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Executive Summary

Newell Rubbermaid Inc. is a worldwide producer and full-service marketer of consumer products catering to the needs of large high-volume merchandisers such as department stores, warehouse clubs, home centers, and office supply stores.  Newell is divided into five business segments: Cleaning and Organization, Office Products, Home Fashions, Tools and Hardware, and Other.  Newell conducts business in North, South, and Central America, Europe, Asia, and Australia.

Newell has posted net losses of $203.4 million and $46.6 million for the fiscal years 2002 and 2003, respectively.  Newell has been plagued by a highly competitive market and weak economy.  The increase in resin prices alone cost Newell approximately $75 million between 2002 and 2003.1  The company’s stock price dropped to below $20 in late 2000 from over $50 two years earlier.  The stock price has increased and fluctuated since 2000, and Newell has continued in its efforts to recover to the point where it was in the past.2  Amidst the company’s problems, there is also a great deal of opportunity.  Newell makes every effort to distinguish itself from the competition through providing superior customer service.

In an attempt to combat the problems that Newell has been faced with over the past few years, the company has developed six strategic initiatives to transform the company.  Newell’s initiatives include an increase in Productivity, Streamlining, New Product Development, Marketing, Strategic Account Management, and Collaboration.  Through increased productivity, Newell strives to become the best-cost supplier for its customers by reducing manufacturing costs by five percent per year.  Streamlining represents a way to cut costs by cutting non-value added activities out of production and will make Newell a leaner organization that is able to deliver products to its customers more quickly and less expensively.  Newell is also focused on continuing to meet end-user needs through innovation and the consistent introduction of new products.  The company is restructuring the way in which it brings products to the market by switching over to a Just-In-Time manufacturing system.  By switching over to a JIT system, Newell should also be able to significantly reduce inventory costs, shorten lead times, and raise ROI.  Newell is also outsourcing the production of some materials in order to save money on operating costs.  Through the Strategic Account Management initiative, Newell will focus its resources on retailers that it believes have the highest potential for future growth.  Collaboration represents Newell’s initiative for each of its divisions to strategically work together in order to maximize the use of the company’s best practices.1  Newell is also selling off businesses that do not fit within the company’s strategic plan in order to give the company a way to focus more attention on carrying out strategic initiatives within its core portfolio.

We propose three recommendations for Newell to undergo in order to fight its falling sales and bottom-line losses.  Our first recommendation is to hire a team of corporate lawyers to negotiate governmental contracts, primarily with the military, federal prison system, and other governmental agency offices.  These contracts could lead to a significant increase and potentially steady flow of income.  Our second recommendation is a stock buy back of ten million shares of common stock for $295 million.  This buyback represents 3.4% of current outstanding shares.  This action will increase investor confidence in Newell, increase leverage, and lead to an increase in stock price.  Our third recommendation focuses on the growth of Newell’s Tool and Hardware segment.  By expanding partnerships beyond those of major retailers, Newell has the ability to strategically increase product placement and raise sales revenue by increasing end-user familiarity of the tools and hardware that the company has to offer.
Proposal
Recommendation 1:  Hire a specialized team of lawyers to negotiate government contracts.
Our first recommendation is that Newell Rubbermaid hires its own team of corporate lawyers to negotiate governmental contracts.  We propose that three lawyers are hired and paid a base salary of $225,000 plus bonuses according to the volume of sales created by the contracts.  Newell can circumvent the use of outside lawyers who can be just as costly with little incentive to make contracts in Newell Rubbermaid’s favor.  By hiring this specialized team, Newell will have a large advantage over competitors in this area.  The funds for this team will initially be provided by a portion of the recent divestiture of Anchor Glass, Mirro Cookware, and Burnes Picture frames, which earned the company total gross proceeds of approximately $310 million.3
Government contracts are heavily regulated to curb misappropriation of funds and ensure uniform policies and practices across agencies. “The contract terms for the government are the product of careful drafting by teams of government attorneys who have often received distinct meaning through past contract dealings.” 4 A private firm contracting with the government almost always needs to consult with an attorney who is knowledgeable about government contracts and may be of assistance any time issues arise.  Because of the government's special status, disputes under government contracts follow a very different procedural path than those arising under private contracts.4
Newell’s team of lawyers will focus their efforts in three main areas in order to begin obtaining government contracts.  We believe that both the government and Newell will benefit from forming contracts with the department of defense, the federal prison system, and other government agency offices.

