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ROLLING INDUSTRIES

Strategy High difficulty
Manufacturing Candidate-led case

This case focuses on increasing Return on Invested Capital (ROIC) for Rolling Industries, a
manufacturer of train parts. The case is intended to be candidate-led, requiring strong case leadership
skills and solid numeracy skills, particularly to set up the equations. All dimensions of the case scorecard

are tested, with a particular emphasis on quantitative reasoning and case leadership.

Problem definition
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If asked at this stage or later, please share that:

e The client manufactures a variety of parts for trains of several common model types. The firm sells
globally but is stronger in some markets than others (this will be covered in more detail later).

e The client manufactures in Canada, the USA, Belgium, Germany, Vietnam, and India. These choices
around manufacturing location are largely down to legacy, where acquired firms had established
plants.

e Globally, the industry tends to be quite fragmented, with regional or national players tending to
dominate a home market. However, there has been some consolidation in recent years, including by
the client.
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e Revenue and profits have been growing StEa.....,, .«. wic ciciit ciic cie iy e e s ey e e
profitability slightly lags their competitors, which in part has prompted the concern on ROIC.

e There is no target other than to get ROIC to 13%. However, the client wants to make sure it does
this without affecting client satisfaction. The client would tolerate limited reduction in gross revenue
to achieve its goal, but not a reduction in net profits.

e The client typically breaks down its business into three geographic areas: Western Europe, North

America, and Asia.

If a candidate has no knowledge of ROIC, share the essentials of the calculation:
e ROIC = Net Operating Profit After Tax (NOPAT) / Invested Capital (IC).
e NOPAT is equivalent to EBIT * (1 — tax rate).
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Question 1 (Structuring)

How would you approach this problem?

Guidance for interviewer

The candidate needs to develop a structure that breaks down the drivers of ROIC and considers
potential causes such as geography / product segmentation and allocation of capital across assets. A
strong candidate will recognize the challenges of use good judgement to identify drivers that will be

meaningful for driving a ROIC improvement in this industry.

Possible answer
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c. Reduce invested capital needed to sustain activity (e.g., lease capital intensive assets, consolidate
assets).

2. Divest from segments with performance below the target, provided that:

a. Divestiture is contingent on finding a willing buyer, and

b.  Any economies of scale or synergies from the client’s current footprint should be considered in the
analysis of the impact of divestiture
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Question 2 (Numeracy)

How would you assess the client’s performance in each region?

Additional information

If asked, please share that:

e The client typically breaks down its business into three geographic areas: Western Europe, North
America, and Asia

e The client has multiple plants within certain countries, mostly because of its legacy of acquisitions

Guidance for interviewer
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Western Europe: $1,200 M x 1.35% / $120 M = 10 x 1.35% = 13.5%

Looking at the ROIC figures across geographies we can draw three conclusions:
e In Asia, the client’s ROIC is very low. We should explore ways to improve ROIC within Asia, and
if we believe that it cannot be improved to the target, consider divesting those operations
e North America has already a ROIC well above the target. We should maintain our position in this

region, given that our NOPAT is quite strong
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e Western Europe’s ROIC is slightly above
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invested assets. We might explore ways to further improve its position, and/or consider investing

more assets, if they can continue to be productively deployed there

[Title] - 5/11

5/11



® CasebDrill

Exhibit 1: Revenues, NOPAT (Net Operating Pr¢
per geography

Geography Revenues ($M) NOPAT Contribution Net Fixed Assets
(as % of Revenue) ($M)
Asia 1,000 0.36% 360
North America 1,800 1.90% 190
Western Europe 1,200 1.35% 120
Total 4,000 1.35% 670
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Question 3 (Judgement & insights)
Share Exhibit 2. We’ve received the following data regarding the client’s plants in each region.

What opportunities would you explore to improve our client’s ROIC in Asia?

