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OUTSOURCING DECISION EXAMPLE WITH EXPENSES ONLY COMPARISON 

Example Canada 

 
INTRODUCTION 

This example shows how to compare two investments that; 
 
Involves an investment in equipment 
Incurs operating costs 
 
Uses the “Make Expenses Only Yearly” and “Outsource Expenses Only Yearly” templates and 
the “Incremental Cash Flow Report” because revenues are not relevant to the investment 
decisions. 
 
EXAMPLE 

A manufacturer is introducing a new line of “Excel” pumps has to decide whether to;  
 

1. Purchase and install the equipment for $10,000,000 and manufacture the pump casing 
or: 

 
2. Outsource the manufacturing of the pump casing which will require an investment of 

$350,000 for material handlings equipment 
 
General Information 

Analysis Period: 9 Years 
Corporate Marginal Tax Rate: 33.00% 
% of Capital Gain: 50.00% 
Discount Rate (Before Tax): 15.00%  

 
MAKE ANALYSIS 

 
Project Info Folder 

Project Name: Pump Casing. Make Analysis 
Project Description: Casing for the Excel Pumps 
Analysis Period: 9 years 

 
Investor Folder 

Marginal Tax Rate: 33.00% 
% of Capital Gain:50.00% 
Discount Rate (Before Tax): 15.00% 

 
Investment Folder 

Description:  Plant and Equipment 
Amount: $10,000,000 

   CCA Class: Equipment/Machinery 
CCA Rate: 30.00% 

 
Working Capital Folder 

Working Capital: Year 1 $400,000 
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Expenses Folder 

 
Labor: $160,000 per month for one year increasing at 3.00% per year compounded for 2 
years then 5.00% compounding per year 

 
Materials:  
Price: Year 1. $300 per Unit for the first year then increasing at 5.00% per year compounding 
Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded 
for 2 years then 3.00% compounding per year 
 
Repair & Maintenance: $20,000 per month increasing at 3.00% compounding 
 
Utilities: $7,000 per month increasing at 4.00% compounding 
 
Insurance: $100,000 per year increasing at 3.00% compounding 
 
Incremental Overhead: $40,000 per month increasing at 3.00% compounding 

 
Rent: 3 Terms. 15,000 Sq. Ft. 

Term 1: 3 Years at $10 per Sq. Ft per year 
Term 2: 3 Years at $12 per Sq. Ft per year 
Term 3: 3 Years at $16 per Sq. Ft per year 

 
Financing Folder 

Start Date: Year 1 January 
Type: Interest Only Mortgage 
Amount: $4,000,000 
Time Period: 6 years 
Interest Rate: 7.00% per year 
Payments: Monthly 
Compounding Period: Monthly 

 
Salvage Value Folder 

Disposition Costs 
Selling Expenses: 3.00% of Salvage Value 
Removal Costs: $600,000 

Salvage Value: 
Plant and Equipment: $1,500,000 
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OUTSOURCE ANALYSIS 

 
Project Info Folder 

Project Name: Pump Casing. Outsource Analysis 
Project Description: Casing for Excel Pump Line 
Analysis Period: 9 years 

 
Investor Folder 

Marginal Tax Rate: 33.00% 
% of Capital Gain: 50.00% 
Discount Rate (Before Tax): 15.00% 

 
Investment Folder 

Description:  Equipment & Facilities 
Amount: $350,000 

   CCA Class: Equipment/Machinery 
CCA Rate: 30.00% 

 
Working Capital Folder 

Working Capital: Year 1 $250,000 
 

Expenses Folder 

 
Product Cost (China):  
Price: 3 Term Stepped Projection 

Term 1: 3 years at $3,000 per Unit 
Term 2: 3 years at $5,000 per Unit 
Term 3: 3 years at $7,000 per Unit 

Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded 
for 2 years then 3.00% compounding per year 

 
Additional Labor: $6,000 per month for 1 year increasing at 3.00% per year compounded 
for 2 years then 5.00% compounding per year 
 
Insurance: $4,000 per year increasing at 3.00% compounding 
 
Incremental Overhead: $5,000 per year increasing at 3.00% compounding 
 
Rent: 3 Terms. 4,000 Sq. Ft. 

Term 1: 3 Years at $10 per Sq. Ft per year 
Term 2: 3 Years at $12 per Sq. Ft per year 
Term 3: 3 Years at $16 per Sq. Ft per year 

 
Transportation & Handling: 10.00% of Product Cost (China) 

 
 
Financing Folder 

No financing 
 

Salvage Value Folder 

Disposition Costs: 
Removal Costs: $45,000 

Salvage Value: 
Plant and Equipment: $70,000 
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TEMPLATE SELECTION 

The selection of the appropriate template is based on the following; 
 
1. The analysis is not impacted by the revenues, which is the same for both options 
2. Projections are Yearly 
3. The analysis is comparing whether it is more cost effective to make pump casing themselves 

or outsourcing to a company in China 
 
Templates: ‘Make Expenses Only Yearly’ projections and ‘Outsource Expenses Only Yearly’ 
projections 
 
