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Executive Summary

Furniture Brands International is a retailer, designer and manufacturer of home
furnishings. The target markets for these products encompass the entire gamut of
furniture buyers; from individual consumers to large-scale retail chains. Interco, a multi-
faceted retailer, changed its name to Furniture Brands International in 1996 and since
then has focused solely on furniture. Over the past 7 years, Furniture Brands International
has suffered as the retail industry as a whole has as well. This economic downturn came
as a result of the housing crisis in late 2007 and early 2008. Lack of individual home-
buyers as well as overall economic uncertainty caused individuals to forego expensive
purchases such as home furniture which caused sales to drop and inevitably led to the
stock price of Furniture Brands International dropping as well.

Many competitors in the furniture industry suffered alongside Furniture Brands
International during this time; however, many of these companies have made a recent
resurgence in the market. These companies have created sales by slimming down, staying
flexible and catering to customers well. All the while, Furniture Brands International has
been unable to recover at all and has suffered a continually diminishing stock price. In
order to combat the continuing downward trend of sales, we propose two
recommendations.

Furniture Brands International should divest manufacturing plants overseas
located in the Philippines and Indonesia that produce case-goods. The small margins of
sales made overseas do not support the costs associated with reaching this market.
Additionally, these plants take focus away from domestic production and sales, where
margins are better. Capital gains from this divestiture will allow Furniture Brands
International to remove dgbt and become more flexible in an ever-changing marketplace.

Secondly, as a rgsult of divesting the overseas plants, Furniture Brands
International will be bgtter able to concentrate domestically. The market that should be
targeted by Furniture/Brands International is the high-end sector. Within this sector,
margins and sales have performed better historically.
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— Before the economic downturn of 2008, the furniture industry saw profits and

growth unrivaled by other industries. At the height of consumer spending, the housing
market attracted millions of citizens to revamp their homes with the latest trend in
furniture and appliances, giving companies like Furniture Brands International an all time
high record stock price. However, after the collapse of the market in 2008, many
companies were left wondering what the direction of their company would be. Some of
Furniture Brands International’s largest competitors, like La-Z-Boy, Ethan Allen, and
Ashley Furniture, rebounded from this collapse and have since restructured their
company to meet growing domestic and international demand. Unfortunately, Furniture
Brands International has not experienced the same growth. In order to rebound from ten
years of decline and reposition itself as the market leader it once was, Furniture Brands
International must implement drastic financial changes.

On May 3rd, 2002, Furniture Brands International experienced one of its highest
stock prices in history at $43.20, after accounting for different stock splits. Since then, its

stock has tumbled to a low of .56, even after multiple stock splits, including a seven-for-

one reverse stock split. The company must find a way to operate more efficiently, and in
/order for this change to occur, the company must also undergo a couple of different
structural changes. By divesting international manufacturing and scaling down case

goods internationally, Furniture Brands International can shift focus from a struggling

overseas market to a growing, profitable domestic market. Second, Furniture Brands
\ International can grow itself further into the established domestic market by focusing on
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high-end, premium products, changing the company’s product design structure and hiring
an in-house design manager. ,_J\/\ 0\{’ ,';(
Recommendation 1: Divest International Manufacturing, Focus Domestic;éles“\/{/\.\é'
We are recommending the divestiture of the company’s international case good
plants; comprised of two locations, one in Indonesia and one in the Philippines. We

believe the company should scale down their case goods because “sales of upholstery \\ U\lw) \A V]ﬂl)

products generally outperformed sales of case goods in 2012 compared to 2011” ' Lon’ -
<01z comy

(Furniture Brands International 10-K, Business Trends and Strategy, p. 17). In {‘(\ N LM'M\
conjunction to this divestiture, we believe the company should focus less on gaining D
international sales and focus more on domestic sales. O\QC ‘Q l \_, \\\(
Furniture Brands International is a market leader in manufacturing, design, Oh o
sourcing, and retailing of home furnishings. The company markets its products through)gY
number of retail outlets including the company owned Thomasville Stores. Although the

company has been able to retain the high-end market through premium products, the
a1
company needs to restructure its market approach due to its constan in recent

years (Furniture Brands International 10-K, Business Trends and Strategy, p. 17).
Furniture Brands International has also established a presence in international sales and
manufacturing. Growing international sales to increase overall sales might not be the best

option for Furniture Brands International because going international has and will prevent