Relevant information

If asked, please share:
e The client has recently optimized a number of things in its P&L:
o Pricing is well-optimized
o The salesforce is strong and sales-effectiveness.opportunities do not seem to exist.

o There is no real opportunity for a blanket reduction.in operating cost (e.g. headcount
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pricing) do not yield fruit. However, there are two major levers for ROIC improvement:
e Capital allocation is an issue, specifically in Asia
e Divesting from low return areas could yield immediate NOPAT improvement (and some reduction in

Net Fixed Assets)

Once the candidate identifies the capital allocation issue in Asia and looks to explore this further, share
Exhibit 2, which show the breakdown of capital invested by location. This exhibit should prompt thinking
by the candidate about why ROIC is so low in the region and set context to dive deeper into the solution.
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A strong candidate will realize that IMProViNg Cap.cc. c.iicicrivy v v ccrn e crrmimnr re e croe e oy e

will not be enough and will lead to identify other opportunities. When the candidate mentions the need to

reduce cost, share Exhibit 3.

Possible answer

There appear to be limited options in the top part of the P&L. As the client considers price and taxes to be
optimized already, we can eliminate either of those areas of opportunity, and we also know that blanket spend
reduction levers (e.g. headcount reduction) are out of scope. Therefore, | suggest that we ensure our
investments are targeted and optimized for the largest return.

One of the key levers to improve NOPAT for the client is improving operating efficiency in Asia. Based on
Exhibit 2, | can see that our overall investment in Asia represents. >50% of our global investment, but only
accounts for 25% of our revenues, suggesting inefficiencies, perhaps-due to our number of locations. There
are more plants here than in Europe or North America and the overallinvestment in relation to our revenue is
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to the smallest plant ($40m) and reduce our Net Fixed Assets to $100m (140 - 40)

As a result of this, our capital invested drops by $100M to $260m in Asia and $570m overall.
The target NOPAT with this amount of invested capital is 13%*570 = $74m

To calculate the increase in NOPAT, we assess the savings on overhead in Asia, net of taxes:
e The yearly overhead was 17 + 12 + 5 + 15 + 6 = $55m
e The new overhead is 11% * 260 = $29m
e The total savings on overhead is therefore (55-29) * (1 - 20%) = $21m after tax

[Title] - 8/11



® CasebDrill

The new total NOPAT is calculated by taking the old total NOPAT ($4000m * 1,35% = $54m) and adding our
overhead savings of $21m (net of tax): $75m

This is in line with our target, but we should also consider the investment needed for plant consolidation in the
next steps of our analysis.

If the client wanted to pursue further ROIC improvement, it may consider other drivers such as:

e ROIC optimization in Western Europe

e Further overhead improvement, again most notably in Asia, due to its higher cost structure than other
geographies

[Title] - 9/11

9/11



® CasebDrill

Exhibit 2: Investment by manufacturing plant Ic

Region Plant Net Fixed Assets ($M)
Mumbai, India 100
Surat, India 80
Asia Gujarat, India 40
Hanoi, Vietnam 100
Ho Chi Minh City, Vietnam 40
Quebec, Canada 50
North America Vancouver, Canada 50
Houston, U.S.A. 90
Ghent, Belaium 50
vdliicouver, cdildud 9
Houston, U.S.A. 8
Ghent, Belgium 5
Kaiserslautern, Germany 6

* Overhead refers to the yearly cost of management teams and other non-operating headcount overhead in each of the
plants in a region
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Question 5 (Synthesis)
What is your overall recommendation to the client?
Possible answer

We were tasked with trying to improve the client’s ROIC from 8% to 13% within the next 5 years. We
believe that this is achievable by consolidating the clients’ plants in India and Vietnam to a single plant in
each location. This adjustment will reduce overall invested capital by $100 M and increase NOPAT by

$21 M per year through a reduction of overhead costs.

There are risks to this approach, however; if the client is not able to_persuade key talent to relocate, or
the changes in their regional presence inhibit their ability to maintain sales relationships and volumes,

they might not achieve their targets. The consolidation might also prove to be expensive, and if the
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Do you struggle to make a concise
recommendation at the end of a case?

Learn how to synthesize your findings in the
Interview Prep Course
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