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Make Or Buy Eggers Company Needs 22,000 Units Of A Part To Use In Producing
One Of Its Products. If Eggers is facing a critical decision regarding
whether to manufacture the required parts internally or outsource the
production to an external supplier, this choice can significantly impact the
company's operational efficiency, cost structure, and overall profitability.
The decision to make or buy is a fundamental aspect of strategic management
and manufacturing planning, especially when dealing with large quantities
like 22,000 units, which can influence economies of scale, quality control,
and supply chain stability. In this comprehensive guide, we explore the
critical factors Eggers Company must consider, the advantages and
disadvantages of each option, and how to make an informed decision that
aligns with the company's long-term goals.

Understanding the Make Or Buy Decision

What Is the Make Or Buy Decision?
The make or buy decision involves choosing whether to produce a specific
component or product in-house or to purchase it from an external supplier.
For Eggers Company, which requires 22,000 units of a particular part, this
decision involves analyzing costs, capabilities, quality requirements, and
strategic priorities.

Why Is The Make Or Buy Decision Important?
- Cost Efficiency: Identifying the most economical way to acquire the parts.
- Quality Control: Ensuring the parts meet quality standards.
- Capacity Constraints: Assessing whether the company has sufficient
resources.
- Focus on Core Competencies: Allowing Eggers to concentrate on primary
activities.
- Supply Chain Management: Optimizing supplier relationships and logistics.

Key Factors to Consider in the Decision-Making
Process

Cost Analysis
A thorough cost comparison is central to the make or buy decision. Relevant
costs include:
- Direct Material Costs: Cost of raw materials or purchased parts.



- Labor Costs: Wages, benefits, and related expenses involved in
manufacturing.
- Overhead Costs: Factory expenses, utilities, maintenance.
- Setup and Tooling Costs: Expenses associated with preparing for production.
- Order Size and Economies of Scale: How unit costs change with volume.

Quality and Reliability
Quality assurance is vital, especially if the parts influence the final
product quality:
- In-house Quality Control: Direct oversight and customization.
- Supplier Quality Standards: Consistency and certifications of external
vendors.

Capacity and Resources
Assessing whether Eggers Company has:
- Adequate machinery and equipment.
- Skilled labor force.
- Sufficient production capacity without compromising existing operations.

Lead Time and Flexibility
Consider:
- The time required to produce in-house versus external procurement.
- Flexibility to adjust order quantities or specifications.

Strategic Considerations
Deciding whether:
- The part is critical to competitive advantage.
- Outsourcing aligns with strategic goals.
- Long-term supplier relationships could provide benefits.

Advantages of Making the Parts In-House

Control Over Quality and Production
Manufacturing internally allows Eggers to:
- Maintain strict quality standards.
- Quickly address defects or changes.
- Customize the part as needed.

Potential Cost Savings
- Avoid markups from suppliers.
- Benefit from economies of scale if producing large quantities.



Intellectual Property Protection
In-house production safeguards proprietary processes or designs.

Supply Chain Reliability
Reduces dependency on external vendors and minimizes risks of delays.

Disadvantages of Making the Parts In-House

- High capital investment in equipment and infrastructure.
- Increased operational complexity.
- Potential underutilization of capacity.
- Longer lead times if not optimized.

Advantages of Buying from External Suppliers

Cost Savings and Flexibility
- Lower initial investment.
- Ability to scale orders up or down easily.
- Access to specialized expertise and technology.

Focus on Core Competencies
Allows Eggers to dedicate resources to design, marketing, and other core
areas.

Reduced Operational Burden
- No need to manage manufacturing processes.
- Outsourcing logistics and quality control to suppliers.

Disadvantages of Buying from External Suppliers

- Less control over quality and delivery schedules.
- Potential for supply disruptions.
- Ongoing purchasing costs and supplier dependence.
- Risk of intellectual property exposure.

