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Executive Summary

Enesco Group, Inc. (ENC) is a holdings company and producer of fine gifts, collectibles, and home decor accessories. Enesco distributes to more than 40,000 customers globally through its international subsidiaries in the U.K., Canada, and France (Reuters.com). As of September 21, 2005, Enesco’s stock traded at a low of $1.70 compared to an all-time high of about $31 a few years after the company’s IPO in 1988 (Yahoo Finance). The company is currently involved in pending litigation with a major competitor over unfairly competing through the use of false and misleading statements (Enesco.com).

 Recently, the giftware market has experienced a decline in demand for small collectible figurines. In addition, the majority of Enesco’s profits are derived from a small percentage of its product lines.  In order to maximize company profits, it is pertinent that Enesco reduce the number of its less profitable product lines (28 September 2005 Conference Call).  This will reduce costs, especially SG&A expenses.  With greater cash flow, the company can continue to invest in products with larger profit margins.  Due to reduced product lines, employees can focus on the profitable products and specialize in learning about these products, ultimately enhancing customer satisfaction.  Inventory turnover will increase due to fewer, highly demanded products which will, in turn, simplify the distribution process.

While some customers may be lost as a result of this change, the customers will represent a small percentage of sales (Nov. 11, 2005.Conference Call).  In addition, while it is a possibility that demand for discontinued products will increase in the future, it is unlikely that the possible increase would represent a significant increase in revenue.


Enesco currently owns or rents six warehouse and distribution facilities, five manufacturing facilities, and two office spaces (Appendix C- Facilities).  We agree that Enesco should reduce its facility ownership in the United States from two to one and should hire National Distribution Centers (NDC) to handle its warehouse and distribution needs (Nov. 11, 2005.Conference Call).  This change will reduce overall costs, allowing Enesco to use revenues more effectively.

There are three potential concerns regarding the drastic minimization of warehouse space.  The first potential problem is the over-reduction of storage space.  We do not believe that this will be an issue because Enesco’s warehouse space will be sold as its inventory is reduced.  Also, with the reductions in product lines (as suggested in the first proposal), less storage space will be necessary.  A second potential problem is increased shipping costs as a result of fewer distribution facilities.  We do not anticipate this becoming an issue because as Enesco combines its manufacturing, warehouse, and distribution facilities, shipping between company facilities will be reduced.  The third issue is regarding risk.  While risk will increase as a result of consolidating assets (no other assets to compensate for any problems that another asset incurs), the minimization of other risks (employee risk, etc.) will off set the level of risk within Enesco.

Recommendation 1: Product Reduction

In recent years, the giftware industry has seen a substantial decrease in demand for small collectible figurines, which has in turn, generated a 14.2 % decline in sales for the industry as a whole (MSN Money).  Historically, Precious Moments along with Disney, Priscilla Hillman, and Jim Shore have been top performers for Enesco, accounting for approximately 40% of associated product line revenues (Annual Report).  However, as a result of the recent decrease in demand for small collectable figurines, many of Enesco’s previously top-selling product lines are no longer as profitable as they once were.  Currently, 70% of Enesco’s product lines account for less than 7% of annual sales (28 September 2005 Conference Call).  Due to a $52.8 million decline in sales since 2003, Enesco has recently decided to terminate the agreement with Precious Moments (“Enesco Announces Amendment To Precious Moments License Agreement”), which will save them $15 million annually in royalty payments (SEC 10-Q).  Enesco has now identified that 85% of their revenues now come from 10 product lines: Heartwood Creek, My Little Kitchen Fairies, Foundations, Gregg Gifts, Disney, Cherished Teddies, Rudolf the Red Nosed Reindeer, Circle of Love, Growing up Girls, and Children of the Light (Nov. 18 Conference Call).

As of November of this year, Enesco has proposed to cut their product lines by 75%, which would reduce them from 170 to approximately 40 (Nov. 18, 2005 Conference Call).  Enesco currently maintains roughly 120 less-than-manageable product lines, whose profit margins on average yield less than 1% (Sep. 28, 2005 Conference Call).  However, these low margin products require a significant amount of SG&A expenses which are currently 47% of company sales (Mergent), 66% greater than those of their closest competitor (MSN Money).    By Enesco reducing their inflated product line and focusing on the products with the highest profit margins,  Enesco’s decision will have a residual impact on minimizing their SG&A expenses.  By implementing this new proposal, Enesco will have the opportunity to reallocate its available resources to its more profitable products instead of ineffectively utilizing its time, money, and effort on the unprofitable ones.
By discontinuing the relatively unproductive lines, inventory build up in the warehouses will fall, and the more desirable inventory will be sold to customers.  The intensified focus on the profitable product lines will bring about higher sales of those products and will increase inventory turnover.  In addition, the decrease in product lines will simplify the warehouse and distribution process saving time and money, as well as alleviating some of the transportation and shipping costs that would normally be incurred.  All this will allow Enesco to free up unnecessary cash flows that were so unrewardingly invested in the 120 plus products.
In addition to cash flow alleviation, Enesco's sales force will have the potential to increase their efficiency by concentrating their knowledge and effort on fewer products.  This will simplify the companies’ sales force’s interaction with its clients.  Resulting from this simplification, the sales process will take increasingly less time, allowing the sales representatives to utilize their time better, improve their effectiveness at selling their product, and increase customer satisfaction.  In response to the decrease in time of selling and increase in knowledge of the products, each sales representative will be capable of effectively handling more clients.  In turn, Enesco will be able to eliminate unneeded sales positions, further reducing costs.

