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Case 1: University Bank

BACKGROUND

Firm: Boston Consulting Group
Round: 2007 Summer, First
Content: Qualitative and quantitative

CASE QUESTION

In Mexico banks prefer not to lend money to hodpigad schools because if one of these
institutions defaults the Bank worries that it wile seen as the one responsible for
liquidating their assets. We have a client who entty owns several universities. He is
evaluating whether an opportunity exists to stabaak that would lend money to his
various universities. There are three questionshibavants us to solve:

» Is there an opportunity to lend money to univeesi®i

= If an opportunity exists, how big is it?

= How should he structure the bank?

INTERVIEWER BRIEFING

Recommended approachThe purpose of this case is to test the interviesvaleility to
determine whether it makes sense for the clienpen a bank that serves universities. In
particular, the interviewee should recognize thetshe needs to gather the necessary
information to determine the market opportunity$ach a bank. The interviewee should
ask guestions to gather the necessary informatioletermine the market size.

Key facts:
= Population in Mexico is:
o 0-15 years old: 7 million
0 15-30 years old: 6 million
o 30-45 years old: 5 million
= Total number of universities in Mexico: 200
= Population growth: close to zero (use zero forsiee of simplicity)

EXAMPLE DIALOGUE

Interviewer: So, given the facts of the case, how would you consgieng about
analyzing this question for the client?

Interviewee: I'd like to understand a few things to evaluates tthecision. First, I'd like to
understand the size of the market to see whetleee tils an opportunity or not. Next |
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would like to analyze who are the competitorsniy.aln particular, | am interested in the
competitors because they may decide to offer simitans to institutions, like
universities. Finally, | would like to know whdte university can leverage from its own
operations to develop this idea, etc.

Interviewer: That seems like a good starting point. Let's startanalyzing the market.
How would you do that?

Interviewee: Ok, | will start by analyzing how many people goutaiversity per year. |If
the population grows at about 1% per year, thisne¢hat next year there could be more
people attending universities than space availallevould use a guesstimate of the
percent of population enrolled in universities talcalate the number of students
currently enrolled across Mexico. For simpliciigke | will assume that all potential
students attend universities in Mexico, excludimg percent that attends school abroad.

Age range Population % Enrolled in Enrolled In
University University
(guesstimate)
0-15 years old 7 million 0% 0.0 million
15-30 years old 6 million 25% 1.5 million
30-45 years old 5 million 2% 0.1 million
1.6 million

There are roughly 6 million Mexicans between thesagf 15 and 30, and | would
assume that they are evenly distributed. Thahee are 400,000 people in each year of
age (e.g. 400,000 people who are 15 years oldpD@0(gQeople who are 16 years old, and
so on until the age of 30). If | assume that 25%e people between the ages of 15 and
30 go to university, that means we have 1.5 milbtudents between the ages of 15 and
30.

Interviewer: Those assumptions seem to be very good ones. éi§aatould you need to
consider?

Interviewee: Ok, | think that | will need to figure out how marsghools there are in
Mexico and how many students are enrolled in eabbd.

I nterviewer: Sure, our client has told us that there are 200rarsities in Mexico and we
can assume there they are all at full capacity.

Interviewee: Ok, so 1.6M divided by 200 means that there ar@@B#&udents at each
school. | might think that this seems like a higimber. In the United States we have
part-time students and full-time students. If tlessimilar in Mexico, the universities
would likely be able to accommodate more studeittsoat any investment.
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Interviewer: No, they can't do that as the law prohibits it.

Interviewee: Okay, so if the population grows at 1% per year #r&te are no new
people going to university for other reasons (bajter economy) this means that in any
given year we will have 1.6M multiplied by 1% newdents. We would have 16,000
incremental students. Given that we know the sishace at full capacity, we would
need two new schools.

Interviewer: Okay, so now let's focus on how would you segrheng¢hools in order to
think about the credit scoring they may have?

Interviewee: | would segment them based on:

= New school or just new branch to an existing schddielieve that it is less risky to
lend to a company that already has a businesaaepl

= Flow of people to school: it's much more securkeihal to a school that has plenty of
students in each year than to one that has the samder but distributed in a
different way (e.g. most of the people finishingiticareers and almost nobody in the
first or second year).

= Geography: We are speaking in averages. Therebmagreas with no population
growth. There may be an uneven dispersion.

I nterviewer: How would you calculate how much money a typicabstwould need?

Interviewee: There are two different streams of costs we haweotwsider. On the one

side the cost of building a new school — includiying the land, the construction, etc. —
and the funds needed until the company reacheata ist which it has a positive free
cash flow.

Interviewer: Great. Tell me the number, or at least how toiget

Interviewee: The better is to rely on our client experience. as 15 schools so there
are some experiences we can leverage there?

Interviewer: Let's move on. How would you fund this project?

Interviewee: | will think about a couple different ideas such as

= Unilateral organizations (e.g. World Bank, etc.)

= The Government as it may need to help some priselieols that focus on careers
that are not available through public university.

= Banks: They may not be willing to do this on thaivn but may want to partner with
someone that knows about this industry.

Interviewer: Ok, fair enough. Our client is asking you to sumggathe situation. What
would be your recommendation?
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Interviewee: Can | take a moment to recap all the findings?

I nterviewer: Sure.

Interviewee: | will tell the client that it seems to be a preityeresting opportunity to
provide capital to build new schools which would dteleast two per year given the
growth in the population.
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Case 2: Mine in Chile

BACKGROUND

Firm: Boston Consulting Group
Round: 2007 Summer, First
Content: Operations

CASE QUESTION

Our client is a company which is going to exploinae that is expected to be full of a
very unique ore, and has asked us in which ordecdnnpany should extract the ore from
the field. The ore will then be sent to a facttirgt his company already owns.

INTERVIEWER BRIEFING

Recommended approachThe interviewer is testing whether the candidaie identify

a useful algorithm to determine the best way toaettore from this field. The candidate
should not initially waste any time developing adea too fully; instead he/she should
come up with a few reasonable suggestions and ttesth for validity with the
interviewer. The candidate should, like in mosiesa be aware that he/she is missing
critical information and should identify what heédsheeds to solve the case and then ask
the interviewer for this data.

Key facts:

= The field is divided in cells of equal size. Ona@aiyblow one cell there is no way the
truck can pass through it to go to the factory.

= This is a plan of the plant:

Factory
Trucks enter here with rocks
containing 1% of ore.
The output is 100% ore
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= Each cell has different ore content and therefaehecell has a different cost of
extraction.
= No growth in population (for sake of simplicity).

EXAMPLE DIALOGUE

Interviewer: So,tell me how we might approach this problem for clignt?

Interviewee: First, | would like make sure that | fully undenstiour client’s needs. Let
me repeat the key issues... Our client wants ugdwige him with a recommendation
on what approach his team should take to extracoté in order to maximize profits.

Interviewer: Yes, that pretty much sums it up. So, what's next?

Interviewee: | can imagine a number of different ways of priaiitg which cells to take
out first, such as:

= Profit: Price — Cost.

= Demand: Outlook of the price of the different types ofeor If the price is low
(perhaps because demand today is lower), but weveelhat this same ore will be
sold for much more in the future (perhaps due tanarease in demand), it could
make sense to begin extracting lower concentratads.
| am imagining that this could be similar to théindustry. Think for example about
the price of oil. The oil is in the field anyway #'s better to exploit the places which
the least of it when the price in the market ia &w level. Unless, of course, we can
store the ore for long periods of time without egéopportunity cost by tying up
capital and space.

= Capacity of the plantvlaybe there is a minimum level we need to provathe plant
as input. Maybe there is a maximum... this coulcedeine how much we want to
extract in any given time period, especially, ét& are penalties for operating outside
of this min-max range.

= QOperational issuedzor example, if | dig a hole in the ground and thek cannot
pass through that cell, it may be wise to starthat cells that are further from the
factory so that | do not block off routes.

