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In this next example of this case, you'll see another very common 
problem and mistake that candidates will often make in cases.  In this particular 
case, I want you to pay attention to three things, and the three mistakes are all 
very interrelated, and I'll explain why in a second.   

The big one is that the candidate is not taking a hypothesis-driven 
approach, that's the first mistake; the second mistake is they are not taking a 
data-driven approach; and then the third mistake is they're jumping around a lot.  
And the three are very related.  And the part that you'll notice that comes out 
quite obviously in the recordings and in the transcript is the last one – jumping 
around a lot.  So: “is it this problem,” “is it that,” “is it this,” “let's talk about 
this,” “let's talk about that.”  And just really jumping all over the place, with no 
real reason for why he would want to do that.   

And the right way to approach these cases is to start off initially a little bit 
mechanical with a framework and asking some standard sets of questions, and 
then at some point, typically ten or fifteen minutes into the case hopefully, you 
start getting information that's revealed in the case that starts to shape an idea of 
what might be going on in this particular company.  And this data that's 
emerging should lead you to form a hypothesis, which is really just your best 
guess as to what is happening, and then the next important step is rather than just 
taking the guess for what it is, you want to structure what pieces of data you need 
to prove whether your hypothesis is correct or not.  And that is the big difference 
between a hypothesis-driven approach, versus a guessing-based approach.   

A guessing approach is basically jumping all over the place with one idea 
after another, after another, after another; whereas a hypothesis is really a well 
informed guess, so there's some data that's leading you to believe something to 
be true, and then once you have your hypothesis, basically conducting – almost 
like a scientist that conducts an experiment – to try to test if their theory is 
correct or not.  You want to do the same thing, which is: state in advance before 
you actually do it, what data you need to validate whether or not your particular 
hypothesis is correct.   

00:02:07 
And there is a very important reason for that process.  What happens is 

when you are incorrect, it typically leads you to another hypothesis 
automatically, a very obvious one usually.  When you're just jumping around a 
lot, the jumping around doesn't always lead you to the answer.  And so that's why 
consultant firms like the hypothesis-driven approach.   

And when you take a hypothesis-driven approach, then you automatically 
avoid the last mistake, which is jumping around a lot.  And you'll notice that this 
candidate jumps around, from customers to product, back to customers, back to 
product, and so on and so forth.   

So one other point I would say that’s sort of related to all three of these 
is: I think it's generally a very good habit to think out loud.  So when you are 
stuck on a case, think out loud what you're thinking or leaning towards.,  And 
even when you're not stuck on a case and you get some new piece of information 
that seems awfully interesting, something that you weren't expecting, if you just  
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think out loud, oftentimes I find that a number of candidates that perhaps are not 
very good at communicating their hypotheses, are actually very good about 
thinking about their hypotheses.   

And in fact, you see this a lot with candidates that don't come necessarily 
from business or science backgrounds.  They're thinking in a hypothesis-driven 
way, and they have no idea what the word “hypothesis” means, and yet they are 
still doing it correctly.  And I would say that I personally fit in that category 
when I was interviewing.  I had a very hypothesis-driven thinking process, I was 
very good at just thinking out loud on what was going on in my head, and I never 
once actually used the word “hypothesis” in a case as a candidate, and I never 
once actually said, “Well, I have a hypothesis and here's what it is.”  What I 
basically said was, “Oh, that's really interesting.  Well, that must mean this is 
probably true, and I probably would need this information to figure that out.  Do 
we have any data on that?”  And that basically is a hypothesis, even though I 
didn't use that particular term.   

So it's very important to think out loud, which solves a lot of these 
problems, and it's a lot easier than trying to remember all these little details, is to 
just think out loud what you are thinking.  And your natural hypothesis nature, if 
you have one, will just automatically come through, typically.   

00:04:05 
So on that note, we'll start this case, and again pay attention to the lack of 

data, not being data-driven enough.  So the hypotheses are not formed from the 
data, the hypotheses in this particular case are formed from the candidate just 
having some pet idea that they really wanted to explore.  

And then once you have a hypothesis, you want to ask for data and that 
prevents you from jumping around a lot.  So on that note, let's go ahead and get 
started. 

 
Interviewer:   This company, the client, is located in the mid-western part of the United States. 

They are a diversified business centered around storage.  There are three parts of 
this business.  One part of the business is a residential moving and storage 
company, where they move goods and store them between pick up and deliveries 
(sometimes there is a lag time).  The second part of their business is in paper 
records storage, so if your doctor’s office, your accountant, your employer has 
employment records that they need to keep for some period of time, but the files 
are not active, they usually ship them off to some warehouse to store those 
records until the required amount of time has passed – this company provides that 
service as well.  And the third major part of this company’s business is data 
storage, so storing backup tapes for computer systems for companies that have a 
lot of data.  This company’s profitability has been suffering very recently, and the 
company is very concerned about that, and has asked you to come help figure out 
how the profits of the company can be turned back to profitability, and to be 
increased and improved. 

 
Candidate:     Okay, that’s an interesting question.  Do you mind if I take a minute to structure 

my thoughts? 
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Interviewer: Oh, of course. 
 
Candidate:   Okay, so in order to understand why profitability is suffering and what to do 

about it, I’d like to start looking at the revenues and costs because they make up 
the profits. Do we have any information why the revenues have gone up or down 
or stayed the same? 

 
00:05:53 
 

Here a candidate made another really critical error, and I've actually 
found that an awful lot of people I have interviewed have made a very similar 
error.  And if you look very carefully at the transcript or just rewind this 
recording a little bit, you notice that when I introduced the case, I said that the 
company's profitability has suffered, and that the client has asked you to figure 
out how to return the company back to being profitable.  “How do you get the 
company back to being profitable?” – that is the objective of the case.   

And it sort of begs sort of one or two very natural questions which is, 
“What is the current level of profits for the company?” and “What does it take 
to— what numerical improvement do you need to get it back to profitability?”   

So if the business lost $5 million in net income last year, then are we 
correct in assuming that we just need to get the business back to zero, break 
even, and the client is happy?  Or are we trying to aim for a higher number – 
what is the objective of this case?  That is the right question to ask in the first 
minute or two of the case, particularly if a numerical goal has not been 
mentioned.  And not all the time will you have a numerical goal or objective, but 
a fair amount of time you will.  And it's very worthwhile trying to clarify what 
that objective is, and also to frankly just write it down so you don't forget.   

So I would definitely encourage everyone to do that, and I think what 
happened in hindsight is I did not state the numerical goal, mostly because I just 
overlooked it.  I should have said, “How do you get the company back to break 
even?” which might have been a little more concrete, and might have even 
mentioned what the current profits are.  But I was in a rush, and I didn't, right?  
And that happens.   

And actually in a weird way, it actually turned out really well, because 
now I got to see if the candidate would actually clarify the objective of the case.  
And by the way, this is very similar to real life.  So when we meet with a new 
client, we try to figure out, “What is your objective?”  How do we know when 
we're done with our work, right?  So the big problem with this particular case is 
the candidate doesn't know when they've finished the case. Because he's just 
coming up with ideas to increase profitability, but hasn't really gotten, isn't able 
to determine whether the ideas are sufficient or good enough to reach the 
objective of the case.   

00:08:08 
So when you start off a case, it's very important to ask, to clarify the 
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objectives, and then write it down and make sure that if the objective can be 
measured numerically, that you know what those numbers and numerical targets 
are. 

 
Interviewer:   Revenues have actually decreased over the past year or so. 
 
Candidate:   Okay, decreased over the past year.  Okay that’s interesting, how about costs?  Do 

we have any information whether costs stayed the same or increased or 
decreased? 

 
Interviewer:   Total costs have decreased over the same time period. 
 
Candidate:   Okay, so it seems like this is more of a revenue issue.  Because the costs have 

decreased, which would induce a profit might go up as a result, but since revenues 
have decreased over time, I’m going to focus on the revenue side.  

 
Interviewer:  Okay. 
 

Here the candidate made a very critical error very early in the case that I 
think posed a really serious problem.  The first is: they made an incorrect 
conclusion.  So they made a conclusion that was not accurate based on the 
available data, so here's the specific example I'm pointing to.   

