Maxson's Mattresses (MM)

MBACASE Crack the Case Tools & Resources

Maxson's Mattresses’ profits
have become soft.
How can you help?

Difficulty Rating: Average (3/5 stars)
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Coach’s Special

This case pack is available only through private
coaching or workshops with David Ohrvall.
Please reserve this case for your own use and do
not copy or distribute it in any manner.
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Interviewer Fact Sheet

Case Question

Maxson's Mattresses is a $500 million (revenue) manufacturer of mattress products. Their product offering
consists of over 20 different products lines, grouped into six broad categories: Coiled mattresses, titanium
support mattresses, support pillows, foam mattresses, bed frames and box springs. Maxson's Mattresses
has seen revenue grow at about 20% per year and is known for their very high, luxury bedroom products.
This growth had been steady and continuous until this last year. Year-end estimates indicate that profit could
be down by as much as 30%. Naturally, Maxson's Mattresses wants to get to the bottom of this profit
problem as soon as possible. How would you determine what is the cause of the profit loss, and how would
you resolve it?

Intro Facts Key Insights
(Tell the Candidate if Asked) (Do Not Tell the Candidate)
¢ Product Lines — Each category has at least Get Your Financial Perspective First
two grades (product lines). In total the This case gives you most of the data in the
company has hundreds of SKUs (stock beginning to quickly determine the full dollar
keeping units = single products). value of the profit problem. After asking for the
» Revenue History — MM has shown steady profit margin, calculate the annual profit at
growth at a rate of about 20% per year. $150M. A 30% drop in this number is $45M.
¢ Revenue by Product Line — There is no .
specific information by product line. Before Break Down the Problem Systematically
the drop their revenue was $500M per year. The $45M profit loss may be caused by

several factors, so you need to use a formula
to be thorough. Profit = Revenue minus Costs.
Break down revenue into price and volume to
find out if either has gone down. Look into
costs to understand if there have been

* Overall Profit Margin — Typical profit
margin is 30% for all the revenue. Profit
margin varies by product line.

* Recent Trends — *WARNING: Give this
information only after the candidate has

done the profit analysis and recognizes the Increases.
drop in coiled mattresses.** Recently, the ) .
hand tied, coiled mattress line, a strong MM Work Toward a Practical Solution
category, has diminished in terms of unit Once you uncover that the volume is down in
sales as “select your number” type comfort the coiled mattress category, you need to work
mattresses have become more popular. toward a solution. Shifting to new product lines
These new comfort mattresses allow each takes time and it is difficult to ramp up new
half of the bed to vary in firmness through air production. Think through what levers are
and foam technology. under your control and how you can best use
them.
/ On-Track Indicators Off-Track Indicators \
v/ Structures the discussion — directs the X Jumps to volume as a solution — skips
conversation into relevant areas over other probable causes of the loss like
v Peels the onion — does not assume that raw material price increases
simple volume reductions are the problem but X Does not talk in dollars — forgets to take
tries to understand shifts in mix, price and the initial data and turn it into something
costs tangible, e.g. “a $45M problem”
v/ Feels the urgency — understands that a 30% X Avoids the practical — thinks that
K profit drop needs to be resolved quickly introducing new products is a quick prOCGSSJ
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Typical

Interviewer
Questions &

Case Flow

Present the main
question. Candidate
takes notes, asks for a
minute, forms a plan and
then presents the plan.

Answer any basic fact
guestions. These may
come up after you read
the question.

Candidate
Questions &

Comments

Data &
Answers to

Answers

Clarifying questions like,
“What do you mean by
bedroom products?”

Provide

After taking notes and
thinking, the candidate
should show his plan and
explain it.

A 4

Ask for clarification of
the plan if necessary.
Be sure to make him
explain anything you do
not fully understand.

“Tell me more about
this area (pick a piece
of the plan). What are
your thoughts here?” or
“How is your plan
MECE? Explain the
links between parts.”

Clear connections
between each part of the
plan and an
understanding of how

Move the candidate
toward revenue stream
analysis. Test for the
profit problem size and
some common-sense
reasons for the loss.

“What did you calculate
for the size of the profit
problem?” and “How
would you attack this
problem?”

\ 4

each part contributes to
the whole. Solid MECE
logic on how this plan will
get some answers.

$45M ($500M x .3 x .3)
& Profit = Rev - Costs

\ 4

¢ Shifts in Volume? Mix?
Price? Costs?

Ask the candidate about
how to get to the bottom
of the profit problem.

“How would you figure
out what’s driving the
profit problem?”

“Do you have any data on
profitability by product

Direct the candidate to a
discussion on what is
driving the profit down.

“How would you more
accurately calculate the
true driver of the loss?”

