED ON ANTICIPATED PRODUCTION VOLUME (SAY,
20,000 UNITS ANNUALLY):

- TOTAL FIXED COSTS AMORTIZED oVER 20,000 uniTs: $100,000 / 20,000 = $5 per UNIT

- VARIABLE COSTS: $ 10 PER UNIT

- TOTAL COST PER UNIT IF PRODUCED INTERNALLY: $5 +$10=%$15

THIS SIMPLIFIED ANALYSIS INDICATES THAT, AT A VOLUME OF 20,000 UNITS, INTERNAL PRODUCTION COULD MATCH THE
CURRENT PURCHASE PRICE, BUT ADDITIONAL CONSIDERATIONS ARE NECESSARY.

BeNEFITS OF IN-HOUSE PRODUCTION

- CosT CoNTROL: POTENTIAL TO REDUCE COSTS IF VOLUME INCREASES OR EFFICIENCIES ARE FOUND.
- QUALITY CoNTROL: GREATER OVERSIGHT OVER PART QUALITY AND CONSISTENCY.

- SuppPLY CHAIN SECURITY: REDUCED DEPENDENCY ON EXTERNAL SUPPLIERS.

- INTELLECTUAL PROPERTY: PROTECTING PROPRIETARY DESIGNS OR MANUFACTURING PROCESSES.

CHALLENGES AND RIsks

- HigH CAPITAL INVESTMENT: SIGNIFICANT UPFRONT COSTS FOR MACHINERY AND SETUP.

- OPERATIONAL COMPLEXITY: NEED FOR SKILLED WORKFORCE AND MANAGEMENT.

- DEMAND V ARIABILITY: FLUCTUATIONS IN ORDER VOLUME COULD AFFECT COST-EFFECTIVENESS.

- MAINTENANCE AND DOWNTIME: ADDITIONAL OPERATIONAL RISKS ASSOCIATED WITH EQUIPMENT FAILURE.

STRATEGIC CONSIDERATIONS IN THE MAKE-OR-BUY DECISION

AsSEeSSING CAPACITY AND CAPABILITIES

KANDO MUST EVALUATE WHETHER IT HAS THE EXISTING CAPACITY OR CAN DEVELOP CAPABILITIES NEEDED FOR IN-HOUSE
PRODUCTION. THIS INCLUDES:

e AVAILABILITY OF SKILLED LABOR
® EXISTING MANUFACTURING FACILITIES
® TECHNOLOGICAL REQUIREMENTS

® | EAD TIMES AND FLEXIBILITY



CosT-BENEFIT ANALYSIS

A COMPREHENSIVE APPROACH INVOLVES COMPARING THE TOTAL COSTS OF BOTH OPTIONS OVER A RELEVANT TIME HORIZON,
CONSIDERING:

1. INITIAL INVESTMENT COSTS
2. ONGOING VARIABLE COSTS
3. POTENTIAL SAVINGS OR ADDITIONAL COSTS FROM QUALITY ISSUES

4. IMPACT ON CASH FLOW AND FINANCIAL METRICS

QUALITY AND RELIABILITY FACTORS

ENSURING CONSISTENT QUALITY IS CRUCIAL. IN-HOUSE MANUFACTURING ALLOWS TIGHTER QUALITY CONTROL, BUT IT
REQUIRES RIGOROUS PROCESS MANAGEMENT. CONVERSELY/ EXTERNAL SUPPLIERS MIGHT HAVE ESTABLISHED QUALITY
STANDARDS BUT MAY ALSO INTRODUCE VARIABILITY.