The candidate tried to figure out whether this is a revenue problem or a 
cost problem, in terms of what's driving the overall profitability issue.  And the 
candidate asked, “generally speaking, have revenues declined or increased” and 
it turns out that revenues have declined, okay?  So he's thinking that this is a 
revenue problem.  And next he asked if costs have increased or declined, and I 
mentioned that costs also have declined.  So he has concluded that this must 
therefore be a revenue problem.  Now, what's wrong with that logic, why is that 
not precise enough?  And if you need to take a second to pause and try to figure 
that out, go ahead.  It's a very important distinction and this candidate missed it.   

00:09:57 
And here's the distinction: when costs have— let's say costs fell by one 

percent but revenues fell by 90 percent, is that a revenue problem or a cost 
problem?  Potentially, it could be both.  You can't eliminate one of them just off 
of that piece of information.  And so the precision and the specificity of the data 
that the candidate asked for was not good enough, so the mistake was: he should 
have asked, “How much have sales dropped by?”  It's not good enough to know 
they've dropped, you have to know how much, and how much have costs dropped 
by?   

And you want to look at if there's a difference in the percentages.  So if 
sales dropped 50 percent and costs dropped 50 percent, that tells you one thing.  
If sales dropped 50 percent but costs only dropped 10 percent, that tells you 
something different.  If sales dropped 50 percent but costs dropped 90 percent, 
that tells you something different yet again.  So the magnitude of the change is  



Case 4 – Storage – Ex 2 – Transcript 

Copyright Victor Cheng 
All Rights Reserved 

Page 5 of 32 

something the candidate did not ask.  And so what happens is it makes the 
conclusion he's made potentially inaccurate or at least, he's made a conclusion 
that's not supported by the data.   

So that's an important mistake.  One way to practice, by the way— as I'm 
talking about this, it reminds me of GRE, GMAT, MCAT type exams and the old 
SATs where there are these data sufficiency questions.  You know, “is this true 
based on this information,” yes or no, or not, if you don't know enough 
information.  The same kind of deal, very important in consulting, and this 
particular candidate missed it in this sort of case interview format. 

 
Candidate:   The revenues are composed of revenue per unit, and number of units.  Do we 

have any information where the revenue per unit has changed over the years? 
 
Interviewer:   Across the three businesses, the pricing structure and the revenues per unit have 

been fairly steady, so there has been no decline in the revenue per unit – or 
“revenue per order” is the term they would use. 

 
Candidate:   Revenue per order, okay.  And just to clarify, has the average revenue per order 

among these three units stayed the same?  Or within each unit, the revenue per 
order has stayed the same as well? 

 
00:12:03 
 
Interviewer:   The average revenue per order within each unit has stayed the same. 
 
Candidate:   Okay, sounds good.   And it seems like the number of units sold has decreased 

over time. 
 
Interviewer:   That is true.  The number of orders for the company overall has declined. 
 
Candidate:   Do we have a break down in terms of the number of orders? 
 
Interviewer:   Sure, I can give you revenue numbers first, and then if you need a further break 

down, I can provide that as well.  Overall revenues were $75 million last year; 
this year they are $55 million.  This is broken down across the three major 
business units.  The residential moving business today comprises $30 million in 
revenue; the paper records storage is $15 million in revenue; and the data storage 
like tapes and archival devices for data represents $10 million of sales today. 

 
Candidate:     Okay, do we have any information about how this has changed compared to last 

year? 
 
Interviewer: Yes, actually for residential, revenues were $50 million; paper records were the 

same – $15 million; and data storage was actually technically the same, but within 
the year, it started off much smaller than it ended by the last year, so it was a 
growth trajectory. 
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Candidate:   Okay, so it seems like revenues in the data storage segment have been increasing, 

but the revenues in the residential segment have been decreasing. 
 
Interviewer:   That’s correct. 
 
Candidate:   How have the competitors done in the residential segment? 
 
Interviewer:   The competitors in the residential moving and storage, they too have experienced 

a decline in revenues very comparable in magnitude to our client. 
 
Candidate:   So it seems like the residential storage segment overall, in terms of the market, 

has been decreasing and the client is— well the majority of the revenue of the 
client is coming from the residential segment, so there’s like a structural shift in 
the market, from residential to maybe other storage segments, and it seems like 
that the data storage segment has been growing. 

 
00:14:05 
 
Interviewer:   Okay. 
 
Candidate:   Okay, so in order to understand what to do in response to that, in response to this 

change in the market, I want to shift gears and look at the data storage segment in 
more detail. 

 
Interviewer:    Okay. 
 

So here the candidate has decided to focus on the data storage segment.  
And the big question here is: Why?  What data from the case is leading this 
person to think about the data storage segment as the only place to focus?  How 
has he arrived at that conclusion?   

And when I interviewed the candidate afterwards, he explained that in his 
own personal experience he knew that data storage was, in fact, a growing 
business, or so he assumed.  And so he assumed that was the right place to look.  
And that's a very dangerous way to approach things.  Because sometimes you are 
wrong, right?  So I could have said, “What if this is a storage business, storage 
company, not in the middle of the United States” (where most people I spoke to 
are from), “but let's say they're located in the middle of Kazakhstan, some place 
where your own personal intuition and experience may not be relevant.”   

And from an interviewer's standpoint, even if you get the right answer – 
and he actually did get the right answer, data storage is a very important place to 
look at – if you got the right answer but you didn't actually get there using the 
data-driven approach, meaning you didn't uncover the data that would lead you 
to conclude that's the right place to focus, then I assume you got lucky.  And so 
that's exactly what happened here, is I assumed that this person just guessed and  
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just happened to be a very good guesser.  And if he did have data and a thought 
process that was leading to why focusing on this particular segment, he should 
have stated it out loud, which he did not.   

If it was his intention to start in data storage and maybe look at some of 
the other areas, it would have been more appropriate to state the areas you 
intend to look at, and then say where you want to start.  In that particular case, 
that can be just, you know, a guess or a preference, but you do need to state 
where you plan to go.   

00:16:02 
So lots of different ways to be right on this one, and this way, I think this 

particular case, the person took the wrong approach, even though they did get the 
right answer.  So they picked data storage, which indeed is actually very 
important, but it's not clear why they picked data storage, and so I didn't give him 
credit for making that particular decision using data, which is the skill that I was 
specifically looking for.  Making the right decision using data, not just making 
the right decision while ignoring the data, which is essentially what has happened 
here. 

 
Candidate:   I’d like to understand— first I need to look at four areas: the company, customers, 

products and competitors. 
 
Interviewer:   Okay. 
 
Candidate:   I’d like to start with the company and capabilities in the data storage market.  Do 

we have any information on that? 
 
Interviewer:   Yes, some.  The data storage is a relatively new part of the business for this 

particular company, so they’re relatively new to that business.  The company has 
a lot of warehouse space, close to almost a million square feet across all the major 
divisions.  And they just know how to run a warehouse very well and have been 
doing that in the data storage business, even though they don’t know that business 
terribly well. 

 
Candidate:     So they know how to run a warehouse, and that capability is important to be 

successful in the data storage segment, do you think? 
 
Interviewer: Yes, certainly it’s one important piece.  But really the company doesn’t know, 

they’re not really sure— they see that the business is doing okay, but they’re not 
exactly sure what the customers are looking for.  But sounds like they seem to 
have found something useful there. 

 
Candidate:   Okay, that’s interesting.  So they do have the capacity to increase or grow their 

data storage business? 
 
Interviewer:   Definitely, they definitely have the capacity to do that. 
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Candidate:   Capacity is there, okay.  And then I’d like to understand the distribution channels 
they use to get customers.  Do we have any information on that? 

 
00:17:58 
 
Interviewer:   Yes, particularly it’s a sales force driven type of business.  And the company has 

a very small sales force devoted to securing data storage contracts.  And that is the 
primary mechanism used to sell to customers. 

 
Candidate:   Okay, that sounds good.  Does the company have a strong brand in the sector or is 

the product more— does the company have a strong brand? 
 
Interviewer:   It’s, I would say, a low awareness brand, not that well followed because they’re 

still a relatively small company in that particular industry. 
 
Candidate:   Okay, good.  It seems like the company has the capacity, but they have not really 

invested a lot in terms of sales force in the data storage segment. And now I’d like 
to— it looks like my hypothesis is: if they were to invest more in this part of the 
business, they could grow their revenues further and maybe compensate for the 
declining revenue in the residential segment. 

 
Interviewer:  Okay. 
 
Candidate:   But to understand this further, I would like to look at the customers next. 
 