Interviewer: Ok, let’'s assume that the points that you haveedhiare all reasonable.
This is a complex business and | was pleased toymeatouch on many of the important
points. But, first, let's focus on profits. Howuwd you define profit?

Interviewee: Ok, in this case profits would be (price of a tdrome) * (expected content
of ore in cell) — (the cost of extraction for thell). | will then rank each of the cells
based on its overall profit contribution and deteenmy extraction path from there. Of
course, we need to consider that if we extract fooma highly profitable cell, but it cuts
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off access to a lesser, but still profitable, ctlls is a cost of doing business under this
assumption and should reduce my overall expeciafitsr

Interviewer: Let’'s assume that we map the field and this is wieaget:

Cell 1
x=1.0
Cc=3
Cell 2
x=13 Factory
C=10
Cell 3
x=1.1
C=5

X = tons of ore in that cell
C = cost of extracting in that cell

Interviewee: Do we have any information on today's price of ore?

Interviewer: Yes, our client expects to get $10 dollars perabore.

Interviewee: So, for Cell 1 the profit will be: 1*10 — 3 = 7. F@ell 2 would be: 1.3*10
— 10 = 3. For Cell 3 would be: 1.1*10 - 5 = 6. ISl start for Cell 1, then Cell 3 and
finally exploit Cell 2.

Interviewer: Ok. What if price changes? Does it change yougisien?

Interviewee: Yes.

I nterviewer: Why?

Interviewee: Let's say price is now $30 per ton. For Cell 1 pinefit will be: 1*30 — 3 =
27. For Cell 2: 1.3*39 — 10 = 29. For Cell 3: 130*~ 5 = 28. So | would recommend
extracting Cell 2, then Cell 3 and finally Cell This is based on the fact that the costs

appear to be fixed and do not change despite teealbprice fluctuations that we are
discussing.
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Interviewer: Let's move on. Our client has told us that per BR&L statement is as
follows...wait, perhaps you could tell me how you ld/@onstruct it?

Interviewee: | would try to find out the average price, the agg cost of goods sold and
then assign some part of the SG&A costs.

Interviewer: Ok. Here are the figures that our client providedhat is the company’s
break-even point?

Item $ per ton
Revenues 1.0
COGS 0.8
SG&A 0.6
Profit -0.4

Interviewee: Ok. The company has $0.2 gross margin per tomeyftiefore we factor in
SG&A costs. So, if | divide SG&A by the gross margwill find how much they have
to produce. In this case, $0.6 / $0.2 = 3, whigans they have to produce 3 times more
to cover fixed costs.

I nterviewer: How the same P&L would look like?
Interviewee: Basically, we have to divide the SG&A by 3. We aressence spreading

the fixed SG&A costs across more units. However,would need to make sure that
SG&A does not increase with volume of ore extracted

Item $ per ton
Revenues 1.0
COGS 0.8
SG&A 0.2
Profit 0.0

I nterviewer: Okay, can you summarize what we have identified?

Interviewee: Sure. Our client was looking for a framework tentify the order in which
he should extract cells of ore from a field. Wes#to focus on profitability as the main
driver. As mentioned, but not discussed in depdigfitability includes the core
components of price per ton of ore, cost to exttetcell (which appears to be fixed),
but also the cost of not being able to access khfaelextraction. Once we have
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calculated the profits per cell our client can diawt a map to understand which cells to
extract and when in order to maximize his P&L. Ner discussed the company’s P&L

and identified that SF&A costs are relatively sfgant and appear to be fixed. This

means that we would want to extract more ore ireotd spread these costs across
production and increase overall profitability.
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Case 3: UPS in Italy

BACKGROUND

Firm: McKinsey & Company
Round: 2007 Summer, First
Content: Quantitative

CASE QUESTION

The CEO of a startup in a small village in Italyshared McKinsey to help them decide
how many trucks to lease. There are different rsodeailable, but our client has been
told that he/she will need to have a consistemt fithey can only lease one model type)
and so we will also need to identify what modelshe/ should lease. This company
provides the local delivery of packages sent te Willage through UPS next-day-delivery

service.

Let me provide a quick overview of how the compamerates: (i) They receive every
package at 5pm from UPS, (ii) a bunch of people thert the packages and (iii) load
them on a truck where they are stored overnighd, (&) then deliver them starting at

9am for 10 hours. How would you suggest approagthie client’s problem?

INTERVIEWER BRIEFING

Recommended approach:This case tests a candidate's ability to analyze hany
packages must be delivered and to see if the hettleis the time or the truck size. Not
all information is provided up front to the candiglahe/she should be aware of this and
must identify additional data that will allow hinghto solve the case.

Key facts:

= Packages delivered per day: 1,000.

= Dimension of package (envelope) is 1x1x1.

= QOperates five days a week.

= |t takes 8 minutes, on average, to deliver a sipglekage and to be ready for the next
one (“assume they deliver one every 8 minutes”).

Truck A costs $150 per day and its dimensions #4&53

Truck B costs $40 per day and its dimensions ap&19*

Truck C costs $130 per day and its dimensions anbld the size of truck A.

Drivers, fuel, etc. are not considered and do nakena material difference to the
analysis (for sake of simplicity).

= The case will include additional questions not added in the initial scope.
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EXAMPLE DIALOGUE

I nterviewer: So,how would you go about analyzing this problem?

Interviewee: I'd like to understand a few things to evaluates ttiecision. First, | would
like to start by analyzing the demand. | woulclio know how many packages we have
to deliver and how long, on average, it would takeo deliver a single package. Then, |
would like to analyze the numbers in the contexthefthree truck models our client can
lease.

Interviewer: Ok. We can satisfy a demand of 1,000 packageg A it takes 8 minutes
on average to deliver each one.

Interviewee: So, 8 minutes per package / 60 minutes per hou©®Ql packages / 10
hours = 13.3 trucks. So we need at least 14 trutksould like to think about the leases
we can consider.

Interviewer: OKk. Let me show you the information we receivenhfthe client:

Truck Cost per day | Dimensions
A $150 3*4*5
B $40 9*2*1
C $130 6*8*10

Truck A cost $150 per day and its dimensions (iergackages) are 3*4*5. Oh, by the
way, you did not ask about the average size oinarlepe, but our client has told us that
the average size is 1*1*1.

Interviewee: Ok, so when assessing Truck A we multiply 1,00@a{tpackages for all
trucks) by 1*1*1 (average package size) and dilagde3*4*5. We will know how many
trucks we would need of the Truck A model. My cédtions show 16.6 which would
mean we would need 17 of this type of truck. Adgsliore than the time constraint of
14 truck to ensure on-time delivery, we stick with

So, this is the result of performing this analysiseach type of truck:

Truck | Cost per Dimensions # trucks # trucks Total cost
day (rounded) (minimum) per day

A $150 3*4*5 17 17 $2,550

B $40 9*2*1 56 56 $2,240

C $130 6*8*10 3 14 $1,820
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Now, from a pure financial analysis, | would recoemd leasing 14 trucks of the C
Model because it will allow our client to minimizée cost while ensuring on-time

delivery (customer satisfaction).

On the otherdhame also might consider that there

would be plenty of room for delivering other thingighey can figure out how in the

future.

Interviewer: Ok, it seems a good idea

. Let’'s move on.

Now iimea§ months have

passed and your recommendation was pretty sucéesdow the CEO want us to
investigate any potential risks that he/she shiw@ldssessing/considering.

Interviewee: Can | take a minute to organize my thoughts?

| nterviewer: Ok.

Interviewee: So, | would like to go over this problem by anahgiboth internal and
external factors. Here there is a list of thedkihwould think about:

Internal

External

= Need for extra drivers (e.g.: people g¢
sick) — do we have enough employee

= Unionized drivers may shift labor cosi
up in the future

= Need to lease more trucks because
trucks can break down causing late
delivery

= |[nsurance costs

= Extra fine tickets than forecasted
because drivers want to deliver on tin

= Etc.

