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Analyzing g Case Study and Writing
a Case Study Andlysis

WHAT IS CASE STUDY ANALYSIS?

studies. The theory and concepts help reveal what is going on in the companies studied
and allow you to evaluate the solutions that specific companies adopted to deal with
their problems. Consequently, when you analyze cases, you will be like a detective who,
with a set of conceptual tools, probes what happened and what or who was responsible
and then marshals the evidence that provides the solution. Top managers enjoy the thrill
of testing their problem-solving abilities in the real world. It ig important to remember
that no one knows what the right answer is. Al] that managers can do is to make the best
guess. In fact, managers Say repeatedly that they are happy if they are right only half the

time in solving strategic problems. Strategic management is an uncertain game, and using

diagnostic investigation.
Third, case studies provide you with the opportunity to Participate in class and to gain



2 30 to 40 minute presentation of the cage to the class. That presentation must cover the
issues posed, the problems facing the company, and a series of recommendations for
resolving the problems. The discussion thep will be thrown open to the class, and you
will have to defend your ideas. Through such discussions and Presentations, you wi]
experience how to convey your ideas effectively to others. Remember that a great dea] of
managers’ time is spent in these kinds of Situations: presenting their ideas and engaging in
discussion with other managers who have their own views about what is going on. Thus,
you will experience in the classroom the actual process of Strategic Mmanagement, and thijs
will serve you wel] in your future career,

If you work in 8roups to analyze case studies, you also wijj learn about the group

The purpose of the Case study is to let You apply the concepts of Strategic management

when you analyze the jssyeg facing a specific company. To analyze 5 case study, therefore,

You must examine closely the issues confronting the company. Most often You will need to

read the case severa] times—once to 8rasp the overa]] picture of what js happening 1o the

company and then severa} times more to discover and 8rasp the specific problems.
Generally, detailed analysis of a case study should include eight areas:

A SWOT analysis

The kind of corporate-Jeve] strategy that the company is pursuing

The nature of the company’s business-leve] Strategy

The company’s structure and control systems and how they match its Strategy
Recommendationg

R RN

To analyze a case, you need to apply the concepts taught in this course to each of thege
areas. To help you further, we next offera Summary of the steps You can take to analyze the
case material for each of the eight points we Jjust noted:

L. Analyze the company’s history, development, and growth. A convenient way to
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of the events have to do with its founding, its initial products, how it makes new-
product market decisions, and how it developed and chose functional competencies
to pursue. Its entry into new businesses and shifts in its main lines of business are

also important milestones to consider.

2. Identify the company’s internql Strengths and weaknesses, Once the historical profile
i d

and identity the functions in which the Company is currently strong and currently
weak. Some companies might be weak in marketing; some might be strong in research
and development. Make lists of these strengths and weaknesses, The SWOT Checklist
(Table 1) gives examples of what might go in these ljss.

Potential Interna| Strengths
Many product lines?

Broad market coverage?
Manutacturing competence?

Good markefing skills2

Good materials management systems?
R&D skills and leadership2

Information system competencies?
Human resource competencies?
Brand name reputation?

Portfolio management skifls2

Cost of differentiation advantage?
New-venture management expertise?
Appropriate management style?
Appropriate organizational structyre?
Appropriote control systems?

Ability 1o manage strategic change?
Well-developed corporate strategy?
Good financial managemente

Others2

A SWOT Checklist

Potential Internal Weaknesses
Obsolete, narrow product lines
Rising monufocruring cosise

Decline in R&D innovations?

Poor marketing plan?

Poor materigl management systems?
Loss of customer good wille
Inadequate human resources?
Inadequate information systems?
loss of brand name capital?
Growth without direction?

Bad portfolio management?

loss of corporate direction?
Infighting among divisions?2

Loss of corporate controf2
lnoppropriofe organizational
structure and control Systemse

High conflict and politicse

Poor financial management

Others?




Table 1 [continved ]

Potential Environmental Opportunities
Expand core business{es).e

Exploit new market segments?

Widen product range?

Extend cost or differentiation advantage?
Diversify into new growth businesses2
Expand into foreign marketse

Apply R&D skills in new areqs2

Enter new related businessese

Vertically integrate forward2

Vertically integrate backward?

Enlarge corporate portfolio?

Overcome barriers 1o enirye

Reduce rivalry among competitors?
Make profitable new acquisitions?