Interviewer:   Okay. 
 
Candidate:   In terms of the customers, do we have any break down of their customers, the 

segmentation of their customers? 
 
Interviewer:   Yes, in the industry overall, the market consists of three different segments of 

customers, really to sort of over simplify: large companies, medium-sized 
companies, and small ones.  And this represents, let’s say roughly for the market 
overall, it represents about 40 percent of the industry are large customers, 40 
percent are medium-sized ones, and the small ones are represented by 20 percent 
of the business. 

 
Candidate:   Is this the market shares of the overall storage industry or just the data storage? 
 
Interviewer:   Just the data storage. 
 
Candidate:   Data storage, okay.  That’s very interesting.  I would just like to step back to the 

company quickly and ask: which customers do we serve in our current situation? 
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Interviewer:   Right now, the business is probably split evenly.  Well actually, it’s probably 
about 60 percent is the medium-sized companies, and 40 percent is the big 
companies.  And none of it comes out of small business. 

 
00:20:08 
 
Candidate:     Okay.  That’s interesting.  What does each customer segment want?  Do we have 

more information about their needs? 
 
Interviewer: We do. The large companies, they have data that is being stored really globally, 

but certainly within— across the United States.  Their first preference generally is 
to have a single provider manage all of the warehousing for their particular back 
up materials. They also like to have a secondary provider so that in case there is 
some sort of natural disaster in the location where the primary provider is, that 
they have a second back up in a very different part of the United States as well.   

 
For the medium-sized businesses, their needs aren’t as complicated, they’re 
simply looking for a full service solution, one that is regionalized and showing an 
acceptable level of storage, so there are more businesses that are in closer 
proximity to this company. And they basically just want a service that is very 
secure and easy.  So the simpler the process is, the better, and their assumption is 
that their staff is going to forget to do the backups or to send them offsite, so they 
want some provider who is going to manage as much of that process as possible. 

 
Candidate:  Okay. And what’s the concentration in each segment?  I assume that large 

companies would have more concentration in terms of customers.  Can we say 
that? 

 
Interviewer:  Within this particular client?  Or— I’m not sure what your question is? 
 
Candidate:   Within this client, within the large companies, I would say we have fewer large 

companies taking— generating more of the revenue in the sector terms, see? 
 
Interviewer:   I see what you mean, yes.  So I would say the average contract size for a big 

company is probably three times larger than the medium-sized ones. 
 
Candidate:   Okay, and what distribution channels do these customer segments prefer? 
 
Interviewer:   They’re both the same.  A sales force based type approach is typically how they 

are accustomed to buying.  I would say the difference would be that for the big 
companies that that decision is made in corporate headquarters, and so even if a 
large company has a part of their business in the region, these contracts are 
usually negotiated at the corporate level, which sometimes is outside the area. 

 
00:22:10 
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Candidate:   Okay, I think that’s interesting. Seems like since the contract size is larger for the 
large companies, seems that this is the most attractive segment within the data 
storage segment.  I’d like to again go back to the company.  Do we have any 
information how much our sales force is devoted to large companies?  I have this 
information that they spend almost 60 percent of their time on the mid-size 
companies.  Or 60 percent of the effort goes to mid-size companies, and 40 
percent goes to large companies. 

 
Interviewer:  Yes, they would staff their sales force roughly approximate to percentage of 

revenues in the company, so I would say about 60 percent of the sales force is 
geared towards the medium-sized businesses, 40 percent towards the national 
ones, given that’s the mix within the company in terms of where the revenues 
come from. 

 
Candidate:   Okay, alright and do we have any information about the growth in each segment? 
 
Interviewer:   Actually both segments are growing about 10 to 20 percent per year. 
 
Candidate:   Okay, it’s interesting, so it seems that they prefer a sales force channel, which we 

currently have.  We can set aside the customer needs; large companies want a 
single solution, a single provider and a secondary provider.  Just to ask you 
quick— out of curiosity, are we conditioning our company currently as a 
secondary provider or a single provider for these large companies? 

 
Interviewer:   Well the company really hasn’t taken a position either way, but in terms of— best 

they can tell, that most of their Fortune 500 clients have been purchased for the 
purposes of being a secondary provider, that’s probably 70 to 80 percent of it.  It 
seems to be the secondary provider. 

 
Candidate:   Okay.  Yes, it seems that this is definitely a growing segment and we have the 

distribution channels required by the customers.  We might think of increasing 
our sales force to capture more of this growing segment.  But before I make any 
recommendations about that, I would like to move to the competition, and 
understand the competition a little better.  Do we have information about the 
competitors’ concentration and structure?   

 
00:24:24 
 
Interviewer: Sure, the competitors, number of large competitors on a national basis in data 

storage particularly for the large companies, most of those competitors are 
geographically located on the east and west coasts.  Medium providers – there are 
a bunch of medium-sized companies across the country that service that segment; 
and then small business competitors are really based on the west coast, and they 
will typically sell to small businesses nationwide, generally online. 

 
Candidate:   Okay.  Do we have any geographic concentration currently in our company? 
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Interviewer:   We are mostly a mid-west company, so in the middle of the United States, and 

most of our personnel, staff and sales people are – with a couple of exceptions – 
mostly based geographically in the middle of the country. 

 
Candidate:   Okay, is there anything that the competitors are doing that we are not currently 

doing in serving this segment? 
 
Interviewer:   I would say mostly the competitors are offering the same service. The only 

difference being, from a service standpoint, would be just the geographic 
locations of the competitors’ facilities.  These facilities tend to be east coast or 
west coast, and the major competitors do not have a mid-west based facility 
typically. 

 
Candidate:   Okay, interesting.  Also what has been the growth rate for competitors? Has it 

been in line with our growth rate in this segment? 
 
Interviewer:  Yes, all major competitors are growing, typically 10 to 20 percent per year. 
 
Candidate:   Ten to twenty percent, okay.  I think I’ve explored the data storage segment of the 

business a lot, and it seems that it’s a growing segment.  And it would pay off to 
invest more in this part of the business, through either investing internally more or 
maybe acquiring one of the competitors to increase our size in this segment.  I just 
want to quickly look at the other segments of the business as well. 

 
00:26:14 
 

Whenever you transition from one part of your framework to another, or 
from one branch of an issue tree to another, or on this particular case from one 
business unit to another, it's useful to 1) synthesize what you've concluded so far 
about what is true in this particular case and then 2) also state a refined 
hypothesis that will guide the questions you ask going forward.   

Now, for example, this particular candidate did sort of a very light 
summary and had a little bit of a hypothesis, but it could have been done a lot 
better.  So in this particular case, the candidate could have said that “Based on 
what we've learned so far of the data storage segments, this is a growing segment 
of 10 to 20 percent per year, and based on our competitiveness in the industry, it 
seems like we should be able to grow at least at that rate, if not more.  And I 
would recommend— my hypothesis is that this is a good place to focus.  And the 
things I would need to verify that would be: one, I would need to know what the 
numerical goal is to improve profitability by, to see if a 10 to 20 percent 
improvement in out of data storage business would be sufficient to reach the 
goal; the second, I have to feel comfortable that the paper record storage and 
residential moving businesses did not offer an opportunity for profit 
improvement that exceeded the 10 to 20 percent improvement in this particular 
market segment.   
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“Given those three things, then I could make a more firm conclusion as to 
what the right recommendation is.  So what I’d like to do now is look at the 
residential storage business to determine whether there's a chance to improve 
profits there, and if there is, whether or not it exceeds the amount of profit 
opportunity that's present in the data storage business.  And then if that doesn't 
solve my case, I still want to go on to paper records storage and analyze that 
particular area as well.”   

00:27:55 
So that's an example, you could probably be a little bit better, but that's an 

example of thinking out loud – stating a synthesis of what you're concluding so 
far, and stating what data you need to take a preliminary hypothesis and to prove 
whether it's true or not.  So here the candidate is willing to recommend that the 
company focus on data storage, which again is actually the right answer, but it's 
not clear that that's enough, or he hasn't proven that it's enough, because: number 
one, he doesn't know what the goal is; and number two, he hasn't calculated the 
financial impact of investing in the data storage business or at least have some 
range of what that would look like. 

 
Interviewer:   Okay. 
 
Candidate:   Now, we said that we also have the paper records storage business, which has flat 

revenues.  How have the competitors done in regards to this segment? 
 
Interviewer:   The industry has been fairly flat for some time. 
 