>t Only one supplier (UPS) — we are capti

s to UPS

= Adoption of new technology (e-mail)
might reduce the need for sending
packages

= Government regulation

= New competition in the city — there are 1
real barriers to entry, since UPS would
likely partner with any carrier who can

e deliver on customer service metrics at a
cheaper cost

= No association with our brand, thus our
supplier can switch to our competitors o
start its own operation

= Etc.

e

no

=

Obviously, | could analyze the sorting operationrenago make a more profound
(exhaustive) analysis but that was not coveredwnmitial discussion.
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Interviewer: Don’t go that direction. Let’s think of anotheresario. Now we have to
investigate sources for profit growth for this cang with one restriction, we can
neither add new truck leases nor change the egistires.

Interviewee: Ok. Let me think, about increasing revenues:

Extend hours: the trucks are already paid for thyg o we extend the delivery time
after 7pm we can deliver more of UPS or from otltempanies, even local
companies. That would go (impact) directly to peof

Different packages: we may recommend to UPS to di#fikrent (more robust)
packages to some clients and get part of it.

Pick packages: every time we leave a package we rsadce to pick a package and
deliver it to another part of the village or to giit back to UPS to send it to another
place

Get contract with a new operator: see whether wedediver stuff to other company
who is in the delivery business but does not competctly with UPS. Thought we
can not add new trucks we can think about utilrabf current trucks

Advertisement: are the trucks painted with UPS $§®gd/Ve can sell advertisement to
them or to other companies. Those trucks areagllini the street.

Insurance: offer insurance of packages to clients.

| nterviewer: What else?

Interviewee: We can also think about streamlining operationdyceng costs). | would
think about them in terms of fixed and variabletsos

Evaluate the route of each truck to reduce timasage of gas (fuel)

Improve technology usage in the sorting and loaghiackages. May reduce number
of people at the factory

Re-negotiate leasing terms for trucks

Move warehouse to a cheaper place

Interviewer: OK, we are out of time, but thank you for thedisbusiness challenges that
the client should assess, | am sure that some edettwill lead to very interesting
discussions.
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Case 4: Refrigerators in India

BACKGROUND

Firm: McKinsey & Company
Round: 2007 Summer, Second
Content: Quantitative and qualitative

CASE QUESTION

A producer of high-end refrigerators in India haseth McKinsey to help him solve a
profitability problem. Two years ago the comparylta record year in terms of growth.
Though they were correct in understanding the sizbe market and how it would grow,
their gross profit decreased by approximately 70@btae CEO is very worried about the
situation. The client has asked us to identify wm@ppened and what can be done to
restore profitability?

INTERVIEWER BRIEFING

Recommended approach:This is a typical profitability question. A goaday to go
over it is to break down the profit equation intbe Wifferent concepts, build hypothesis,
and test them.

Key facts:

= 800 million people in India

= Two years ago units sales in India were 5 milliad &ast year 6 million
= The client’'s company builds and sells high-endsunit

EXAMPLE DIALOGUE

Interviewee: Can | take a minute to think about this problem?
Interviewer: Yes.

Interviewee: Ok. | would start by breaking down the problem irdgenues and costs in
order to identify the potential drivers of the diagprofitability.

Interviewer: Great. Let’s start with the costs.
Interviewee: Ok. Given that we know that this market has beemvgrg quickly, | would

like to know whether our client has decided to ¢hl new factory to keep up with the
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growth. If that was the case, depreciation andrépadion and interest on debt (if it was
paid buy issuing debt) could be putting pressuréherprofit of the firm.

Interviewer: You are definitively right in your analysis, buthhve to tell you that

although they have built a new plant, there is nabfem on the cost side. | can tell you
that since we have just finished another engagenmemthich we streamlined all his

operations.

Interviewee: So, now | would like to understand a little moreabthe revenue side of
the profit equation. Perhaps | could learn a€litthore about the market. I'm most
interested in having some assumptions to deterthmsize of the market.

Interviewer: Sure. What do you want? If you ask for specifiermation | may have it.

Interviewee: Ok, | would like to know the population of Indidaet number of households
and what kind of refrigerators the client produces.

Interviewer: Assume 800 million people and... | am not sure ahouseholds... guess
something.

Interviewee: | would say that there might be 5 people per hooisghvhich leads to 160
million households. Based on my experience | saly people change their refrigerator
once every 5 to 7 years.

I nterviewer: Sounds reasonable, let's say 7 years.

Interviewee: If | had the number of units sold in the market igear | would be able to
understand how many people actually have refrigesaat home in India. Do we have
any information around the percent of householdstthve a refrigerator?

Interviewer: Last year sales were 6 million units and one yesfoie they were 5 million
units.

Interviewee: So,

Item Quantity
Population 800,000,000
# per household 5
Households 160,000,000
Income # sold Years between change Market size
Two years ago 5,000,000 7 35,000,000
Last year 6,000,000 7 42,000,000
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Interviewer: You are saying that the number of refrigerators fmme-use was 35
millions two years ago and 42 millions last year?

Interviewee: Yes. However, | might question whether the 7 wiilgrowth of last year
could have been in a segment not served by yoemtcli

I nterviewer: How do you know that?

Interviewee: Well, we concluded that there are 160 million hdwdés and from our

estimation we get that only 42/160 = 26% have @agefator. On the other hand you
mentioned that they produce high-end which mayaigmat the growth is coming from
the low income part of the society, for which yquoduct may not be priced at a
competitive level or even the product not desigioedheir needs.

Interviewer: You are completely right. What we should do?

Interviewee: There are several options. Our client can tryde the extra capacity they
have in the new plant to focus on building lowedewfrigerators, leveraging their
supplier relationships, dealers, etc. However,woeld need to consider how to brand
these refrigerators so as to not detract from thadity associated with the higher end of
the market. They can think about exporting theaegapacity to other countries where
their product offering is competitive and therenmarket for growth, they can start
offering financing for this particular segment...

Interviewer: Fair enough, let’'s imagine that the marketing dimeccame last night and
proposed to reduce price by 20% to appeal to tagngent, which he thinks will increase
sales by 30%. Should we support him?

Interviewee: Is that all the information we have?

Interviewer: Yes.

Interviewee: Let me think. Lets denote P = Price, C = Costawds sold, Q = Quantity.
The general formula to make this decision shoul&1t@ — C*Q > 0. In this case:

80%*P*130%*Q — C*130%*Q >0
104%*P*Q — C*130%*Q > 0

Break-even point at:
104%*P*Q = C*130%*Q

104%*P = C*130%
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104%/130% = C/P

80% = C/P
COGS of 80% over price does not seem to be contpletd of what we would expect in
a manufacturing company. | would worry about CQge$hg just 25%, which will signal
that reducing price by 20% is not a good idea taimB0% more sales.

| nterviewer: Thanks.
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Case 5: Mexican Dishes

BACKGROUND

Firm: A.T. Kearney
Round: 2007 Summer, First
Content: Quantitative

CASE QUESTION

A friend of mine has asked me to invest in his camp which makes dishes for the
Mexican market. He has mentioned that he is gtongse my investment to purchase a
new manufacturing machine that he expects wilivalhoam to double production. Should

| invest in his venture?

INTERVIEWER BRIEFING

Recommended approachRather than jumping directly to analyze in depté market,
the competition and/or the company’s capabilititkss recommended that you use a
dialogue to seek out more information. When memtig the themes you would like to
cover explain your reasoning behind each one.

Key facts:

= 110 million people live in Mexico. Assume 100 naifi for sake of simplicity.
= Population growth can be approximated to be 1%apaum.

= Income distribution: 5% of population top, 45% mn&dlass, 50% bottom.

EXAMPLE DIALOGUE

I nterviewer: So, should | invest or not?

Interviewee: Ok, | would like to analyze three key areas that | expeill help me
understand whether this is a good opportunity dr riobelieve it is important to first
analyze the market, focusing on its size, growttemkial and trends in terms of product
design, then understand who are my friend’s keypsgitors and finally understand what
this company can leverage from its existing operetionce the new machine is in place.