Cost-Benefit Analysis for Eggers Company

To determine whether to make or buy, Eggers should conduct a detailed cost-
benefit analysis involving:
1. Estimating In-House Production Costs



2. Estimating External Purchase Costs
3. Assessing Qualitative Factors
4. Considering Long-Term Strategic Implications

Step-by-step Approach:
1. Calculate Total In-House Cost:
- Material costs
- Labor and overhead
- Setup and tooling expenses
- Maintenance and depreciation

2. Calculate Total External Purchase Cost:
- Per-unit purchase price
- Shipping and handling
- Customs or import tariffs, if applicable

3. Compare Costs at Different Order Volumes:
- Break-even analysis to identify the volume where costs are equal.

4. Evaluate Non-Cost Factors:
- Quality standards
- Lead times
- Flexibility
- Strategic importance

Example:
Suppose producing in-house costs $3 per unit, including all relevant
expenses, and purchasing from external suppliers costs $2.50 per unit with a
lead time of 2 weeks. If Eggers requires 22,000 units, the total costs would
be:

| Option | Total Cost | Notes |
|---------|--------------|--------|
| Make | $66,000 | Plus initial setup costs, if applicable |
| Buy | $55,000 | Plus shipping costs |

In this simplified example, buying appears more cost-effective, but Eggers
must consider quality, control, and capacity constraints.

Strategic Recommendations for Eggers Company

Based on the analysis, Eggers should consider the following strategic steps:

Conduct a detailed cost analysis to identify the most economical option.1.

Assess internal capabilities including machinery, workforce, and2.
capacity.

Evaluate supplier options for quality, reliability, and cost.3.

Consider long-term strategic implications such as intellectual property4.
protection and supply chain resilience.

Perform a risk assessment to understand vulnerabilities in both options.5.

Make data-driven decisions aligned with the company's overall strategic6.



objectives.

Conclusion

Choosing whether to make or buy the 22,000 units of a critical part is a
complex decision that requires careful consideration of multiple factors. For
Eggers Company, balancing cost efficiency with quality, capacity, and
strategic priorities is essential. By systematically analyzing costs,
capabilities, and risks, Eggers can make an informed decision that supports
its operational goals and enhances its competitive advantage. Whether opting
to manufacture in-house or outsource, the ultimate goal is to optimize value,
ensure supply chain stability, and foster sustainable growth in the long
term.

Additional Tips for Making the Best Decision
- Regularly review supplier performance and costs.
- Explore hybrid models, such as producing some parts in-house and
outsourcing others.
- Invest in quality management systems regardless of the chosen approach.
- Maintain strong communication channels with suppliers or internal teams.
- Stay updated on market trends and technological advancements.

By following these insights and systematically evaluating all relevant
factors, Eggers Company can confidently navigate the make or buy decision and
secure a strategic advantage in its manufacturing processes.

Frequently Asked Questions

What factors should Eggers Company consider when
deciding whether to make or buy the 22,000 units of
the part?

Eggers Company should evaluate factors such as production costs, quality
control, lead times, capacity constraints, supplier reliability, and
potential for cost savings or strategic advantages to determine whether to
make or buy the part.

How does the cost analysis of making versus buying
help Eggers Company in their decision?

Cost analysis compares the total costs associated with manufacturing the part
in-house versus purchasing it from an external supplier, helping Eggers
identify the most economical and efficient option.

What are the potential risks of outsourcing the



production of the part for Eggers Company?

Risks include supply chain disruptions, quality variability, dependency on
suppliers, potential intellectual property concerns, and less control over
production schedules.

How can Eggers Company assess the capacity
requirements for producing 22,000 units internally?

Eggers can analyze current production capacity, equipment availability, labor
requirements, and potential need for additional resources or investments to
determine if in-house production is feasible.

What strategic advantages might Eggers gain by
choosing to make the part in-house?

In-house production can offer better quality control, flexibility in
production scheduling, protection of proprietary information, and potential
long-term cost savings.

How does demand variability influence Eggers
Company's make-or-buy decision?

Demand variability can impact inventory levels, production planning, and
costs; if demand fluctuates, outsourcing might provide more flexibility,
whereas in-house production might be better for consistent, high-volume
needs.

What role does quality assurance play in Eggers
Company's decision to make or buy the part?