Candidate:   Fairly flat, okay.  So really the growing segment is the data storage segment. 
 
Interviewer:   From an industry stand point, yes. 
 
Candidate:   Yes, from industry stand point.  Okay interesting.  So I’d like to now shift gears 

and talk a little more about the product.  It seems that we are a diversified 
business.  One is the paper storage, which is very different from data storage, and 
what does the company see as its most important product? 

 
Interviewer:   They’re flexible and they continue to offer products— actually let me clarify that.  

So your question is sort of regarding to the company overall or to the data storage 
business? 

 
Candidate:     Company overall. 
 

So what you notice here is that the candidate is jumping around a lot.  
The candidate started off the case asking about the company overall, we switched 
over to the residential business, then the data storage business and then the paper 
record storage business, and then back to the corporate level.  And now jumping  



Case 4 – Storage – Ex 2 – Transcript 

Copyright Victor Cheng 
All Rights Reserved 

Page 13 of 32 

around haphazardly is – it comes across very poorly in a case.  If there is a 
specific hypothesis in mind, then it becomes a lot more obvious why you 
particularly need to look at different pieces of information.   

00:29:58 
So had the hypothesis been that “I think data storage is the place I want to 

focus, and I know how much I need to get in terms of profit improvement to 
accomplish the objective of this case. I then need to look specifically at this 
business, that business, and to ascertain whether there's enough upside potential 
there to achieve the objectives the clients are looking for.”  And what happens is: 
when you have a hypothesis, it gives you sort of a rationale for why you need 
certain pieces of information.   

And in this particular case, the rationale isn't necessarily very clear.  He's 
jumping around a lot.  And it's possible he actually has a pretty good idea in 
mind, so it's possible he has a strong hypothesis in his head, but it's not obvious 
what the hypothesis is – that's the first problem. Second, it's not obvious where 
he got the hypothesis from; and third, he's not actually sharing the hypothesis.   

So definitely here, I think it's very much worthwhile to share out loud 
what you're thinking, and to really either state a hypothesis explicitly or think out 
loud in a hypothesis-driven way, and let that drive and lead where else you go 
next in the case, which also makes it frankly a lot easier for the interviewer to 
follow you. 

 
Interviewer: They serve all three markets and they have products in all three, and don’t 

distinguish in terms of their importance across the three. 
 
Candidate:   Okay. 
 
Interviewer:   But they’re certainly open to any recommendations you might have. 
 
Candidate:  Excuse me? 
 
Interviewer: They are open to any recommendations you might have though. 
 
Candidate:   Okay.  That’s interesting; can the company do anything to increase the value that 

they provide to the customers for each segment?  Is there a way for them to 
increase the revenue per order? 

 
Interviewer:   That’s kind of a broad question.  I suppose there might be, but nothing comes to 

mind. 
 
Candidate:   Okay, would you say this is more of a commodity product or a differential 

product? 
 
Interviewer:  Which one are you talking about? 
 
Candidate:   The storage – the residential, paper records and data storage. 
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Interviewer:   I would say that actually all of the services don’t seem to vary that much across 

companies, so I guess that would put it more in the commodity category. 
 
00:32:00 
 
Candidate:   Okay. And I want to shift quickly to the customers again. 
 

Notice here that there is even more jumping around, so it's very hard (and 
hopefully you can hear this or read it), it's very hard to figure out where this 
person is going, what they have in mind.  And so you’ll notice that I sort of 
interrupt the mock case interview to interject and sort of challenge the candidate 
a little bit.  At this point, it's worth rewinding the case just for a minute or two 
and listening to the jumping around.  The candidate is jumping from one topic to 
another, to another, to another, with no obvious reason why they're doing it.   

And the part I want to emphasize is: notice how confusing and hard to 
follow this jumping around is, and why you don't want to do it yourself, when 
you are the candidate.  So please pay attention to that, and it's something that— 
interviewers, we get tired, you know.  When I was doing these interviews, you 
know, I was doing like ten hours of interviews.  So just like you do your math 
when you do a case interview, well I’ve got to do the math to double check your 
math to make sure you're doing it right, and that's a lot of work.  So by the 8th, 
9th hour of a very long day, you know, make it easy on the interviewer.  Show 
them exactly what you're doing, and don't make them guess and try to figure out: 
what are you trying to get at? 

 
Interviewer:   Actually, let me interrupt very briefly if I may?  What is your current hypothesis? 
 
Candidate:   My current hypothesis is that this company is not currently positioned strongly in 

a segment that is growing.  There is a structural change in the market from paper 
storage to data storage, and it’s probably driven by the digital age and the way 
now companies store information digitally more.   

 
00:33:48 
 

So here is that mistake again.  The candidate is reaching a conclusion, at 
least is thinking about a conclusion, that the industry is shifting from paper 
storage to data storage, driven by the digital age.  And that's a hypothesis, that's 
not really a conclusion.  And it's okay to have a hypothesis, but if you did have 
this hypothesis and he said it out loud, I would probably— you would want to 
ask, “Well, what data do you need to figure out if this is true or not?”  And so 
one question would be: “Are the companies that are no longer buying paper 
records storage, are they now buying data storage services from this client 
company or one of their competitors?” That information would tell you whether 
this digital age transition is actually happening, or not.   
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And just to be difficult, had the candidate asked that, I probably would 
have said they're independent markets: that people who buy records storage, buy 
records storage – they have paper documents.  People who want digital storage, 
they have lots of data and they always have lots of data, and they don't have any 
paper, and in fact, they're separate markets.  And that would have helped the 
candidate conclude that his original theory or hypothesis is incorrect, that these 
two industries are not coupled together.   

And what happens is— and I think in this case, this person just had this 
idea that in his own personal life experience, he's noticing that there are 
companies that are using less paper and they're moving to automation and storing 
more records online, and through, in data formats, in digital format rather.  But 
that wasn't substantiated by the facts in the case.   

And so you can only draw conclusions that are based on the facts in the 
case.  If you have a theory from your own intuition, it's okay to frame that as a 
hypothesis, ask for data to validate it, and then draw a conclusion based on the 
data provided, that's okay.  It is not okay to just reach a conclusion without 
actually having any data that's evolved and come through from the case itself. 

 
It seems that the company has a few options.  One is to expand its business in the 
data storage segment to an acquisition of a competitor, or investing more 
internally.  The second would be in addition to doing that, even though it’s a 
declining market, try to gain more market shares in the other segments. 

 
00:36:05 

 
Notice here that the ideas that the candidate has in mind do not 

necessarily achieve the objectives of the case.  The objective of the case is to 
return this business to profitability, which taken literally means to take a business 
that's losing money and get them back to break even.  Now, it would be worth 
verifying that and confirming that's actually true with the interviewer, but we'll 
take it at face value that's what I intended to mean.   

And with that, when you look at the options that this candidate has in 
mind – and I'll quote him here – he said that, "The second option would be to, 
even though it's a declining market, try to gain more market share in the other 
market segments."  So basically, his idea is if you sell more in these other market 
segments, you can return the business to profitability.   

Now, the problem is: these other businesses have either no profit margin, 
or negative profit margin.  The only problem is: he didn't ask for that 
information, so he doesn't realize these other two businesses actually don't make 
any money.  And so his conclusion that we ought to grow, potentially grow these 
other market segments, again, is not coming from the data, and in fact was 
actually mathematically wrong.  You could triple the market share in the other 
businesses and it won't actually increase your profits, because your one business 
has a negative margin, and the other business has no profit margin.  So you'll 
increase sales, but you won't actually improve profitability.   
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So this is an example where – again, this is very late in the case now at 
this point, but the candidate has really lost sight of what the objective of the case 
is.  And what he's trying to do is: he's trying to figure out how to make the 
business better, but the case does not ask you how to figure out how to make the 
business better, it asks you how to return the business back to being profitable, 
or at least break even – that's the question.   

00:37:50 
So again, all this work – if you don't get the question right, if you don't 

understand the objective, or you misunderstand it, or the interviewer stated it 
very vaguely and it was ambiguous and you didn't really clarify it, you could just 
waste a lot of time.  And in this particular case, he went down the wrong path to 
some extent, because this candidate was confused what the objective of the case 
is.  And in particular, I think he is thinking that the case he's trying to solve is 
how to increase revenues for this business.  The case I want him to solve, and 
asked him to solve, was not how to increase revenues, but how to increase profits 
back to being break even.  And so he went down completely the wrong path in 
some respects. 

