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Brand Heritage

Cracker Jack is the Ofiey
4 riginal

Popcorn. Invented by E W. Ruekheim, the con-
World’s Fair Columbian

Baliin 'Olasses was first made and sold in 1893 at the
coined in 1896 whep 5 visiti ition in Chicago, Illinois. The Cracker Jack name was
cracker jack!”—a ninereenr 5 SUCSMan tasted the product and exclaimed, “That's a
Cracker Jack was pack enﬂ.}cenmry slang phrase meaning, “That’s great.” In 1899,
ﬂ'ib\’llt;i;!; of the prody, Catg ed in moisture-proof boxes making possible broadened dis-
e di 5
Jack. In 190; v';l: l;)f:;::its 18 t.he early 1.9005 had lasting effects on the image of Cracker
with its lyric “Buy me s Was immortalized in the song,“Take Me Out to the Ball Game,
duced the prize-incmen € PEAnUts and Cracker Jack” In 1912, EW. Ruekheim intro-
| trains and -e.v -box novelty, featuring magnifying glasses, little books, beads,
ker Jack to :Vlius tles, and !Das_eba.u cards, among other items. More than 17 billion
o bo’; S been distributed since 1912. A patriotic flair was added to the
cs. A oarong World War I (1914-1918) with the inclusion of red, white, and
°S- A saluting Sailor Jack and his dog, Bingo, were also added to the box and
me the national Cracker Jack logo. Sailor Jack and Bingo have appeared on
- Packages with only slight variations since 1918.

Product Line and Positioning

€ Cracker Jack product line consisted only of caramel-coated pop-
» using the original recipe developed by E W. Ruekheim. In 1992, a

was introduced, followed by Nutty Deluxe in 1994, and Cracker
riginal and Butter Toffee flavors) in 1995. Approximately 23 per-
dollar and pound volume sales growth between 1993 and 1995
these product introductions. The breakdown of Cracker Jack
y formulation is shown below:

Net Dollar Sales (%)

63.0%
26.0
6.7
4.3
100.0%
of inventory with limited shelf-life sold to a number of

of packages. The product is packaged in 1.05-
»xes and bags (introduced in December 1996)
bags and bags-in-boxes (introduced in 1992).

sizes, and package forms (boxes, bags, and
with 32 separate items or stock-keeping
accounted for 75 percent of net dol-
percent of net dollar sales in 1996.
n insignificant percentage of net dollar
ker Jack product line are shown in

ﬁacuscd on its brand heritage as
in the primary message for

.. . candy coated pop-
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EXHIBIT #

?muﬂng contemporary
/adult appeal reminding
wing up (mid-1980s)

ize the “better
- Toffee flavors:
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4. Only 7.1 percent of U.
consume less thap
ShOWs the majol'

- The mldy results we
one team uc: ck“ ed famfably by the brand marketing team. According to
- mppedoppomty €r Jack is a trademark living off residual heritage with

S. households consume Cracker Jack. These households
©ne pound of Cracker Jack annually. Exhibit 8 on page 244
reasons why consumers do not buy Cracker Jack more often.

i 'lgclgarket Preliminary results from the simulated test market (STM)
e Uraging,” according to a brand marketing team member. Unlike the
e ’ €Quity, and usage study, the STM was commissioned to obtain

rent of Cracker Jack’s commercial potential.

conducted by another marketing research firm, consisted of four steps.

the ages of 12 and 64, who had purchased a sweet or salty

Past three months, were recruited at shopping malls in 16 U.S. cities

§ nearby research facility. These consumers were then exposed to an

T Cracker Jack (see Exhibit 9 on page 245). Following this exposure,

©d 10 a mock store setup where Cracker Jack was available for sale

RTE caramel popcorn brands. Consumers were given money
Whatever brands they wished, keeping any money left over.
o bought Cracker Jack were given two complimentary packages
= home. These consumers were called after a 2- to 3-week time
qu&tions about the product, and offered a chance to repeat