E—

the company from concentrating on the domestic market. The time and capital allocated

—

internationally could be focused domestically where the company has established

channels of distribution and market knowledge. \ | . / ’ oA
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The main reason why Furniture Brands International should divest international -

sales and\(nanufacturing is the need to establish a strong brand. International ventures are

costly and may divert a company’s goals and interest. By concentrating on the local 3( AU{—S
3( market, the company will be exposed to furniture competitors of the right caliber. Q : . «\e ’
6 - \ird

’Q; \A\\ Q Consequently, the company will develop an urge to raise its standards thereby

Y

k\v\)\\q establishing a strong brand. This is of concern for the company in the long term. Due to Q Ww
\\M -
Q\\Q market pressure and increased competition, the company has concentrated more on ’))Y\ ‘} ¢ (’ /\ﬂ

quantity production, and less on quality. For many companies, quality concerns have ,\,'\ Sp\\‘(s .
been cited as reasons to consider reducing or eliminating offshore manufacturing. Firms \
that work to achieve sustainability while retaining a high threshold for quality are poised
to take the best advantage of the interest in U.S. production resources (Hagenau). For

‘\__' environmental advocates, the re-shoring of manufacturing brings additional benefits. One

\'< benefit is better environmental control—the U.S. has tighter environmental regulations

\ W
NYCXY
V\—E than top offshoring destinations. A second benefit is reduced energy consumption for
ﬁ U -
UV j’\ £ transport fuel—when products made domestically are also consumed here, the energy
v\ T . . .
' savings can be considerable. o these factors the sustainability benefits U.S.
- b derable. Add to these factors th tainability benefits U.S
) manufacturers are achieving through lean manufacturing, and the net result is a big boon

for the environment (Hagenau). If case goods were to experience increased sales, even a . \L\\\ b
with the scale-down, there would be an increase in cost of production. However, we W 0 ‘)“‘ '\.S(
believe that customers would be willing and able to pay the higher price for the quality of f‘\ 4 ML]
the now premium brand. va d (( %‘\\'\
Over the years Furniture Brands International has established its position through D {fée—{’—-\/l\‘e

investments and asset acquisition. Unfortunately, these developments have not WL 4 p\(, P 0
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contributed to the/company’s positive future. If this recommendation is accepted, then it

will involve decommissioning some of the company’s overseas assets. In fact, most of

these assets and investments have remained redundant and therefore a financial burden to
the company. By decoT‘missioning these investments, Furniture Brands International will
@ -why7)
be able t?@se its market prices, which is much needed (Craver, 2013). This will boost
e,

the company’s reputation, thereby resulting in a stronger customer base. Moreover,

This cost saving can be utilized in other ventures such as quality control and market
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promotion._Shipping costs drastically reduce the margins on items and can even prevent

an organization from shifting into an international market because of lower profits. The
q:whal evidene do y oo hgue.?

biggest distress for Furniture Brands International, Inc. is the continued presence in a low
__Dlggest dIstre

margin international market with a “diminishing” brand. Since Furniture Brands
International, Inc. ships and transports large furniture between factories throughout v\ ;\‘f'

several countries, their freight, shipping, labor, and storage costs are very high and Q ..G J | A Z A (¢

extremely detrimental to the company’s bottom line. With the divestiture of international M ¢ 7 ] /

manufacturing, Furniture Brands International, Inc. will be able to focus on growing V\ /\ V f’ _{4\,{—"

markets domestically and drastically reduce shipping costs, which have marred their/i/\’\. )
6o g

brand’s profitability for the past couple of years. Radelet and Sachs noted in their _‘4\{ (4 ( K

article about high shipping costs “the most important consequence of high shipping