 
Interviewer: Which ones in particular? 
 
Candidate: In residential and paper records. 
 
Interviewer:  Okay, great.  So let’s take a little break briefly, I just want to give you one sort of 

coaching point which I think will be very useful for you.  Overall – again, very 
good, in terms of being logical and asking for the right data.  I think the big area 
you need to work on a bit more is: you need to explain why you are asking 
questions – for what purpose and to what end or what objective are you asking 
these questions, because you have been jumping around a lot.   

 
This is a complex case because there are multiple parts of the business.  And you 
keep switching around a lot, which isn’t necessarily a bad thing, but it’s a little 
unclear why you are switching around sometimes.   

 
All right, so if you state the hypothesis and you say, “Well now my hypothesis is 
this, but to figure out whether that is right or not, I need to look at these two 
things, so I’m going to go look at those two things now.”  Then you go look at the 
two things and say, “Okay, that’s interesting.”  Anytime you say, “that’s 
interesting,” that usually means you have a new hypothesis, but you didn’t bother 
to say it out loud. And so I think if you can do a little bit better job there in 
restating the hypothesis that you are trying to go after, then all the questions you 
ask make sense.  They are for a logical purpose that you’ve shared with the 
interviewer.  If you don’t mention the hypothesis, and particularly if it’s not an 
obvious one, then the interviewer can’t tell – are you just asking questions to ask 
questions?  Or are you asking questions for a particular reason?  And you’ll get 
more credit if there is a hypothesis there, even if you ask the exact same 
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questions. If you have stated a hypothesis first, it becomes clear why you are 
asking and you will be rated higher because of that.   

 
00:40:00 
 

That last sentence I mentioned is extremely critical, extremely critical.  If 
you have a hypothesis and you state it first, it becomes very clear why you are 
asking the questions you are asking, why you are asking for the data that you're 
asking for.  And because of the hypothesis, you'll be rated higher, because it's 
very clear why you are asking for information. 

 
Candidate: I think I initially focused on the data storage part of the business as I saw that the 

growth is there, and looked at whether we can expand the business there.  And 
once I have exhausted my questions there, I was unsure whether to go back to 
other segments and try to look at revenues in those segments as well. 

 
Interviewer: And that would be a function of time, and I think you could even just say that.  

You could say that, “My conclusion so far is that data storage looks like a very 
attractive business.  It clearly seems like a growth area, and the company ought to 
focus more there.  I don’t know how this compares to the other two parts of the 
business that seemed, at least initially, less attractive.  If we have the time, I 
would like to explore residential or paper storage to build a firmer conclusion, but 
this is where my conclusion stands currently.” And that would be very acceptable. 

 
Candidate: Okay. 
 
Interviewer:   The other thing you want to be careful about is – and I see, a lot of people sort of 

get these two confused – do you recall the original question I asked? 
 
Candidate:     Profitability is down. 
 
Interviewer: Right, and what are current profits for the company?  Do you know? 
 
Candidate:   No. 
 
Interviewer:   Okay, so that’s a mistake.  Or you had enough information in the raw data, 

because I think I gave you cost information, but you didn’t actually calculate the 
actual number, and it would be good to do that. And the question you want to ask, 
that I think is a fair question from an interview standpoint is: if the client were to 
focus on data storage, would it matter?  Would it make a big enough difference in 
terms of the profits?   

 
Candidate:   I guess my problem was since I isolated that, the issue of revenue and more 

particular the number of orders, I just forgot to go back to profits and check that 
goal. 
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00:42:13 
 
Interviewer:   Correct, and you’re not the only one.  A lot of people will get the two confused, 

and especially if the case is long.  You know we have been talking about 35 
minutes on this most recent case, and you said something really insightful in 
minute one, but it’s been 34 minutes since you said it, and you’ve forgotten, 
right?   

 
That is fairly common, so one thing I suggest is: particularly for anything that you 
want to come back to, all the key issues – and I see a lot of people struggle with 
this for some reason – I think it is useful to somehow mark them in your notes, 
and perhaps even mark them on a separate piece of paper.  I’m kind of thinking 
that you ought to really have two pieces of paper: one is to do the computations 
that you’re doing as you do them, and the other one is a more high-level one, 
almost like a ‘to do’ list, that you can cross off and come back to.  Otherwise it’s 
very hard, because once you’re in it, it’s very confusing.  And I think— I’m very 
confident you have the abilities to do the analysis, but you kind of just forgot 
about it or you missed it, and you didn’t have some sort of mechanism to double 
check to see if you missed anything, because you are so far into the details. 

 
Candidate:   So in this case, what would I have marked in my notes as a ‘to do’ list? 
 
Interviewer:  So in this particular example, I might have marked— you started off in data 

storage, which seemed like a very reasonable place to start, and you opted to 
either not look at, or at least not look at initially, paper records and residential 
moving.  Correct? 

 
Candidate:   Yes. 
 
Interviewer:   So that should have been on your ‘to do’ list as an option of where you might 

come back to. You started looking at sales and— you did look at costs, and you 
did look at sales.  And I think you made actually one mistake in that, which I 
think actually was potentially very significant, is: just because costs go down, it’s 
still useful to know why they went down.  Because I think I gave you overall cost.  
I don’t think you asked for fixed versus variable, or the components of cost, did 
you? 

 
00:44:03 
 
Candidate:   No, I did not. 
 
Interviewer:   Okay.  And costs could have gone down in a particular segment or gone up in 

others, for example – is a possibility.  Or fixed costs could have gone up but 
variable costs have actually gone down. So maybe they have made some major 
investment in technology, so their variable costs are very low now, but now they 
have this big fixed cost of service – that was a possibility.  So there’re a lot of 
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reasons why, how costs change, and just knowing that they have gone in a 
direction counter to your hypothesis – it’s not certain enough that you know why 
that happens.  So I think— the last couple of times I’ve given this case, people 
tend to jump into the revenue side and into the quantity side, but there really 
actually is a lot going on, on the cost side.  You can’t fix the cost very easily, 
which is what I think you figured out, but there are insights in there that would 
help prioritize what else you look at.   

 
Candidate:   I agree.  And even if the costs were flat, they may not be flat for each segment. 
 
Interviewer:   Correct, absolutely.  And it’s very common in real life actually, that you will have 

offsetting changes – so maybe costs doubled in residential, but fell in half in data 
storage, so on average they haven’t changed.  So flat cost is not the same thing as 
static cost. 

 
Candidate:     That’s a very good point.  Obviously we can always focus on the cost, especially 

in a diversified business like this.  What’s the best way to convey to the 
interviewer, in terms of giving them direction?  Should I say, “I want to now 
focus on the number of orders, but then later I will also explore the costs further 
per each segment” or something like that? 

 
Interviewer: Any of those would be fine.  I think it is important to say – if you do plan to come 

back, I think it is useful to say, “I plan to come back.”  And you said that cost was 
not important and you basically wanted to focus on revenues, which is one way to 
say it.  If you had said, “I’d like to come back to costs.  I don’t think it’s the 
primary factor, but I don’t know enough to be sure.  But it seems like, based on 
what I know, it’s not as important.  I want to start with revenue first and then 
come back to cost later.” 

 
00:46:09 
 

Now if you had said that, but you had sort of forgotten you had said that, as an 
interviewer I would say, “You know what, now that we’ve done so much on 
revenue, why don’t we go back to what you suggested earlier as part of your plan.  
Why don’t we look at the cost side now?”  I feel comfortable helping you execute 
your plan. 

 
Candidate:   Okay. 
 
Interviewer:   But if your plan was to ignore cost, then I don’t want to bring you back to cost 

because you didn’t say it was important.  So that’s why it’s useful to lay out in 
advance what you plan to do, your ‘to do’ list – that one separate piece of paper is 
the ‘to do’ list, if you would.  Because once you lay that out, as an interviewer 
they will feel more comfortable, I think in general, redirecting back to the other 
parts of your plan, because you came up with a plan.  It was your plan and you get 
credit for the insight.   
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But perhaps you weren’t managing your time very well, and perhaps this 
particular part of the case isn’t that interesting and I want to just stop it off, I’ll 
stop it off and redirect you to the other part of your plan.  But if you don’t have a 
plan, then I’ll just let you go as long as you want. 

