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Executive Summary

Enesco Group, Inc. (NYSE: ENC) is a wholesaler of home and garden décor and giftware merchandise, and offers approximately 24,000 items.  Enesco Group, Inc. sells many popular brands such as Disney, Nickelodeon, Cherished Teddies, among others (“Enesco”).  As of November 21, Enesco stock currently trades for $1.78, a steady decline from the 1990s when the stock peaked to approximately $30 a share (Refer to Appendix B).  Sales have also fallen since 1996 when revenues were $885 million and led to an 8-year low of $249.1 million.  Enesco’s 2004 income statement revealed an increase in revenues to $269 million, but a spike in cost of goods sold and selling and administrative expenses led to an annual net loss of $45.2 million (Mergent).

A major source of Enesco’s problems comes from the decline in demand for figurines and other collectibles with the fallout of the Beanie Baby craze in the late 1990s.  Also, dropping Precious Moments porcelain figurines from Enesco’s product line in July of 2005 negatively affected their earnings.  Lastly, the narrow, aging target market and a loss of appreciation of collectibles by a younger generation have added to Enesco Group, Inc.’s financial strife (Daily Herald).

One possible solution to the problems Enesco Group, Inc. faces is to ready itself for acquisition by a private equity firm.  The Carlyle Group, with assets of approximately $30.9 billion, would be the preferred choice (Carlyle).  Private companies do not face as many regulatory costs as public companies, which would free up cash flows for Enesco.  Individual stockholders would benefit from this action, as was the case with Linens ‘n Things, where shareholders received a 6 percent premium per share on the NYSE closing price (“Linens”).  A cash-rich private equity firm such as Carlyle will most likely pay in excess of firm value, creating an incentive for Enesco shareholders.  An increase in assets may also trickle into research and development, which may help Enesco focus on more profitable products. 

Another viable resolution would be for Enesco to eliminate its lower-end figurines and focus primarily on its home décor products. This would be accomplished by selling off the existing inventory of figurines at a discount, which would free up production and warehousing facilities to accommodate the higher priced items. Trends have shown that consumers demand for collectibles and figurines has fallen sharply in the last decade, while demand for home furnishings has increased. Enesco has already begun implementing a plan to concentrate on home furnishings and reduce product lines, but not to the extent of liquidating the cheaper inventory. This move would allow Enesco to focus on higher-end items and attract a higher caliber of consumer to counteract the possible loss in figurine customers. 
Introduction

Enesco Group Inc. (NYSE: ENC) is a wholesaler of home and garden décor, and giftware products with its international headquarters located in Itasca, Ill.  With subsidiaries in North America, Europe and a business unit in Hong Kong, Enesco has a system of licensed distributors located in many parts of the world.  Enesco distributes a wide variety of décor and gift brand names such as Nickelodeon, Disney, Cherished Teddies, Border Fine Arts, and several others (“Enesco”).

Founded in 1959 under the parent N. Shure Company, the name was changed to Enesco Corporation using the initials N.S. Co. after N. Shure Co. was sold to wholesaler Butler Brothers.  After passing through many hands, Enesco Corporation was finally renamed Enesco Group, Inc., and became situated in the Chicago, Illinois area.  Enesco Group, Inc. currently sells around 24,000 different products worldwide (“Enesco”).

The stock currently trades for $1.78, which is far below past highs of approximately $30 in 1991 and also in 1997-98 (Refer to Appendix B).  Sales dropped substantially from $845 million in 1996 to $476.2 million in 1997 (Mergent).  With each year’s income statements revealing almost a continuous drop in sales (excluding 2004), Enesco decided to drop Precious Moments from its product line in July of 2005. The most likely reason for this was the decline of Precious Moments figurine sales from $260 million in the 1990s to approximately $100 million in 2004, making the $15 million a year royalties paid to sell these collectibles more and more difficult to pay (Daily Herald).

A look at Enesco’s financial statements exposes the severity of the wholesaler’s situation.  On the balance sheet, the company’s notes and loans payable has varied substantially since 1997 starting at $8.3 million, with a jump to $28.2 million in 1999; after a four-year decline to $2.8 million Enesco ended fiscal year 2004 with a balance of $26.4 million.  The income statement reveals more troubles.  In 1996, total revenues reached $885 million but dropped to approximately 53% of that amount in 1997 to $476.2 million.  After a steady decline from 1998-2003, sales increased by 8% in 2004; this small increase in sales was offset by an increase in cost of goods sold and general selling and administrative costs, leading to a net loss of $45.2 million for the year (Mergent).

