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Executive Summary

Newell Rubbermaid was founded in 1902 and currently faces many issues. Beginning when the company was made public in 1972, Newell consistently acquired new businesses and “whipped” them into shape.

Unfortunately, for the past decade, Newell experienced stagnant and even decreasing stock prices. This is due to increasing debt has created a cause of concern.

Recently, Newell began restructuring and selling non-strategic businesses in order to reduce costs by cutting employees and exiting their low profit segments. Therefore their new CEO instituted a series of programs called “Newell Operational Excellence” which focuses on lean manufacturing.

First of all, since Newell is a firm of numerous brand and product lines, we recommend that Newell spinoff their Home Fashion division because it generates the least when compared to other divisions. The spinoff would separate Home Fashion from the other divisions, thereby creating two new firms. This separation helps each new firm by allowing a greater focus on individual situations.  Usually, due to this focus, operations can be streamlined, which reduce costs, and eventually, positively affecting stock market performance for both the parent and spinoff firm.

Secondly, instead of issuing dividends, we recommend that Newell Rubbermaid uses these proceeds towards repurchasing stock. This would allow shareholders to benefit from significant tax savings. Secondly, stock repurchases would stimulate financial flexibility.  In the case of Newell Rubbermaid, this flexibility would provide a better ability to respond with an increase in competition and future restructuring of production facilities. We also advise that Newell Rubbermaid use the remainder of their proceeds to retire some of its existing debt, in hopes of reducing their leverage ratio.

Finally, we recommend instituting an EVA financial management system along with an EVA-based bonus plan for its top management. By using EVA, Newell will be able to use a single measure by which to make decisions across their wide range of industries its products mix covers. This is imperative because the accounting measures currently in use can be misleading for management and stockholders and quite possibly the major contributor to incorrect decision making by management.

Newell Rubbermaid is a company with a future. We believe that if these recommendations were applied the company would be able to make better decisions and improve stock market performance.

“Conglomerate” Effect

Newell Rubbermaid (NWL) went public in 1972 and began a historical pattern of acquiring companies.  From its first addition, EZ Paintr Corp., to its most recent, American Saw & Mfg. Co., the company has established a conglomerate of well-known products to its portfolio.  Signature brands such as Sharpie, Rubbermaid, and Shur-Line are just a few encased by the Newell name.  Somewhere in the mix, however, strategic mergers and acquisitions have become a side-note to the company’s ailing earnings.  


Due to their numerous brands and product lines, Newell has established itself in multiple markets, as it produces industrial, commercial, and consumer products. This creates a problem because the corporation’s true market position becomes less defined. In an effort to address this issue, Newell has created four business segments.  

Cleaning and Organization, which accounted for over one third of all sales, is headlined by Rubbermaid storage products, while Office Products includes well known brands such as Sanford, Papermate, and Sharpie.  Finally, Home Fashions as well as Tools and Hardware, round out the main four divisions with a much smaller percentage of the firm.  The remaining operations constitute a separate segment simply entitled “Other.”  


This “conglomerate” issue presents itself as a problem far beyond obvious earnings disparity.  Since 2000, the company has experienced marginal income levels while stagnant to dropping stock prices become commonalities even though sales have exceeded $1 billion.  According to Donald H. Chew, these factors provide evidence of “the market’s alleged inability to evaluate conglomerate structures with unrelated businesses (593).”  At close examination, Newell’s Home Fashions segment reveals itself as one such disparate business.

Sometimes referred to as the Calphalon Home Group, Home Fashions is a fairly new venture for Newell Rubbermaid.  The acquisition of Mirro (1983) was the company's first foray into house wares. Anchor Hocking (1987) and, later, Levolor (1993), Kirsch (1997), and Calphalon (1998) firmly established Home Fashion with top brand names (newellrubbermaid.com).  This business segment produces cooking and kitchenware, window blinds, and many other household products.  These segments pose a problem for the Newell Corporation because primary revenue sources are generated in business segments other than Home Fashions.  Therefore, it is almost inevitable that conglomerates such as this will lack the resources and know-how to run and justify a focus on low percentage divisions, which will cause decreases in both earnings and stock yield.  Thus, with its recent sale of Anchor Hocking, a large part of the Home Fashion segment, we recommend Newell Rubbermaid spinoff the Home Fashions business segment.