Interviewer: Good idea. Let's focus on the market for a momeoiv would you go
about sizing it?

Interviewee: There are a number of ways to do so. We can de sesearch and talk to
your potential partner to get some information.teAdatively, we can visit some of the
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store or chains that sell that kind of product tiddba market size from the bottoms up.
Finally, we can estimate that number based on dipalation, etc.

Interviewer: Ok, let's do the estimation based on the populatibm Mexico there are
100 million people. What else do you need?

Interviewee: Do you have the income distribution pyramid of M®& | believe that
income will play a role because households witthigncomes may purchase higher-
end dishes or may purchase different quantities ttmseholds at the other end of the
income distribution. 1 would also like to get anse of the replacement rate, if not given |
can estimate.... And, whether there are any key sutest that | can expect in the market
in the next few years, to ensure that my estimatedair.

Interviewer: Assume income distribution is 5% of population #§% middle class and
50% at the bottom. And, you can assume a 15% penrgplacement rate.

Interviewee: Ok. Let me quickly use these numbers to analyeesire of the market. |
will calculate first “the stock”, which is the sizdé the market given by the replacement
of dishes. Then I will calculate “the flow”, whigk the size of the new market.

Item Quantity

Population 100,000,000
# per household 4
Households 25,000,000

Income # of different Sets Total # of sets Total # of sets (replaced)
High 3 3,750,000 562,500
Medium 2 22,500,000 3,375,000
Low 1 12,500,000 1,875,000

Interviewer: But... Are you sure that we can address the whol&etar

Interviewee: No, in fact this was only to calculate the full iketr size. | still wanted to
ask you which part of the market this company tgs it within one income class?

Interviewer: Okay, they target the medium segment, which by galaulations is of
about 3.4 million sets per year, among medium irecbouseholds.

Interviewee: Great. However, | would still want to understame tprojected market
growth. If the population growth at 1% per year va® assume that there are about 250
thousands (25 millions * 1%) new houses per yeaickv45% are of medium segment
and they have to equip themselves with 2 sets..h&etis an extra 225 thousands more
dish sets demanded per year and a replacemerafrdibo on these new dishes. So, the
market size is approximately 3.6 millions sets yer.
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Item Quantity

Population 100,000,000

Growth 1%

# per household 4

Households 250,000

Income # of different Sets Total # of sets (bought)

High 3 37,500

Medium 2 225,000

Low 1 125,000

Interviewer: On the ballpark, my estimation was that it was awbd million.

Interviewee: Anyway, we are still missing other segments on tharkets such as
restaurants, hotels, offices, etc.

Interviewer (interrupts): Don’t worry about that. Let's continue with this.

Interviewee: Okay, so now, we have to think whether it is coneenfor you to enter the
partnership. To do so | would like to do a breakreanalysis of buying the machine and
figure out the amount of sets that we have to sell...

[The interviewer interrupts again, since time is\ning low. Remember to practice good
time management in interviews and take cues frenmtierviewer]

Interviewer: Assume that we have already done so and we figuréehat we have to
produce at capacity (150,000 sets per year). Wetdwave much time. What would
your recommendation be?

Interviewee: So, given that the offer was to take the money dabte production it
means that you will go from 150,000 to 300,000. tAis estimate represents less than
10% of the available market, his proposal at fgistnce seems feasible. However, |
would want to know our current share versus thdsmiocompetitors in this segment. If
a competitor already had 70% of the market, | mightnore cautious about entering into
this venture. Furthermore, if | had more time Iwebfocus on what can be leverage
from the current cost structure to assure it isadifable proposition.
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Case 6: Centralized Distribution

BACKGROUND

Firm: A.T. Kearney
Round: 2007 Summer, First
Content: Qualitative

CASE QUESTION

| was on the golf course the other day with a filief mine who owns a chain of
supermarkets and he posed a question that iostithy mind. His question was, why
should he continue to centralize his company’s @aogr rather than split it to
procurement and distribution at the individual st@vel?

INTERVIEWER BRIEFING

Recommended approachThis is a pure conceptual case in which you havetne up
with a number of reasons to go one why or the otlg® creative in the way you think
about it, the case is open ended, but look foranuad from the interviewer if you start to
go too far a field.

Key facts:
= N/A

EXAMPLE DIALOGUE

Interviewee: Let me take some time to think about how to go @k problem.

Interviewer: Sure, take your time. [...Bo, why should he centralize sourcing and
distribution?

Interviewee: In order to come with an answer | would like toaeer the pros and cons
of centralizing and then weight them in order toneowith an answer.

| nterviewer: Fine with me.
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Pros

Cons

= Ability to “squeeze” suppliers by
aggregating demand

= Flexibility to change what to deliver t
individual stores based on
daily/weekly demand changes

= Economies of scale in warehouse siz
operation, etc.

= Reduce cost of warehouse by having
in a low cost area and not in the stor
which | assume is a high cost area

= Local people (at the store level) are 1
trained to negotiate. Having them at
the store level is an extra cost

= Etc.

» Local people can understand better the
necessities (e.g.: because of format, size
b place) for some (niche) categories
= |f distributed directly to the store the cost
of distribution is paid by the supplier
e There may be some products that are ng
bought at the centralized (HQ) level
it because of limited size order. Managing
e, the store level make it viable
= Etc.
not

14

L

L

at

Interviewer: All good reasons... but | have talked to my friendutbmany of those
things and he keeps telling me that there may beetiung else. What could it be?

Interviewee: So, we have covered most things and we are stifiimding the reason...

Interviewer: Yes.

Interviewee: Looking at the ideas that | put in the pros vs.scoomparison, it could be

similar to the notion of some products not beingidid at the HQ because of some
guantities asked for an individual store. Whahé# supplier refuses to ship to individual
stores because of limited volume? He may not llagdrucks to do so in such a small
volume or he may be unwilling to do so becausetgpnofitable to do in that way.

Interviewer: You got to the point. After a couple of hourshe golf course with my
friend | came to the same conclusion, which laewalidated with his team as the main

reason.
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Case 7: Health Care in Canada

BACKGROUND

Firm: McKinsey and Company
Round: 2007 Summer, First
Content: Qualitative and quantitative

CASE QUESTION

Our client is a Canadian pharmaceutical companyheirTfirst drug has just been
approved by what is equivalent to the United St and is an asthma treatment.
The client has hired McKinsey to help them assdsatws the right price for this new
treatment and they will also need McKinsey’s helthwompleting an application to the
government for price approval. The second stegcessary because, as you may know,
Canada’s government subsidizes healthcare costwamdll discuss this in greater detalil
later in the case.

INTERVIEWER BRIEFING

Interviewees should consider what information Ww#l necessary to address this case and
ask for data as they see fit.

* Research and Development costs for this drug &ireaged to be $5 billion.

» Beyond R&D, marketing is the largest cost for a rpheceutical. The
interviewer, however, will ask the interviewee ssame that marketing costs are
$0 and there are no variable costs.

* There are three segments to this market:

1. Basic — 2% of the population — have a periodic asthntackt use 1
inhaler/month

2. Serious— 2% of the population — use 1 inhaler/week

3. Acute — 1% of the population — use 1 inhaler/week, Htack sometimes
results in hospitalization and death.

* The client’'s new treatment is classified as preatvee. It is a pill that must be
taken every day.

* Regular inhalers cost $10 each. This is the comimeatment for asthma.

» Acute patients that result in hospitalization spé&ndight/year in the hospital at
$1000 and the rate of death is 1%.
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EXAMPLE DIALOGUE

Interviewer: First, let’'s discuss the possible ways of framting client’s first question —
how should it price this new drug?

Interviewee: Well, there are three different methods | cankhdh
» Cost based pricing — set the drug price at costaalda percentage markup
» Value based pricing — set it at what customersdliimg to pay
* Determine Minimum and Maximum prices

Interviewer: Great, now, go through the steps to solve thiblemm and provide a price
to the client.