Apply brand name capital in new areqs?
Seek fast market growth?

Others2
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Potential Environment Threats

Attacks on core business(es)e
Increases in domestic competition?
Increase in foreign Ccompelition2
Chonge in consumer tastes?

Fall in barriers to eniry@

Rise in new or substitute products?
Increase in industry rivalry@

New forms of industry competition2
Potential for takeover2

Existence of corporate raiders?
Increase in regional competition?2
Changes in demographic factors?
Changes in economic factors?
Downturn in economy?

Rising labor costs2

Slower market growthe

Otherse

© Cengage leoming 2013

3. Analyze the external environmeny. To identif
apply all the co

Y environmenta) Opportunities and threats,

NCepts on industry and macroenvironments to analyze the environment
the company js confronting. Of particular importance gt the industry level are the
Competitive Forces Model, adapted from Porter’s Five Forces Model ang the stage



C6

Introduction Analyzing a Case Study and Wiiting a Case Study Anolysis

a succinct summary of the company’s condition, a good SWOT analysis is the key to
all the analyses that follow.

Analvze corporate-level Strategy. To analyze corporate-level strategy, you first need to
define the company's mission and goals. Sometimes the mission and goals are stated

synergy? Alternatively, is the company just running a portfolio of investments? This
analysis should enable you to define the corporate strategy that the company is pursu-
ing (for example, related or unrelated diversification, or a combination of both) and to

businesses, each business will have its own business-level strategy. You will need to
identify the company’s generic competitive strategy—differentiation, low-cost, or
focus—and its investment strategy, given its relative competitive position and the

strategy to show how it competes.

Identifying the functional strategies that a company pursues to build competitive
advantage through superior efficiency, quality, innovation, and customer responsive-
ness and to achieve its business-level strategy is very important. The SWOT analysis

>

ing a low-cost or a differentiation strategy successfully requires very different sets
of competencies. Has the company developed the right ones? If it has, how can it
exploit them further? Can it pursue both a low-cost and a differentiation strategy
simultaneously?

The SWOT analysis is especially important at this point if the industry analysis,
particularly Porter’s model, has revealed threats to the company from the environ-
ment. Can the company deal with these threats? How should it change its business-
level strategy to counter them? To evaluate the potentiai of a company’s business-level



strategy, you must first perform a thorough SWOT analysis that captures the essence
of its problems.

are occurring. Do they occur because of bad strategy formulation or because of bad
Strategy implementation?
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an outline.

WRITING A CASE STUDY ANALYSIS

Often, as part of your course requirements, you will need to present a written case analy-
sis. This may be an individual or a group report. Whatever the situation, there are certain
guidelines to follow in writing a case analysis that will improve the evaluation your work

writing, for example, “First, we discuss the environment of Company. . . . Third, we discuss
Company X's business-leve] strategy. . . . Last, we provide recommendations for turning
around Company X’s business.”

the case to illustrate your statements, defend your arguments, or make salient points.
Beyond the brief introduction to the company, you must avoid being descriptive;
instead, you must be analytical,
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analysis, because there is a tendency for people in a group to split up the work and
say, “I'll do the beginning, you take the middle, and I'll do the end” The result is a
choppy, stilted analysis: the parts do not flow from one to the next, and it is obvious to
the instructor that no real group work has been done.

3. Avoid grammatical and spelling errors. They make your work ook sloppy.

4. In some instances, cases dealing with well-known companies end in 1998 or 1999

quent years.
Many libraries now have comprehensive web-based electronic data search facili-
ties that offer such sources as ABl/Inform, The Wall Street Journal Index, the F&S

mission (SEC; €.g., 10-K filings can be accessed from the SEC’s Edgar database).
Most SEC forms for public companies can now be accessed from Internet-based

5. Sometimes instructors hand out questions for each case to help you in your analysis.
Use these as a guide for writing the case analysis. They often illuminate the important
issues that have to be covered in the discussion.

If you follow the guidelines in this section, you should be able to write 5 thorough and
effective evaluation.

THE ROLE OF FINANCIAL ANALYSIS
IN CASE STUDY ANALYSIS
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have purchased assets at a different price and will likely have a different capital structure
than older companies do. In addition to ratio analysis, a company’s cash flow position is
of critical importance and should be assessed. Cash flow shows how much actual cash a
company possesses.