LoNG-TErRM STRATEGIC GOALS

KANDO'S BROADER OBJECTIVES INFLUENCE THE DECISION:
® SEEKING TO DIFFERENTIATE THROUGH PRODUCT QUALITY
¢ REDUCING DEPENDENCY ON SUPPLIERS
® EXPANDING INTO NEW MARKETS REQUIRING PROPRIETARY COMPONENTS

e COST LEADERSHIP STRATEGY

DecisioN-MAKING FRAMEWORK FOR KANDO

STEP-BY-STEP ANALYSIS

KANDO CAN FOLLOW THESE STEPS TO ARRIVE AT AN INFORMED DECISION:
1. GATHER DETAILED COST DATA FOR CURRENT EXTERNAL PURCHASE AND POTENTIAL INTERNAL PRODUCTION.
2. ESTIMATE THE FIXED AND VARIABLE COSTS OF IN-HOUSE MANUFACTURING BASED ON REALISTIC VOLUME PROJECTIONS.
3. IDENTIFY NON-FINANCIAL FACTORS SUCH AS QUALITY, SUPPLY SECURITY, AND STRATEGIC FIT.

4. PERFORM SENSITIVITY ANALYSES TO EVALUATE HOW CHANGES IN VOLUME, COSTS, OR PRICES AFFECT THE VIABILITY OF
EACH OPTION.

5. COMPARE THE TOTAL COST OF OWNERSHIP FOR BOTH OPTIONS OVER THE EXPECTED PRODUCT LIFECYCLE.

6. CONSIDER POTENTIAL RISKS AND DEVELOP MITIGATION STRATEGIES.



DecisioN TooLs AND TECHNIQUES

KANDO MAY UTILIZE VARIOUS TOOLS SUCH AS:

o BREAK-EVEN ANALYSIS TO DETERMINE THE PRODUCTION VOLUME AT WHICH IN-HOUSE MANUFACTURING BECOMES COST-
EFFECTIVE.

e COST-VOLUME-PROFIT (CVP) ANALYSIS TO UNDERSTAND THE IMPACT OF VOLUME CHANGES.

e SWOT ANALYSIS TO EVALUATE STRENGTHS, WEAKNESSES, OPPORTUNITIES, AND THREATS OF EACH OPTION.

PoTenTIAL OUTCOMES AND NEXT STEPS

IF INTERNAL ProDUCTION IS CoST-EFFECTIVE

- PROCEED WITH INVESTMENT IN NECESSARY EQUIPMENT AND FACILITIES.

- DEVELOP A DETAILED IMPLEMENTATION PLAN, INCLUDING TIMELINES AND RESOURCE ALLOCATION.
- ESTABLISH QUALITY CONTROL PROCESSES AND SUPPLIER RELATIONSHIPS FOR RAW MATERIALS.
- MONITOR COSTS AND PERFORMANCE POST-IMPLEMENTATION TO ENSURE EXPECTED BENEFITS.

IF OUTSOURCING REMAINS MORE VIABLE

- NEGOTIATE BETTER TERMS WITH EXISTING SUPPLIERS.

- EXPLORE ALTERNATIVE SUPPLIERS FOR COST REDUCTION.

- IMPROVE SUPPLY CHAIN LOGISTICS TO REDUCE COSTS AND LEAD TIMES.

- CONSIDER HYBRID APPROACHES, SUCH AS INTHOUSE MANUFACTURING FOR HIGH-VOLUME OR CRITICAL COMPONENTS AND
OUTSOURCING FOR OTHERS.

CoNCLUSION

THE DECISION FOR KANDO COMPANY TO MOVE FROM PURCHASING PARTS AT $ 15 PER UNIT TO PRODUCING THEM INTERNALLY
HINGES ON A COMPLEX INTERPLAY OF FINANCIAL, STRATEGIC, AND OPERATIONAL FACTORS. \WHILE INITIAL ANALYSES SUGGEST
THAT AT CERTAIN VOLUMES, INTERNAL PRODUCTION COULD MATCH OR POTENTIALLY LOWER COSTS, THE COMPANY MUST
CAREFULLY EXAMINE FIXED AND VARIABLE COSTS, CAPACITY, QUALITY CONTROL, AND STRATEGIC ALIGNMENT. AN INFORMED
APPROACH INVOLVES RIGOROUS COST ANALYSIS, SCENARIO PLANNING, AND STRATEGIC EVALUATION TO ENSURE THAT THE
CHOSEN PATH ALIGNS WITH KANDO’S LONG-TERM OBJECTIVES AND MARKET POSITION. ONLY THROUGH THOROUGH DUE DILIGENCE
CAN KANDO DETERMINE WHETHER TO CONTINUE OUTSOURCING OR INVEST IN INTERNAL MANUFACTURING, ULTIMATELY AIMING TO
OPTIMIZE COSTS, ENHANCE QUALITY, AND SECURE SUPPLY CHAIN STABILITY FOR SUSTAINED COMPETITIVE ADVANTAGE.