A big problem Enesco Group, Inc. has faced deals with the decreasing demand of collectible figurines in general.  After the “bubble burst” on the once-popular Beanie Baby dolls, the sales of other collectibles fell with it.  When a collector buys enough figurines, what do they do with them all?  Eugene Freedman, longtime former head of Enesco, noted that “people got to the point to where they didn’t have any more room in their homes” (Daily Herald).  There is a limited number of people who cherish such products, and once they have bought enough, they do not demand any more, thus hurting Enesco and other similar companies in the process.

Another problem Enesco Group, Inc. faces is the plight of its target market.  The group of people who buy the products that Enesco offers are aging (Daily Herald).  The majority of collectible buyers are older women who in many instances only purchase a limited number of these products.  The younger American generation does not value figurines as their predecessors do, with varying tastes and preferences for more popular gifts in categories such as electronics.

Enesco Group, Inc. is facing tough times, and if action is not taken, Enesco may sink so far into debt that it may not be possible to recover.  To overcome these problems, we recommend that Enesco (1) ready itself for acquisition by a private equity firm, and (2) eliminate lower-end figurines and concentrate on home furnishings.
Recommendation 1

Acquisition by a private equity firm:
Enesco has had volatile profits since 1997 and its stock price has also fallen drastically since the 1990s. Over the years, Enesco has made many attempts to turn things around, including their latest comprehensive operating plan, which enumerates such strategies as reducing product lines and general and administrative costs, as well as aligning its warehousing costs with those of the industry. On November 18, Enesco entered into an agreement with National Distribution Centers to manage Enesco’s U.S. distribution operations (“Enesco”). To date, Enesco has not announced any plans to privatize. 
Despite Enesco’s best efforts to fix the problem, the company needs the help of a larger company with resources and better capital structure. To this end, it would be in the best interests of the company to be acquired by a private equity firm. The Carlyle Group, a global private equity firm with more than $30.9 billion in assets under management, would be an ideal choice (Carlyle). 

Carlyle has proven the success of its conservative investing approach by generating exceptional returns for its investors, which consist of both institutional investors and high net worth individuals (Carlyle). According to The Carlyle Group’s website, “private equity is a form of investment in which companies such as Carlyle invest in private companies and real estate.” Some advantages of private equity include fewer governmental regulations and higher return due to the inherent risk of the investment. Since Enesco’s cash flows are limited, the high costs associated with disclosing information to the SEC further emphasize the need for privatization. 

A possible downside of this agreement is the potential loss of jobs and a change in top management positions. This can be avoided by negotiating the contract with Carlyle to include retaining a set percentage of employees and keeping the top management structure intact.

Since February 2005, Enesco’s stock price has dropped from $8.50 per share to $1.78, as of November 21, 2005 (Stone). Because of this drastic reduction in stock price, many stockholders are concerned about the possibility of recouping their original investment. In the recent acquisition agreement between Linens ‘n Things, Inc. and Apollo Management, LP. the stockholders received a 6% premium per share on the NYSE closing price (“Linens”). According to Brad Malt, chairman of Ropes & Gray, “Private equity firms are enjoying boom times as low interest rates make it more affordable to borrow money needed to buy public companies” (Krantz). Because of this, private equity firms tend to be very cash rich, so they often overpay for their investments (“Private”). Based on this example, it is reasonable to expect that Enesco’s stockholders would receive from between a 5% to 10% premium on the closing stock price in the event that an agreement is reached.

In today’s economic climate, it is becoming more and more attractive for firms to go private. In addition to the governmental regulations and high disclosure costs, public companies have to focus more on the short-term issues of their business because they must make quarterly reports to stockholders and analysts, whereas private companies have the ability to focus on the long-term issues. Private companies also have the advantage of being able to discuss problems and issues at their discretion without the fear of being accused of insider trading (Lindeman). “There’s nothing like a bear market and a tough regulatory environment to highlight the advantages of being private,” says Teresa Lindeman of the Pittsburgh Post-Gazette.

Because The Carlyle Group is a well-known private equity firm, its association with Enesco could foster brand recognition and enable Enesco to reach a wider range of clients in their target market. With the increasing customer base and related sales, Enesco’s profits would also increase, allowing for a better distribution of money to areas that have been previously neglected, such as research and development. 


