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Total cost to manufacturer is $1,285,000 which is the total of additional fixed costs of $80,000, additional labor costs of $200,000, raw materials costs of $900,000, and additional overhead costs of $105,000. The cost per unit to manufacture, then, is $1,285,000 divided by 175,000 or $7.34 per unit. Daisy should start making the part.  Manufacturing costs are less than the present cost to purchase the item by ($10.20 less $7.34) or $2.86. The total cost of purchasing the collars is 175,000 x $10.20 each = $1,785,000.