Interviewee: Okay, so let’s try cost based pricing. | wouldusse that the company has
both fixed costs and variable costs. Have we gathany information from the client
about its cost structure?

I nterviewer: Well, what do you think would be its largest costs?

Interviewee: Given what | know about the pharma industry areléktensive R&D for
drugs, | would guess Research and Development.

Interviewer: Good, R&D costs are $5 billion. What would yoegsiare some other key
categories of costs?

Interviewee: Marketing is usually a big cost.

Interviewer: Right. For this case, let's assume marketingdisfid there are no variable
costs. [Where possible, the interviewee could haesl to anticipate this chain of
guestions and suggested, without being asked,ehedtegories of costs that might be
relevant].

Interviewee: Next | would want to size the Canadian markettifits drug, assuming that
we will only sell in Canada. To do this, the paidn of Canada is approximately 30
million people. We would now need to estimategbecentage that is asthmatics?

Interviewer: There are 3 segments to this market:
Basic — 2% of the population — have a periodic asthattack, use 1
inhaler/month.
Serious — 2% of the population — use 1 inhaler/week
Acute — 1% of the population — use 1 inhaler/wéek,attack sometimes results
in hospitalization and death.
Also, the treatment is preventative. It is a gilit must be taken every day.
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Interviewee: Okay, so let’'s assume every segment will usedhig. 30 million * 5% =
1.5 million people. However, | would expect thaere would be some barriers to
switching and not all potential users will switebrh inhalers.

I nterviewer: Okay, so now how do you set the price?

Interviewee: | want to determine the price to break-even. &pharma, | think 5 years
is acceptable.

To break even in 5 years: 1.5 million * Revenuebilbon (R&D)
Revenue = $3,300

Use 350 days/year for simplicity, one pill everyaaer 5 years = 350*5= 1,750 pills
$3,300/1,750 pills = approximately $2/pill
Interviewer: So do you think this price should be the minimuath® maximum?
Interviewee: This is the minimum because it is the break-evaep

Interviewer: Okay, let’'s consider the second half of the qoestiAs | mentioned, the
Canadian government subsidized medical costs, flet’'she sake of this case say that it
pays back its citizens for medical treatments. Haowou determine how to set the price
so that the government will agree to pay it?

Interviewee: Assuming that the government is paying for theenirtreatment, | would
want to know their current spend and determine wiatdifference is between that and
the new drug. Do you know how much the governnieieurrently paying patients for
their inhalers?

Interviewer: The cost of inhalers is $10 each. Also, acuteep#di that result in
hospitalization spend 1 night/year in the hospit$1,000 and the rate of death is 1%.

Interviewee: So | want to determine how much the governmentirsently spending on
inhalers.

Basic: $120/year (1 inhaler a month), 600,000 pedpl2 million total

Serious: $520/year (1 inhaler a week), 600,000 lge&312 million total

Acute: $520/year (1 inhaler a week), 300,000 pedl&6 million total

Total government is spending on inhalers: $540ioniliear.

Now | want to determine how much government is dpenon hospitalizations.

Management Consulting Association Case Book 2007

-27 -



Columbia

Business
School

$1,000 * 300,000 people = $300 million/year
Total government spend = $540 million + $300 miilie $840 million
Over five years: $840 million * 5 = $4.2 billion

So with the new drug, we calculated the break-eaefive years to cover $5 billion in
R&D. With inhalers, in five years, the governmenspending $4.2 billion.

Interviewer: Good, so with this information, summarize for me thinimum and
maximum price.

Interviewee: Summarize results to interviewer and state whatthowk the minimum and
maximum prices should be. Make sure to note thatrtew pill is a preventative
measure, as opposed to the current method of usinglers as treatment. A good
summary will be structured and go back through gteps used in solving the case. At
this point you can also bring in other parametdrattmay not have been discussed in the
case such as the price on-patent versus off-paterttie potential larger international
market for this drug.
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Case 8: International Airline

BACKGROUND

Firm: Bain
Round: 2007 Summer, First
Content: Qualitative and quantitative

CASE QUESTION

Our client is a major international airline withgtts to and from the Americas and
Europe. The company already operates two dailyhtligfrom A to B, offering
connections to C. The CEO has hired Bain to evalaahew route. Should they create
this new route from A to C?

5 1 =4,800 miles
2 = 3,800 miles
3 =2,350 miles

Management Consulting Association Case Book 2007

-29 -



Columbia

Business
School

INTERVIEWER BRIEFING

Recommended approachThis is a typical Bain case. You can feel freeriadpin your
understanding of the airline industry as you see This was a real case that the
interviewer had worked on during his time at Baliake the time to structure your
thoughts and discuss the case.

The interviewer was expecting the interviewee toctire a framework, which would
look at the big picture that any MBA should havemind about the airline industry. A
strong candidate would have to arrive into finaifers as well as in a final conclusion.
Some important elements were:

- First player in the market

- Cannibalization and complementary business

- Discuss trade-offs

Key facts:

o0 At this point there is no other airline flying from to C, and there is only one
competitor flying from A to B. B to C is a domestaute with one competitor
Market grows with GDP
15% of passengers from A to B (or return) have @asrigin or final destination
Current Load Factor in A to B is 80%

Ticket price to fly from A to B or A to C is $60(he way

Aircraft type:
0 Airbus 319 (120 seats) has a maximum fly range @9@ miles
0 Airbus 320 (165 seats) has a maximum fly range @® miles
0 Airbus 330 (240 seats) has a maximum fly range @@ miles

O OO0 O0O0o

o Airbus 319 (120 seats) has a fixed cost of $41,000
o Airbus 320 (165 seats) has a fixed cost of $62,000

EXAMPLE DIALOGUE

Interviewee: [Summarize the case and work on a framewofkiis case requires us to
estimate the potential market size of route A-@, ghowth opportunity, the competition
as well as our client’'s resources. Also, any legalgovernmental issue should be
discussed.

Interviewer: OK. How would you estimate the market size (deiimmdhis route? What
do you need to know? | have been working withdlesit for a long time and might have
the needed information.

Interviewee: Although we could estimate the size of the marketnight be more
reasonable to look at the current information thempany has about the indirect route. |
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would believe many passengers already fly from @& tiy connecting flights in B, right?
So | would like to find out the number of flightempday, number of passengers per flight
and the percent of these passengers that actialey@ as the origin or destination.

Interviewer: Very well thought. It is a smart decision to starbre conservative. Our
client currently flies twice a day from A to B abdck. It currently operates Airbus 320
in this route, with 80% load factor. 15% of the paisgers have C as the origin or
destinationl can also tell you some aircraft limitations:

= Airbus 319 (120 seats) has a maximum fly range@#Q@tmiles

= Airbus 320 (165 seats) has a maximum fly rangeQfi@Gmiles

= Airbus 330 (240 seats) has a maximum fly range@¥(’miles

Interviewee: This gives us 165 * 80% = 132 per flight or 132 264 passengers/day
(one way), of which 15% or 40 have C as the or{gimd destination). We should have in
mind that if the client offers the new route, itlweduce the load factor of the A-B route
from 80% to 68%. Aside from our own cannibalizatibrvould expect that by offering
this new route our client will be able to take cuseérs from its competitors, right?
Actually, does the client have any competition tsrcurrent routes?

Interviewer: There is only one competitor flying from A to Bf this competitor has a

code-share agreement with a domestic airline thes ffrom B to C. From A to B the
competitor flies an A330 (240 seats) daily with slaene 80% load factor. Also, 15% of
its passengers have C as the origin or final deditom.

Interviewee: This gives us an additional 240 * 80% * 15% = 3@gemgers/day. Before
we conclude that our client will be able to stdsse customers from the competition,
let's analyze the pricing points. Do you have amfgimation of prices?

I nterviewer: Both our client and the competitor charge $600ftegn A to B or A to C.