A 4

line?” or “Do you have
units sold by product
line?” or “Do you have
prices by product line?”

MS1

“I would have to calculate
the portion that was

A 4

caused by volume vs. the
portion that was caused
by a shift in margin.”

A\ 4

See Intro Facts on the

Interviewer Fact Sheet.
Do not feel obligated to
give facts unless asked.

Push back with questions
until you feel that each
part of the plan has been
fully explained.

Show Handout A and ask
what the candidate sees.
Coiled mattresses are the
largest part of revenue.

—>

Next
Page

If the candidate asks
these questions, begin
giving the unit, price and
profit margin data. Ask
the candidate to calculate
the revenue and profit
dollars. After he does the
calculations correctly (or
close), give Handout B.
Ask “What do you think
happened (looking at
the After the Profit Drop
numbers)?” He will
likely say it was a
combination of volume
and margin since the third
variable, price, didn't
change for any product.

If asked about margin
drops, say it was due to
increases in costs. If
asked about volume
drops, explain that it was
due to the trend toward
comfort by number
mattresses, which MM
does not offer.

More tools and resources are at www.mbacase.com. Copyright © Turtle Hare Media
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Case at a Glance

Interviewer Candidate Data &
Typical Questions & Questions & Answers to
Case Flow Comments Answers Provide
Some candidates will If necessary, give hints
struggle with the that some drops in
calculations. The point is N volume may be more
to quickly see that the significant than others.
majority (80/20 rule) is The candidate needs to
being caused by a understand that coiled
serious drop in coiled mattress volume is the
mattress volume. most important volume to
Estimates are OK unless focus on before you
Prior you want to test the provide any more
Page candidate’s analytics information.
more thoroughly. /‘
MS3
Offer the answers given
Move into a discussion “So how would you in MS5 as the candidate
on options for restoring bring volume back?” The candidate should be poses questions. If
@ volume. As the interview OR “What should MM .| able to move through necessary, prompt a
is drawing to a close, how do at this point with ”| some logical break- discussion about the
will the candidate help such a drop in one downs. The 2 x 2 will not possibility of expanding
MM do something category?” OR “What likely be his answer but the market.
actionable? are MM'’s options for the content should be
bringing back the lost similar.
profit?” MS4 @
v

End the Case! Several options will help restore some of the lost profit. The candidate should lay out a plan to
restore as much lost profit as possible. Since there is no single solution, expect some creative ideas and answers. A
good answer will include structure; and a great answer will also include numbers, such as an estimate of how much
lost profit is still not covered going forward.

MS6
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Data Distribution

Handout A

Revenue by Percent (millions of USD)
$500

100% -
Box springs

Foam mattresses

20 Product Lines Support pillows

Titanium support mattresses

Coiled mattresses

Total Revenue Total Revenue by Category

Handout B (read 1st table of data to candidate before giving)

Category Percent Revenue Units Price Unit Profit Margin Profit Dollars
Coiled Mattresses 25% $ 125 62,500 | $ 2,000 45% $ 56.25
Support Pillows 15% $ 75 500,000 | $ 150 25% $ 18.75
Foam Mattresses 15% $ 75 250,000 | $ 300 15% $ 11.25
Box Springs 10% $ 50 666,667 | $ 75 30% $ 15.00
Bed Frames 15% $ 75 100,000 | $ 750 45% $ 33.75
Titanium Support Mattresses 20% $ 100 2857141 $ 350 15% $ 15.00
Total (in millions) 100% $ 500 $ 150

After Profit Drop

Category Percent Revenue Units Price Unit Profit Margin Profit Dollars
Coiled Mattresses 14% $ 55 27,600 | $ 2,000 45% $ 24.84
Support Pillows 19% $ 76 504,000 | $ 150 25% $ 18.90
Foam Mattresses 18% $ 74 245,000 | $ 300 10% $ 7.35
Box Springs 10% $ 41 548,000 | $ 75 30% $ 12.33
Bed Frames 18% $ 72 96,300 | $ 750 45% $ 32.50
Titanium Support Mattresses 22% $ 91 260,000 | $ 350 10% $ 9.10
Total (in millions) 100% $ 408.63 $ 105.02
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FRAME and mini-structures (MS)

Most cases follow a similar pattern; using the FRAME method will help you stay on track. Throughout the
case you'll want to keep the momentum up with simple mini-structures and good use of your notes.
Remember to think of your notes as a small white board where you can share your thoughts with the
interviewer. Using small charts, tables and mini-structures will not undermine your initial plan, but instead
will support it. Look through these notes and think about how you can begin to use FRAME and mini-
structures to improve your consistency.