Newell also has a high potential for steady income in a low risk market by obtaining government contracts with the military.  Each branch of the armed services offers Newell Rubbermaid the potential for extremely stable income with high demand through the creation of various contracts to which the government is willing to concede.  In addition to our team of lawyers, we also plan to include board member Gordon Sullivan in the creation of our military contracts.  Mr. Sullivan has been on Newell’s board since 1999 and is the President of the Association of the United States Army. 6  Mr. Sullivan can provide the company with information that may prove to be very helpful in working with the military, and more specifically, the Army.

Government contracts are extremely secure with little default risk.  During a period of growth and renewed commitment to Newell’s strategic initiatives, investors are looking for secure and dependable income.  There is no better way to ensure investors zero default risk than to issue contracts to the government, especially the largest government contractor, the Department of Defense. 4
Newell is not the only beneficiary in the proposed contracts with the government. The military can greatly benefit from the amount of products that Newell produces, particularly the goods of Newell’s subsidiary Rubbermaid.  One of the primary ways that Rubbermaid can fill an important niche is increased aircraft payload through the use of efficient, durable, and lightweight containers to transport cargo.  Currently, U.S. Humanitarian Aid packages are sent in large metal containers or in burlap bags that are then tied to parachutes.  Other forms of transport in zones that are less hostile are large pallets constructed of 2x4s and cellophane.  Rubbermaid offers many solutions to the problems of space efficiency and payload limitations.  Many of the boxes/containers that Rubbermaid offers could save money and space for whatever the cargo might be.  These containers would also be beneficial for humanitarian aid to foreign countries.  Pallets can only be stacked to approximately ten feet; however, Rubbermaid’s containers allow for a more stable cargo and utilize wasted space existing above the pallets.  Rubbermaid also offers containers that weigh significantly less than pallets.

In addition to the military, there are 104 Federal Institutions and 147,301 Bureau of Prisons facilities in the United States.5  Each of these prisons has a need for culinary, janitorial, organizational and office supplies; we feel that Newell could fill that need.


Federal prisons would provide a very beneficial and stable contract for Newell.  Prisons will always exist and they will always need new equipment and products to suit the many needs of a prison which Newell can provide.

There are several reasons why the products that Newell offers would be a beneficial match for the products required in federal prisons.  The first reason is durability.  Many of the duties held in federal prisons, such as janitorial, kitchen, and other daily duties, are held by the inmates themselves.  The products must be made for wear and tear and be able to withstand some amount of wear that a prison atmosphere provides.  Along with that benefit is the safety of Newell’s rubber and plastic products.  In addition, it is important that when these products finally do give out that the replacement cost is economically efficient.  Rubbermaid can provide these products at a low replacement cost, especially with bulk orders.  Inmates are also offered benefits while in prison such as job training, skill development, and foreign language training.  The inexpensive and lasting quality of Newell’s office supplies would be perfect for filling this niche.  Newell’s products are safe, lasting, and inexpensive and the prison system could greatly benefit from a contract with the company.


Newell’s most significant advantage will be a steady income from the United States government by increasing sales in Newell’s three largest segments: Cleaning and Organization, Office Products, and Other.  Newell would continue to grow in the three areas where it earns the most revenue.  Sales revenue in two of these three segments has declined in the past year, and this contract may be just what Newell needs to increase sales on an ongoing basis.

With over 1,278 government agencies ranging from the Internal Revenue Service to the Central Intelligence Agency, the immense consumption of office supplies and office products from the agencies’ physical offices grants a tremendous opportunity for Newell’s Sanford and Rubbermaid divisions.7  The nature of agency operations requires substantial and perpetual office supplies to satisfy the sheer amounts of bureaucratic engagements on a daily basis.  Every one of these agencies will continually need more pens, pencils, paper clips, rubber bands, staplers, scissors, etc.  With over 3,000 products under the Sanford name, there is worthy evidence of adequate supply for the demand that this sector provides.8  As far as the Rubbermaid division is concerned, more durable and permanent goods such as trash cans (indoor, outdoor, decorative, etc.), recycling bins, and janitor supplies would contribute to sales, yet these would generate a much lower consumption rate than the non-durable goods, due to the character of the product.  