One of Enesco’s major problems is that, due to low cash flows, adequate funds have not been designated for research and development (Refer to Appendix E). This oversight has allowed Enesco to continue producing goods that are not in line with consumer wants. An infusion of funds into the R&D budget would allow Enesco to determine which product lines to discontinue, as well as which ones to keep producing. In 2001, total sales in the collectibles industry dropped to $6.5 billion from $7.1 billion, a 9% decrease. Pam Danziger, a market researcher, comments on the changing collectibles industry, “What used to be called collectibles are now called ‘dustibles.’ There’s been a fundamental change in the consumer mind-set. You can’t fight it” (Jargon).  Enesco has recently announced plans to “reduce its number of overall product lines from approximately 170 to between 50 and 60 to concentrate on giftable products which elicit strong and sustainable market demand and profitability” (“Enesco”). With these plans, Enesco is taking a step in the right direction, but it needs the money provided by Carlyle to invest in research to make sure that not only are the proper product lines are being cut, but the lines that are retained are up to par with what the target market demands. 


Agreeing to the acquisition would be a practical move, enabling Enesco to take advantage of the opportunities provided by a large company’s financing while keeping the management and basic structure of the smaller company intact. The additional funds that Carlyle can provide will help bring Enesco out of an 8-year slump and enable it to improve its profit margin and net present value. 

Recommendation 2

Concentrate efforts on high-end home décor products:
In the last decade, collectibles sales have fallen considerably, and Enesco has been negatively impacted by changing consumer demands. In order to minimize any additional impact from declining demand for collectibles, Enesco should focus more on its other products, such as home and garden décor. Eliminating many of the lower-end figurines would help in elevating the value of Enesco’s brand name and add an element of prestige to the firm’s remaining products.

According to Enesco’s website, many of the figurines, especially those in the Disney Pooh and Friends and Birthday Beauties lines, have been reduced to half price or less, while the furniture and home accents continue to sell at their original listed price. Enesco should implement a product line-wide markdown on the lines it wishes to discontinue in order to liquidate the existing inventory as soon as possible. 

Currently, Enesco offers over 24,000 products which sell from anywhere from $5 to $500. If Enesco were to eliminate the lower priced items, which are mainly figurines that haven’t sold well in years, it would free up production and storage facilities to accommodate more of the higher priced items, such as furniture. 
U.S. retailer Pier 1 Imports, Inc. has recently announced that it is planning to reduce the number of items it sells in stores while strengthening its focus on furniture items. Because Enesco already sells a number of furniture items, such as end and accent tables, it would be relatively simple to follow suit and focus on its home décor products. According to Rob Bessent, manager of a Pier 1 store in Newport News, Virginia, “Narrowing the focus can make it easier to shop -- sort of less is more of a good thing" (“Pier 1”).
In August 2004, Enesco expanded its L.A. Mart showroom in order to better showcase its Home and Garden division. John Staley, general manager of Enesco Home and Garden, says, “We believe that having dedicated showroom space for the Home and Garden division is vitally important, not only to the company, but to our customers as well” (Mineau). 

In addition to recognizing the need to focus on home décor, Enesco has also announced its comprehensive operating plan, which includes reducing its product lines from approximately 170 to between 50 and 60 (“Enesco”).  If Enesco were to further reduce its product lines to only include home décor items, it would allow the company to focus on one specific category of product and develop a core competency in that area. When it became apparent that Precious Moments sales had decreased from 37% in 2002 to less than 20% in the first quarter of 2005, Enesco decided to terminate the agreement with Precious Moments. In a statement released by Enesco, president and CEO Cynthia Passmore-McLaughlin said, “This is an important and positive step that allows us to focus on our leadership in the gift category and growth in the home and garden décor business” (Zisko). Enesco’s decision to eliminate the inexpensive figurines and focus primarily on home décor is a step in the right direction, according to consumer trends.
A potential downside of the move from figurines to furniture would be the loss of the steady base of customers Enesco has built over the years. However, by concentrating its efforts on the trendier home décor market, Enesco has the potential to retain previous customers, as well as bring in customers who are willing to spend more money on the higher-end goods. Because Enesco is already headed in the right direction, these additional improvements will not only improve Enesco’s profits, but its image as well. 
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Appendix A

Overview of Enesco

Products and Services

Enesco is a giftware, collectibles, and home & garden décor producer.  Some of its most notable brand names include Cherished Teddies, Disney, and Nickelodeon.  Along with their showroom in Elk Grove, Illinois, Enesco distributes its giftware and décor items to specialty gift retailers, home décor boutiques, direct mail retailers, and mass market chains (www.enesco.com).  Along with North America, Enesco has operations overseas across Europe, Asia, the Pacific Rim, and Australia. 