Interviewee: It is interesting to see that the passenger paysdme fare to fly from A to
B (4,800 miles) and from A to C (4,800 + 2,350 £50Q miles). So basically we have the
same price and potentially a faster trip. Unlessfim@ any competitive advantage other
than travel time, we could assume our client iseatdl steal customers from the
competitor. | would also imagine that by enteringpithis route our client would have
first-mover advantage and the competitor would exder this route if they didn’t think
that it could steal share from our client.

Interviewer: This makes sense. Basically you have estimatednseoative demand.
What else would you analyze?

Interviewee: We know the potential demand; although there isx@ected growth in the
industry let’'s see whether this route would be ently profitable. What do we know
about the cost structure?
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Interviewer: The total fixed cost of operating A319 and A320 $4&,000/per flight and
$62,000/per flight respectively. There are soméalde costs, but they are marginal.

Interviewee: Basically for route A-B the client must use an A3B0t A319 is an option
for route A-C. Let's analyze each route:

- Revenues from A to B: (165 * 80% * 85%) * 600 =7$820

- Cost for A to B: $62,000

- Revenues from Ato C: 70 * 600 = 42,000

- Cost for A to C: $41,000
| am assuming the client could use the A320 forrtten route and A319 for the new
route. As we can see, the former route will renpaofitable (8%) and the new route will
give a 2.5% margin.

I nterviewer: What is your conclusion?

Interviewee: Taking into consideration that 2.5% margin is noteay bad number for
the airline industry and that our assumption dagake into consideration an additional
demand generated by the new faster route fromAg tbe client should at least launch a
trial of this new route. The former route, from @B, will remain profitable.
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Case 9: Seattle Newspaper

BACKGROUND

Firm: A.T. Kearney
Round: 2007, Summer
Content: Qualitative and quantitative

CASE QUESTION

Our client is a major media conglomerate, with oagtations, magazines and newspapers
throughout the US. They have five major newspaperive important metropolitan
areas. Its oldest newspaper circulates in the ISeaattropolitan area. After 50 years of
great profitability and steady market, early thésythere was a strong decrease in market
share and price.

The CEO has hired A.T. Kearney to help understdra tew market dynamics and
determine what strategy should be taken next. TB® @& also expecting us to provide
advice on whether he should increase prices. Howldvgou go about addressing this
guestion?

INTERVIEWER BRIEFING

Recommended approachThis is a typical case for which one single framgwweon’t
be enough. The interviewer was expecting you td labthe big picture and then start
thinking about the profitability issue — both caestd revenue — and asking for specific
information. A strong candidate would have to arat the following set of conclusions:
- The new competitor targets a total different marfket our client; this signals
that there is an additional market that our clmnild consider exploring.
- The new sales price is below the cost per papeveher, our client should look
at the potential for advertising revenues. Thdsmiksl subsidize the uncovered
cost of each paper.

Key facts:

» Market Share: for over 50 years this Seattle nepephad split the market (50-50)
with a strong, but independent local newspaper.thaeare well recognized for their
news quality.

* Earlier this year, another newspaper entered thr&et)aduilding a 50% market share
in less than nine months and leaving the two formewspapers with 25% market
share each. Although the two major newspapers r@gupdd their prices to match the
new entrant’s, this has not been enough to recaypiterloss in market share. The new
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competitor is recognized as providing lower qualitgws than the former two

players.

» Newspapers generate revenues from sales of papemllaas advertisements.
» There is a high fixed cost to operating a news paphich might be classified as

sunk cost.

» None of the players offer subscriptions.

Before After

Client | Old Competitor| Client | Old Competitor| New Competitor
Price $1 $1 $0.50 $0.50 $0.50
Daily Sales 2,000 2,000 2,500 2,500 5,000
Volume (units)
Market Share 50% 50% 25% 25% 50%
Daily Ads (%) $ 2,000 $ 2,000 $ 2,000 $ 2,000 $0
Pages/day (units 40 40 40 40 20
Cost/page ($) $0.01 $0.01 $0.01 $0.01 $0.01
Delivery Cost 40% 40% 40% 40% 40%
(% of price)

EXAMPLE DIALOGUE

Interviewee: I'd like to understand a few things first in order evaluate this market,
especially what, if anything, has changed from lestr. To this end, I'd like to explore
the current market demand for newspapers in Sedtflen, I'd like to understand the
competitive landscape. Third, I'd like to discusyy @hanges to our client’'s management
or internal processes. Finally, since we’re dealinign a profitability issue here, I'd like
to explore both the revenue and the cost sideebtisiness.

Interviewer: That was a long list of things. Where should vaet3t

Interviewee: You said that there had been a decline in our tdienarket share, so let's
take a look at the competitive landscape. How hasmarket share of its competitors

changed?

Interviewer: For over 50 years this Seattle newspaper has g@itmarket with a strong
but independent local newspaper. The two are veelbgnized by their news quality.

Interviewee: Do they still split the market?
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Interviewer: Early this year, another newspaper entered the etargapturing 50% of
the market in less than nine months and leavingtiee former newspapers with 25%
market share each. Why do you think that this hapgewhat factors are at play?

Interviewee: The new competitor must be offering either a bepreduct or a lower
price point. What do we know about the volumes picks?

Interviewer: These are the numbers. What do you think?

Before After
Client Old Competitor | Client Old Competitor | New Competitor
Price $1 $1 $0.50 $0.50 $0.50
Daily Sales 2,000 2,000 2,500 2,500 5,000
Volume (units)

Interviewee: Interesting, actually our client and the former getitor have increased
sales volume with the entrance of a new competitenuld imagine the new competitor
is offering a different product or targeting a drént market niche.

Interviewer: That is correct. Although our client has droppesiprice to match the new
entrant’s — and the other major competitor is alwdgllowing it — this has not been
enough to recapture the loss in market share. Tdve entrant is recognized for offering
a lower quality newspaper. So, how would you erptlaat?

[Interviewee should have noted the change in paicd identified that this may be why
there has been an increase in demand]

Interviewee: Well, there are some reasons that | can think af thight explain this
phenomenon:
- After the two major newspapers dropped their pricesmatch the lower price of
the new entrant, some of their readers could affordhasing the two papers.
- Alternatively, potential newspaper readers who dat afford the $1 newspaper
can now purchase newspapers at 50 cents.
- The new competitor captured a new market niche tlomedemands lower quality
news.
Sales revenue was 2,000*1 = $2,000 but now it59@:0.5 = $1,250. This represents a
37.5% decline in newspaper sales. | don't think ghaewspaper would have such a high
profit margin as to cover this decline, lets loakPaofits = Revenue — Cost. To do this |
need to understand the per newspaper costs.
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I nterviewer: OK.

Before After
Client Old Competitor | Client Old Competitor | New Competitor

Pages/day 40 40 40 40 20

(units)

Cost/page ($) $0.01 $0.01 $0.01 $0.01 $0.01

Delivery Cost *| 40% 40% 40% 40% 40%

(% of price)

* There is a cartel for distribution

Interviewee: Our client has 0.01*40 + 40%*0.50 = $0.60/papecasts, which is greater
than the sales price of 50 cents. The new compgetitothe other hand, has 20*0.01 +
40%*0.50 = $0.40/paper in costs, with a $0.10 nrargver the variable cost per
newspaper. Are there any fixed costs we shouldbsidering or are these considered to
be sunk costs? | would expect some heavy coskssrside.

Interviewer: Yes there are, but they are sunk. However, | edryou that our client is
still making a profit, despite the numbers that yaat calculated. How would you explain

that?

Interviewee: Besides paper sales, | would expect that a newsppp®erates revenues
from advertisements and online. We should also idensthe balance between
subscribers and newsstand sales. Do you have orgniation?

Interviewer: Yes. Neither our client nor its competitors offabscriptions. They do not
have online news either. Let me give you the adma®s. Any thoughts?

Before After
Client Old Competitor | Client Old Competitor | New Competitor
Daily Ads ($) $ 2,000 $ 2,000 $ 2,000 $ 2,000 $0

Interviewee: Clearly the new competitor has not impacted the famner players’

advertisement revenue. It has also not been alderierate any revenue with ads. How
come? | also would want to consider that with tkeamded customer base, why there has
not been also an increase in advertising, sinceuladvimagine advertisers pay per reader.