Currently, their Office Products segment has sustained market share with sales of $1,681.2 million down .17% from 2002’s sales of $1,684.1 million.6  These numbers are absent of any direct government contracting and the only representation of current sales to the agencies would indirectly be in the form of the departmental budgeting of each office.  An example of this would be office supply replenishment by the managerial staff through mass distribution orders.  These orders are either void of contracts or with contracts.  Newell would benefit greatly from obtaining these types of contracts with the Federal Government.  The cleaning and organization segment, representing 26% of total sales, has also stagnated over the past year going from $1,901.8 million in 2002 to $2,013.7 million representing a modest .05%.6  The sluggish numbers of the two segments paired with the enormous government market merit actions to replace these problems with solutions relevant to the opportunities proposed.
With the integration of government contracting as negotiated by our specialized internal legal team, revenues would achieve substantial growth as generated with the steady, low-risk accounts to the various agencies.  The key to facilitating sales of the office products and supplies would be through collaboration with the Federal Supply Service which is a branch of the United States General Services Administration.  The Federal Supply Service acts as an office supply distributor to all government agencies; it offers thousands of office products with improved delivery capabilities and ease of ordering through the General Service Administration Advantage ordering internet site.  The Federal Supply Service has a total sales volume of over $25 billion and offers more products and services than any other commercial enterprise in the world.9  The contracting with this agency alone would be far reaching to all agencies and would generate millions in revenue.  Whether individual contracts are drawn up to fill the needs of specific agencies or a contract is drawn up with the Federal Supply Service, in either case there is a demand that will be mitigated—of course, contracts with both would be optimal.

Recommendation 2:  Increase shares of treasury stock through capital expenditure and new debt issuance.
Our second recommendation is that Newell perform an equity purchase.  We recommend that Newell buy 15,000,000 shares of common stock from existing stockholders.  This will be achieved by issuing a prorated tender offer financed partially through proceeds from the recent divestiture of Anchor Glass, Mirro Cookware, and Burnes Picture Frames and through the issuance of 325,895 10-year, zero coupon bonds.  This constitutes approximately 5.1 percent of Newell’s outstanding stock.  At a current stock price of $24.10 (as of 04/20/04), repurchasing stock for $29.50 per share offers a healthy incentive for shareholders to participate in the repurchase.10  Investors will be very inclined to offer their shares for repurchase due to multiple stock forecasts not predicting a significant increase for several quarters (appendix 2).  This repurchase will initially decrease stock price to $23.91 due to the fact we are expending current assets to purchase stock in excess of market value in order to acquire the shares (appendix 3).
We believe that the tender offer method of repurchasing shares is the most efficient way to buy back stock, even though the most economical way to buy back stock would be in the form of transferable put rights.  The transaction costs (time and money) associated with transferable put rights exceed the marginal value of pursuing this option.  Since it is a general rule of thumb to follow industry practice, we will buy back stock in the more traditional, highly utilized form of a tender offer.  We have decided that Newell should not be the industry bellwether for issuing transferable put rights.
By decreasing the amount of stock available to investors, we are decreasing the percentage of claim that stockholders hold in the firm. By issuing new debt we are increasing the amount of claim bondholders have on the firm.  The debt to equity ratio will increase, thereby increasing financial leverage.  This will lead to the very positive benefits gained through financial leverage.  One of the primary benefits of leverage that Newell will experience is the increase in stock price.  When a company increases its leverage, it promises the most secure cash flows to bondholders.  This leaves the stockholders with riskier cash flows, thereby increasing required rate of return, the beta of the stock, and ultimately the stock price.  The downfall of increasing leverage is that Newell Rubbermaid will become more sensitive to changes in expected cash flow.  However, during our first recommendation we mentioned that our cash flows will actually become more stable due to contracting with the government by decreasing Newell Rubbermaid’s default risk and making their cash flows more steady.
The total cost of this issuance will be $442.5 million.  $295 million of this amount will be funded from the proceeds of the divestiture of Anchor, Mirro, and Burnes.  $147.5 will be funded from the issuance of 325,895 zero-coupon, 10-year bonds at 8.25 %: the present value of these being $452.60 each.
Finally, investor confidence will increase in Newell Rubbermaid’s efforts as they take great strides to make sure that they are a company that has the equity investor in mind.
Recommendation 3:  Increase partnerships beyond large retailers and distributors.
Amidst the struggle of declining sales and falling stock price since the merger between Newell and Rubbermaid, the Tools and Hardware segment increased its sales revenue by 53.2% last year and its net income increased 126.3% to become the second most profitable segment within the company.  It is generally difficult for a firm that offers such a wide variety of goods to focus on one segment; however, this segment has significant potential for growth.  Another significant increase in the Tools and Hardware segment is a way to greatly improve the company and its net income.  This segment has begun an increase in popularity and is doing relatively well in the industry.  Based on this information, we believe that Newell should invest more of its time and effort into expanding partnerships in areas of building and home improvement.