Profit Ratios

Profit ratios measure the efficiency with which the company uses its resources. The more
efficient the company, the greater is its profitability. It is useful to compare a company’s
profitability against that of its major competitors in its industry to determine whether the
company is operating more or less efficiently than its rivals. In addition, the change in a
company’s profit ratios over time tells whether its performance is improving or declining.

A number of different profit ratios can be used, and each of them measures a different
aspect of a company’s performance. Here, we look at the most commonly used profit ratios.

Return on Invested Capital (ROIC). This ratio measures the profit earned on the capital
invested in the company. It is defined as follows:

Net profit
Return on invested capital (ROIC) = — opromt
Invested capital

Net profit is calculated by subtracting the total costs of operating the company away
from its total revenues (total revenues - total costs). Total costs are the (1) costs of goods
sold, (2) sales, general, and administrative expenses, (3) R&D expenses, and (4) other
expenses. Net profit can be calculated before or after taxes, although many financial analysts
prefer the before-tax fi gure. Invested capital is the amount that is invested in the operations
of a company—that is, in property, plant, equipment, inventories, and other assets. Invested
capital comes from two main sources: interest-bearing debt and shareholders’ equity.
Interest-bearing debr is money the company borrows from banks and from those who pur-
chase its bonds. Shareholders’ equity is the money raised from selling shares to the public,
plus earnings that have been retained by the company in prior years and are available
to fund current investments. ROIC measures the effectiveness with which a company is
using the capital funds that it has available for investment. As such, it is recognized to be an
excellent measure of the value a company is creating.] Remember that a company’s ROIC
can be decomposed into its constituent parts.

Return on Total Assets (ROA). This ratio measures the profit earned on the employment
of assets. It is defined as follows:

Net profit
Total assets

Return on total assests =
Return on Stockholders’ Equity (ROE). This ratio measures the percentage of profit
carned on common stockholders’ investment in the company. It is defined as follows:

Net profit
Stockholders equity

Return on stockholders equity =

If a company has no debt, this will be the same as ROIC.



Liquidity Ratios

such as cash, marketable securities, accounts receivable, and so op. Two liquidity ratios are
commonly used.

Current Ratio. The current ratio measures the extent to which the claims of short-term
creditors are covered by assets that can be quickly converted into cash. Most companies
should have a ratio of at least 1, because failure to meet these commitments can lead to
bankruptcy. The ratio is defined as follows:

. Current assets
Current ratio = ——
Current liabilities

Quick Ratio. The quick ratio measures a company’s ability to pay off the claims of
short-term creditors without relying on selling its inventories. This is a valuable measure
since in practice the sale of inventories is often difficult. It is defined as follows:

. . Current assets — invento
Quick ratio = —— 24
Current liabilities

Activity Ratios

Activity ratios indicate how effectively a Company is managing its assets. Two ratios are
particularly useful,

Inventory Turnover. This measures the number of times inventory is turned over. It is
useful in determining whether a firm is carrying excess stock in inventory. It js defined as
follows:

Cost of goods sold
Inventory turnover = 2> %' 800ds sold
Inventory

Cost of goods sold is a better measure of turnover than sales because it is the cost of
the inventory items. Inventory is taken at the balance sheet date. Some companies choose
to compute an average inventory, beginning inventory, and ending inventory, but for sim-
plicity, use the inventory at the balance sheet date,

Days Sales Outstanding (DSO) or Average Collection Period. This ratio i the average
time a company has to wait to receive its cash after making a sale. It measures how effec-
tive the company’s credit, billing, and collection procedures are. It is defined as follows:

DSO = Accounts receivable
Total sales/360

Accounts receivable js divided by average daily sales. The use of 360 is the standard
number of days for most financial analysis,
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Leverage Ratios

A company is said to be highly leveraged if it uses more debt than equity, including stock
and retained earnings. The balance between debt and equity is called the capital structure.
The optimal capital structure is determined by the individual company. Debt has a lower cost
because creditors take less risk; they know they will get their interest and principal. However,
debt can be risky to the firm because if enough profit is not made to cover the interest and
principal payments, bankruptcy can result. Three leverage ratios are commonly used.

Debt-to-Assets Ratio. The debt-to-assets ratio is the most direct measure of the extent
to which borrowed funds have been used to finance a company’s investments. It is defined
as follows:

Total debt
Total assets

Debt - to-assets ratio =

Total debt is the sum of a company’s current liabilities and its long-term debt, and total
assets are the sum of fixed assets and current assets.

