® CasebDrill

SPORTS LEAGUE EXPANSION

Strategy High difficulty
Leisure & Tourism Interviewer-led case

This case investigates the expansion of a new sports league in North America. Candidates must move
from high-level conceptual thinking into detailed financial assessments, balancing qualitative and

quantitative information in their evaluations.

Sports League Expansion tests all elements of the case interview scorecard. It will challenge candidates

on Structuring and Numeracy and provide opportunities for differentiation on Creativity..
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owners.

There are currently bids from prospective ownership groups in 10 cities, and the IFL has hired

you to recommend which city to expand into.

Sports League Expansion - 1/12

1/12



® CasebDrill

Question 1 (Structuring)

What factors should the IFL consider in evaluating new potential team owners?

Additional information if requested:

The primary goal is to maximize incremental revenue generated for the league; secondarily, they
want to grow the fan base for the sport

A team expansion fee of $70MM (similar to that paid by Seattle) would be paid by the selected
ownership group

National league revenue is comprised of national media deals, and 40% of teams’ ticketing and
merchandising revenue. Local media and sponsorship revenue-is kept by teams.

Timeline to select is imminent, but play will start in 2 years (Y+2)

The sport is played in the summer so as not to directly. compete with NFL football

of teams,
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Possible answer

We have been asked to help the Inside Football League determine which city to expand into in order to
maximize fan and revenue growth.

1. Revenue potential
a. Revenue from the potential fanbase
i.  Population in the metropolitan area and growth

ii. % of people that would spend money on sports entertainment
iii. $ spent/ sports spender

e Area Median Gross Income & growth

e Discretionary income post living expenses

e % of discretionary income spent on sports (tickets, merch, experiences, other)
iv. % of spend captured by the IFL

in the area

inment

d options?
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d. Logistics (e.g., travel challenges to/from existing locations time zone issues for broadcasts)
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Question 2 (Judgement and Insights)
Share Exhibits 1 and 2 with the candidate.

We've obtained the following information from the client regarding their existing footprint and cities under

consideration for expansion.

Which three cities would you prioritize for more detailed research?

Additional information

e |f a candidate asks about the relevance of geographic distribution to the client’s goals, reiterate that

the aoal is to increase revenue for the leaaue and expand the fanbase. which suaaests that markets

at this

stage

.g.,

e deep fan

ims would
5 likely high.
The “tourist attraction” dimension of Las Vegas may also support casual attendance.
2.  While Washington, D.C. has high incomes that could support additional spending, | would be
concerned about cannibalization of the nearby Baltimore team’s revenues, and the high density of
existing teams (MLB, NFL, NHL and multiple collegiate football teams in the area) might limit

appetite for a new team.
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Exhibit 1: League Map: IFL
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Question 3 (Math)

Share Exhibit 3 with the candidate. The selection committee has prioritized Austin, Toronto, and Las
Vegas as finalists for the expansion team, but is not sure which city will be the best option to increase the

league’s revenue.

All 3 cities have a population of sports fans but with different levels of interest for sports, and a different
level of spend on sports. All 3 markets already have existing sports teams for other leagues (e.g. NFL,
NBA, MLS, MLB, NHL), with established fanbases.

Based on the information gathered about each option, what do you estimate will be the

incremental revenue that each option would generate at the league level?
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Additional information
e The league collects 40% of teams’ ticketing and merchandising revenue

e Disposable income and expenditure on sport have remained relatively constant over recent years;

we do not have a reason to assume further changes
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Possible answer

1. I will calculate the market for household sports in each city, then estimate how much of this can be

captured by the IFL team. | will then calculate the proportion of revenue contributed to the IFL.

Finalist City Calculations

Toronto Las Vegas

Market Opportunity Calculation

Total household spend on sports

(# households x mean 250,000 x $20,000 x 1,000,000 x $16,000 x 500,000 x $25,000 x
disposable income per 2.5% 1% 3%
household x % of disposable = $125,000,000 = $160,000,000 = $375,000,000

income spent on sports)

Average revenue per sports
{ f I hold $125,000,000/ 2 $160,000,000 / 3 275,000,000/ 4
3,750,000

,875,000

40%

,750,000

2n strong
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ity of its
prospective ownership group.
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Exhibit 3: Finalist Cities Under Consideration

Finalist City Details

I RS B U

Total Households
projected in Y+2

250,000 1,000,000 500,000

Mean Disposable

Household Income $20,000 $16,000 $25,000

% of Disposable Income
spent on sports tickets 2.5% 1.0% 3.0%
& merchandise

Other Sports Teams
Already Existing in
Market (e.g. NFL, NBA,

0%

0.0 ¢
kK

00,000
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Question 4 (Math)

[Keep sharing Exhibit 3]

Besides maximizing direct revenue potential, the league also wants to protect the attractiveness of the
league for future prospective investors. The league wants each new ownership group to be able to

generate returns high enough to be able to pay back their expansion fee within 5 years.

Which cities allow their ownership groups to achieve a 4-year payback on the expansion fee?

Additional information

e A new team could capture half of the average local media and corporate sponsorship revenue of
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Possible answer

1. I will calculate how much revenue the team will generate from ticketing and merch (after it has remitted
a share to the IFL), and how much revenue they can generate from local media an sponsorship. | will
then calculate their profit on this revenue, and then divide the expansion fee by the profit to calculate the
payback.

Austin Toronto Las Vegas

Annual ticketing and merch $31,250,000 $26,670,000 $46,875,000

revenue per team

Revenue shared with IFL $12,500,000 $10,670,000 $18,750,000

Revenue kept in team $18,750,000 $16,000,000 $28,125,000

Average local media and

corporate sponsorship

revenue for an existing sports 419,000,000 $90,000,000 $100,000,000
00,000
25,000
000 x 20%
,625,000
0,000 /
25,000
5 years
it does not

3. Las Vegas seems to be the most relevant expansion option as it increases league revenue almost as
much as Toronto, has a higher quality ownership group, and has the highest return for the ownership
group.

4. As a next step, | would like to look at ways to ensure that the ownership group achieves its revenue

potential.
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Question 5 (Creativity)

The league has decided to advance with Las Vegas as the most promising expansion option. What are
some ideas of initiatives that the new owners in Las Vegas can deploy to maximize fanbase

development in their first season, and achieve their revenue potential?
Possible answer
| would advise the owners to think about three types of initiatives to maximize fanbase development and
achieve their revenue potential: Outreach, Offerings, and Pricing initiatives.
1. Outreach
a. Marketing

i.  Advertisements (particularly at other stadiums/sporting events)

ferral

ons

'ame/buy a

wvelopment,

3. Pricing
a. Bundle ticket sales with food, beverage, and merchandise discounts in-game
b. Discounted (or free) tickets for children; getting families in early will help build loyalty
¢. Encourage fans to download the app in the stadium, enabling food/beverage purchases to their

seats. Track behavior by time, price point, etc. to A/B test and improve performance
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Question 6 (Synthesis)

How would you present your recommendation to the commissioner of the league?

Possible answer

We were brought in to evaluate the proposed locations for the IFL’s next team. Las Vegas presents the
most attractive combination of revenue potential for the IFL and returns for the team owners, contributing
> $18 Million to the league each year, and achieving < 5-year payback of the expansion fee for its

ownership group.

Las Vegas’ leadership team is also exceptionally strong, they should be able to meet or exceed this

target through creative outreach efforts, attractive offerings and adapted pricing. While the competitive
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Want to bring your structuring skills to the next
level?

Learn how to structure any case in the Interview Prep
Course
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