S— e

costs for develpping countries is the detrimental impact on firms’ competitiveness
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in international markets” (Radelet). The time it takes to ship the goods from the

international plants to the United States reduces the companies Inventory Turnover ‘)

which is currently 3.39 which is lower than the 6.6 of its competitor Lay-Z-Boy Ov ﬂ o
(Appendix 1), with all of the production done in North America it will be increased
helping the company’s ratios and be more appealing to investors. The company will
also be able to shorten the shipping time to customers and distributors by ﬂ\.
manufacturing all of its case goods domestically. Q e\ D &
Currently, Furniture Brands International produces furniture both in the Unlted\
States and internationally. When producing furniture internationally, multiple factors can
affect the quality of the final product when it arrives to the United States. First, there is
the affect of poor production practices. According to Furniture Brands International,
many of their products are engineered and manufactured by “independent offshore
manufactures” (Furniture Brands International 10-K, Manufacturing and Sourcing, p.4).
The amount of product imported by Furniture Brands International is in excess of 43.3%
(Furniture Brands International 10-K, Manufacturing and Sourcing, p.4), leaving a lot of

room for product to be damaged in transit from the United States. Damages resulting

from poor loading and unloading of product, transfer of product to the showroom, and
damages from the elements pose a problem for the customers of these products, and in
turn, a problem for Furniture Brands International. By divesting production to the United

GF:ury wpy 1yt —he o s n A

States, Furniture Brands also gains complete oversight of its produgtlon Wlth the ability -\CG\C ' [

to make efficient managerial decisions on a domestic basis, rather than an international e ow g

wWIahoNes. Y

basis.
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An important consideration for Furniture Brands International is why
International case goods markets are not generating enough profit. Essentially, Furniture
Brands is losing money attempting to keep this international division afloat. International _\’A D

markets are different than domestic markets because of diverse manufacturing Q

;7 py NZAN?

requirements. For example, the Philippines has a very complicated set of manufacturin

guidelines which contain “vague descriptions of requirements” and “high registration

costs” (OECD 50). On top of that, there are political, social, antjlt aspects to
)

consider when penetrating an international market. The Phlllpplnes and Indonesig/fose Q % nd/

Q . é\f'\ A@Y\L(’:)-

considerable restrictions for manufacturing firms because of the extremely dictatorial )(\\Q Q»\ l

\_ governments present in those countries. Ultimately, international markets are difficult for Y Q\MS o .

most companies, but specifically to Furniture Byands International, case goods, comparedé& o b Cr% 3
Q:¢videne?  &-whhwoyd w
to the requirements of these countrles are not worth it. High marketing costs, | ; 0 _‘,

nIC mb} (0%t $
margins, and strict manufacturing requirements contribute to the continued downfall of j’V\ x N E§ . i

this division of Furniture Brands International. International marketing and market a\Lp O~

Jo\ie!

analysis also contrlbute to tb'e riskiness of international case goods. Aside from high ( QQ
‘wh

marketing costs, international marketing can “dilute brand name power” when a branch

of manufacturing is proven unbeneficial and weak (Hill 2013). By reducing emphasis on
foreign case goods sales, Furniture Brands will be able to shift intelligence, insight, and

vision towards a more profitable division of Furniture Brands International in upscale,

remium products. M\ ‘\J‘”/ \ﬂ“‘lp— oY CONV Dtﬁﬂ me "\4‘
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Recommendation 2: Focus on the domestic, high-end market. %e V Q
Throughout the company, premium products have consistently outperformed the

middle to lower-end market. Also, upholstery has proven to be a much more profitable
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product line within each of our brands. As stated by the 2012 Furniture Brands
International 10-K, “Sales for our brands that specialize in premium-priced offerings
generally outperformed sales for our brands that focus more on mid-priced offerings and
sales of upholstery products generally outperformed sales of case goods in 2012
compared to 2011”(Furniture Brands International 10-K, Business Trends and Strategy,
p. 17). An article in Furniture Today reiterates these findings. In this article, Heath
Combs, long-time staff writer for Furniture Today, writes that, “It appears that the high-
end division of bankrupt Furniture Brands International was making the most gross
margin dollars for the company these past few years” (Furniture Today). Based on the
aforementioned findings, we suggest Furniture Brands International start focusing their

effo.rts on premium products and upholstery. This will be done through selling off or M fn
() Who wpdl A Wy “the WAWAéZ Why Wi wmoce o\ A

divesting of the brands credting lower quality products. This‘mindset follows in line with Q‘(\'IJ/]/(Q

an article in the Wall Street Journal which states, “corporate divestitures are increasingly ‘Bff\\hk 57
being driven by companies’ strategies to focus on growth and shed non-core, low-growth
assets, and less by financing needs, according to Deloitte’s 2013 Divestiture Survey
Report.” Although the financing side of divesting of the lower end assets is to be kept in

ind, the truth of the matter is that these same brand names have not been perfqQrming.