According to Chew, separation of unrelated business units offers expected improvements in managerial accountability and incentives (594).  He goes on to say:

Having a separate stock price for the spun-off entity provides a more visible and objective criterion for evaluating managerial performance, thereby allowing for a more direct linking of managerial rewards with performance (in part, through significant direct stock ownership by managers). (594)  
Dr. Steven Rich expands by asserting that managers who have a significant holding in the firm will tend to minimize conflict with stockholders because managers will be working to increase the company’s market value (agency/capital structure).  Spinoffs, accordingly, promise to eliminate managerial inefficiencies stemming from a lack of strategic fit or synergy between the two entities (Chew 594). 


The operations of both the subsidiary and parent can also be significantly improved through the use of spinoffs.  This effect was documented in a recent study, which stated, “spinoffs are accompanied by substantial improvements in operating performance and profitability (Chew 594).”  This study, which was conducted on parent firms with inferior performance prior to their spinoffs, shows that results are better when a subsidiary is spun off versus maintaining the status quo. For example, in all cases, the separated firms enjoyed substantial growth in performance (17 percent in sales, operating income) within the first three years of independence (Chew 594).  

This form of divesting assets stimulates a positive effect on stock market performance.  Before separation, it is not uncommon for conglomerate’s stock to be over or undervalued.  Due to the multiple brands and product lines, the corporation’s stock can be difficult to assess as a whole.  Allowing their shares to trade independently, spinoffs enable investors to value each firm more accurately (593).  This improvement, coupled with the enhanced managerial and operational efficiency, can increase firm value for both the parent and subsidiary.