FREQUENTLY AskeD QUESTIONS

\WHAT ARE THE POTENTIAL BENEFITS FOR KANDO COMPANY IF IT DECIDES TO
MANUFACTURE THE PARTS IN-HOUSE INSTEAD OF PURCHASING AT $15 PER UNIT?

MANUFACTURING THE PARTS IN-HOUSE COULD REDUCE COSTS PER UNIT, INCREASE CONTROL OVER QUALITY AND SUPPLY CHAIN
AND POTENTIALLY IMPROVE PROFIT MARGINS IF FIXED COSTS ARE MANAGED EFFECTIVELY.

/



WHAT FACTORS SHOULD KANDO CONSIDER BEFORE SWITCHING FROM PURCHASING TO
IN-HOUSE PRODUCTION OF PARTS?

KANDO SHOULD EVALUATE INITIAL CAPITAL INVESTMENT, PRODUCTION CAPACITY, LABOR AND OVERHEAD COSTS, QUALITY
CONTROL, LEAD TIMES, AND LONG~TERM COST SAVINGS TO DETERMINE IF IN"HOUSE MANUFACTURING IS BENEFICIAL.

How couLb KANDO ANALYZE WHETHER MANUFACTURING PARTS INTERNALLY IS MORE
COST-EFFECTIVE THAN BUYING AT $15 PER UNIT?

KANDO CAN PERFORM A COST ANALYSIS COMPARING THE TOTAL COSTS OF IN-HOUSE PRODUCTION—INCLUDING RAW
MATERIALS, LABOR, OVERHEAD, AND EQUIPMENT——AGAINST THE CURRENT PURCHASE PRICE TO DETERMINE WHICH OPTION IS MORE
ECONOMICAL.

WHAT IMPACT MIGHT SWITCHING TO IN-HOUSE MANUFACTURING HAVE ON KANDO’S
SUPPLY CHAIN AND INVENTORY MANAGEMENT?

PRODUCING PARTS IN-HOUSE MAY ALLOW KANDO TO BETTER SYNCHRONIZE PRODUCTION SCHEDULES, REDUCE LEAD TIMES, AND
IMPROVE INVENTORY CONTROL, BUT IT MIGHT ALSO REQUIRE INCREASED INVENTORY BUFFERS AND COMPLEX SUPPLY CHAIN
MANAGEMENT.

WHAT RISKS ARE ASSOCIATED WITH KANDO COMPANY MOVING FROM PURCHASING TO
MANUFACTURING PARTS INTERNALLY?

RISKkS INCLUDE HIGH UPFRONT CAPITAL COSTS, POTENTIAL PRODUCTION INEFFICIENCIES, QUALITY CONTROL ISSUES,
DISRUPTIONS IN SUPPLY, AND THE POSSIBILITY THAT THE EXPECTED COST SAVINGS MAY NOT MATERIALIZE.

How cAN KANDO EVALUATE THE BREAK-EVEN POINT FOR MANUFACTURING PARTS
INTERNALLY VERSUS PURCHASING?

KANDO CAN CALCULATE THE FIXED COSTS OF SETTING UP IN-HOUSE PRODUCTION AND COMPARE THE VARIABLE COSTS PER UNIT
TO DETERMINE AT WHAT PRODUCTION VOLUME THE TOTAL COSTS EQUAL THE CURRENT PURCHASE COSTS, IDENTIFYING THE
BREAK-EVEN POINT.

WHAT STRATEGIC ADVANTAGES MIGHT KANDO GAIN BY MANUFACTURING PARTS
INTERNALLY BEYOND COST SAVINGS?