Debt-to-Equity Ratio. The debt-to-equity ratio indicates the balance between debt and
equity in a company’s capital structure. This is perhaps the most widely used measure of a
company’s leverage. It is defined as follows:

Total debt

Debt-to-equity ratio =
Total equity

Times-Covered Ratio. The times-covered ratio measures the extent to which a com-
pany’s gross profit covers its annual interest payments. If this ratio declines to less than I,
the company is unable to meet its interest costs and is technically insolvent. The ratio is
defined as follows:

Profit before interest and tax

‘Times- covered ratio = -
Total interest charges

Shareholder-Return Ratios

Shareholder-return ratios measure the return that shareholders earn from holding stock in
the company. Given the goal of maximizing stockholders’ wealth, providing sharehold-
ers with an adequate rate of return is a primary objective of most companies. As with
profit ratios, it can be helpful to compare a company’s shareholder returns against those of
similar companies as a yardstick for determining how well the company is satisfying the
demands of this particularly important group of organizational constituents. Four ratios are
commonly used.

Total Shareholder Returns. Total shareholder returns measure the returns earned by
time f + | on an investment in a company’s stock made at time . (Time ¢ is the time at
which the initial investment is made.) Total shareholder returns include both dividend
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payments and appreciation in the value of the stock (adjusted for stock splits) and are
defined as follows:

Stock price (¢ + 1) — stock price (1)
+ sum of annual dividends per share

Total shareholder returns =
Stock price (r)

If a shareholder invests $2 at time 7 and at time ¢ 4 | the share is worth $3, while the
sum of annual dividends for the period rtot + | has amounted to $0.20, total shareholder
returns are equal to (3 -2 + 0.2)/2 = 0.6, which is a 60% return on an initial investment
of $2 made at time ¢,

Price-Earnings Ratio. The price-earnings ratio measures the amount investors are
willing to pay per dollar of profit. It is defined as follows:

Market price per share

Price -earnings ratio = -
Eamings per share

Market-to-Book Value. Market-to-book value measures a company’s expected future
growth prospects. It is defined as follows:

Market-to-book value = w
Eamings per share

Dividend Yield. The dividend yield measures the return to shareholders received in the
form of dividends. It is defined as follows:

Dividend = Dividend per share

Market price per share

Cash Flow

Cash flow position is cash received minus cash distributed. The net cash flow can be taken
from a company’s statement of cash flows. Cash flow is important for what it reveals about
acompany’s financing needs. A strong positive cash flow enables a company to fund future
investments without having to borrow money from bankers or investors, This is desirable
because the company avoids paying out interest or dividends. A weak or negative cash flow
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means that a company has to turn to external sources to fund future investments. Generally,
companies in strong-growth industries often find themselves in a poor cash flow position
(because their investment needs are substantial), whereas successful companies based in
mature industries generally find themselves in a strong cash flow position.

A company’s internally generated cash flow is calculated by adding back its deprecia-
tion provision to profits after interest, taxes, and dividend payments. If this figure is insuf-
ficient to cover proposed new investments, the company has little choice but to borrow
funds to make up the shortfall or to curtail investments. If this figure exceeds proposed
new investments, the company can use the excess to build up its liquidity (that is, through
investments in financial assets) or repay existing loans ahead of schedule.

CONCLUSION

When evaluating a case, it is important to be systematic. Analyze the case in a logical fash-
ion, beginning with the identification of operating and financial strengths and weaknesses
and environmental opportunities and threats. Move on to assess the value of a company’s
current strategies only when you are fully conversant with the SWOT analysis of the com-
pany. Ask yourself whether the company’s current strategies make sense given its SWOT
analysis. If they do not. what changes need to be made? What are your recommendations?
Above all, link any strategic recommendations you may make to the SWOT analysis. State
explicitly how the strategies you identify take advantage of the company’s strengths to
exploit environmental opportunities, how they rectify the company’s weaknesses, and how
they counter environmental threats. Also, do not forget to outline what needs to be done to
implement your recommendations.

ENDNOTE

!. Tom Copeland. Tim Koller, and Jack Murrin, Valuation: Measuring and Managing the Value of
Companies (New York: Wiley. 1996).