Wik \Wh g7
Furniture Brands International has suffered a diminishing reputation over recent
years. To combat this unfavorable image, we suggest revamping their method of design.
Rather than designing from within the company, Furnitu_rz;uBranjillnternational should
0
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hire well known and established outside designers. This new technique should do three

things for the company. First, the outsourcing of design will solidify Furniture Brands

@ wh '\;—}Jﬂ',g o wenelid?

International solely as a’high-end manufacturer. This market has proven to be more
I
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profitable, as stated earlier, so this move is furthering efforts to capture market share
within a more profitable segr_r)ent. Secondly, by focusing on a single consumer segment,

this ensures the highest qLT?Iiiy of product for their customers. Originally, there may have

been a_conflict of interes‘/\/\vithin the designing and production of their own furniture. In

0 0 e g[\/; Qwle +hi¢ ¢ mecase or
ua

house design may have led to a lower quality product by using cheaper materials for a AY? 0

more cost efficient “premium” good. By hiring an outside designer, this conflict of 4‘) f;!/%’?
interest will be removed based on the designer’s call for the highest quality of materials a

for the highest quality product. Though cost of goods may increase, we believe customers
NN —————

are willing to pay for this high quality product designed by the best designers in the

T E——

industry. Lastly, this single-customer focus will further allow the company to market

based on a brand new image to further revamp their overall company reputation. We

believe using a well-known and respected designer will change public perception to a

more luxury brand. This will allow Furniture Brands International to charge a higher

price for the highest quality of products. Based on the company’s current situation, we

believe the aforementioned results are desirable and if an outside designer is hired, We“) U 8’17 (/

also believe the results are very feasible. Q . '\'\0 0 V\/ 5" \_{5
As a byproduct of solely catering to the high-end market, more pre iumw 0V | h\"\’

customized offerings will become available to customers. Yet, overall product offerings.Ff\\\ -‘FQ‘;

will diminish because lower quality products will be reduced. As a result, inventory )(\\Nﬂ

R\ Vs ‘37-

standard for the industry and for their April 2013 10-K had inventories remaining on their

turnover will increase because less inventory will be kept on the books. La-Z-Boy is the

—_—

balance sheet as 20% of total assets. Inventories over net sales was 11%. In contrast to

these numbers that show efficiency, Furniture Brands International had inventories on
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remaining on their balance sheet as 23% of previous year’s sales. The large disparity 4_0 u((cﬁ W\\Q(Q
Vi

‘\

€ ]
4 overweight inventory and needs to slim down in order to operate more efficiently. This CO\\C‘/\ ﬂ\_"‘ D'\S
—

their December 2012 10-K as 40% of total assets. Also, Furniture Brands had inventories Mﬂ\

~

between these two numbers goes to show how Furniture Brands International is 0\((

would reduce the cash that Furniture Brands International would have tied up in

inventory and allow for more flexibility. Another indicator of this issue shows itself when

For La-Z-Boy the ratios are 3.34 and 2.36 respectively. The fact that the quick ratio is

4

<
% the current and quick ratios are compared between the two companies for the same year.
—
<

better than 70% of the current ratio shows that inventory is not a completely dominating

portion of the balance sheet. At the other end of the spectrum, Furniture Brands
NVE N Ao

International has a current ratio of 2.28 and a quick ratfo of .86. Here, the fact that the

quick ratio is less than 40% of the current ratio shows the complete dominance that

hpw an

inventory has on the balance sheet. Were inventory turnover higher for Furniture Brands

International than for La-Z-Boy, or perhaps even, Furniture Brands would be operating

a ow d e

well with the increased inventory on their books. However, Furniture Brands &_0 Géf
ternational has an inventory turnover of 3.39, which may not seem so bad, but dwarfs uu‘{\ I'\-" 0 §

in comparison to La-Z-Boy’s 6.20 inventory turnover. {D At f

Lo —YRel¢
=2

This promoted mentality of trimming down the inventory held on the books
contradicts a portion of Furniture Brands International’s pricing scheme. In the 2012 10-
K, the company stated its desire to “leverage scale with suppliers.” By definition, this is
done through increased bulk inventory purchases; a contradiction of the “lean model” that

