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Introduction
Decision-making is an essential component of management (Magal et al., 2009). Deciding whether to purchase or hire can be a difficult decision to make for many firms. A firm has to do calculations to who which option is cheaper and pursue it. In this case, Teloxy Engineering company is torn between buying the component and making the component. The management has the option of manufacturing and that of buying. This paper will help solve this dilemma by comparing these two options through calculations and weighing the pros and cons of each option. The project concludes that the buying option is economically better than the manufacturing option. 
Question 1
Manufacturing option
Number of units that can be manufactured = 10,000 
Cost of manufacturing 
Cost of setting up =$100,000
 Cost of raw materials = $40 x 10,000 =$400,000
	Defective costs
10% x 10,000 = (1000 * 0.2) = $200
20% x 10,000 = (2000 * 0.3) = $600
30% x 10,000= (3000 * 0.25) = $750
40% x 10,000 = (4000 * 0.15) = $600
Sum of defective units (200+600+750+600) = 2150
Cost of repair (per unit) = $120
Defective cost = ($120 x 2150) =$258,000
Total cost of manufacturing option = set up cost + cost of raw materials + defective cost)
Cost of manufacturing = $758,000
= $758,000

Purchasing option
Required units = 10,000 units
Each component costs $60
Estimated cost = ($60 x 10,000) = $600,000
Amount available = $650,000
Price for new component = $72
Cost of new component = ($72 x 10,000) =$720,000 
This amount is already more the budgeted one.
Thus, comparing the two options, the best option is to buy the component because the cost of purchasing is relatively low compared to the cost of making. The former amounts to $720,000, while the latter amounts to $758,000. Therefore, the former is cheaper than the latter. 
Question two
Strategically thinking, the management might opt for manufacturing instead of buying because, for a long-term project, the chances of experiencing defective components will reduce, which will lower the cost of manufacturing. If you compare the cost associated with manufacturing and that of purchase, the difference is very small. This difference can be eliminated as long as the level of defective components is reduced with time. Therefore, the management must be visionary and compare the pros and cons of each option after a long period of time (Phillips P. P. & Phillips, J. J., 2009).  
[bookmark: _GoBack]The management can use return on investment (ROI) to determine the economic feasibility of the two options (Varghese, 2003). Return of Investment (ROI) is used to determine how efficient or profitable a project is.  ROI does this by measuring the amount of return on a particular investment and comparing it to the cost of investment (Erdogmus et al., 2004).
The formula for calculating ROI is given by dividing the benefits of an investment by the cost of an investment expressed as a ratio or percentage. 
ROI = Present Value of Benefits / Present Value of Costs
The higher the ROI, the more an investment is economically feasible.
Discussion
From the calculations above, it is clear that the best option for Teloxy Engineering is purchasing the component rather than making it. This is because the cost of purchasing is relatively low compared to the cost of making. However, the management needs to consider the long-term benefits of both paths. Strategically thinking, the management might opt for manufacturing instead of buying because, for a long-term project, the chances of experiencing defective components will reduce, which will lower the cost of manufacturing. Therefore, the company can still go for the making option and be on the right path. It doesn’t necessarily mean that the manufacturing option is wrong. 
Conclusion
To conclude, a company must always make good decisions before pursuing a particular path. The case above of Teloxy Engineering can be a tricky one to decide the best path to follow. From a mathematical point of view, the best option would be to purchase the component. However, strategically thinking makes the other option the better one. The possibility of experiencing defective components will reduce with time, lowering the cost of manufacturing. This makes the manufacturing option the better one. It is therefore imperative for the management to be visionary and consider the long-term benefits of each option. The management should not be myopic; it should be able to see far. 
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