 
Candidate:   Yes, I think that was the issue here.  I just exhausted the data storage part and then 

made some conclusions about that, and I was expecting you to say, “Oh that’s 
good, what’s your conclusion?” to tie up the case, but since you didn’t do that, I 
was lost what do to next. 

 
Interviewer:   I think in that case, you can actually say you’re kind of unclear on what to do next 

given time.  That’s always a good excuse, you know, “given our time 
constraints.”  And, “Is there one area or another that we should focus on?” or, 
“Here are my options that I’m considering, perhaps we got to know enough and 
we can wrap up,” or “If I had more time I would like to look at these other areas, 
as secondary and third priorities.”  Any of those I think would be reasonable.  
And I think the reason I didn’t say anything was: I wasn’t clear what your plan 
was.  Were you planning to go back?  And maybe in your head you planned to go 
back, and I wanted to give you the chance to do that.  I wanted to see if you would 
or not, or if you were done.  And so I was a little unclear on what the plan was – I 
just sort of let you do what you wanted to do, just in case you actually were 
planning to do the right thing.  I don’t want to cut you off too early, and prevent 
you from going back and touching on some key issues. 

 
00:48:01 
 
Candidate:   Okay. 
 
Interviewer:   Another little twist – and this is interesting that people have had problems with 

this particular case – is that: particularly when you have a profitability case which 
consists of multiple components – revenues and costs – this one has an additional 
layer of complexity, in that it’s profitability across three businesses.   

 
And so there are two ways to analyze costs.  You can analyze it overall, analyze 
profitability overall, but you can also do it for each business.   

 
And so two different approaches I think that would have worked in this case: one 
is to do the profitability framework for each line of business separately; or you 
can start with – since the question is how to improve profits, not revenues but 
profits – you could have started with profits overall, break down profits into its 
three components (one for each business unit), and then do the profitability 
framework for each business unit.  That would be another logical way of doing 
that segmentation.   
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And had you done that you would have noticed – you kind of got to the right 
answer anyway, but the data would have been much more obvious.  In this 
particular case, residential was actually losing a lot of money, and data storage 
was extremely profitable.  But you could have figured that out in the first three 
minutes, and you figured it out maybe 25 minutes in. Not the end of the world – it 
still would be considered favorable in terms of the overall evaluation of your case 
skills.  But you could have figured that out in five minutes, and you could have 
better allocated your time because of that.   

 
Candidate:   Yes, and also one of the challenges I think I had in this case – I used all my 

existing knowledge.  I know that data storage is a growing segment in general, we 
have more information digitally, and kind of have— my assumption in my mind 
is that, listening to the case, that that’s the area where I need to focus on.  Maybe 
that leads me to kind of move quickly to that area, and just move some of the 
enterprise out of the way. 

 
00:49:56 
 
Interviewer:   Yes, it’s very dangerous; that’s very dangerous to do.  Sometimes— I have 

another case I do around the cell phone industry, but I assume that’s the year 
1975, and it’s very easy to say, “Well, I know what happens,” right?  But you 
don’t know what happened in 1975, so you have to go by data.  And sometimes 
interviewers, they’ll change things around, or they’ll say it’s the data storage 
business but it’s in Finland, and so you have less personal experience in that 
particular country, for example.  And it’s okay to let your prior knowledge maybe 
bias your creation of a hypothesis, but it is not okay to not get the data to validate 
that hypothesis before moving on. 

 
Candidate:   Okay. 
 
Interviewer:   So now this particular case, I’ll tell you what my thoughts were.  I think you did 

end up on the data storage side, but you didn’t really have any clear data as to why 
you picked data storage over the other two.  You had some data, but you didn’t 
have enough concrete— “Oh, you obviously have to focus on data storage.”  You 
didn’t justify why.  You said you went for three areas – “I want to focus on data 
storage,” and you didn’t explain why.   

 
Candidate:   My explanation from my side was obviously the growth in the sector, but the 

issue of profitability — 
 
Interviewer:   Right it was profits, not necessary growth.  Now growth can help, but not always, 

right? Now so in this particular case, it happened to be correct that data storage 
(growth in data storage) would actually improve profitability, but you didn’t 
actually do the analysis that would indicate that.  So for me it feels like— as an 
interviewer, I felt like, “Well…?” Once you got in there, you got the right answer 
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for the parts that you chose to focus on; you did it pretty well.  What does come to 
mind is that I think you got a little lucky. 

 
Candidate:     Yeah, not good. 
 
Interviewer: Yes, and lucky is good and bad – you got the answer but… could he do it again?  

You know, if we had another case and you didn’t happen to know anything about 
that particular segment, would he get to the right answer next time?  Or did he just 
get lucky this time?  It’s very hard for me to tell. But if you’d asked a couple key 
questions up front, and you had the data that said, “Oh, clearly you’ve got to focus 
on data storage,” well then I’m feeling, “Okay, he had the right process, he didn’t 
get lucky.  He was very data-driven, and therefore, I give him full credit for the 
case because clearly he could do it again.” 

 
00:52:07 
 
Candidate:   Okay, I think you were suggesting whether we can do this? 
 
Interviewer:   Yes, I was thinking maybe we should start just the opening part of this case, and 

redo it in a very logical and structured way. 
 
Candidate:   Okay, that would be good.  Just one question before that? 
 
Interviewer:   Sure. 
 
Candidate:   After I realized that the focus was the data storage, I moved into the business case 

framework – company, customer – and I kind of got some information there, but 
maybe didn’t get as much impactful information.  Do you think that was like a 
wrong track for me to go into? 

 
Interviewer:   I don’t think it was wrong, but it wasn’t maybe necessary.  The business situation 

framework is good for market entry, it’s good for product introduction, it’s good 
for, “qualitatively, is this a good business that’s worth growing?” But the question 
wasn’t how to grow; the question was how to be more profitable.   

 
Anytime there is a more profitable question, there is usually math involved, and 
you want the math to then drive where you would apply that potential framework.  
So if— I guess if the intermediary conclusion that you did not reach was that the 
data storage business is an absurdly extremely profitable business, and is therefore 
worth growing, then the question is: how do you grow?  And if that is the 
question, then you switch to the business situation framework. 

 
Candidate:   Okay, I get that. 
 
Interviewer:  So you jumped right to how to grow, but you didn’t actually verify.  You had a 

general sense that it was profitable; you didn’t have a concrete numerical sense of 
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precisely how profitable it was.  And so for example, if you were to double sales 
in data storage, would it fix the profitability problem?  Unclear, don’t know, 
right? 

 
Candidate:   Well, I guess in real life though, profitability of these new technology businesses 

are not really good, in general. Like the profitability of some online businesses, or 
tech companies, they just drive their business based on revenue.   

 
00:54:02 
 
Interviewer:   This is not an online business. 
 
Candidate:   Yes. 
 
Interviewer:   This is a brick and mortar one. 
 
Candidate:   This is again an assumption that I had obviously. 
 
Interviewer:   Yes. 
 

So overall in this case, as we wrap up this particular example, I would not 
have passed this particular person to the next round or extended an offer based 
on the performance I heard on this particular case.  Again, the main problems 
were: they were not really being hypothesis-driven; the hypotheses were not 
being developed based on the data provided; and the person was really just 
jumping around a lot from idea to idea to idea based on intuition, prior life 
experience, and not really based on the facts and data provided and revealed in 
the case itself, which again is very, very important.  And you'll hear me 
emphasize that over and over again – data-driven, hypothesis-driven – it's very 
important for consultants to do that.   

And in the next case, what you'll hear is the same candidate basically 
doing the same case all over again, trying to incorporate some of the feedback 
that I gave him.  So you'll hear that it is a better case, and still some mistakes are 
being made, but I'll point those out in the next example. 

 
Here I've asked the candidate to redo the very first part of the case where 

he's structuring the overall approach on how to solve this case.  And a few things 
that you'll want to notice in this particular version (which I do think is better):  
the first is that he's much more explicitly stating a hypothesis, which is good.  He 
is asking for data to validate that hypothesis, which is also good.  So definitely 
trying to incorporate that feedback he heard from me, from the prior example.  
Two things to pay attention to: one is a mistake; and one is, I think, a good habit.   

The first is: in asking for data, you'll notice that he tends to ask for very 
specific data.  The general rule of thumb is you always want to ask for the 
general number before you ask for the more specific number.  So you want to ask  
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for overall sales before you ask for breakdown of east coast sales versus west 
coast sales.  You want to know the overall profits, before you understand profit 
by region, or profit by product line.   