Newell’s largest current partnerships, or strategic accounts, are with Home Depot, Lowe’s, and Wal-Mart.  Wal-Mart alone accounted for approximately 16% of net sales in 2003. 1  The reason for forming partnerships with these companies is clear; there is an increase in home improvements and new-home construction, and mortgage rates are low.  However, Newell should expand its base of partnerships beyond these three tool retailers.

Another way to help the company in the long run is to partner with non-profit organizations such as Habitat for Humanity.  Habitat for Humanity is a charitable organization that devotes their time to building new homes for families who can’t afford to build their own homes.  There are also many organizations that provide aid and assistance to millions of people outside of the United States.  Partnering with these agencies and organizations will help Newell reach countries outside of the United States through the donations of our tools.  By donating tools and working in partnership with non-profit organizations, we may not see results immediately, but such partnerships have proven to positively affect companies over the long run.

Another way in which we have looked into increasing sales for Newell is partnerships with television networks.  This can be done during shows on networks such as TLC and HGTV.  Here we will establish a connection with shows like Hometime and Trading Spaces.  Hometime is currently using Black & Decker, Dewalt, and Powermatic tools.  TLC has the Discovery Home show that does weekly renovations of homes and would be a great way to display our tools.  In the 2004 International Builders Shows of Home and Garden Television the Blue Blades utility knives, Newell products under the Irwin brand name, were recently displayed. 11  These partnerships will be highly beneficial due to the popularity of recent home improvement shows.  TLC’s Trading Spaces set ratings records with over 9 million viewers with a single, 2-hour special.12  By increasing product placement during these shows viewers will realize the quality of our tools and Irwin’s superiority over other tool companies.  In doing so, we hope to see the advertisement of the tools on these shows increase the sales within our Tools and Hardware segment.
End Notes
1. Newell Rubbermaid Inc. Form 10-K for the fiscal year ended December 31, 2003

2. http://moneycentral.msn.com/
3. Press Release April 14, 2004 Newell Rubbermaid Completes Sale of Businesses.

4. http://www.law.cornell.edu/topics/government_contracts.html
5. http://www.bop.gov/

6. Newell Rubbermaid Inc. Form 8-K reported March 26, 2004

7. http://www.lib.lsu.edu/gov/alpha

8. http://www.newellco.com/global/sharpie
9. http://www.gsa.com/

10. http://finance.yahoo.com/
11. http://www.hgtv.com/hgtv/rm_products_trade_shows/
12. www.realitytvworld.com/index/articles/story.php
Appendix 1

Overview

Newell Rubbermaid is a global manufacturer of consumer products that serves the needs of high volume purchasers.  The company’s main strategy is to distribute everyday products and excel in new product development.  The company puts heavy emphasis on internal growth and acquisitions.  The business is broken into five segments that include: Cleaning and Organization, Office Products, Home Fashions, Tools and Hardware, and Other.  Newell is currently working to reduce the cost of manufacturing by five percent every year in order to become the best-cost supplier to its customers.  The company is currently focusing on streamlining its production in order to reduce costs and cut out excess layers that do not add value.  Through the company’s strategic account initiative, the company is allocating resources to those strategic retailers which it believes will continue to grow the most in the future.  Through collaboration, Newell wants each of its operating units to work together and maximize economies of scale by using their best practices.  

