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Executive Summary

Newell Rubbermaid, a consumer product manufacturer, intensively targets household consumers in the domestic and international marketplace.  As a well diversified corporation, Newell Rubbermaid consists of the five following major business segments: Cleaning & Organization, Office Products, Tools & Hardware, Home Fashions, and Other.  Historically, Newell Rubbermaid has been a “growth by acquisition” company, and through this extensive process, they have acquired name brand companies such as, Sharpie, Irwin, Calphalon, Rubbermaid, Lenox, Bernzomatic, Waterman, Graco, Levolor, Paper mate, Little Tikes, and Parker.

In review of the 2003 fiscal year, it is evident that Newell Rubbermaid has made a limited improvement from 2002. Newell Rubbermaid reported net sales of $7,750,000,000 which is a 4% increase from 2002 (appendix 2).  Overall net loss from 2003 was $46.6 million, compared to a $203.4 million loss in 2002.  This serves as an indication that Newell Rubbermaid is making progress in their strategic growth initiatives (appendix 2 and 4).  

However, gross margin decreased from 27.6% to 26.7% in 2003 (appendix 2 and 4).  A major concern for Newell Rubbermaid is the fluctuation in raw material prices, specifically resin.  This volatility of cost is specifically linked with a $75 million negative impact on gross margin (appendix 2).  Operating income for 2003 is $179.9 million, a 2.3% decrease from 2002.  Net income before taxes decreased to $201.1 million in 2003, from its 2002 level of $448.4 million (appendix 3).  This decrease in operating income can be attributed to the recent exiting of several low-margin product lines and the cost associated with restructuring management.  These restructuring costs increase from $122.7 million in 2002 to $245 million in 2003 (appendix 2 and 4).     

Despite this noticeable positive change, Newell Rubbermaid consistently faces problems.  Shortly after Newell and Rubbermaid merged, shareholders in Newell experienced a drastic loss of confidence and value, within the firm.  The overpriced purchase of Rubbermaid, the delay of the merger, and management’s lack of integration are all attributable to Newell Rubbermaid’s plummet in stock price.  

Over recent years, Newell Rubbermaid has undertaken in-depth restructuring initiatives. As listed in the recently released 2004 Proxy Statement, Newell Rubbermaid developed four primary focus areas to enhance long term financial performance:

· “Continue to divest non-strategic businesses”

· “Complete the 2001 restructuring plan”

· “Continue to rationalize low-margin product lines”

· “Deploy Newell Operational Excellence” (appendix 2).

As a result of these strategic initiatives, Newell Rubbermaid anticipates 2004 to be a year of changes and aggressive growth.  In order to encourage this growth and combat current issues, we recommend that Newell Rubbermaid take strides to further their development as a competitor in the marketplace.  To insure Newell Rubbermaid’s success, we propose a cooperative outsourcing program to China.  First, reduce the cost of the brand name product.  Second, drive out or acquire competitors to increase our world wide market coverage.  Third, use the least amount of cash flow to achieve our goals. For financing, we propose securitization of the receivables that Newell Rubbermaid is owed in order to increase the available cash flows.    
Proposal

Newell Rubbermaid, a consumer product manufacturer, intensively targets household consumers in the domestic and international marketplace.  Competition in the fabricated plastic and rubber industry is highly influenced by volatility in raw material cost, current economic conditions, and new product development.  These influences combined with a lack of integration between their many companies fueled the necessity to reorganize the current infrastructure of the business.  A massive overhaul in restructuring became the primary objective when Joseph Galli came on board as Chief Executive Officer in 2001.  Galli’s unmatched expertise, optimistic attitude, and his ambitious agenda pave the way for his company’s long term success.


Newell’s acquisition of Rubbermaid in 1999 signaled the beginnings that marked a plummet in their stock price.  Roughly a year before the merger and acquisition, Newell’s stock price closed at $47.17.  The merger went into effect the week of March 22, 1999 with a stock price of $49.47.  The year following the merger proved to be detrimental to the stock price as it fell over 50%, driving it down to $22.69 per share (appendix 5).  The prolonged regulatory review of the merger attributed to the languishing stock price.  As a result of the unexpected delay, Rubbermaid continued to operate independently of Newell.  The lack of management’s integration during this pivotal time period caused nervousness and loss of confidence on the part of the shareholders. 

Since the acquisition of Rubbermaid five years ago, Newell has been struggling to fully revitalize itself. Evidence supports that Newell bought on reputation.  Rubbermaid’s prestigious brand name opened the door for Newell to enter the upper echelon of retail markets.  At the onset, Rubbermaid’s inherent ability to quickly produce new product lines blinded Newell from seeing Rubbermaid for what it truly is: an overweighed portfolio with low margin products in too many colors and sizes.  The exorbitant purchase price proved there was not enough “bang for their buck”.  

