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Recommendation
My recommendation to General Foods is to take on the new project. The new product would be very low risk in all areas. Additionally, developing this new project will prevent another company from developing this project and taking their customers. It will cost money to produce but spending that money will prevent a competitor from taking their customers and possibly shelf space from General Foods. They should not allow a competitor to gain any footing in the market or to possibly gain an advantage by going forward with “Super.”  

Business Fit
This new dessert product “Super” fits into the General Foods’ business operations as they are a food corporation with a hold in the dessert market already. Jell-O is already under the General Food’s umbrella which is a similar instant dessert to their new product. Additionally, the food industry is constantly evolving and growing which is also a positive for introducing a new product. Their employees also would have a knowledge of things such as marketing that would benefit General Foods. Super would be a low- risk project from a business fit perspective due to their previous experience as well as the industry they would be joining. 

Operational Fit
As stated, they already have some of the necessary machinery from producing Jell-O, they would just need to expand on their already existing infrastructure. In addition to the preexisting infrastructure, having employees with prior experience with food is a large advantage to a new product trying to gain a hold. Their employees would also have previous experience in operating the machinery and throughout the process that would be important to developing Super. Their prior experience within the market and their existing infrastructure makes Super a very low risk project operationally. 

Cash Flow Analysis
Numbers in Thousands
Option 1: Ignore Erosion Completely

10 Year Cash Flows starting with Year 1
	-32.36
	35.28
	102.92
	194.56
	334.2
	334.16
	363.4
	362.88
	396.92
	396.4



IRR= 48.5%
NPV= $936.77

Option 2: Accept Erosion, only count 80% of the revenue as new sales.

10 Year Cash Flows starting with Year 1
	-235.112
	-185.904
	-136.696
	-63.488
	58.24
	57.2
	68.008
	67.488
	83.096
	82.576



IRR= -10%
NPV= -$518.19

Option 3: Middle Ground, Subtract erosion directly from revenue. 

10 Year Cash Flows Starting with Year 1
	-118.76
	-60.72
	2.12
	88.96
	223.8
	223.76
	248.2
	247.68
	276.92
	276.4



IRR= 24.76%
NPV= $345.12

Presentation of Financials
All three options could be accepted based on the company’s standing and what they desire. Option one completely ignores erosion exists, which will result in counting sales that are being taken from other existing General Foods’ products. This double counting and lack of acknowledging erosion results in the IRR being 48.50% and the NPV totaling $936,770. The benefit of this however is that General Foods would be taking their own customers. They would not be losing customers to competitors who will inevitably create “Super”. Option 2 accepts erosion, theorizing that only 80% of the revenue brought in on Super would be from new sales. Compared to option 1, which has an extremely good IRR and NPV, option 2 has a negative IRR and NPV at -10% and -$518,190, respectively. However, Option 2 would almost certainly result in Super not being produced and another company swooping in to take the customers that Super would have reached. However, option 3 is a mix of both. Option 3 considers erosion by subtracting a figure titled “Adjustments (explain) Erosion” from the revenue. Using this method, we get an IRR of 24.76% and an NPV of $345,120, and cash begins to be positive in year three as opposed to in year 5 like in Option 2. Option 3 considers the sales that will be taken from other General Foods, but not as drastically as Option 2 which results in positive financial values. 

Erosion Issue
I chose to use the third accounting option using the mystery erosion number. I felt that Option 3 was best because it accounts for the erosion of sales, but also shows the value in creating the new project. Also, proceeding with Super will prevent another company from creating it and entering or strengthening their hold in a similar market to General Foods’ Jell-O. Creating Super will allow General Foods to keep their shelf space while also preventing the loss of customers. Option 3 acknowledges erosion and accepts its occurrence, without drastically tanking their revenue numbers as Option 2 does. It also does not double count customers like in Option 1, which makes the project look much better than it would be. Option 3 is best when trying to fully analyze the project, because it is not as drastic to one side or the other like Options 1 and 2. 

Test Marketing
I did not account for test marketing expenses in the analysis, as test marketing is necessary for all projects. The purpose of test marketing is to obtain an idea of how their product will perform. It is money that must be spent on a project regardless, so I feel like it should not be held against how the product itself will perform. I would rather just see the project as it is, without the test market bogging down the future numbers. 

Hurdle Rate
Lastly, I chose a hurdle rate of 12% as this is a generally low-risk project as discussed in the sections above regarding Business and Operational Fit. 12% is generally normal and as a low-risk project, I felt the hurdle rate should also be similarly low risk and regular. 

Summary
In closing, I recommend that General Foods takes on the project. I make this recommendation based on Option 3 of the middle ground that accepts erosion, but not as drastically as Option 2 does. Similarly, I believe that Option 1 results in some errors that causes the outlook to be too optimistic. I think that it is important to go forward with Super, based on the importance of not letting another company into the market to take customers and shelf space from General Foods. Additionally, this is a relatively low-risk project based on the food industry constantly growing, the experience General Foods has within it, and most of the infrastructure already being in place outside of $120,000 for machinery and $80,000 for upgrades to existing buildings. The combination of being low risk, as well as the importance of not allowing a competitor to join the market lead me to recommend General Foods to take on Super. 