Interviewer: Usually companies split their budget of ads amdmey different means of
communication that reach out to their target custesn So?

Interviewee: We can conclude that the new competitor has creatatew market

segment.
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Interviewer: That is correct. So, you have a meeting with th©@ifive minutes, what
would you recommend him to do? What will be yortatsgy?

Interviewee: | will tell him that he should raise the price, paps back to $1. Some
reasons:

- The new competitor is not a direct competitor;asictreated a new market niche
of people who cannot afford to pay $1 and readgally different kind/quality of
news.

- A price of $0.50 is not feasible in the long rum &ny of the players due to the
high fixed cost.

- As our client already mitigates the high fixed ¢dbe CEO should think about
creating a new product (newspaper) focused onning market niche. The new
product should be totally independent and orientethis market. In the worst
case scenario they would make money out of pring®g00 * 0.10) but could
certainly convince its advertisers to direct pdrtheir budgets to the new product.
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Case 10: Jumbo Jet

BACKGROUND

Firm: Booz Allen Hamilton
Round: 2007 Summer, First
Content: Qualitative and quantitative

CASE QUESTION

Our client is a large European airplane manufactina is developing a new jumbo jet,
which will be able to hold up approximately 800-908ople. Parts for the plane are
manufactured in multiple sites across Europe. Thaye provided us the following
information on site production:

» Cockpits are produced in Northern Spain

» The fuselage is produced in Northern Germany

* Wings are produced in Northern England

* Landing Gears/Interior are produced in Southerméea

The client has asked us to determine where it ist®oonomical to assemble the plane.

INTERVIEWER BRIEFING

Candidate should form a structured approach tostiy&te the components that make up
assembly, including costs and capabilities.

EXAMPLE DIALOGUE

Interviewee: Well, | would like to look into the specific cosiacurred from the
assembly process and also determine the capabifdreassembling the planes across
different locations (labor skill and supply, etc.).

Interviewer: Ok, I like your approach. Let’s focus on costsriow.

Interviewee: Great. | assume that the major costs of assembljdibe transportation,
labor, and PP&E. Also, | would think that thereulMbbe tax incentives to assembling in
one country versus another.

Interviewer: Good. Let’'s focus on transportation and labor fow, as these are the
most significant cost drivers. What are some ef dheas that you might analyze for
potential assembly locations?
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Interviewee: | would look at the existing sites where our cliemanufactures parts, as
well as other areas in the region that may have dost propositions, such as Eastern
European countries that may have cheaper labos tuet Western Europe.

Interviewer: Let's take France as one location since it is thal-point of the four
manufacturing locations and compare it to the CzdRbpublic where labor is
significantly less expensive than Western Europe.

Interviewee: Well the location in France would incur less costduse the client would
already have the landing gears and interior afabiity, and would have to transport the
other three parts over a shorter distance. Howderabor costs in France would likely
be significantly higher than those in the Czech u®éip. Do we have any information
about transportation and labor costs in each detlageas?

Interviewer: Well, we have determined that labor accounts foout 70% of the total
costs of assembly and transportation accounts Herdther 30%. Disregard the other
costs such as real estate, etc.

Interviewee: Great. Well, since labor accounts for 70% of thstclet's start there. Do
we have any details about how much labor costshen @zech Republic relative to
France?

Interviewer: Labor in France is 1.5 times higher than labottive Czech Republic. What
do you think that total transportation costs wotld in France relative to the Czech
Republic?

Interviewee: Since these parts are so large, | would assume ahatajor part of
transportation is actually packing and loadingplezes on a truck.

Interviewer: You're right. In fact, the marginal cost of eaektra mile transported is
close to zero. The most significant cost incurredabor costs associated with the
loading of parts for transportation.

Interviewee: | would assume that the landing gears and intearer fairly small and
wouldn’t incur as large expenses for loading/uningdcompared to the wings or the
fuselage.

Interviewer: You're right. In fact, the interior and the geare the easiest to pack of all
the four parts and the fuselage is the hardest {neogpensive). What would you
recommend to our client?

Interviewee: Well, | would recommend they assemble the plangénCzech Republic.
Since labor accounts for 70% of the total cost, #nedlabor in Czech Republic is about
35% less expensive than France, the client wowe sasignificant amount of money,
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assuming that the skill level is constant across tiio locations. Additionally, the
transportation costs would not be lower in Franoeesthe majority of transportation
expense is incurred by loading/unloading the pamt$ the interior/gears are the easiest to
pack. It might be worthwhile to analyze Germanyaapotential assembly location
because the fuselage represents a significantopodd our transportation costs. The
transportation savings may balance out the higbst @f labor in Germany (as compared
to Eastern Europe).

Interviewer: Excellent. One last question — our client knows ¢dlemand will be 200
planes per year and they are trying to determinev large an assembly facility they
should build. How would you go about figuring tbig?

[Candidate should ask for this data]
* It takes 9 months to assemble one plane
* One plane requires a space of about 300 ft x 300 ft

Interviewee: Well, we know that it takes .75 of a year to praglooe plane, so we need
space to produce 150 planes in the facility (2005). Also, one plane requires 90,000
sqg. ft. of space. So the total facility would ndedoe 150 planes x 90,000 sqg. ft. per
plane = 13.5M sq. ft.

The interviewee will now be asked to summarize heylel findings and make a
recommendation to the client regarding where ituidtigproduce and assemble planes
and the requirements for this operation.
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Case 11: Telecom

BACKGROUND

Firm: Booz Allen Hamilton
Round: 2007 Summer, Second
Content: Qualitative and quantitative

CASE QUESTION

Our client is a telecommunications infrastructuranofacturer and they have hired us to
help determine if they have any excess manufaguwapacity. If there is any excess
capacity, our client would like Booz Allen Hamiltdo suggest a course of action to
ensure they are profitable and efficient.

The client currently has plants in both Minnesatd &exico, close to the Texas border.
The plants manufacture similar products and thdities are about the same size. The
company expanded capacity by replicating theirt folant (using it as a template for
others).

INTERVIEWER BREIFING

Candidate should formulate a logical structure efimdl vs. external factors,
supply/demand, etc.) and then determine if thentlieas excess capacity or not.
Interviewer does not offer the necessary data anithes interviewee should ask directed
guestions to extract the following data:
* Each plant operates an 8am — 5pm shift
* Demand is flat or declining
» Client has a relatively high market share of 80%
» Customers are phone companies and there are higihsw costs
* Our client recently acquired a competitor and theme very few players in the
market.
* The client is not highly concerned about new ertsrédiecause the industry growth
is flat or declining, this is not an attractive ket

EXAMPLE DIALOGUE

Interviewee: | would start by looking into the company’s manufaig process to
determine if they are experiencing low utilizati@ies compared to the overall capacity
of production.

Management Consulting Association Case Book 2007

41



Columbia

Business
School

Interviewer: The company operates an 8-5 shift and is runninfpialy close to 100%
utilization rate. However, they have consideredtisig to multiple shifts in each plant
and running a 22-hour workday. What do you thim& tverall demand capacity looks
like in this particular industry?

Interviewee: | would assume that it is either flat or declinibgcause the US telecom
market is relatively saturated, with little new mmer growth.

Interviewer: Yes, that’s correct.

Interviewee: Ok, well, | would now like to investigate the ovitnmarket and determine
where our client sits in the industry. Do we harg information about their market
share?

Interviewer: They have a relatively high market share of 80%.

Interviewee: Who are they supplying the products to? Consuniersiness customers,
or phone companies?

Interviewer: They are a telecom infrastructure manufacturertisgr direct clients are
the phone companies.

Interviewee: Does our client have any reason to believe thatntleket share could
change dramatically? What are the switching dostisis industry?

Interviewer: There are very high switching costs in the industlso, our client recently
acquired a competitor so they are not anticipatemgy big declines in market share.
There are also only a few competitors in the induaith little threat of new entrants due
to the flat or declining growth.