F - Form a Plan
These two options will both work to get your case started. Both are relatively MECE (mutually exclusive
and collectively exhaustive) and get to the point quickly. Expect your interviewer to push back on your
plan initially. Stay calm and explain your logic. She iust wants to understand how you think,

Option 1

Profit down ($45M). What's going on?

Revenue

Costs

Other

Do we know
revenue by
product category?
* price changes?
* volume drop?

* change in mix?
« trend over time?

How much have -«
increases

affected the

bottom line?

« transportation?

e components? e
« l[abor?

What are
competitors
doing (are
we suffering
alone?)
industry
trends?

“In order to best understand MM'’s priorities | would like to
break them down into revenue and cost issues. | have
several questions for each area. Also, there are several
other issues that could be affecting the situation that |
would like to explore . . .."
Your interviewer may keep you off guard by continuing to
ask, “What else?” Explain any overlaps and stay MECE.

Option 2

$45M
100%-

You know that one or some
combination of these variables
caused the problem. By putting
them in a chart format you'll be
able to better understand which

one is the biggest problem.

Volume

Total Profit Loss

“According to my calculations, Maxson's Mattresses had a
$45M profit loss this last year. Is that correct? (yes) Since we
don’t know which of the issues is the main driver of the
problem, | would like to explore each one, breaking them into
revenue (price and volume) and cost groups. Let's begin with
product categories. Do you have data that shows revenue by
product line over the last year?”

R - Read Your Audience
How is your interviewer treating you? Does the conversation feel casual or very data-driven?
Be sure to stick to the facts and try to match the conversational pace that she sets. If the
interviewer is driving with very specific questions, follow her lead. But be ready to take over and
drive the conversation at any point.

A - Anchor Your Hypothesis
What's going through your mind early in the case? Where do you think the answer lies? Be
sure to anchor thoughts on a hypothesis even if you don’t say “here’s my hypothesis.” Instead,
use it to organize your questions. Here are two popular hypotheses:

1. Something has shifted in the business. Since there has been a fall-off in one type of product, there
may be some kind of dramatic event, like a new competitor product or a shift in customer preferences.

2. Several issues are the driving force. It would be unusual for one trend to be the main problem. This
profit loss must be driven by volume drops, price drops and cost increases.

More tools and resources are at www.mbacase.com. Copyright © Turtle Hare Media WACASE 6
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FRAME and mini-structures (MS)

M - Mine for Data

Below are a variety of mini-structures that would have helped you throughout this case. Use them as is or
as a platform for your own ideas. Structuring your thinking with diagrams that the interviewer can see
keeps the pace high and the interviewer interested.

)

Profit = Revenue minus Costs

» gone down? gone down? ¢ raw materials up?
» different product mix? competitor pressure?  » labor up?
« transperstation up?

Use a Formula

Formulas are perfect for
breaking down a topic
concisely. Since this is a
profit problem, it's easy to
work through each variable.

$45M

100% 7

Costs or Volume

0,
e2 When you look at Handout B

you see that price has not
changed. Thus we know that
price did not affect the profit
loss. Look at the data to
determine if one variable is
causing more of the problem.
After some quick calculations
(see MSH) it's clear that a
volume drop is the biggest
problem.

Chart

By taking these three
variables and putting them
into a chart, we can better
understand where the
problem lies.

<)

> 75%

Volume only

Total Profit Loss

Significant Volume Drops That Don’t Involve Price or Margin

Units Unit Profit Margin
27,600 45%
504,000 25%
245,000 10%
548,000 30%
96,300 750 45%
260,000 | $ 350 10%

According to Handout B: ($56.25 — 24.84) = ~342M
Since the total drop is $45M in profit, we've found about 70% of it.

Profit Dollars
24.84
18.90
7.35
12.33
32.50
9.10

80/20

Using a “good enough”
approach will help you
get through analytical
questions quickly.
There is not enough
time to solve for every
element.

Price
$ 2,000
$ 150
$ 300
$
$

Category
Coiled Mattresses
Support Pillows
Foam Mattresses
Box Springs
Bed Frames
Titanium Support Mattresses

75

Customers

New Old

Logical Trade-offs
2x2

. Problem area today.
“Old customers” don't
want the “old products”.

Should we
make

How big is
this

There are a variety of 2x2s New

More tools and resources are at www.mbacase.com. Copyright © Turtle Hare Media

you can use during a case.
This one is great for the
MM case, but it is just one
example.

market? @

@ or buy?

Whom
can we
sell to?

Old

w ~~ocaoo=- T

@How do we

get old
customers
back?

. Make (new products,

changes) or Buy (JV,
partnership, acquisition)
decision.

. Traditional mattress

lovers and non-US
customers might be a
good option.

. New customers will

naturally appear once
the new product line is
developed.