( Furniture Brands International alleges itself to follow later in the same 10-K.
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Since we want Furniture Brands Internatlonal to focus on the premium market, we

Wilth 02 +0 Ssmephe et

suggest selling the name brands Broyhill and Lane Th‘yse two brands focus on the lower "H"N"

[
end market for case goods. As we mentioned earlier, this market is no longer attractive to Qfé\l\\"l’” ¢
and(?
our company. These brands are relevant in the case goods market and we believe will v

N SWIPRTA seftay wirhwh.le)
secure a reasonable sum when sold There ore, we willbe turning these assets into cash. bu _’_

Also, we will include our case-goods manufacturing plants in Indonesia and the 0\ n
Philippines in the sale of Broyhill and Lane. Therefore, we should receive a very 4’\/“)"/ (¢ (F

substantial cash flow from the dlvestlture of Bro h|II and Lane as WeII as the over af + ﬁL
Qwh MY 1(}\4\4 by [dauan V“’
manufacturing plants. This cash be used to pay off some of the debt currently on the b +
N2k

books of Furniture Brands International. By paying off debt, we are further streamlining

———

w This will give Furnitu?e Brands International the ability to begin focusing
all of its attention on the higher end market while increasing investor sentiment through
reductions in debt as well. Though debt for Furniture Brands has been lowered as of late,
the debt ratio as of the most recent 10-K remained very high at a monstrous 17%, while
the debt ratio of La-Z-Boy was shown on their most recent 10-K as 1.1%. This spread
must be tightened if Furniture Brands is to operate efficiently.

When compared to competitors in the furniture arena, Furniture Brands

ow sy} 1A Dok

International does not stack up well, nor has it in the recent past. Basically, for Ethan

Allen and La-Z-Boy, the current, quick and inventory turnover ratios are all increasing as
one would want them to, while the debt ratio is decreasing, also as one would want it to.
Inversely, for Furniture Brands International, the current, quick and inventory turnover

ratios are declining while the debt ratio increases. These trends are not ideal and the

ikoydwes A v Wy U5 5up 52 e |
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market has been punishing Furniture Brands International’s stock price as a result. The
trends can be viewed in appendix 1.
Conclusion
Currently, Furniture Brands International is in the midst of bankruptcy
proceedings as a KPS Capital Partners seeks to purchase all of the assets of Furniture
Brands International. As a result, the shares of the company are currently deemed

& FIhdug o prie=*0in g mMERTEcE?
worthless as all the proceeds from sale will go directly to primary debtors, with no money

left to be distributed to shareholders (8-K, 6 Nov. 2013). This situation has come about
R:svin oy

because of the poor managing decisions made by those at the helm of Furniture Brands
~—

International. The real tipping points can be seen looking backwards. In mid-2009,

Furniture Brand’s performance drops below Ethan Allen, quickly recovers then in
‘whiy 4 -An* %g,?,) iy de

January of 2011 plunges below Ethan Allen to remain (Compa#ison Charts - Google 7

Finance). After our analysis of the situation and seeing what some competitors did

differently during these times, causing them to outperform Furniture Brands we have
ighted two erroneous errors in the judgment of management with Furniture Brands
International; first, the fact that the international market is a focus and that furniture is
produced largely overseas, secondly, that the domestic high-end market is not a focus. If
these two issues are remedied with the solutions laid out above, the performance of

Furniture Brands will correct.
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Appendix 1

e

Current Current 2.85 1.96 -0.89 ( ( @
Quick Quick 1.57  0.93 -0.64 0
Debt Debt 12.5% 17.0% 4.5% { 7
IT IT 4.4 3.3 -1.1 g

0 .
Ethan Allen 0
Current Current 1.78 1.96 0.18
Quick Quick 0.86 0.93 0.07
Debt Debt 40.5% 30.0% -9.70%
IT IT 2.31 241 0.1

0
‘laZBoy 0
Current Current 2.91 3.34 0.43
Quick Quick 2 236 0.36 /
Debt Debt 7.9% 1.1% -6.8%
IT IT 5.98 6.6 0.62
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