STRATEGIC ADVANTAGES INCLUDE GREATER CONTROL OVER PRODUCTION QUALITY, IMPROVED FLEXIBILITY TO MEET DEMAND
CHANGES, PROTECTION OF PROPRIETARY PROCESSES, AND REDUCED DEPENDENCE ON SUPPLIERS.

IF KANDO SWITCHES TO IN-HOUSE MANUFACTURING ;, WHAT ADJUSTMENTS MIGHT BE
NECESSARY IN THEIR OPERATIONAL PROCESSES?

KANDO MAY NEED TO INVEST IN NEW EQUIPMENT, TRAIN STAFF, REDESIGN WORKFLOWS, IMPLEMENT QUALITY ASSURANCE
PROTOCOLS, AND MODIFY INVENTORY MANAGEMENT SYSTEMS TO ACCOMMODATE THE NEW MANUFACTURING PROCESS.

ADDITIONAL RESOURCES

Kanbo CoMpANY CURRENTLY PAYs $15 Per UNIT To Buy A PART For A ProbucT IT MANUFACTURES—A SITUATION
THAT MANY MANUFACTURING FIRMS FACE WHEN EVALUATING THEIR SOURCING STRATEGIES. THIS SCENARIO PROMPTS A
COMPREHENSIVE ANALYSIS OF WHETHER TO CONTINUE PURCHASING PARTS EXTERNALLY OR TO CONSIDER IN-HOUSE PRODUCTION.
IN THIS ARTICLE, WE WILL EXPLORE THE KEY FACTORS INFLUENCING SUCH DECISIONS, THE COST IMPLICATIONS, AND STRATEGIC



CONSIDERATIONS THAT CAN HELP KANDO COMPANY OPTIMIZE ITS MANUFACTURING PROCESSES FOR GREATER EFFICIENCY AND
PROFITABILITY.

UNDERSTANDING THE CURRENT COST STRUCTURE

BEFORE DIVING INTO STRATEGIC OPTIONS, IT’S CRUCIAL TO UNDERSTAND THE EXISTING COST STRUCTURE ASSOCIATED WITH
THE $ 15 PER UNIT PURCHASE PRICE.

BreakDOWN OF PUrcHASE CosT

- PURCHASE PrICE PER UNIT: $15

- QUANTITY PURCHASED: (ASSUMING A CERTAIN VOLUME—THIS CAN BE VARIABLE)

- ADDITIONAL COSTS: SHIPPING, HANDLING, QUALITY INSPECTION, AND POTENTIAL TARIFFS OR TAXES

IMPLICATIONS OF THE CURRENT COST

AT $15 PER UNIT, Kanpoo COMPANY IS INCURRING A FIXED COST FOR EACH PART, WHICH CAN ACCUMULATE SIGNIFICANTLY
OVER LARGE PRODUCTION VOLUMES. THE KEY QUESTIONS INCLUDE:

-Is $15 COMPETITIVE COMPARED TO THE COST OF IN-HOUSE PRODUCTION?

- ARE THERE QUALITY OR RELIABILITY CONCERNS WITH THE PURCHASED PARTS?
- CAN THE COMPANY NEGOTIATE BETTER TERMS WITH SUPPLIERS?

ANALYZING MAakE-orR-Buy DEcisions

THE CORE OF THE DECISION-MAKING PROCESS INVOLVES COMPARING THE COSTS AND BENEFITS OF MANUFACTURING THE PART
INTERNALLY VERSUS CONTINUING TO PURCHASE EXTERNALLY.

CosT ANALYSIS COMPONENTS

1. VAriaBLE COSTS oF MANUFACTURING IN-HOUSE
- RAW MATERIALS

- DIRECT LABOR

- MANUFACTURING SUPPLIES

- ENERGY CONSUMPTION

2. Fixep CosTs oF MANUFACTURING

- EQUIPMENT INVESTMENT OR DEPRECIATION

- FACILITY OVERHEADS

- QUALITY CONTROL SYSTEMS

- MAINTENANCE

3. CosT oF PURCHASING

- PUrcHASE PrRICE ($15 PER UNIT)

- SHIPPING AND HANDLING

- SUPPLIER RELIABILITY AND QUALITY ASSURANCE
CoNDbUCTING A CosT COMPARISON

T o DETERMINE THE MORE ECONOMICAL OPTION, KANDO SHOULD:

- CALCULATE THE TOTAL COST PER UNIT FOR IN"HOUSE PRODUCTION BASED ON ESTIMATED VARIABLE AND FIXED COSTS.