MBACASE
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FRAME and mini-structures (MS)

Work Through Yes, they are buying comfort by number mattresses instead.

@ “Do we understand why customers are not buying coiled mattresses?
Your Options

Since you have a clear set “Can we make these comfort by number mattresses?” or “Are there
of options to pump up @ acquisitions to be had?” Yes, we can make the products if an
volume, ask questions to acquisition is made of another newer company, but they may take

find out which ones are about 1 year to reach the market. Estimates are $7M for the first year

viable. of sales and $15M for the second year of sales.

@ “Can we sell to other demographics or geographies?” Yes,
many more hotels are demanding high-end, coiled mattresses.
It is a growing segment and could be developed quickly. Year
one profits could be $15M.

@ “Will we attract new customers with new comfort by number
products?” This growing market is difficult to estimate. Some experts
put its size at about $3M in 1 year and $10M in 2 years. This new
market is on top of profit from bringing back lost customers.

E - End the Case!

Be sure to end with data and facts. Even if you don’t have time to draw something cool for your case
ending, you could verbalize the key points below. Most interviews end in a hurry with the interviewer
saying, “Let’s wrap up!”, so be prepared to hit your most important points quickly. Try to group your
thoughts and make reasonable estimates.

“Since Maxson's Mattresses is faced with a recurring $45M problem as the
analysis showed, | would focus most of management’s attention on the

following to resolve it.”

Short Term Actions (3-6 months) Year One Year Two Year Three

1. Find new markets for present and modified products. $15M $15M+ $15M+
Mid Term Actions (7-18 months)

1. Make new products and look into acquisitions. Launch $ 7™
2. New customer growth. Launch $ 3M

Total $15M $25M

Next Steps

» Look into raising prices on current products to stem the loss
» Consider reviewing costs to look for savings opportunities

MBACASE
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Re-routers and Heavy Lifting

Re-routers
Questions To Keep Things On Track

U

% How big is the problem you are trying to solve?

» $45M annually. This problem will continue unless something is done
soon.

% Isadrop in revenue the only cause of the problem?
» Use this question to push the candidate to talk about costs.

» Inform the candidate that margin increases are due mainly to costs.
% Is a single action going to resolve the situation?

» No, but over half of the problem can be resolved with several ideas.

Heavy Lifting

Questions To Make the Case More Difficult

+ How would you speed up the development of a comfort by number
mattress line?
» Make slight modifications to previously successful products.
» Look into partnerships or acquisitions.
+ How should management have prevented this kind of problem?

» Stay more on top of trends through market watching and focus groups.
» Monitor the financial numbers more closely.

+ How flexible will the company be if the comfort by number craze turns
out to be a fad?

» By continuing to make a full line of mattresses, MM should be well
positioned to return to making more coiled mattresses if that is what is
required.

More tools and resources are at www.mbacase.com. Copyright © Turtle Hare Media
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Planning & Logic

Interviewer Feedback

Excellent

1. | understood your plan to solve this case.

Very clear

5 6

Not clear at all

2. Your plan was MECE.
(Mutually exclusive, collectively exhaustive)

1 2

No overlaps
and gaps

5 6
Several overlaps
and full of gaps

3. You trusted your plan and referred to it often. 1 2

Used it,
referred to it often

5 6

You basically
forgot about it

Communication & Composure

4. You were calm and collected.

1 2

Calm, confident
and client-ready

3 4 5 6

Off-and-on Sweaty, shaky
nervousness mess

5. You carried the discussion well.

1 2

Just the right
amount of back
and forth

3 4 6

Occasionally I'd avoid you
awkward at cocktail
parties

6. You drove the case.

1 2

Clearly in control,
you took the case
to a conclusion

3 4 6

You took control Adrift at sea
sometimes, but

then let me drive

Analytics

7. You analyzed the data well on a

piece-by-piece basis.

1 2

Quick to insights,
no math errors

4 5 6
Slow on the  Lots of mistakes,
uptake, some you didn’t get
math mistakes the insights

8. You integrated data well and reached 1 2

insights (saw the big picture).

Quick to “connect
the dots” and see
how it all ties

3 4 5 6

You missed You missed all the
some linkages between
connections the data

Recommendation

9. Your final recommendation was to the point 1 2

and data-driven.

Used facts and
data to back up
your thoughts

5 6

You seemed to
solve the case
from your gut

10. You were persuasive in making your 1 2

final points.

Persuasive points,
passion and a
bottom-line tone

5 6

You couldn’t even
convince yourself,
zero passion

Total Score:

(10-60)

More tools and resources are at www.mbacase.com.

Before giving your score, ask the candidate to do a self assessment
on these same questions. What can you tell the candidate that will
help him or her prioritize prep going forward?
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