Potential problems:
A potential problem that Enesco faces by cutting product lines is the risk of losing some valued customers who conduct business with Enesco on a regular basis.  The loss of these customers and their payments will be unavoidable but minimal for the company as the lost customers will mostly relate to the cut product lines.  Since the cut product lines constitute less than 1% of the gross margin on average, the recently added cash flows from the decrease of Enesco’s products and their alleviated expenses combined are anticipated to outweigh any income that they would have obtained from their lost customers.

Additionally, Enesco will face the possibility that demand for one of the discontinued product lines may increase.  Again, since the discontinued product lines on average account for such a minimal amount of Enesco’s gross margin, the probability of demand for a product line increasing and actually rivaling the sales of Enesco’s 40 other products is not only small, but it would take a substantial amount of time for sales to rise to such a high level. In addition, the increased focus and effort on the 40 top product lines will have a greater positive impact on net revenue and, therefore, make up for any lost revenue from the cut product lines.
Recomendation 2: Warehouse Reduction
Enesco has approximately 40,000 customers worldwide, none of which represent more than 5% of 2004 consolidated net revenues (Annual Report 7).  While the majority of Enesco’s markets lie in the United States, the European and Canadian markets together comprise almost all of the remaining markets, with the rest of the world accounting for a mere 1% (See Appendix B) (Annual Report 7).  The majority of the warehousing and distribution space that Enesco occupies are located in the United States (See Appendix C) (Annual Report 13).

Enesco currently occupies three warehouse facilities in the United States.  Their main headquarters are located in Itasca, Illinois, and their largest facility is in Elk Grove Village, Illinois with almost 500,000 square feet (Annual Report 13-14).  In recent development Enesco employed a third party distribution company, National Distribution Centers (NDC), based in New Jersey to handle their warehousing and distribution needs.  They plan to move all inventories to the new location beginning at the end of December, 2005 (“Enesco Group, Inc. to Transition to Third-Party Distribution and Warehousing”).  Enesco will occupy approximately 150,000 square feet at the NDC facility (“Enesco Group, Inc. to Transition”), dropping their total warehouse space in the U.S. by roughly half a million square feet.  We agree with Enesco’s distribution alternative because it will alleviate a substantial amount of unnecessary cash flows that were previously tied up in costs related to their facilities. 
As a result, Enesco will be able to reduce its warehousing employment by approximately 125 positions over a six month period beginning in January of 2006 (“Enesco Group, Inc. to Transition”), significantly minimizing Enesco’s fixed expenses.  Also, Enesco will be able to liquidate most of the machinery and equipment that it has in each of the facilities it will close.  This gain on machinery and equipment will contribute to the overall capital gain of the facility reduction.  In the first three quarters of 2005, Enesco’s warehousing and distribution costs were roughly $11 million—12.7% of net revenues.  This decision should produce savings of approximately four to six million dollars in annual pre-tax costs (“Enesco Group, Inc. to Transition”).  With the newly acquired capital from cost reductions, Enesco will be able to partially pay off their recently acquired $110 million line of credit (Sep. 28, 2005 Conference Call).  By downsizing from three facilities to one, and ridding themselves of two leases, they will also be able to significantly decrease their overall liability and risk by having fewer financial obligations to meet.  This, consequently, will decrease their fixed costs, helping to lower their high SG&A expenses.  Additionally, the amount of capital netted from the sale of equipment should be combined with the other cost savings to help pay off the aforementioned debt.  

Potential Problems:


One potential problem of reducing Enesco’s warehousing and distribution space is that there might be an over-reduction of facilities, leaving Enesco in search of new warehouses.  However, by cutting stagnant product lines and focusing on the more popular lines, we anticipate that inventory turnover will increase, thus minimizing the amount of warehouse space that Enesco will require in order to run a streamlined business.  In order to anticipate the facility over-reduction problem, Enesco should seek to create a contingency contract with either NDC or an available, local warehouse to use if the need for additional warehouse space should arise.