Customers
Enesco serves two types of customers, gift and décor retailers and the actual end consumer.  Examples of retailers that Enesco distributes to are Carlton Cards, CVS, Target, and Wal-Mart.  Enesco retailers also include specialty gift shops.  In regard to end consumers, Enesco targets women above the age of 25 with increased buying power (www.mergentonline.com).   

Suppliers
Though not specifically named, the majority of Enesco’s suppliers are independent manufacturers.  However, in the United Kingdom, many of its suppliers are subsidiaries of Enesco which produce the Lilliput Lane and Border Fine Arts lines.  Approximately 70% of Enesco’s suppliers are located in China (www.mergentonline.com).  Other suppliers are located in Thailand, Indonesia, Canada, and other countries across Europe.  

Industry
Enesco is in the giftware and décor industry which serves customers through mass market retailers, specialty shops, and the like.  Although once a highly profitable industry in the mid-1990s, the demand for collectibles and giftware has since been on the decline.  Because of the fall in demand, Enesco has had a hard time turning profits.  In the past 5 years, Enesco has experienced two years of loss with the three remaining years with marginal profits compared to what it was earning in the early to mid-1990s.  

Competitors
According to Enesco’s 2004 Annual Report, the strongest competition in giftware and collectibles exists in the United States, Canada, United Kingdom, and across Europe.  Factors that contribute to competition in the industry include originality of design, pricing, and marketing.  Competition among firms is usually strongest during the holiday season when buying gifts is at its peak.  Specifically, Enesco’s competing firms include; Hallmark, Department 56, Lladro, Boyd’s Bears, and Russ Berrie.  

Employees and Facilities
Enesco Group is located in Itasca, Illinois.  Its main distribution and showroom facility is located in nearby Elk Grove, Illinois.  Enesco also owns two other warehousing and distribution facilities located in Fort Mills, South Carolina, and Fenton, Missouri, respectively.  As of June 2004, Enesco operated six other showrooms in the U.S.  Three of the six showrooms are located in Los Angeles, and the remaining three showrooms are located in Seattle, Atlanta, and Dallas.  Enesco currently employs approximately 1,500 employees world-wide (2004 Annual Report).  The majority of its employees are located internationally (approx. 900) with an estimated 600 employees in the United States.  However, since the beginning of 2005 Enesco has began to restructure and streamline its operations, thus eliminating around 35-50 positions.  

Appendix B

Enesco Stock Price Since June 1988
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Appendix C

Annual Income Statement for the Year Ended December 31, 2004

Annual Income Statement (Values in Millions)                 12/2004    12/2003   12/2002    12/2001    12/2000

	Sales
	269.0
	249.1
	253.8
	269.0
	325.0

	Cost of Sales
	155.3
	131.6
	141.7
	155.9
	179.0

	Gross Operating Profit
	113.7
	117.5
	112.1
	113.1
	146.0

	Selling, General & Admin. Expense
	126.3
	96.3
	93.3
	115.6
	130.9

	Other Taxes
	0.0
	0.0
	0.0
	0.0
	0.0

	EBITDA
	-12.6
	21.2
	18.8
	-2.5
	15.1

	Depreciation & Amortization
	7.1
	5.2
	5.0
	7.0
	8.6

	EBIT
	-19.7
	16.0
	13.8
	-9.5
	6.5

	Other Income, Net
	-1.0
	-0.8
	-1.2
	-0.9
	2.2

	Total Income Avail for Interest Exp.
	-16.7
	15.2
	12.6
	-10.4
	8.7

	Interest Expense
	1.1
	0.8
	0.7
	1.5
	3.4

	Minority Interest
	0.0
	0.0
	0.0
	0.0
	0.0

	Pre-tax Income
	-17.8
	14.4
	11.9
	-11.9
	5.3

	Income Taxes
	27.4
	-3.0
	-8.9
	-13.2
	-9.9

	 