Quality assurance is critical; Eggers must consider whether in-house
production can meet quality standards consistently or if external suppliers
have proven quality controls, influencing their choice.

Additional Resources
Make Or Buy Eggers Company Needs 22,000 Units Of A Part To Use In Producing
One Of Its Products. If Eggers

In the competitive landscape of manufacturing, companies constantly face
critical decisions that impact their cost structure, quality standards,
production timelines, and overall strategic positioning. One of the most
pivotal choices is whether to produce components in-house or to outsource
their procurement. For Eggers Company, which currently requires 22,000 units
of a specific part to complete its flagship product, this decision carries
significant implications. Should Eggers invest in expanding its manufacturing
capabilities or leverage external suppliers? This article delves into the
intricacies of the make-or-buy decision, analyzing the factors influencing
Eggers and providing a comprehensive framework to guide such strategic
choices.

---



The Context of the Make-or-Buy Decision at Eggers Company

Eggers Company operates within a highly competitive sector where efficiency,
cost management, and quality are paramount. The necessity for 22,000 units of
a particular part arises from Eggers’ production schedule, which aims to meet
increasing market demand. The core question: Is it more advantageous for
Eggers to produce these parts internally, with all associated fixed and
variable costs, or to outsource to a supplier who can deliver at a
potentially lower cost or with different strategic benefits?

Understanding the context involves dissecting Eggers’ current production
setup, supplier relationships, cost structures, and strategic priorities.
These factors set the stage for a comprehensive analysis of the decision.

---

Factors Influencing the Make-or-Buy Decision

The choice between manufacturing in-house or outsourcing is multifaceted.
Several key factors influence Eggers’ decision-making process:

1. Cost Considerations

Cost analysis is fundamental. Eggers must compare the total cost of
manufacturing internally versus purchasing externally. This includes:

- Variable Costs: Raw materials, direct labor, utilities, and machine
maintenance.
- Fixed Costs: Equipment depreciation, factory overhead, setup costs, and
labor overhead.
- Economies of Scale: Whether producing 22,000 units internally can reduce
per-unit costs due to fixed cost amortization.
- Supplier Pricing: External suppliers’ quotes, including unit price,
discounts for bulk orders, and potential costs associated with quality issues
or delays.

2. Quality Control and Standards

Quality assurance is vital, especially if the part's integrity impacts the
final product. Eggers must evaluate:

- Internal Capabilities: Does Eggers have the machinery and skilled personnel
to produce the part to required standards?
- Supplier Reliability: Can external suppliers consistently meet quality
specifications? What are their quality assurance processes?

3. Capacity and Resource Availability

The decision hinges on existing capacity:

- Internal Capacity: Does Eggers have adequate manufacturing capacity without
disrupting current operations?
- Resource Allocation: Will producing the part internally divert resources
from other critical activities?

4. Lead Times and Flexibility

Timeliness and adaptability are crucial:



- Production Lead Time: How long does it take to produce 22,000 units
internally versus receiving them from a supplier?
- Flexibility: Can Eggers respond quickly to changes in demand? Is the
supplier flexible in adjusting order quantities or delivery schedules?

5. Strategic Considerations

Strategic factors include:

- Core Competencies: Is manufacturing this part aligned with Eggers’ core
strengths?
- Dependency Risks: Relying on external suppliers may introduce risks related
to supply chain disruptions.
- Intellectual Property: Ensuring proprietary processes or designs are
protected when outsourcing.

---

Conducting Cost Analysis: Make vs. Buy

A detailed cost comparison is essential. Typically, Eggers would undertake
the following steps:

Step 1: Calculate Internal Production Costs

- Direct Materials: Cost of raw materials for 22,000 units.
- Direct Labor: Wages for workers involved in manufacturing.
- Manufacturing Overhead: Indirect costs like machinery depreciation,
utilities, quality control, and maintenance.
- Setup Costs: Expenses involved in preparing equipment and processes for
production.
- Total Internal Cost: Sum of all above components, divided by 22,000 units
for unit cost.