History:  Newell emerged in 1902 with the production of curtain rods.  After going public in 97 Newell expanded its craft by acquiring EZ Paintr Corp., BernzOmatic, Mirro Corporation and several other companies allowing them to offer everything from paint applicators to gourmet cookware.   Rubbermaid got its start shortly after Newell in 1920, offering only toy balloons.  Newell and Rubbermaid finally merged in 1999.  In 2002, Newell acquired Gillette products such as Paper Mate, Parker, Waterman, and Liquid Paper brands.  After the merger Joseph Galli became president and CEO in 2001 and started the revitalization of the company with the initiation of the Phoenix program.  In 2002, they completed the acquisition of the American Tool Companies.  In 2003 they completed the acquisition of the American Saw and Manufacturing Company.  

Products: There are many different product segments within Newell Rubbermaid.  The company does not put its focus on just one segment, but rather a combination of them all.  The Cleaning and Organization segment includes Rubbermaid home products, food and beverage, commercial products, and Europe and Canada.  The Office products segment primarily sells its products through the trademarks Sanford, Sharpie, Paper Mate, etc. Home Fashions is a segment that consists of Levolor/Kirsch, Home Décor Europe, and Swish UK.   The Tools and Hardware segment includes Irwin, Lenox, and more.  The Other segment consists of items such as cookware and bakeware and Little Tikes.  

Employees: Currently, Newell Rubbermaid employs approximately 40,000 people.  This is after a decrease in the employee turnover rate of 14.9 % in 2003.  About 7,400 of these employees are covered by collective bargaining agreements.  Newell has recently hired on 1,500 college graduates into the Phoenix program.  This program focuses on relationships within the store level with the company’s strategic accounts and developing in-store merchandising, training, and product selling.  In doing so, 460 Phoenicians have been promoted and are strengthening the knowledge and direct customer experience level within the organization.

Industry Trends and Environment: Due to the environment, Newell is limited to recovering cost increases through selling prices.  Other trends include nurturing high levels of competition among suppliers.  This is done to demand that manufacturers supply innovative new products and require suppliers to maintain or reduce product prices by delivering products with shorter lead times.

Competition: Newell’s competitors are large and well-established.  The top three competitors are Avery Dennison, Hunter Douglas, and WKI Holding.  Avery Dennison competes with Newell in the office supply industry mostly.  Hunter Douglas competes with the Levolor in the curtain and blinds market. WKI Holding is primarily a kitchen ware manufacturer that competes with Newell’s house and cooking ware division. Other competitors include discount stores, home centers, warehouse clubs and office superstores.  They have high brand name recognition to meet their competitive challenges, superior customer service, consistent on-time delivery, decentralized marketing and manufacturing, centralized administration, and experienced management.  

Customer Service: Newell distinguishes itself from its competitors through customer service.  The superior customer service is a direct result of its information technology, marketing and merchandising programs designed to enhance the sales and profits of its customer, and consistent on-time delivery of its products.  The competition in the market has led customers to evaluate which product suppliers to use.  The competition has resulted in pricing pressures and new products that have also lead to better customer service.  The Company’s largest customers are Wal-Mart which accounted for 16% of Newell’s sales in 2003, Lowe’s, Office Depot, Office Max, Staples, Target, The Home Depot, and Toys ‘R Us.

Conclusion: Newell has had a notable decline since it merged with Rubbermaid in 2002.  However, the tool companies that were acquired in 2002 have brought an increase in sales.  Industry trends have shown that Newell is working to produce new products and delivering them in less time.  With Newell’s name brands and customer service they are gaining a competitive advantage in the industry.
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Appendix 3
(Market Value of Assets - Cash used in buy back) – Market Value of Debt
Remaining shares outstanding after buy back

(12,455.81 million - 295 million) – 5,464.4 million
280.1 million

=$23.91 per share
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