Accordingly, a spinoff of the Home Fashions/Calphalon division of Newell Rubbermaid would yield significant improvements through management, operations, and stock market performance.  It is obvious, simply by observing the company’s website, that this segment has minimal value in relation to the overall workings of the corporation.  With a spinoff, Home Fashions’ management would have complete decision-making authority allowing management a clearer focus on their individual issue. As a result of this clearer focus, the management of each the parent firm and spinoff will make better decisions.  This conclusively increases shareholding percentage of both parent and subsidiary management and, in turn, increases firm value due to the absence of conflict.  Operating performance would improve for both parties as decentralization would bring greater focus on growth.  With an operating income plunge of 51.6 percent between 2002 and 2003, it would be most beneficial to the corporation to separate this currently unrelated, low margin segment from its two moneymakers: Cleaning/Organization and Office Products.  This would positively affect stock performance, for investors would be able to accurately value the improved corporation.  This is necessary since Newell’s stock is caught in stagnation and has hovered around $25 since 2000.  It is of importance to mention, as indicated by Chew, that the stock market anticipates spinoffs through restructuring activity up to two years in advance.  He asserts, “the parent firms experience an average return of about 31% in excess of the market for the two years before the spinoff, which is consistent with investor expectations that the restructuring will improve performance (596).”  Through this one can suggest that even though it would provide improvements to management, operations, and stockholders, a spinoff and subsequent restructuring programs have not been implemented or otherwise identified by the market in recent years, shown by Newell Rubbermaid’s stumbling stock. In conclusion, spinoffs, while providing no inflow of capital to either parent or subsidiary, create improvements in both firms that have the net effect of enhanced performance and earnings.  
Dividends
The cash dividends paid out by Newell Rubbermaid to its shareholders also raises concern.  Newell Rubbermaid’s dividend payout ratio dropped from .846 in 2001 to -4.95 in 2003.  According to the Lintner Model of Dividends, dividends are usually paid out by those firms who have permanent and stable cash flows (Journal of Financial Economics).  This model also points out that the firm should decrease the occurrence of dividends as a company’s performance declines.  Newell Rubbermaid, contrarily, has continued to distribute an almost constant stream of dividends to its shareholders despite recent plunges in net income.  At the same time, the firm has accumulated large amounts of long term debt.  The company’s debt to equity ratio is currently on a steady climb.  Due to the recent net income plummets and sizable long-term debt accruals, it seems unreasonable that Newell Rubbermaid should have been issuing such large dividends
Instead of issuing dividends, we recommend that Newell Rubbermaid use these proceeds towards repurchasing stock.  Through stock repurchasing, the company purchases shares from existing shareholders (Dividend Notes 2).  Stock repurchases also provide other benefits to the company, as well as individual shareholder.  For instance, by distributing the excess capital in the form of stock repurchases, the company’s shareholders would recieve significant tax saving.  Chew explains these tax savings through the fact that shareholders will typically pay higher tax rates on dividend income than on capital gains (Chew 235).  In other words, dividend income is taxed at the ordinary income rates while the capital gains resulting from repurchases would be taxed at a considerably lower capital gain rate.  Another benefit with capital gains, taxpayers have the ability to defer capital gain taxes until the capital gains are realized.     
In addition to tax savings, stock repurchases stimulate financial flexibility.  In the case of Newell Rubbermaid, this flexibility will provide the ability to better respond with an increase in competition and future restructuring of production facilities.  In addition to using some of the proceeds from the dividend cuts for stock repurchases, we also recommend that Newell Rubbermaid use the remainder to retire some of its existing debt, therefore reducing their leverage ratio.  According to Donald Chew, this decrease in leverage would not only allow a company to better cope with increased business risk, but also offer more funds in order to capitalize on opportunities for future growth (235).  He also believes that stock repurchases substituted for cash dividends will allow companies to “‘control their destiny’ by conserving equity capital, maintaining higher cash balances, and reducing their target debt-to-equity ratios.” (245)   
If Newell Rubbermaid were to in fact implement a dividend cut, management must be aware of the initial effects on the stock’s market price.  Upon announcement of the cuts, investors might initially react negatively causing an initial decline in stock price..  This reaction stems fro investors’ preconceived notion that a cut in dividends indicates a less confident outlook of future earnings.  This “signaling effect”, however, can be pacified by implementing an investor relations campaign. (Chew 236)  Through this campaign, management must thoroughly communicate to investors management’s intentions with regards to the dividend cuts and how the new dividend policy will affect the company’s business and financial strategy.
EVA Financial Management System

While Newell Rubbermaid has show improvements since their merger between Newell and Rubbermaid, its stock price has still not fully recovered nor has the market’s confidence in the firm’s profitability.  When Joseph Galli was hired by Newell in 2001, he faced 26 loosely connected business units struggling to manage around 500 different brands.  For decades, Newell had grown by one method: “buy a small company with good brands but bloated costs or poor marketing, whip it into shape, then buy another one and do it again (Deutsch).”  Eventually when the company acquired Rubbermaid for $5.8 billion, their “house of cards” came tumbling down(Deutsch).  Galli understood the consequences that Newell was facing from its long-standing strategy of acquisitions, and therefore devised a restructuring plan in 2001 focusing on consolidating manufacturing and hence reducing expenses.  The  reduced expenses from closing facilities and cutting employees are meant to generate increasing returns.  Following this plan, the company has already closed out over 78 facilities and cut over 10,000 employees.  The firm plans on continuing efforts to divest “non-strategic” businesses. For instance, Newell has just recently completed the sale of three of its businesses.  Newell has also continued to follow its tradition of acquisitions through the purchase of Lenox brand of tools in 2003 and American Tool Companies in 2002.