0 was also gathered as part of the Cracker Jack STM. Con-
d (likes and dislikes) and usage intentions were
orated into computer simulation models that also
ended marketing plan. The STM output included
repeat rates, purchase amounts and frequency,
es volume estimates.?
ptions were tested in the Cracker Jack STM.
at levels comparable for Frito-Lay potato, corn,
ocations were tested: placement in the salty
aisle of stores. The present retail price of
the package type was varied to compare the
s $1.99 retail price was tested with an 8-
nd promotion expenditure levels ($15 mil-
ulated.
the STM indicated that consumers had
Consumers gave favorable ratings to
tency. However, most consumers said
scored highly as an afternoon, early
ing treat. Almost one-half (46%) of
nix aisle was the preferred store
ed store aisle was with salty
the checkout counter.
pound and net sales dollar
-year net sales estimates
prices. Estimates of prod-
volume would come

[
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ﬁ“?;sh‘:;;“mns?ack chip brands when the advertising and promotion expendi-
e s, (Case w(iter note: Footnote 3 contains important information
diture level. No eﬂmses') This percentage was 7 percent at the $15 million expen-
Srce of prod t‘es EIe f'ﬂade for the $22 million expenditure level. The inci-
B, product cannibalism did not vary by store location (salty snack versus alter-
5 €). According to a New Ventures team member, “These preliminary
dicate that Cracker Jack has considerable upside potential given broadened

th‘» Ough our extensive sales and distribution network and advertising and
0 support.”

ensions 1In subsequent meetings with the brand marketing team,
d on Cracker Jack extension possibilities beyond the first year.
‘Personnel believed that attention in the first year should focus on
racker Jack base business given a new sales and distribution infra-
rand and flavor extensions should be pursued in the second and
er Jack marketing as a Frito-Lay brand.
eting team members advocated a brand extension in the sec-
they proposed that a Cracker Jack snack bar be introduced.
xperienced considerable success with these bars following
d-go” eating. For example, Kellogg’s Rice Krispies Treats
00 million in supermarket retail sales over the past two
extended its oatmeal cereal with the launch of Fruit &
d by $20 million in trade promotion and consumer
n members speculated that a Cracker Jack snack bar
in incremental manufacturer net sales in the sec-
‘million trade and consumer advertising and promo-
cremental snack bar sales would be somewhat
is, higher first-year sales would result in higher

¢ current caramel and butter toffee flavors, might

ding to brand marketing team members. A spe-
likely candidates were chocolate and peanut
n might produce an incremental dollar sales
nd-year sales volume if supported by a $5 to
and promotion program.

onsulted soon after the Cracker Jack
| reaction was positive, noting that
distribution infrastructure.

related to the acquisition. First,
e typical Frito-Lay brand had
d present a challenge in
 cost of a direct-store-
derstated. According
s force selling com-
as a percent of




and acquisi-
in June 1997.




S presentation to senior PepsiCo executives should
eration of the Crack

er Jack acquisition relative to the internal develop-
mﬁon of a new consumer food brand. According to industry

ernally develop and launch a new brand (trade-
food category was $75 to $100 million, including the cost of
1d development, test marketing, and a national introduction, The
1C development to full-scale commercialization ranged from
likelihood of a new product success was roughly one in ten,

rket value is a necessary first step in determining the
Fair market value is the cash, or cash-equivalent,
between a willing buyer and seller, with each in
ssary to value the asset and neither under any pres-

ed a variety of valuation techniques to assist in

value, although this value often may not repre-

ice, a transaction price involves consideration
ding on the characteristics of the company
er and seller. For example, obtaining valu-
entity, or acquiring an increased market
purchase price. Still, determination
e price range generally involves
cribes the discounted cash flow
 research analysts, and valuation
is assumed that the reader is
value and discounted cash
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nique ass
stz?nt rate l;g:: ;‘:tl:sftter-m Carnings. will either be constant or increasing at a con-
weighted-average cost y?ar °f_ the. projection period and that the proper risk-adjusted
some multiplier to eitho capital is the discount rate. The multiple approach applies
jection period. The cr aﬁcr-tax earnings or cash flow from the last year of the pro-
using the discount ral‘esultmg terminal value is then discounted to its present value
developed from ub]tje o the gt year of the projection period. The multiples are
sition transactioxi A cly. traded comparable companies or recent merger and acqui-
ple approaches is tha point to remember about the income capitalization and multi-
underlying the e t?‘c c‘*lllelated terminal value is dependent on the assumptions
overstate after-t::o’ecu.on period. For example, aggressive sales growth rates will
which will in tur carnings or cash flow for the last year of the projection period,
because of extn: iov_ers“‘te the terminal value. Similarly, multiples may be distorted
the fact th e lnﬂu.ences on recent merger and acquisitions transactions and
Ct that two companies are rarely alike.
.g]i;g?gzxsec t];[;h; proper discount rate is one of the most significant elements in

rese!

