® CasebDrill

Profitability Medium difficulty
Consumer Goods Candidate-led case

This case focuses on improving a CPG company’s margins to catch up to competitors. This is a good
case for candidates who have never experienced a candidate-led case, where strong case leadership is

required. It tests all elements of the case interview scorecard apart from Creativity.

Problem definition

Your client (Sassy Salsa) is the U.S. salsa division of a large global CPG conglomerate. They are the
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If asked at this stage or later, please share that:

e The number 1 and number 2 players have 22% and 19% market share, respectively

e While the parent company of the client sells other products (e.g., tortilla chips, marinara sauces,
baked goods), our focus is solely on the salsa division

e Salsa sales are primarily through grocery stores and supermarkets, with a very small amount of

sales to restaurant chains
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Question 1 (Structuring)

What factors might be driving Sassy Salsa’s lower margins??

Guidance for interviewer

A great answer may lead with cost in this case due to the growth in revenues mentioned in the prompt.
At the same time, both areas should be explored thoroughly.

Possible answer

1. How do Sassy Salsa’s costs per jar compare to competitors?

trol staff)

i.  Within channel (e.g., does Sassy Salsa sell at a lower price at Walmart than our
competitors do?)
i. Channel mix (e.g., is Sassy Salsa selling more through discount retailers than

competitors?)
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Driver 1: Cost Analysis

Share Exhibit 1 with the candidate. We’ve obtained some data on Sassy Salsa’s cost structure as it

compares to their leading two competitors. What does this suggest could be at issue?

Additional information

Provide the below information only if requested by the candidate:

e El Gordo is the number 1 player, with 22% market share, while CaliDream is second, with 19%

e El Gordo produces in Arizona, while CaliDream’s manufacturing facilities are also in Northern
California

e All players use third-party-logistics providers for distribution; and are charged a similar price per

truckload per km
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Exhibit 1

Possible Answer

Sassy Salsa’s cost structure is more or less in line with the average of its competitors on most dimensions,
except that a higher share of its costs go to Transportation and Logistics, while a somewhat lower share
goes towards Ingredients and Administrative costs.

Transportation and Logistics costs could be driven by two factors:

1. Average distance travelled per jar

2. Cost per jar per km
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The former could be a function of where our sales"
our route-running. Maybe our delivery trucks go back-and-forth to too many hubs, and more direct delivery
would be helpful.

To understand cost per jar per km, it would be interesting to know whether Sassy Salsa does its own
distribution or outsources it to a third-party provider, and how that compares to competitors. If there is no
difference there, perhaps our trucks aren’t packed as efficiently, or we ship in heavy glass jars instead of
lighter plastic adding to fuel consumption.

If the lower spend on ingredients is true in absolute terms, while it appears to be a positive, though this could
influence perceptions of quality and customer willingness to pay. Competitors might have organic salsas or a

more ‘premium” offering, and see a revenue benefit that offsets those additional costs.

If we were to match our competitors’ logistics costs, this would only improve our margins by ~6 percentage

points. Since we currently have a gap of > 10%, this is a strong step in the right direction, but we will also
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Exhibit 1: Share of Total Costs

Item Sassy Salsa El Gordo CaliDream
Ingredients 35% 37% 38%
Labor 23% 22% 26%
Transportation/Logistics 12% 6% 7%
Rent 5% 4% 6%
Equipment Depreciation 9% 11% 8%
Administrative 6% 9% 7%
Marketing 10% 11% 8%
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Driver 1.B. Geographic Distribution

Share Exhibit 2 with the candidate. Here’s a breakout of how Sassy Salsa’s sales compare to the total
U.S. market. How does this affect their costs? What can they do about it?

Possible Answer

Sassy Salsa is clearly over-indexed in the Northeast compared to the market as a whole, and under-
represented in the Northwest and Southwest. This is likely pushing up their average logistics costs, as

they need to transport products further than their competitors.

They have a few options for how to address this issue:

1. Sell more in the Northwest
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Exhibit 2: Geographic Mix of Sales

B Northwest M Southwest M Central Northeast M Southeast
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Driver 3: Revenue Analysis

Share Exhibit 3 with the candidate. Here are some data on Sassy Salsa’s sales volumes and average

selling price. How much of the margin difference is explainable by price?

Additional information

Provide the below to candidate only on request:

e All salsas mentioned perform similarly in blind taste tests

e The prices listed are consistent across product type and channel of sales

e These are the prices that Sassy Salsa receives from the wholesalers, who will typically apply a flat
percentage markup to retail sales
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Sassy Salsa has 5% margins today, so their net profits are .05 x $3.80, or $0.19 per jar. If they were able
to charge $4.00 per jar instead (and assuming that volumes of sales were not impacted), their profits
would be $0.20 + $0.19, or $0.39 per jar.

$0.39/$4.00 = nearly 10%, a ~5% improvement in margins, which partially (but not entirely) accounts for

the 10 percentage point gap between us and our competitors.

This strongly suggests that Sassy Salsa should raise their prices, but poses some risks: consumers may
be purchasing Sassy Salsa precisely because it is cheaper than competitors’ products, and they might

switch if we raise prices too much. In the absence of detailed customer elasticity data, | might suggest
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raising our wholesale prices by ~$0.15 per jar. Tl . - .
to competitors, and | suspect that consumers who are price-maotivated are not so finely-differentiated in
their salsa preferences that they would “upgrade” to a more expensive product just because the

differential has decreased.
Lastly, we could explore alternative options, e.g., shrinking our average jar size slightly. This could allow
us to maintain the same price per jar at lower ingredient costs, but risks alienating customers;

“shrinkflation” has been widely decried on the internet, and purchasers who look at the price by volume

may notice.
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Exhibit 3: Price and Volume

Item Sassy Salsa El Gordo CaliDream
Volumes (Millions of jars) 200 250 300
Retail price per jar $3.79 $3.99 $3.99
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Synthesis

What is your overall recommendation for Sassy Salsa?

Possible answer

We were engaged to help Sassy Salsa close the profitability gap with their competitors. In the short-term,
we believe that raising wholesale prices to $3.95 per jar can add nearly 5 percentage points of margin to
their performance with relatively little impact on sales, as Sassy Salsa will retain a slight price advantage
over CaliDream and El Gordo. Fully eliminating the gap, however, will likely require investment on the
part of Sassy Salsa.

1/3 of Sassy Salsa’s sales currently come from the Northeast, more-than 4x the market average. This is
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Need to improve your numeracy?
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