00:56:09 
Whenever you ask for a number, always ask for the whole number first, 

before you ask for the pieces that add up to the whole.  And the reason you want 
to do this is because the whole number sometimes will tell you whether the 
details are even relevant or not.  So as an example, if you had a case where the 
client wanted you to increase revenues by 50 percent from $1 billion to $1.5 
billion, let's say, and the business consists of three divisions.  Well you would be 
tempted to go look at revenues and costs and profitability of each of the three 
divisions, which is not a bad thing to do, but it’s useful to just start with 
revenues.  You know, how big is each division, right?  And it's possible that one 
division is 80 percent of sales, another division is 19 percent of sales but growing 
100 percent per year, and this third division is like 1 percent of sales and the 
sales growth rate is flat.   

And if you just know that, you would make a conclusion, which I don't 
think is an unreasonable one, that that third business segment that's flat and is 
very, very small is not the best place to focus.  Because even if you were to 
double sales, it doesn't help very much, and right now, it's not even growing.  So 
that's an example of asking for the general number first, revenues by division, 
before doing a profitability analysis of each one or revenue analysis of each one.   

And the other reason it's important is because when you start getting into 
detailed analysis, you really increase the likelihood of making a numerical or 
computational error.  When you're trying to keep track, you know, of profit 
margins and costs and fixed costs and unit costs across three different divisions 
and six different product lines, that's a lot of numbers to keep track of.  And 
generally you don't need to do all those things to solve a case, either in real life 
or in an interview.  And so it's important that you realize that asking for the 
general number first allows you to figure out whether you ought to ask for the 
components that make up that general number.   

00:58:06 
The other thing to pay attention to in this particular case – which I think 

was good and I did a little coaching on this with the candidate, so you'll hear my 
comments as we go – is something I call sizing, estimating or “bounding” a 
particular situation.  Let me try to explain what I mean, because it's a little 
confusing.   

So if the goal is to increase sales by $4 million, you want to know: if you 
do Option A, how much of an impact does Option A make?  Is it a $100,000 
opportunity, or a $10 million opportunity?  That's called sizing or estimating.  So 
you may have heard of estimation questions that are similar to case interviews 
that are used in consulting interviews.  And one of the reasons people ask you to 
estimate, you know, how many shoes are sold in the United States or things like 
that, is because you actually need to use it on the job.  And where you use it is 
typically: if we have these three options, and it takes a lot of work to figure out  
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how to make these options work, you know, “If we did Option A, and we did it 
really well, how much of a financial impact would that make, and does it even 
help us reach our goals, or is it not even worth trying?”  So those are what we 
call sizing or estimating type questions.  And they really help figure out whether 
you are focusing on the right place or not.  So pay attention to that in the middle 
of this particular next example, and hopefully you will see the examples that 
come through loud and clear. 

 
Candidate:     Okay, so that will be helpful for me to start the structure part again. 
 
Interviewer: Perfect, let’s do it.  So I’ll open again, and say this company is a client of yours. 

They are a diversified company based in the Midwest, their core strength is 
around storage, and they store three different kinds of things or they have three 
parts of the business that all require storage.  The first part of the business is: they 
have a residential moving and storage company.  They have a second part of the 
business that is in records storage, paper records.  The third part of their business 
is in data storage, so: back-up devices, tapes, data back-up types of things.  This 
business is suffering from profitability.  They lost $4 million last year, and they 
are very concerned that this trend be reversed, and have asked you to help them 
figure out how to get the company back to profitability. 

 
01:00:13 
 
Candidate:   Interesting.  Okay, so it seems that the client has been less profitable.  They lost 

$4 million, and we want to understand why and what to do about it. 
 
Interviewer:   Correct. 
 
Candidate:   Does the client have any other objectives? 
 
Interviewer:   No, the main one is: make more net income. 
 
Candidate:   Okay, great.  So I’d like to start with looking at revenues and costs, because they 

make up profits.  Do we have any information whether revenues have changed 
over the years? 

 
Interviewer:   For the company overall, revenues have dropped from $75 million a year to $55 

million a year. 
 
Candidate:   Okay, interesting.  And do we have any information on the costs in general, 

whether they have changed? 
 
Interviewer:  Yes, they have.  Costs were $74 million a year, and they have fallen to $59 

million a year. 
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Candidate:   Okay.  $55 million revenue and $59 million in costs – so that’s why they had a $4 
million loss. 

 
Interviewer:   Correct. 
 
Candidate:   Okay, interesting.  It seems my intuition is that this is a problem about revenues, 

the revenues have been declining. 
 
Interviewer:   Okay. 
 
Candidate:   And so I’d like to first focus on that, but since we have three different segments, I 

would like to come back to costs and understand the change in costs per each 
segment. 

 
Interviewer:   Okay, sure. 
 
Candidate:   So revenues are made up of revenues per order and number of orders.  Do we 

have any information on whether revenues per order have changed? 
 
Interviewer:     Actually, just a little “time out” here.  It’s always a good idea to ask for the most 

general or most summary number first, before asking for the breakdown.  So, the 
logical next level of detail would be to know what the breakdown in revenues is 
across the three businesses, as opposed to what’s the unit shipments across the 
three businesses.  Because perhaps some of the unit shipments are not relevant. 

 
01:02:10 
 
Candidate:   Okay.    
 
Interviewer: So you skipped one level; you went two levels of details rather than just one.  So 

why don’t you ask that question again, and then we will take it from there? 
 
Candidate:   Okay, so do we have any information on the breakdown of revenues? 
 
Interviewer:   For the company, we do.  Revenues this year in the residential segment were $30 

million in sales, which is down from about $50 million the prior year; revenues in 
the paper records storage is $15 million a year, which is the same as the prior 
year; and data storage is about $10 million this year and, although not reflected 
very well and accurately in the numbers, that has been a growing part of the 
business. 

 
Candidate:   Okay. 
 
Interviewer:   But it was $10 million last year as well, numerically. 
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Candidate:   Got it.  So it seems that the residential part of the business has been shrinking, and 
the data storage part of the business is growing.  So my initial hypothesis is that 
the company has to focus more on the data storage part of the business, but before 
I go further along that road, I’d like to go back to the costs and analyze the 
profitability of each business. 

 
Interviewer:   Okay. 
 
Candidate:   So do we have any information about the cost structure per segment? 
 
Interviewer:  Sure, do you want the cost structure or do you want the profits? 
 
Candidate:   I’d like to know the profits. 
 
Interviewer:   Okay.  The reason I asked that too is: the profit’s the more general number, and 

the cost is more specific. And it’s better to ask the general first to figure out if it’s 
even relevant to ask for something more specific. 

 
Candidate:   Okay. 
 
Interviewer:   Otherwise, I could give you lots of costs data, but then you’d have to do a lot of 

computations to figure out profits, and it’s a lot of work for you without knowing 
whether it’s actually worth it or not. 

 
Candidate:     Okay, got it. 
 
Interviewer: Now if the profits look unusual, then you ask for costs to analyze it further, but 

it’s a more efficient way to do it. 
 
Candidate:   Okay. 
 
Interviewer:   So, to your question regarding profits, I do have profits by business unit. The 

residential business unit has lost $10 million this year; and the paper records 
business broke even, so no profit, no loss – zero dollars in net income; and the 
data storage business generated $6 million in net income this year. 

 
01:04:13 
 
Candidate:   Okay, so that’s interesting.  It seems that the data storage business is not only 

growing, but it is also profitable. 
 
Interviewer:   Okay. 
 
Candidate:   Do we have any sense of how the competitors have been doing in terms of profits 

for each segment? 
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Interviewer:   Sure I would say, generally speaking, that the other companies in the residential 
moving industry have seen a significant drop in sales, and are either less 
profitable than before, most unprofitable, or a few at break even. 

 
Candidate:   Okay, my hypothesis is: there’s a structural change in the market, which is 

affecting every company in the residential storage segment.  The revenues are 
down; the profitability is down.  On the other hand, the data storage business is 
growing and it’s profitable.  So my sense is that the company, our company, 
should invest more in the data storage segment.  In order to dig deeper into the 
data storage business, now I’d like to analyze what would be the effect of 
additional investment, in terms of generating revenues and profits. 

 
Interviewer:  Okay, so pretty good analysis so far.  I would do a little “time out,” intervene.  