STEPS 
Using the Make and Outsource Expenses Only Yearly projections templates; 
 

1. Enter the analysis for making the pump casings 
2. Enter the analysis for outsourcing the pump casings 
3. Use the “Project Comparison Report” or the “Incremental Cash Flow Report” to compare 

the two options 
 
INSTRUCTIONS FOR ENTERING the MAKE ANALYSIS 

 
Getting started 

The first step is to open the Investit Decisions Template “Make Expenses Only Yearly” as follows: 
 
1. Open Investit Decisions. 
2. Select the Investit Templates folder 

 
 

3. Select and open the Investit template “Make Expenses Only Yearly”. The analysis period 
dialog will open at this point. 
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4. Enter 9 years and click OK 

 
 
Entering the project data and information 

 

Project Info Folder 

Project Name: Pump Casing. Make Analysis 
Project Description: Casing for the Excel Pumps 
Analysis Period: 9 years 
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Investor Folder 

Investor’s Marginal Tax Rate: 33.00% 
Discount Rate (Before Tax): 15.00% 

 
The Investor folder will look like this; 

 
 
Investment Folder 

Description:  Plant and Equipment 
Amount: $10,000,000 
Depreciation Method: Equipment/Machinery 
CCA Rate: 30.00% 

 
Instructions for setting up the Investment folder 
 
1. Delete rows 1 and 2 with description ‘Land’ and ‘Building’ 
2. Change ‘Equipment & Machinery’ to ‘Plant and Equipment’ 
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Fill out the folder with the following entries; 

 
 
Working Capital Folder 

Working Capital: Year 1 $400,000 
 

 
 
Expenses Folder 

 
Labor: $160,000 per month for one year increasing at 3.00% per year compounded for 2 years 
then 5.00% compounding per year 
 
Materials:  
Price: Year 1. $300 per Unit for the first year then increasing at 5.00% per year compounding 
Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded for 

2 years then 3.00% compounding per year 
 
Repair & Maintenance: $20,000 per month increasing at 3.00% compounding 
 
Utilities: $7,000 per month increasing at 4.00% compounding 
 
Insurance: $100,000 per year increasing at 3.00% compounding 
 
Incremental Overhead: $400,000 per month increasing at 3.00% compounding 

 
Rent: 3 Terms. 15,000 Sq. Ft. 

Term 1: 3 Years at $10 per Sq. Ft per year 
Term 2: 3 Years at $12 per Sq. Ft per year 
Term 3: 3 Years at $16 per Sq. Ft per year 
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Setting up the Expenses folder 
 
1. Press the Add button to add the Building Rent row 
2. Make the following entry choice changes 

 
 
Setting up Labor 
 
1. Select row 1 ‘Labor’ 
2. Click on the Projection Wizard button and enter the following entries 
 



Investit Software Inc. www.investitsoftware.com 
 

 9 

 
 
Setting up Materials 
 
1. Select row 2 ‘Materials’ 
2. Click on the Projection Wizard button and enter the following entries 
 
 



Investit Software Inc. www.investitsoftware.com 
 

 10 

 
 
Setting up the Quantity for Materials 
 
1. Select the Quantity row and click on the Projection Wizard button 
2. Enter the following entries into the Projection Wizard 
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Steps for entering Repairs & Maintenance 
 
1. Select the Repairs & Maintenance row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Utilities 
 
1. Select the Utilities row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Insurance 
 
1. Select the Insurance row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Incremental Overhead 
 
1. Select the Incremental Overhead row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Rent 
 
1. Select the Rent row 
2. Click on the Projection Wizard button and enter the following entries 
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Investit Software Inc. www.investitsoftware.com 
 

 17 

Financing Folder 

Start Date: Year 1 January 
Type: Interest Only Mortgage 
Amount: $4,000,000 
Time Period: 6 years 
Interest Rate: 7.00% per year 
Payments: Monthly 
Compounding: Monthly 
 
Make the following entries into the Mortgage window 
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Salvage Value Folder 

Disposition Costs: 
Selling Expenses: 3.00% 
Removal Costs: $600,000 

Salvage Value: 
Plant and Equipment: $1,500,000 

 
Make the following entries in the Salvage Value folder 

 
 
SAVE YOUR PROJECT 
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INSTRUCTIONS FOR ENTERING the OUTSOURCE ANALYSIS 

 
Getting started 

The first step is to open the Investit Decisions Template “Outsource Expenses Only Yearly” as 
follows: 
 
1. Open Investit Decisions. 
2. Select the Investit Template folder 

 
 

3. Select and open the Investit template “Outsource Expenses Only Yearly”. The analysis period 
dialog will open at this point. 