- COMPARE THIS WITH THE EXISTING PURCHASE PRICE OF $ 15 PER UNIT.
- CONSIDER ECONOMIES OF SCALE: W/ILL INCREASING PRODUCTION REDUCE PER-UNIT COSTS?

STRATEGIC CONSIDERATIONS BEYOND CoSsT
W/HILE COST IS A PRIMARY FACTOR, OTHER STRATEGIC ELEMENTS INFLUENCE THE DECISION:
QuALITY CoNTROL

- DOES MANUFACTURING IN-HOUSE PROVIDE BETTER CONTROL OVER QUALITY?
- ARE SUPPLIER QUALITY ISSUES IMPACTING THE FINAL PRODUCT?

LEAD TIME AND FLEXIBILITY

- IN-HOUSE PRODUCTION CAN POTENTIALLY REDUCE LEAD TIMES.
- GREATER FLEXIBILITY TO ADJUST PRODUCTION VOLUMES BASED ON DEMAND FLUCTUATIONS.

SupPLIER DEPENDENCE AND RISk

- RELYING ON EXTERNAL SUPPLIERS CAN POSE RISKS LIKE SUPPLY CHAIN DISRUPTIONS.
- DIVERSIFYING OR INSOURCING CAN MITIGATE SUCH RISKS.

CAPITAL INVESTMENT AND CAPACITY

- Does KANDO HAVE THE NECESSARY EQUIPMENT AND CAPACITY?
- W/HAT IS THE INITIAL INVESTMENT REQUIRED FOR IN-HOUSE MANUFACTURING?

LoNG-TERM STRATEGIC GOALS

- |s VERTICAL INTEGRATION ALIGNED WITH KANDO’S GROW TH PLANS?
- WILL IN-HOUSE PRODUCTION PROVIDE COMPETITIVE ADVANTAGES?

CosT ESTIMATION FOR IN-HOUSE MANUFACTURING
To MAKE AN INFORMED DECISION, KANDO NEEDS TO ESTIMATE THE TOTAL COST PER UNIT FOR MANUFACTURING INTERNALLY.
STeP-BY-STEP COST ESTIMATION

1. DETERMINE Fixep CosTs

- MACHINERY PURCHASE OR LEASE

- FACILITY SETUP COSTS

- TRAINING AND ONBOARDING

2. Assess VARrIABLE CosTS

- RAW MATERIALS PER UNIT

- DIRECT LABOR PER UNIT

- UTILITY COSTS PER UNIT

3. CaLcuLATE ToTAL CosTs

- TOTAL FIXED COSTS DIVIDED BY EXPECTED PRODUCTION VOLUME
- ADD VARIABLE COSTS PER UNIT



4. CoMPARE WITH PurcHASE CosT

- IF IN"HOUSE COST PER UNIT < $ 15, INSOURCING MAY BE ADVANTAGEOUS
- IF HIGHER, CONTINUED PURCHASING MIGHT BE PREFERABLE

POTENTIAL BENEFITS OF PRODUCING INTERNALLY

OPTING TO MANUFACTURE THE PARTS IN-HOUSE OFFERS SEVERAL BENEFITS THAT COULD OUTWEIGH INITIAL COSTS:
- CosT SAVINGS: LONG-TERM REDUCTION IN PER-UNIT COSTS

- QUALITY CONTROL: ENHANCED OVERSIGHT OVER QUALITY STANDARDS

- SuppLY CHAIN STABILITY: REDUCED DEPENDENCY ON EXTERNAL SUPPLIERS

- CUSTOMIZATION: ABILITY TO MODIFY PARTS QUICKLY AS NEEDED
- INTELLECTUAL PROPERTY: BETTER PROTECTION OF PROPRIETARY DESIGNS