The last two sentences you said, you talked about investment and data storage, but 
again the question was around profitability.  Slightly on a— and it’s very picky, 
but it’s actually pretty important – it’s more precise to say that, “My hypothesis is 
that growing the data storage business will increase profitability of this business, 
enough to make a difference,” let’s say.  Or “My hypothesis is: growing the data 
storage business is possible, and could restore profitability to the business.”  If the 
goal is to return the business to profitability, that means the goal is to return the 
business to zero net income.  It is useful to “bound” the case a little bit.  How 
much does the business have to grow on the data storage side to return the 
overall business to break even? 

 
01:06:17 
 

This is an example of sizing the opportunity or estimating the financial 
impact for a particular opportunity.  And it's useful to know – it's useful to do –
because it helps you figure out whether you solved the case or not.  So I asked 
the question: how much does the business have to grow on the data storage side 
to return the overall business to break even?  That gives you sort of a boundary 
of whether this one opportunity will be enough to accomplish the objective or 
not.  And if it's more than enough, then you know that if this option works, 
you're done with the case.  If it only gets you halfway there, then you realize that 
you need some other opportunity to reach the rest of your objective.   

So it's important to do this whenever you can, and oftentimes what you'll 
find is: if you have a situation that is worth doing what we call “bounding” the 
problem, or estimating the impact or sizing the impact of a particular option.  We 
oftentimes find in the middle of a case, an interviewer will just ask you, you 
know, "Hey, it sounds like a great conclusion.  If they follow your 
recommendation, will it be enough to accomplish their goal?"  And that's 
basically an estimation question sort of thrown in the middle of a case interview, 
and it's a very legitimate one.  So if they follow your recommendations, is it 
enough?  Will they actually get to where they wanted to go?   

So be aware if an interviewer asks you that, a question like that, they're  
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basically wanting you to size the opportunity that you're recommending or the 
impact of the recommendation you're making, and then to see if that's sufficient.  
And so that's something you'll see as you listen to the rest of this recording, for 
something you want to definitely pay attention to and be able to do. 

 
Candidate:   Okay, got it.  So then that would lead me to margins and calculating the additional 

revenue required. 
 
01:07:58 
 
Interviewer:   Correct.  So then your question then becomes, “Now I need to understand: is it 

possible for the data storage business to grow probably by 45 percent?  Is it 
possible to grow that?  And to understand that question, I need to look at the four 
areas.”  Because before you were asking, “Can I grow the business at all in 
general,” which is a very broad question, as opposed to “Can I grow it enough to 
bring the business back to break even,” which is more specific. 

 
Candidate:     Then that will put up new avenues, and in addition they could think of disposing 

the residential businesses as well. 
 
Interviewer: Absolutely, absolutely.  And in fact, that was one of the conclusions in the case 

that I typically would look for.  
 
Candidate:   Okay. 
 
Interviewer:   You see, if you’d structured the framework – the approach – that way, it 

immediately prompted you to get rid of the residential.  Correct? 
 
Candidate:   Yes.  How else am I going to reach zero, right? 
 
Interviewer:   Right, because if you get rid of the residential, you’re automatically profitable 

immediately.  
 
Candidate:   Yes. 
 
Interviewer:   Now the question then becomes: which one is easier?  So anyway, I don’t want to 

get too off track, but you’re right.  And so I think— the subtle thing is if I had to 
pinpoint where the mistake was made, I think it was: you assumed a little too 
much.  And you assumed a little too much knowledge, and I think it led you down 
a much tougher question to ask, which is “Can you grow this business,” as 
opposed to “Can this business become profitable again?” 

 
Why don’t you do that calculation, and more precisely, introduce the business 
situation framework, given the metrics that you are trying to accomplish.  Set that 
up, and then separately, I would also set up the analysis on the residential side of 
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“can the business be fixed,” and if not – set the right hypothesis, and perhaps you 
want to sell it, or get out of it somehow. 

 
Candidate:   Okay.  So that’s interesting – we have profits of $6 million in the data storage 

business.  Do we have any information on the margin, because we were not really 
sure about the exact revenue from this business?  I’d like to calculate how much 
additional revenue we would need from this business to make up for the losses 
from other segments. 

 
01:10:05 
 
Interviewer:   Sure, this business does $10 million a year in sales, this year.  It has a total cost 

base of about $4 million, leaving a $6 million net profit.  And the cost of $4 
million is about half of it – $2 million is from fixed costs, $2 million is variable 
costs. 

 
Candidate:   Okay.  Okay that’s interesting.  So, if we increase the revenues… so the variable 

costs are about 20 percent of the business. 
 
Interviewer:   Correct. 
 
Candidate:     And then 20 percent is the fixed cost.  Now, we know that the company lost $4 

million this year.  In order to restore it back to profitability, we need to find an 
additional $4 million by growing this data storage business.  And I’d like to 
analyze whether that is possible or not. 

 
Interviewer: And how much would you have to grow the data storage business by, in order to 

break even? 
 
Candidate:   For $10 million of revenues, $4 million of costs… $6 million of profits… To get 

to $10 million of profits, I need to – I’m guessing we need to increase the 
business by two thirds. 

 
Interviewer:   Okay. 
 
Candidate:   To do that – if we increase the sales by two thirds, it’s about $16 million of 

revenue, but $2 million of that is going to be fixed costs and about $4 million of 
that is going to be variable costs.  So I would say about maybe $5 million or $6 
million of it. 

 
Interviewer:   Seems reasonable.  Great, so that’s a pretty good set up, as you transition to 

getting more information about the customers, the competitors and whatnot.   So 
that’s one hypothesis, the one analysis, branch of analysis you could do.  Why 
don’t you introduce the other options that you could use to get you back to 
profitability? 

 



Case 4 – Storage – Ex 2 – Transcript 

Copyright Victor Cheng 
All Rights Reserved 

Page 31 of 32 

Candidate:   Sure, the other way the company could get back to profitability would be to 
eliminate its losses in the other segments – the paper and the residential segments.  
And in order to do that, it would either need to cut costs, or if that’s not possible, 
then maybe dispose of the business. 

 
01:12:11 
 
Interviewer:  Okay. 
 
Candidate:   So, I’d like to then look at whether it’s possible to cut costs in this segment or not.  

I guess my next question will be then if this is a high fixed cost or a variable cost 
business. 

 
Interviewer:   Perfect.  And so actually, what I would do is, I would say on your – if you have a 

“to do” list that is separate, I would say, “There are two big questions we need to 
answer in order to return this business to profitability: can we grow the data 
storage business by another $5 million in sales, which will help the business break 
even?  Or, can we reduce the $10 million loss in the residential business, either by 
cutting costs or increasing revenues?  And if we can’t, can we get out of the 
business and just exit the business entirely?  So those are the three major 
questions: grow data storage, reduce the losses in residential, or sell residential.  
Those are the three areas I would like to look at.  Let me start first with data 
storage, but I’d like to come back to those other two areas, if we have sufficient 
time.” 

 
Candidate:   Okay. 
 
Interviewer:   Something like that. And then don’t forget you did it.  Don’t forget – you’ve got 

to come back! 
 
Candidate:   Yes, okay.  No, that makes a lot of sense.  Once I exhaust that first option, then I 

would have a place to go.  And having said this in the beginning, I would 
remember going back to this. 

 
Interviewer:   Correct.  The other reason to do that is: both you and I will know when you’re 

done.  Because you exhaust one; you exhaust the second one; you exhaust the 
third… I would say two of the three don’t work – there’s only one option that 
does.  You have your conclusion – boom, you’re done.  And that’s the same thing 
we would do in managing an engagement in real life is: we would structure.  If I 
had three associates on my team, I would say, “Okay, you focus on data storage,” 
this other associate – “You go focus on trying to return profitability,” and the 
third one – “You go work with the bankers and see if we can sell the business.”  
“And you each got one month. Go!”  And so the actual scheduling of the work 
would actually be very similar to that.  But yes, I think that was a very good 
structuring, and I think you sort of picked up on why to do it and how to do it.  
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Before we finish up, any sort of general questions about anything we covered 
today or anything in general?  

 
Candidate:     No, I appreciate your help and it’s been more clear to me.  The profitability case 

was complex with the different segments, and I lost track of the objective there 
for a while, but it’s good to find out where my mistake was and just restructure it.  
Now I’m more clear about it. 

 