Step 2: Obtain External Supplier Quotes

- Unit Price: Cost per unit offered by suppliers.
- Bulk Discounts: Potential reductions for large orders.
- Additional Costs: Shipping, customs, import duties, and quality inspection
fees.

Step 3: Incorporate Hidden or Indirect Costs

- Quality Rework: Costs associated with defects or rework.
- Delays: Penalties or costs arising from late deliveries.
- Inventory Holding: Storage costs for in-house production.

Step 4: Analyze Non-Quantifiable Factors

- Quality Assurance: The risk of inferior quality from external suppliers.
- Intellectual Property Security: Risk of IP theft or infringement.
- Supplier Reliability: Past performance and reputation.

---

Quantitative Analysis: A Hypothetical Scenario

Suppose Eggers’ internal estimated costs are as follows:



- Variable production cost per unit: $8
- Fixed costs allocated per batch: $50,000 (amortized over 22,000 units,
approximately $2.27 per unit)
- Total internal cost per unit: $10.27

Meanwhile, a trusted supplier offers:

- Unit price: $10 per unit
- Shipping and handling: $0.50 per unit
- Total supplier cost per unit: $10.50

In this hypothetical, producing internally would cost approximately $10.27
per unit, while outsourcing would cost $10.50. At first glance, internal
production appears marginally cheaper.

However, factors such as quality, capacity constraints, and strategic
priorities could tilt the balance. For example, if Eggers values higher
quality control, the slight cost difference may be justified.

---

Strategic Decision-Making Framework

To make an informed decision, Eggers should adopt a structured approach:

1. Prepare a Cost-Benefit Analysis (CBA): Quantify all relevant costs and
benefits.
2. Assess Non-monetary Factors: Consider quality, flexibility, strategic
alignment.
3. Evaluate Risks: Supply chain reliability, IP security, potential for
future cost reductions.
4. Consider Long-term Implications: Building internal capacity may foster
innovation and competitiveness.

---

Making the Final Choice: Key Considerations

Based on the analysis, Eggers must weigh:

- Cost Efficiency: Is internal production significantly cheaper or more
expensive?
- Quality and Reliability: Which option ensures consistent quality?
- Operational Capacity: Can Eggers produce the parts without compromising
other operations?
- Strategic Fit: Does producing the part in-house align with Eggers’ long-
term goals?

In some cases, hybrid strategies emerge: producing critical components
internally while outsourcing standard parts. This approach balances control
with cost efficiency.

---

Practical Steps for Eggers to Implement the Decision

Once Eggers has decided, implementation involves:

- If Make: Investing in machinery, training staff, and establishing quality



control protocols.
- If Buy: Selecting reliable suppliers, negotiating contracts, and setting up
logistics.
- Monitoring & Evaluation: Regularly reviewing costs, quality, and supplier
performance to ensure the decision remains optimal.

---

Conclusion: Navigating the Make-or-Buy Dilemma

For Eggers Company, the decision to make or buy the 22,000 units of the
critical part is complex, involving a mix of quantitative and qualitative
factors. While cost considerations are prominent, quality assurance, capacity
constraints, and strategic alignment are equally vital. The optimal choice
depends on Eggers’ specific circumstances, including its core competencies,
supply chain reliability, and long-term goals.

In today’s dynamic manufacturing environment, companies like Eggers must
continuously evaluate their make-or-buy strategies, leveraging detailed
analyses and strategic foresight. Whether manufacturing internally or relying
on external suppliers, the ultimate goal remains the same: delivering high-
quality products to customers efficiently and sustainably.

---

In Summary:

- The make-or-buy decision is a strategic process that balances cost,
quality, capacity, and strategic factors.
- Detailed cost analysis helps quantify the financial implications.
- Qualitative factors such as quality control, supplier reliability, and
strategic fit are equally important.
- A structured approach ensures Eggers makes an informed choice aligned with
its long-term objectives.
- Continuous evaluation post-decision is essential for maintaining
competitiveness.

By carefully weighing these elements, Eggers can optimize its production
process and secure its position in the marketplace for years to come.
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