Historically Newell has been a “growth by acquisition” company; however, they have a very high turnover rate of acquisition and disposition of companies.  Their assets have a difficult time surviving in the highly competitive marketplace where companies such as Proctor & Gamble, Black & Decker, and Gillette are leaders in their industry.  Therefore, Newell has developed a reputation for quick sale of their assets.  These low-margin product line exits result in lower than expected earnings for a normal fiscal year.  For example, Newell Rubbermaid recently completed the sale of Burnes Picture Frame, Anchor Glass and Mirror Cookware businesses to Global Home Products, LLC.  These businesses, under the Levolor/Kirsch division, have recently experienced a decrease in net sales; therefore, being the primary driver of the decrease in operating income.  These factors, coupled with an economic downturn, are the driving force behind the recent divesture of this non-strategic business (appendix 2).


Despite the current setbacks in the fabricated plastic and rubber industry, there are many opportunities that will perpetuate Newell’s growth and success now and into the future.  From a financial standpoint, our recommendations will perfect ways for Newell Rubbermaid to flourish in the marketplace.  Our financial recommendations, coupled with the continuation of their restructuring plan and proper integration of their strategic initiatives will equip Newell Rubbermaid with the ability to achieve long term success.
Recommendation 1:  Outsource Newell’s manufacturing plants to China


With the current situation affecting Newell Rubbermaid, we fell it will be best benefited by outsourcing to China.  First, reduce the cost of a product with the brand name.  Second, drive out or acquire competitors to increase world wide market coverage.  Third, use the least amount of cash flow to achieve this goal. 

Outsourcing Strategy 
We propose a cooperative outsourcing approach rather than a direct investment strategy.   As a firm, we plan to focus on the two major types of manufacturing firms in China; the small village companies and the larger, more established companies.  We begin by asking ourselves, who are Newell Rubbermaid’s current and future competitors? First, we will approach the smaller firms to see if any are willing to become a supplier of our goods.  It is necessary for these firms to know that under Newell Rubbermaid’s name we will require strict contract conditions that obligate them to change their product line to fit our standard.  However, if the company is large, well organized, and has material foresight to resist temptation to our offer; the company can still be our current and potential competitor.  Newell Rubbermaid’s option to entice the firms is to partially fund the project, while sharing the profit in the potential United States and Chinese market.  These short term obtainable goals can lead Newell Rubbermaid to long term changes.  

How outsourcing will better serve Newell Rubbermaid?

Done domestically, brand name is a costly expense.  Our strategy is to help keep the brand name, while decreasing the production cost and requiring the same standards as domestic production.  The ideal outsourcing partners are our current and potential competitors.  This will decrease future and current competition, win back our market share, and better prepare Newell Rubbermaid for future competition.   

The main purpose of outsourcing is to increase future value by increasing the probability of long term growth.  However, in the short term, outsourcing is an intensive cash flow investment.  Our strategy is to take advantage of outsourcing’s long term benefits, while limiting the initial investment cost.  

Why China?

For Newell Rubbermaid, we feel that it is essential for goods produced overseas to be made mostly from plastic.  First to experience this change will be Paper Mate and Rubbermaid.  These product lines require polymers, a major component in plastics, from oil refinement.  America’s current trends show that prices for oil related products, such as plastic polymers, are on the rise.  Although the current cost of oil in China is not much cheaper, it is the refinement of the oil which is cheaper.  Furthermore, the labor and energy markets are less expensive.  Currently, the Chinese government is offering a tax break to joint venture companies.  The fixed exchange rate RMB is facing in China is better than the risk Newell Rubbermaid is facing to the Dollar versus the Euro.    

Located in the Heart of Competitor

The Zhejiang, Jiangsu, Fujian, and Guangdong are provinces that are currently involved in the largest amount of businesses using importing and exporting in China.  Over the past decade the Chinese government, especially local governments, have been encouraging the expanding economy by giving firms tax incentives to join with foreign investors and by creating and facilitating smooth import and export policies.  While international transferring businesses are very mature, their exporting regulations are very well defined.  Technology and personnel are widely available from $50 a month machine operator to a $5000 a month senior manager.

 
Shanghai, where there is a 16 million person population, has many retailers.  For instance, there is a Wal-Mart in every neighborhood, such as Auchen from France, E-Mart from Korea, and Lottus from Thailand.  An important aspect of Newell Rubbermaid’s focus is sustaining the unsurpassed relation with its newly obtained market.  The first Wal-Mart will open in Shanghai at the end of 2004. The opportunities in Shanghai will prevail in those four provinces, as both potential markets and suppliers.  
Fish our short sighted competitors

Largely due to their short sightedness, small firms are more desirable to be contracted.  With a contract stating that they have to change their product line to meet Newell Rubbermaid’s requirements, the firm can not turn down the prospect of supplying a large firm and increasing its stable profits.  The company, strongly interested in Newell Rubbermaid, will accept the contract.  This will create an opportunity for Newell Rubbermaid to lock in the firm’s production capability, producing only Newell Rubbermaid’s goods.  After that, Newell Rubbermaid will have a cheaper product with their brand name.