CHALLENGES AND Risks of IN-House ProbucTION

DESPITE THE BENEFITS, THERE ARE CHALLENGES TO CONSIDER:

- INITIAL CAPITAL QUTLAY: SIGNIFICANT UPFRONT INVESTMENT

- OPERATIONAL COMPLEXITY: MANAGING MANUFACTURING PROCESSES

- ECONOMIES OF SCALE: SMALL PRODUCTION RUNS MAY NOT BE COST-EFFECTIVE

- MAINTENANCE AND DOWNTIME: EQUIPMENT SERVICING AND POTENTIAL DELAYS
- SKILL GAPS: NEED FOR SPECIALIZED WORKFORCE TRAINING

STRATEGIC RECOMMENDATIONS FOR KANDO COMPANY

BASED ON THE ANALYSIS, KANDO SHOULD APPROACH THE DECISION SYSTEMATICALLY:
1. ConpucT A DETAILED CoST-BENEFIT ANALYSIS

- GATHER PRECISE DATA ON IN-HOUSE PRODUCTION COSTS

- COMPARE WITH CURRENT PURCHASE COSTS

- FACTOR IN POTENTIAL SAVINGS AND RISKS

2. EvALUATE CAPACITY AND INVESTMENT NEEDS

- ASSESS EXISTING EQUIPMENT, FACILITIES, AND \W ORKFORCE
- IDENTIFY GAPS AND INVESTMENT REQUIREMENTS

3. ExPLORE NEGOTIATION OPPORTUNITIES

- ENGAGE SUPPLIERS FOR BETTER PRICING OR TERMS
- CONSIDER BULK PURCHASING DISCOUNTS OR LONG-TERM CONTRACTS

4. PiLoT IN-House ProbucTION
- START WITH A SMALL PRODUCTION BATCH
- MONITOR COSTS, QUALITY, AND LEAD TIMES

- GATHER DATA TO INFORM LARGER-SCALE DECISIONS

5. CoNsIDER HYBRID APPROACHES



- CONTINUE PURCHASING FOR CERTAIN VOLUMES OR PARTS
- IN-HOUSE PRODUCE CRITICAL OR HIGH-MARGIN COMPONENTS

CONCLUSION: MAKING AN INFORMED CHOICE

THE DECISION FOR KANDO COMPANY REGARDING WHETHER TO CONTINUE PAYING $ 15 PER UNIT FOR PARTS OR TO SHIFT
TOWARD INTHOUSE MANUFACTURING HINGES ON A DETAILED UNDERSTANDING OF COSTS, STRATEGIC GOALS, AND OPERATIONAL
CAPABILITIES. WHILE EXTERNAL PURCHASING OFFERS SIMPLICITY AND FLEXIBILITY, IN"THOUSE PRODUCTION CAN UNLOCK COST
SAVINGS, QUALITY IMPROVEMENTS, AND SUPPLY CHAIN RESILIENCE—IF MANAGED EFFECTIVELY.

BY CONDUCTING THOROUGH COST ANALYSES, EVALUATING CAPACITY, AND CONSIDERING LONG-TERM STRATEGIC OBJECTIVES,
KANDO CAN POSITION ITSELF FOR SUSTAINABLE GROWTH AND COMPETITIVE ADVANTAGE. WHETHER TO “BUY OR MAKE™ IS NOT
MERELY A FINANCIAL CALCULATION BUT A STRATEGIC CHOICE THAT INFLUENCES THE COMPANY'S FUTURE TRAJECTORY.

IN SUMMARY, THIS SCENARIO UNDERSCORES THE IMPORTANCE OF A COMPREHENSIVE APPROACH TO SOURCING DECISIONS,
BALANCING IMMEDIATE COSTS WITH LONG-TERM STRATEGIC BENEFITS. KANDO COMPANY’S NEXT STEPS SHOULD INVOLVE DATA-
DRIVEN ANALYSIS, STAKEHOLDER ENGAGEMENT, AND PHASED IMPLEMENTATION TO ENSURE OPTIMAL OUTCOMES.
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