Newell’s previous actions have been concentrated towards cutting costs and increasing returns.  These focuses were established when Galli took over as CEO, his claim (and consequently his ambition) was, “to weed out excess costs and products…all while increasing earnings 15 percent a year.” (Deutsch)  Galli, therefore, instituted a series of programs called “Newell Operational Excellence” which focuses on lean manufacturing.  Part of the program is to drive continual improvements in many areas, such as cost reduction, which is targeted to reach  5 percent annually.  Even Newell’s annual compensation plan for its group presidents and management level employees, “is based on sales growth, operating income, cash flow, and earnings per share.”(DEF14A)  The firm’s board of directors also granted the executive officers stock options in 2003 that become exercisable five years after the grant.  It is our recommendation that, for Newell, the ambition of its management should shift its focus from accounting related goals such as annual earnings increases and cost reductions to a system that promotes and more accurately creates value for the firm.  Instituting an EVA financial management system along with an EVA-based incentives program would help Newell make decisions that create value for the firm.

G. Bennet Stewart, in The Quest for Value, claims EVA is the, “one performance measure to account properly for all of the ways in which corporate value may be added or lost” (Stewart 118).    Using EVA would provide Newell a single measure by which to make decisions across the wide range of industries its products mix covers.  “Whether reviewing a capital budgeting project, valuing an acquisition, considering strategic plan alternatives, assessing performance, or determining bonuses,”(Chew 142) EVA creates a common goal for all of the different segments in which Newell operates.  It also, “encourages a more far-sighted corporate investment policy than traditional financial measures based upon GAAP accounting principles.” (Chew 141)  The accounting measures currently in use can be misleading for management as well as stockholders.  For example, Newell’s net loss for 2003 was reported to be 46.6 million, but through a basic EVA analysis the company has lost 404.22 million dollars worth of value to the firm.

The fact that Newell has always been a firm seeking to acquire new businesses and that it recently began a process of restructuring and selling non-strategic businesses makes it fertile ground to reap benefits of an EVA financial system.  Every time Newell purchases new businesses or sells an old one, it forgoes the opportunity of a different sale or purchase that could have created a higher firm value.  Along with decision making benefits, implementing EVA could also allow Newell to upgrade its present compensation policies for top management. An EVA incentives program motivates management to only make decisions that increase the value of Newell, due to the fact that bonuses are directly tied to the increases in firm value.  The benefits of implementing an EVA system could be countless, but these benefits are not received without cost.  Given Newell’s size and segmentation, it would be a costly and difficult to implement.  Newell, currently has a $1.05 billion universal shelf registration statement that could help fund its conversion.  Another source of funding could be generated by the cut in annual dividends the company currently pays (Recommendation 2). 
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Appendix 1:

Company Overview

Newell Manufacturing Company, Inc. was originally founded in 1902 in Ogedensburg, NY as a curtain rod manufacturer.  Over the next 60 years, the company focused on high volume production of curtain rods until 1965 when President Daniel C. Ferguson implemented a new strategy based on multi-product diversification.   After going public in 1972, Newell began to make numerous acquisitions of well-known brand name companies including Kirsch, Gillette, and Sanford.  In 1999, Newell acquired Rubbermaid, the leading manufacturer in high-quality, innovative products, changing the company name to Newell Rubbermaid.  Two years later, newly elected President and CEO Joseph Galli, Jr. molded the company focus into one of product innovation, brand enhancement, and highly selective globalization.   

Newell Rubbermaid is segmented into four main business operations:  Rubbermaid, Sharpie, Irwin and Calphalon Home.  The Rubbermaid segment consists of Rubbermaid Home Products, Rubbermaid Commericial Products, Little Tikes and Graco divisions.  Bringing in one third of Newell Rubbermaid’s annual sales, this segment manufactures products such as storage containers, cleaning products, toys, and outdoor play equipment. The Sharpie operations are composed of Sanford North America, Sanford International, Goody, and Parker.  As the world leader in the production of writing utensils, Sharpie also includes products such as hair accessories, bath and travel storage, and art supplies.  This group represents a little more than one quarter of Newell Rubbermaid’s annual sales.  Representing slightly less than one quarter of the company’s annual sales, the Irwin segment includes the Levolor/Kirsch, Irwin Industrial Tools, Amerock, Lenox, Shur-Line, Barnes Group, UK Windows Fashions/Hardware, and Mainland Europe Windows Fashions/Hardware.  This division is a world leader in the manufacturing of home improvement brands including products such as power tools, shelving, cabinet hardware, and Newell’s original line of business, curtain rods.  The Calphalon Home’s operations consist of Calphalon and Panex cookware and bakeware, and Cookware Europe.  This segment represents roughly one sixth of the company’s annual sales. 

