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Case Overview
HuskyVision Analytics is a rapidly growing analytics startup that develops reporting, workflow automation, and data visualization solutions for mid-sized retail and logistics companies. Over the last year, the company has increasingly integrated robotics process automation and artificial intelligence into its operations, including:
· report generation, 
· document summarization, 
· customer analytics, 
· and workflow automation. 
Currently, HuskyVision relies primarily on external AI software subscriptions and cloud-based AI services. These services allow the company to scale quickly with relatively low upfront investment. However, management has become concerned about the long-term costs associated with recurring subscription fees and increasing AI usage.
As AI adoption continues to expand across the company, HuskyVision’s leadership team is evaluating whether it may be more cost-effective to invest in an internal AI server infrastructure rather than continuing to rely entirely on subscription-based software and cloud AI tools.
This is a traditional build versus buy investment decision, focused on an emerging problem. Should the company invest in local compute infrastructure or continue relying on third-party AI subscriptions and APIs? Your task is to aid management in determining how the uncertainties inherent in this decision (overinvestment in compute versus rising subscription costs) affect the net present value (NPV) of the two investment decisions. Management has provided you with an estimate of the cost of the compute (build) strategy versus the subscribe (buy) strategy based on their assumptions about the current costs to set up compute capabilities and support subscriptions over the next 4 years. Due to the fast changing nature of this space, they are focused on a short-window strategy, rather than a longer-term strategy. 


The importance of operational scale 
At the core of this case are management’s beliefs about the future scale of the company and the extent to which AI usage is expected to increase over the next four years.
To simplify the analysis, assume the following:
· Under the compute (“Build”) strategy, the initial investment in compute infrastructure is sufficient to support the company’s expected AI workload with only relatively small ongoing costs (e.g., electricity and limited API usage). 
· Under the subscribe (“Buy”) strategy, there is little or no upfront investment, but the company faces substantially larger recurring costs tied to AI usage. 
Managerial accounting often describes this type of decision as a trade-off between fixed and variable costs:

Where:
· represents the quantity of AI processing units demanded, such as AI workflows, API usage, or token-related compute activity. 
Consider the following simplified example:
	Variable
	Buy
	Build

	Fixed Costs
	0
	100,000

	Variable Cost per Unit
	24
	4


This produces the following cost equations:


Solving for the point where the two strategies are equivalent:

Results in:

This represents a simplified break-even analysis:
· Below 5,000 units, the Buy strategy is less costly. 
· Above 5,000 units, the Build strategy becomes increasingly financially attractive because the variable costs associated with subscriptions and API usage increase more rapidly. 
Although highly simplified, this analysis illustrates the trade-off between large upfront investments and recurring subscription-based operating costs. 

Case Analysis
1. In the box below, outline which strategy appears financially preferable under the assumptions presented by management. What are management’s key assumptions?
	



2. Which assumptions introduce the greatest uncertainty into the analysis (what are you least comfortable forecasting)? Discuss both the compute and subscribe investment options.
	



3. As an individual: Which assumptions about future AI usage, subscription pricing, or compute costs would you modify? Explain why your revised assumptions may better reflect the future economics of AI subscriptions or required hardware.
	



4. In pairs or small groups: discuss the differences in your forecasts and projected NPVs across the various cases. Did your analyses produce different recommendations or outcomes? Which assumptions contributed most significantly to those differences?
	



5. Why might management still choose a strategy with a slightly worse financial outcome? (Or what non-financial concerns might impact this investment decision).
	



6. Which strategy would you recommend based on your analysis?
	