Interviewee: Given the overall macro trends in this industrywasl as their specific
manufacturing set-up, | believe that our clientslbave excess capacity?

| nterviewer: Why?

Interviewee: Well, the industry is declining and there is lessndnd for these products
over time. Also, opportunities exist to streamltheir manufacturing operations with
more shifts per plant across less overall plants.

Interviewer: Ok. What should they do?

Interviewee: They could close some existing plants, or they d@aggénerate revenues
from manufacturing products for competitors (or dompanies with similar products).
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Interviewer: Looking at the first option, how would you deterenwhich plants to close?

Interviewee: | would look at the overall cost per unit at eatdinp and determine which
would result in the most efficient overall locatioi©osts could be classified into major
subsets such as labor, distribution (from MexicoMgnesota). | would also want to
know if quality of product differs across any oktplants. Finally, it would be valuable
to analyze whether our client could change thenpkize and configuration to generate
further efficiencies.

Interviewer: Good. Quality is fairly consistent across alltbé plants and they are not
looking into plant reconfiguration at this pointLabor costs are the most significant
contribution to cost per unit. Given that, whatybm recommend?

Interviewee: | recommend our client closes the Minnesota plants$ increases overall
utilization of the plants in Mexico by adding shift

Interviewer: What are the major risks/concerns of this reconaagon?

Interviewee:
* Negative PR resulting from closing US plants
» Scalability issues (can the Mexican plants quitkbtrease capacity?)
* Quality issues stemming from increased production
* Reliance on one location/region for all manufactgri
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Case 12: Mining in Brazil

BACKGROUND

Firm: BCG
Round: 2007 Summer, Second
Content: Qualitative and quantitative

CASE QUESTION

Our client is a US industrial conglomerate, withjonanvestments in South America,
India and China. One of these investments is angioperation in Brazil. At this mining
operation, our client produces only one metal, Whscconsidered to be an international
commodity product. This metal has hundreds of appbns. In Brazil there are only two
other producers.

The CEO has hired BCG to help identify new oppdties for this business as well as
understand the market dynamics. He wants to knoetlven he should divest the mining

business or invest in an additional facility. Thfternoon, the BCG team is going to meet
with the CEO to discuss our initial hypotheses. kése been provided the following

information to assist us:

Local Players Plant capacity (tons)| Cost/ton | Sales

Local Export
Client (A) 600,000 $450 600,000 -
Competitor B 4,500,000 $420 2,800,000 1,200,000
Competitor C 3,200,000 $420 2,000,000  700,00P0

The world-wide production (supply) of this produstestimated to be 100,000,000 tons.
Furthermore, it is known that demand for this piids greater than current supply. As a
commodity, the international price (export price) $450/ton and the local price is
$600/ton.

INTERVIEWER BRIEFING

Recommended approachThis is a typical BCG case. BCG often (i) uses ligalcases,
(i) presents available data upfront in a tablelofing the case question, and (iii) drives
the interview to be a conversation between thervieeer and the interviewee.
Therefore, be sure to engage the interviewer asappuwach the case.
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The interviewer was expecting the interviewee tstfprovide a structure/framework,
which would look at the big picture and then staypothesizing. A strong candidate
would:

- Discuss market dynamics (local and internationdl supply/demand).

- Discuss the expected competitive response to dmnae.g., a price war.

- Summarize all findings in a presentation format.

Key facts: All given beforehand, but the following would heifpthe discussion:

o An efficient plant should have a 1,000,000 ton c#pa(but, not all plants are
operating efficiently), however, from this informat the interviewee should be
able to assume that therefore competitors are tpgnaore than one plant each.
Market grows with GDP.

There is a strong demand for this product inteomeily.
o0 The competitors are probably located away from dbast, adding transportation
costs.

o O

EXAMPLE DIALOGUE

Interviewee: [Summarize the case and work on a framewdrk}his case it is important

to look at the competition (specifically, understahe different cost structure of the 3
producers), estimate the market demand and disbagsaternational trade environment.
We should also discuss the specifics of a metaihceraialization.

I nterviewer: OK. Where should we start?

Interviewee: Clearly, our client is running on full capacity,thts competitors appear to
have some idle capacity. Furthermore, | note froendata provided that the competitors’
cost structures allow them to sell in the inteimaéi market while our client does not
currently export any of the products. Our clierttuhd experience zero margin if it was
to export since the international price is giver$450 which is equal to our client’s cost
of production. Nevertheless, the local price isstdarably higher than the international
price, so the producers would rather sell as mgchassible in the local market. Given
this information, | would hypothesize that therenist enough demand in the local
market.
o Competitors would prefer to sell in the local mari600/ton) instead of export
($450/ton)
o Competitors are running with idle capacity, but kwew that demand exceeds
current supply

Interviewer: That is correct. But what about the internationarket?
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Interviewee: This is a good point. You did mention that thereaistrong demand

worldwide. Now we have to find out why the compmtt are not selling their full

capacity. We can think of many possible reasong@gphical distance, transaction
costs, transportation costs, export taxes, etc.

Interviewer: They all make sense, but as we see competitoraldesto export some
metal, right?

Interviewee: Competitors might have operations abroad so it s\&@esier to export to
their international facilities. Or they might pramupart of their capacity close to harbors.
Considering that the international price is muakdothan the local one, | would expect
some barriers for international trade.

Interviewer: That is correct, Brazil does have some taxes doeign products and
producers struggle with transaction costs. Let'skat the cost structure. Why do you
think there is a difference in costs?

Interviewee: | could consider geographic location, technologgor®mmies of scale,
supply chain synergies, etc.

Interviewer: You mentioned some important elements. Our diiaatonly one location
and the competitors have multiple plants, eacthendountryside. Our client was the first
player in this market, having built its facilitid®) years earlier than its competitors. The
industry has realized that a plant must have a mum of 1,000,000 capacity in order to
be efficient.

Interviewee: But our client is still making a lot of money, righ

Interviewer: Yes, enough to convince the CEO to invest in a preguction facility.
This would be a $400M investment in year 0 for pacity of 1,000,000 tons with a cost
of $420/ton. How would you evaluate this investnikethis new production would be
traded in the international market? Would you recoend this investment?

Interviewee: Basically the margin will be $30/ton ($450-$420)1;000,000 equal to
$30M per year. By using a 10% discount rate thiestment will generate $300M in
total. The $400M investment would not be worth it.

Interviewer: That is true. So, are you going to advise himtaahake the investment?

Interviewee: | would advise him against it unless he is willlagengage in a price war.

Interviewer: That would be the minimum price he could go to tthis investment
profitable?
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Interviewee: We should be cautious because a lower price waulghct the current
profitability. The current margin is ($600 — $450§00,000 = $90M. For instance, if we
drop the price to $513/ton we would be losing $8R[E600-$513) * 600,000] from the
current 600,000 ton production but generating $983613 - $420) * 1,000,000] from
the new production, a net gain of $40.5M. With flt®6 discount the minimum profit
required from the new plant would be $40M ($400MPd)0 Therefore, the minimum
price would be $513.

Interviewer: But if you drop the price to $513/ton, what wotklld competitors’ reaction
be? Would they also increase production? Rementbey, have idle capacity and you
don't.

Interviewee: That is correct, but the competitor has a lot mmrdose with a price
reduction. In our client’s case we found out thatould lose money as the margin of the
current production drops. However, the client asgyls 600,000 tons right now while the
competitors sell 4,800,000 tons combined. They diqubbably reduce their production
to avoid a higher price reduction.

Interviewer: Really? So you are recommending our client to Shv&800M in a
2,000,000 tons capacity plant?

Interviewee: | haven't done the math but | guess this would @@ tisky. |1 would
recommend our client to invest the $400M and seethe market reacts.

Interviewer: That is a fair recommendation; after all they vii# playing a game with no
real expected result.

The interviewee should now expect to summarizéntimgs from this discussion for the
client, highlighting the approach and key recomnagiahs.
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