Plastic Materials Firm to Convert Non-bottling Business to Bottling

Case Type: improve proflability; private equity (PE), invesimenl
Consulting Firm: Bain & Company first round full time job interview.

Industry Coverage: manufacturing; chemical indusiry.

Case Interview Question #00738: Your dient Apollo Global Management (NYSE: APO) is an American
private equity firm. The firm specializes in leveraged buyoul iransactions and purchases of distressed
securities involving corporale restructuring, spedal situations, and industry consolidahons A‘pollo

is headquartered in New York City, and.alsq has offices in Purchase, New York, LOS Angeles Houston,
London, Frankfurl, Luxemburg, Singapore, Hong Kong and Mumbai. ‘

Apolio Global Management has purchased a U.S. plastic malerials manufaclurer that makes produds
such as plastic soda botiles. The client Apollo is looking to cash out of their investment within 5 years and
are looking to you to help them improve the profitability of ihe plastic malefials manufacturer. What would
you recommend to the dient?

Additional Information: (Provide the following information if. reques!ed by intemewee )

1. Products

The plastic malerials manufaclurer’s products can split mlo two rnes bomes and non-bommg goods

i

|

= The botlles are delivered locally to their clienls, large bomers such as Coke or Pepsi.

= Non-botiling products (such as adverlising displays for stores) are delivered direcily to the
eslablishments thal will use them, such as gas stalions. Bottles are made lo specwhereas the non-

bottling goods are not. ; t
2 Manufacturing

The plastic méien'als company has two planlSZ

* oneinthe soulheasl u. S lhat manufaciures only bottles with capauty (IS billion bomes
* onein Canada thal produoes bottles and non-boliling materials with a capadily of 500 ‘million bottles
Assumptlions:

= No downtime in manufacturing, both plants are fully utilzed.

*  Planls are using new, highly efficient machinery.

The Canadian plant can convert the non-bottling production to botliing to add 500 Million in capadity to
bottie production. Cosl of conversion is $3 M.

Possible Answer: |
1. Costs / Revenues Analysis

a. Revenues

= Boltles sell for $0.05 each and utdization is currently at 100% for the two factories.
= Non-Botiling generales $20M in revenues
b. Cosls




* For each bottle: $0.02 for plastic, $0.01 for machmnery, and $0.005 for labor cost (The interviewer
should be prompted to provide potential variable costs).

*  Non-bottling has total variable costs of $18M

*  SGE&A across the entire comparny is $20 M

<. Margin calculation

* Botiles have 30% margin as they make $0.015 per botile: (Price — Variable Caosts) / Price = (30.05 -
$0.035)/%0.05=0.3=30%

*  Non-bottling generales 10% margins: (S20M — 518M) / $20M = 0.1 = 10%

2_ Afier exploring costs, revenues, and margins, the intervievee should assess whether or not to convert

the Canadian plant io bottles only. They should calculate addiional pmﬂ after conversion fo determine it

it is worth the $3 M conversion cost ’

= Current profil from non-bottiing in Canada: $20 M —$18 M =52 M

*  Projected profit from additional botting capacity in Canada: 500 M botiles * $0.015 margin per botlie
=$7/5M

*  Conversion adds $7.5 M — $2 M = $5.5 M in gross profit annually. breakeven in 1 year
Note:

Assume no downtime for conversion.

If asked about financing, the client Apolio Global Management has suficent cash on hand to fund the
conversion and the interviewee does nol need lo discount the cash flows

3. Market / Sales Growth

*  Bottling markel i5 growing at 10% a year in North America; for purposes of the case assume that both
plants can service the enlire markel

*  The plastic materials company's sales has been growing at 15% per year, and i1s projected a 15%
growth for nex1 year as well,

*  The plastic materials company has 30% share of botling mariet

*  The plastic materials company has higher quality products and manutactures at lower cocts due to
more efficient machinery

The mterviewee shoutd then calculate total market size and proeded market expancion nex! year given

the 10% growih rate He/she should use this with projected firm sales groa® (15%) to asseas feasibility

of selling additional volume produced by expanding production capadaty Fwough Canadan plant

conversion |

*  Using marke! share and produchion levels calcuiate total mariat se 0% * market = 2 Bilion
ottles, Total marke! = 6 67 Bilhon botlies

*  Piggected matkel giowin =067 B 10% =067 8B

»  Fim s piopecied sales = cuent saies + 15% glowth = 2B (1 0153) =

# Fum e sates vall be giowang by 0 3 B botires and mareed expanding by 0

Mote

2 38 bollles
&7 8