	Special Income/Charges
	4.0
	0.0
	0.0
	0.0
	0.0

	 

	Net Income from Cont. Operations
	-45.2
	17.3
	20.7
	1.1
	15.1

	Net Income from Discont. Opers.
	0.0
	0.0
	0.0
	0.0
	0.0

	Net Income from Total Operations
	-45.2
	17.3
	20.7
	1.1
	15.1

	 

	Normalized Income
	-49.2
	17.3
	20.7
	1.1
	15.1

	Extraordinary Income
	0.0
	0.0
	0.0
	0.0
	0.0

	Income from Cum. Eff. of Acct. Chg.
	0.0
	0.0
	-29.0
	0.0
	0.0

	Income from Tax Loss Carryforward
	0.0
	0.0
	0.0
	0.0
	0.0

	Other Gains (Losses)
	0.0
	0.0
	0.0
	0.0
	0.0

	 

	Total Net Income
	-45.2
	17.3
	-8.3
	1.1
	15.1


Source: MSN Money                                 

Appendix D

Annual Income Statement 12-31-1990 to 12-31-1995 

(Consolidated)
	As Reported Annual Income Statement
	12/31/1995
	12/31/1994
	12/31/1993
	12/31/1992
	12/31/1991
	12/31/1990

	Currency
	USD
	USD
	USD
	USD
	USD
	USD

	Auditor Status
	Not Qualified
	Not Qualified
	Not Qualified
	Not Qualified
	Not Available
	Not Available

	Consolidated
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 
	Net revenues
	830,189,446
	790,176,497
	750,662,776
	744,072,178
	710,207,571
	675,664,709

	 
	Cost of sales
	353,884,092
	324,988,902
	304,659,476
	295,118,460
	281,667,641
	264,608,626

	 
	Gross profit
	476,305,354
	465,187,595
	446,003,300
	448,953,718
	428,539,930
	411,056,083

	 
	Selling, distribution, general & admin exps
	389,809,785
	384,635,879
	363,451,535
	365,520,560
	349,403,840
	323,546,736

	 
	Operating profit (loss)
	86,495,569
	80,551,716
	65,551,765
	83,433,158
	79,136,090
	87,509,347

	 
	Other income (expense), net
	(2,405,707)
	2,206,760
	2,598,911
	6,910,383
	7,018,946
	8,142,928

	 
	Net income (loss)
	41,899,574
	44,055,561
	33,132,677
	46,716,270
	45,053,100
	51,067,163


Appendix E
Income Statement
	PERIOD ENDING
	31-Dec-04
	31-Dec-03
	31-Dec-02

	Total Revenue
	268,967  
	249,059  
	253,788  

	Cost of Revenue

	162,423  

	136,844  

	146,696  


	
	Gross Profit
	106,544  
	112,215  
	107,092  

	
		Operating Expenses


		Research Development

	-  

	-  

	-  


		Selling General and Administrative

	126,252  

	96,299  

	93,322  


		Non Recurring

	(3,985)

	-  

	-  


		Others

	-  

	-  

	-  


		
		Total Operating Expenses

	-  

	-  

	-  

	
		
		
	Operating Income or Loss
	(15,723)
	15,916  
	13,770  
	
		
		Income from Continuing Operations

	
		Total Other Income/Expenses Net

	(962)

	(797)

	(1,247)

	
		Earnings Before Interest And Taxes

	(16,685)

	15,119  

	12,523  

	
		Interest Expense

	1,148  

	787  

	747  

	
		Income Before Tax

	(17,833)

	14,332  

	11,776  

	
		Income Tax Expense

	27,355  

	(2,950)

	(8,897)

	
		Minority Interest

	-  

	-  

	-  

	
		
		Net Income From Continuing Ops

	(45,188)

	17,282  

	20,673  

	
		
		Non-recurring Events

	
		Discontinued Operations

	-  

	-  

	-  

	
		Extraordinary Items

	-  

	-  

	-  

	
		Effect Of Accounting Changes

	-  

	-  

	(29,031)

	
		Other Items

	-  

	-  

	-  

	
		
		
	Net Income
	(45,188)
	17,282  
	(8,358)
	
	Preferred Stock And Other Adjustments

	-  

	-  

	-  

	
		
	Net Income Applicable To Common Shares
	($45,188)
	$17,282  
	($8,358)
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