Due to an economic boom, the drapery hardware and window covering industry soared in the 1990s.  In 1991, industry sales averaged $1.7 billion increasing to $2.93 billion in 1999. In 2000, however, slight decline in sales dropped the industry average to $2.66 billion.  This decrease in sales was mainly due to a softened economy and less consumer spending.  U.S. industry leaders are facing increased competition from overseas companies who are constantly selling cheaper knockoffs of their high-quality products at lower prices.   The industry has also recently moved towards various corporate structure changes.   The broadening of product lines through mergers and acquisitions while trying to maintain the original consumer market is a growing trend throughout the industry.  Approximately 22,060 workers are currently employed in the drapery hardware and windows covering industry (Gale Group “Draperies”).

The housefurnishings industry has also seen significant growth over the past decade.  As more consumers are buying more of these types of products for personal expression rather than as simply necessities, industry sales are overall continuing on an upward climb.  Average industry sales have increased from $2.3 billion in 1977 to approximately $7 billion in 1997.  While sales in certain products such as home textiles are growing at an increasingly steady pace, products such as towels and certain bedding items have remained pretty stagnant over the past few years. 

The top three companies in the homefurnishings industry each currently employ an average of 10, 000 workers in their production facilities (Gale Group. “Housefurnishings”).  

Despite constant new product innovations, the Rubbermaid division has begun to see decreasing profit margins over the past few years.  This decline in profit is due mainly to Rubbermaid’s high material costs, competitive retail climate, and weak customer service.  Poor management decisions and lack of manufacturing efficiencies have also led to an overall decline in the segment’s productivity.  Under the new direction of the company’s COO, Jim Roberts, Rubbermaid is currently implementing a rebuilding plan of action.  This “fix-it plan” includes exiting low-margin businesses while growing its high-margin operations and restructuring production facilities (Business Resource Center).  Despite the immense efforts to improve the profit margin of its Rubbermaid operations, Newell Rubbermaid still needs to make vast improvements to better advance the manufacturing efficiencies of its company as a whole. 
Appendix 2:
EVA Analysis of Newell Rubbermaid for the Year Ended 2003
I. Cost of Capital (2002)

a. Cost of Equity

i. β = 0.9

ii. Yield to Maturity on 20-year U.S. Treasury Note = 5.43%

iii. Cost of Equity = 5.43 + .9(6) = 10.83%

b. Cost of Debt

i. Short-term debt

1. Rate = 5.9%

2. Amount = Notes Payable + Current portion of long-term debt = 25.2 + 424 = 449.2

ii. Long-term debt

1. Rate on Bonds = 7.31%

2. Amount = 1856.5

iii. Average rate on debt

1. r = (449.2/2305.7)*(5.9) + (1856.5/2305.7)*(7.31) = 7.04%                                              

iv. Cost of debt

1. 7.04*(1-.35)= 4.57%

c. Weighted Average Cost of Capital

i. Market Value of Equity

1. Closing price on 12/31/2002 = 30.33

2. Number of outstanding shares = 283.1 million

3. Market value of stock = 8586.423 million

4. Total equity = 8586.423 + 1.3 = 8587.723

ii. Cost of Capital

1. (8586.423/10893.423)*10.83 + (2305.7/10893.423)*4.57    = 9.5%

II. Basic EVA

a. NOPAT

i. Net Income + Interest Expense = (46.6) + 140.1 = 93.5

b. Capital

i. Assets – NIBCL’s = 7404.4 – 2165.2 = 5239.2

c. EVA = 93.5 – 5239.2*(.095) = (404.22)
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