In addition to the first risk, the reduction of Enesco’s facilities may incur some risks which were not present before.  Enesco may face the risk of over-consolidation; this risk may be described as “putting all of your eggs in one basket”.  Consolidation risk is present when owning only one location. Also, Enesco is transferring inventory management to a third party this reduces the amount of control that they have over shipping, product security, and customer satisfaction. However, since all of the products are stored and distributed in one location there will be less risk of lost, damaged, or stolen inventory.  Yes, the risk of consolidation does arise however, all of the other risks that Enesco will no longer be incurring after the reduction in facilities will offset the consolidation risk.  
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Appendix A: Company Overview
Products


Enesco’s products include gifts, home décor, garden accessories, and collectible items.  Enesco licenses independent designers’ work (Walt Disney Co., Pooh and Friends, Nickelodeon, and others), designs its own products (Heartwood Creek, Cherished Teddies, and others), and, through third-party distribution agreements, distributes the products of third parties (Nactmann, Willowtree, and others) (Annual Report 5).  The majority of Enesco’s products are manufactured in China (Reuters).  

Enesco is currently involved in litigation against Jim Shore Designs for breaching provisions relating to their exclusivity under the current license agreement.  However, they are not seeking to terminate their contract with Jim Shore Designs (“Enesco Group, Inc. Files Lawsuit”). 

Employees and Facilities

Enesco has employed 1,510 people worldwide and 644 in the United States (Yahoo Finance).  166 of their employees are union members of union No. 781 of the International Brotherhood of Teamsters (Yahoo News).  To reduce costs, Enesco recently eliminated 35 domestic jobs (Annual Report 12).


Enesco operates globally with various manufacturing and distribution facilities and sourcing locations around the world.  The company rents and owns warehouses, offices, and manufacturing facilities in North America, England, and France, as well as contract manufactures in China (Annual Report 13).  

Industry and Competitors

Enesco’s retail locations are primarily located in the United States, Canada, Europe, and Asia.  Enesco operates in one industry segment: giftware and collectible revenues at wholesale (Annual Report 35, 45).  Enesco’s main competitors are Hallmark, Department 56, Lladro, Boyd’s Bears, and Russ Berrie (Yahoo Finance).  Enesco is currently involved in litigation against Department 56 – claiming that they have used unfair competitive practices (“Enesco Files Motion for Preliminary Injunction”).

Customers

Enesco has approximately 40,000 customers worldwide.  Several examples of these customers include the company’s core independent gift retailers, national gift chains, mass merchants, home television shopping networks, florists, hospital gift shops, home décor, chains, department stores, and catalogues.  No single customer accounts for 10% or more of consolidated net revenues (Annual Report 7, 46).  

Suppliers
Enesco’s suppliers include contract suppliers from China, Taiwan, Thailand, Germany, and Japan.  Enesco recently acquired Gregg Gift, a U.S. based supplier and distributor of giftware (Value Line).  The company has also acquired certain assets of Dartington Crystal Ltd., which is based in the U.K. (Annual Report 36, 51).  

Supplier Risk
Because 70% of Enesco’s suppliers are located in China, and because most of the other suppliers are located outside the U.S., there is an increased risk in that the company’s future success could be affected by a variety of uncontrollable factors.  Economic, regulatory, political, and economic conditions that affect a location in which Enesco operates could also affect Enesco (Annual Report).

Acquisitions

In February 2004, Enesco acquired Gregg Gift, a United States based supplier and distributor of giftware (The Wall Street Journal).  In July 2004, Enesco Limited acquired certain assets of Dartington Crystal Limited.  Dartington is a U.K. based designer and manufacturer of uncut crystal products (Annual Report 6-7).  Net revenues increased approximately 18% in 2004 – primarily due to the acquisition of Dartington; in addition to the favorable effect of the foreign currency translation rates (Annual Report 9).

Geographic Distribution
In addition to the U.S., Enesco serves markets in the United Kingdom, Canada, Europe, Australia, Mexico, Asia and the Pacific Rim.  The U.S. accounts for approximately 59%, Europe 30%, Canada 10%, and the rest of the world 1% of the 2004 markets (Annual Report 7-8).
Executives
· President & CEO………………........Cynthia Passmore-McLaughlin

· Interim Chief Financial Officer……..Anthony G. Testolin

· Senior Vice President of Human 
Resources and Administration……….Josette V. Goldberg
· Treasurer……………………………..Charles E. Sanders
· Chief Operations Officer………….....Jeff Smith

· Chief Marketing Officer……………..David Nicklin
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Appendix C – Facilities
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