4. Enter 9 years and click OK 
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Entering the project data and information 

 

Project Info Folder 

Project Name: Pump Casing. Outsource Analysis 
Project Description: Casing for Excel Pump Line 
Analysis Period: 9 years 

 

 
 
Investor Folder 

Investor’s Marginal Tax Rate: 33.00% 
Discount Rate (Before Tax): 15.00% 

 
The Investor folder will look like this; 
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Investment Folder 

Description:  Equipment & Facilities 
Amount: $350,000 
CCA Class: Equipment/Machinery  
CCA 30% 

 
Instructions for setting up the Investment folder 
 
1. Enter the following data to complete the Investment folder; 
 
Fill out the folder with the following entries; 

 
 
Working Capital Folder 

Working Capital: Year 1 $250,000 
 

 
 
Expenses Folder 

 
Product Cost (China):  
Price: 3 Term Stepped Projection 

Term 1: 3 years at $3,000 per Unit 
Term 2: 3 years at $5,000 per Unit 
Term 3: 3 years at $7,000 per Unit 

Quantity: Year 1: 1000 per year for 1 year then increasing at 5.00% per year compounded 
for 2 years then 3.00% compounding per year 

 
Additional Labor: $6,000 per month for 1 year increasing at 3.00% per year compounded 
for 2 years then 5.00% compounding per year 
 
Insurance: $4,000 per year increasing at 3.00% compounding 
 
Incremental Overhead: $5,000 per year increasing at 3.00% compounding 
 
Rent: 3 Terms. 4,000 Sq. Ft. 

Term 1: 3 Years at $10 per Sq. Ft per year 
Term 2: 3 Years at $12 per Sq. Ft per year 
Term 3: 3 Years at $16 per Sq. Ft per year 
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       Transportation & Handling: 10.00% of Product Cost (China) 
 
Setting up the Expenses folder 
 
1. Press the Add button twice to add the Rent and Transportation rows 
2. Select the Incremental Overhead and press the Insert button to add the Insurance row 
3. Make the following entry choice changes 

 
 
4. When selecting the Entry Choice “% of Expense(s)” for Transportation & Handling a window 

will pop up. Select the following 
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Setting up Product Cost (China) 
 
1. Select row 1 ‘Product Cost (China) 
2. Click on the Projection Wizard button and enter the following entries 
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Setting up the Quantity for ‘Product Cost (China)’ 
 
3. Select the Quantity row for ‘Product Cost (China)’ 
4. Click on the Projection Wizard button and enter the following entries 
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Setting up Additional Labor 
 
1. Select row  ‘Additional Labor’ 
2. Click on the Projection Wizard button and enter the following entries 
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Setting up the Insurance 
 

1. Select the Insurance row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Incremental Overhead 
 
1. Select the Incremental Overhead row 
2. Click on the Projection Wizard button and enter the following entries 
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Steps for entering Rent 
 
1. Select the Rent row 
2. Click on the Projection Wizard button and enter the following entries 
 

 
 



Investit Software Inc. www.investitsoftware.com 
 

 29 

Steps for entering Transportation & Handling 
 
1. Select the Transportation & Handling row 
2. Click on the Projection Wizard button and enter the following entries 
 

 
 
Financing Folder 

No Financing 
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Salvage Value Folder 

Disposition Costs: 
Removal Costs: $45,000 

Salvage Value: 
Plant and Equipment: $70,000 

 
Make the following entries in the Salvage Value folder 

 
SAVE YOUR PROJECT 
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DECIDING BETWEEN THE “MAKE” or “BUY” 

 
To decide between the two options use the; 
 

a) The Project Comparison Report and 
b) The Incremental Cash Flow Report 

 
Project Comparison Report 
 

Up to four projects can be compared side by side. 
 
Steps involved in selecting the projects for the Project Comparison Report. 

 
1. Select the Project Comparison Report on the Report menu 

 
 
2. On the Project Comparison Report dialog click on the “Add” button to display the Report 

Selection List. Select the Project and click ‘Ok”. Repeat the process to add another project(s). 
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3. The diagram below shows selected projects to be displayed in the “Project Comparison 

Report” 
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Project Comparison Report 
 

 
 
Interpretation and Decision 

 
Financial Results 
 

Option Net Present Value (NV) at 15.00% Annual Equivalency at 15.00% 
Make ($27,007,060) ($5,659,987) 
Outsource ($28,835,199) ($6,043,108) 

 
The company should choose the option that provides the lowest Net Present Value (NPV), which 
is to “Make” the pumps rather than “Outsource” them.  
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Incremental Cash Flow Report 

 
Can be used the show the differences in the cash for “Make” versus “Outsource” 
 
Steps 
 
Select the Incremental Cash Flow on the Report menu 
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Enter; 
 

Investor’s Marginal Tax Rate 
Discount Rate 
Short Term Rates 

 
On the “Incremental Cash Flow Report” dialog click on the “Add” button to display the Report 
Selection List. Select the Project and click ‘Ok”. Repeat the process to add another project(s).   
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The selected projects for the Incremental Cash Flow Report are; 
 

 
 

Click on the “Preview Report” button to display the “Incremental Cash Flow Report” 
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Interpretation and conclusion 
 
Making the pumps will save $1,828,139 when discounted at 15.00% and provide an Internal Rate 
of Return (IRR) of 19.55% 
 

 