: nt value changes inversely with changes in the discount rate,
s critical to the valuatio = 2

! n to properly assess the inherent risk and thus the required
yield of the business to be acquired.
X The FaPital Asset Pricing Model (CAPM) is generally accepted by the financial
umty as a means for estimating an investor’s yield requirement and hence a
any’s cost of equity capital. Essentially, the CAPM states that the required cost
is equal to the cost of risk-free debt plus some additional risk premium relat-
€ company. A detailed discussion of CAPM can be found in most finance text-
'he required rates of return on equity and debt are then weighted in order to
he weighted-average cost of capital. The weighted-average cost of capital for
00 consumer goods companies averages around 10 to 12 percent.

TECHNIQUE ILLUSTRATION

vides a simple illustration of the DCF computation for valuing a busi-
portion of the illustration contains a five-year pro forma income
ling projected business revenues, cost of goods sold, operating
gs (net income) before interest and taxes. Also indicated is the
income tax and after-tax earnings.

e bottom portion of Exhibit A-1 details the cash flow cal-
sh flows are obtained by adjusting the pro forma income
and changes in balance sheet items affecting cash.> This
ciation expense (a noncash cost) for each year to after-
os plus depreciation represents the annual cash flow

ns then needs to be adjusted to reflect cash out-
the estimated year-to-year increase in working cap-
liabilities) and planned capital expenditures for
- from operations. Increases to working capi-
assets, such as inventories and accounts
ounts payable), increase each year at a
ant (10%) annual revenue growth rate
The dollar amount for capital expen-

: ipment. In summary, after-tax
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EXHIBIT A-1




COMPANY

EXHIBIT A-2

Present Value of $1.00 Discounted at Discount Rate K, for N Years

Discount Rate (K) i
12% 13% 14% 15% 16% 17% 18%
0.893 0.885 0.877 0.870 0.862 0.855 0.847
0.797 0.783 0.769 0.756 0.743 0.731 0.718
0.712 0.693 0.675 0.658 0.641 0.624 0.609
0.636 0.613 0.592 0.572 0.552 0.534 0.515
0.567 0.543 0.519 0.497 0.476 0.456 0.437

‘ §d carlier, the residual or terminal value at the end of a projection
P ts a significant portion of the fair market value of a business.
Exhibit A-1, which illustrates the multiple approach for estimat-
rminal value. In this illustration, an after-tax carnings (cash
vuscd, which is then discounted to its present value using the
the final year of the projection period. This results in a residual
0. The sum of the cumulative present value of projected cash flows
resent value of the residual or terminal value is the estimated
. $32,296,000 in Exhibit A-1.
come capitalization approach can be used. This approach
ngs or cash flow from the final year of the projection
It can be assumed that after-tax earnings or cash flow
creasing at a constant rate from the last year of the pro-

n approach for estimating a residual or terminal value
tion contained in Exhibit A-1. Assuming that after-tax
main constant at $3,514,000 and a 15 percent dis-
sent worth of the residual value is $11,643,053
dded to the present value of projected cash flows,
235,053 ($9,592,000 + $11,643,053). Alterna-
in after-tax earnings (or cash flow) is expected
| projections, then the present value of a
ow) stream can be estimated. This is
-nts after-tax earnings (cash flow) in
ount rate, and g is the growth rate
ted residual value is $70,280,000
s amount is $34,929,160 (0.497 x
rminal value to the present value
ue is $44,521,160.

tative and quantitative
a going concern. As
lue is by no means 4
different assumptions.

ally correct, often
ue of a business
seller.