Our basic strategy is to change their product line, making them to fit to production with Newell Rubbermaid’s brand name. If they produce a pencil at 30 cents without our brand name, we can let them change their product lines to produce our products at cost of 35 cents, rather than use our own cost to produce the pencil at 50 cents. Using this strategy, we can save more cash flow than to acquire those small Chinese factories.  In order for our company to be successful, it is important for Newell Rubbermaid to determine what might entice these competitors to accept our offer.   

After Taking the Bait

As we begin to change their product lines, we will see the true effect because they will become more dependent on our buyout of their products.  As far as the products and cost are concerned, they are somewhat only fit for our needs, rather than the equilibrium of the real market.  In other words, we get potential control of our competitors’ fates by changing the way they produce and the products they are produce. At that time, we can have dominance over their market and their production. By acquiring our competitors, we will be taking advantage of expensing the least amount cash flow. 

Benefits of Outsourcing with Larger Firms     

The small village-located, cheap labor cost, simple management and short-sighted companies only care about the recent annual revenue, rather than long time survival.  When these companies are large in size and depend solely on their name, hard times are in store.  For example, GE, recently reached a deal with one of China’s leading refrigerator manufactures, Rongsheng.  This agreement included buying one million units of refrigerators every year for three years, including changing their product lines.  For these big companies, we have prepared an alternative strategy; we will join in financing as their partner while offering Newell Rubbermaid the opportunity to share in their profits.  Partnering with a large company will increase the market share covered by Newell Rubbermaid, pushing out competitors who use the large companies cheap labor cost, and produce the benefits of contracting with small companies. 

Potential Problems to Conquer  

The success of this strategy will be dependent upon extensive market research of our competitors.  Wise negotiation skills that encompass an intensive cultural knowledge will touch our competitors, China’s export-import trade administrations, and local governments.  For the purpose of thriving in the local economy in China, business is always under the influence of governmental control.  As production moves to China, labor union pressure becomes increasingly alarming.  An outsourcing strategy will be heavily regulated due to current domestic unemployment problems.  It would be wise to consult similar companies such as General Electric, Proctor & Gamble, and General Motors to understand more clearly how to deal with regulation.  Issuing new debt is the most common way for Newell Rubbermaid to raise capital.  These proceeds from the issuance of debt are $1,044 million in 2003 and $772 million in 2002, respectively (Appendix 6). However, payments made on notes payable and long-term debt amounted to $989.6 million and $901.5million (Appendix 6), which means they use new debts to pay the old ones. As more debt is issued, their leverage will go up; therefore the firm will experience an increase in financial distress.   

Securitization, a financial practice, gained popularity during the1970s.  Essentially it creates an investment security - backed by assets - that are not publicly traded.  Securitization aims to package cash flows from assets into securities that are attractive to quality-seeking institutions and investors. This process is mandated by licensed parties, subject to further regulation by the SEC. 

Newell Rubbermaid has implemented securitization as one of their financial tools, in order to obtain cash from the capital market. As of December 31, 2003, the aggregate amount of outstanding receivables sold by the company to the financial institution was $777.4 million (Appendix 4).   However, the company has not taken full advantage of securitization.

  
Securitization can be backed by current accounts receivable, as well as future cash flows.  The qualifying financial institution who will issue the securities, critically evaluates the net present value and future cash flow of the projects that Newell Rubbermaid will deem acceptable.  The purpose is to examine if the new acquisition is able to be securitized and determine the credit rating of this security.  

Moreover, the cash generated by securitization can also be used to buyout the leverage. With securitization, the new acquisition is financed without increasing the leverage. By doing so, the company’s debt ratio is prohibited from rising to a higher level (Appendix 6). Another benefit is that the security rating of the assets backed by securitization is based on a proportion of the company’s assets; therefore, no direct impact on its bond rating. If the bond rating of the new acquisition is higher than current overall assets, investors will receive new information concerning the profitability of the new project. The financial institution will help management avoid overexpansion of the company’s size, while diversifying management’s risk.  Undertaking high risk and negative Net Present Value projects will be prevented, while strengthening investors’ confidence.  However, the potential downfall of utilizing securitization is that it will potentially take a long time to structure the deal. In some cases the process can take a year, including high acquisition costs.
In conclusion, our proposed recommendations, coupled with Newell Rubbermaid’s key strategic initiatives, will undoubtedly increase its probability for future success.  We believe that there is a place for Newell Rubbermaid to be an effective competitor in the consumer product market place.
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Appendix 1

Overview
Founded in 1902, Newell began as a manufacturer of curtain rods.  In 1972, Newell went public and became an actively traded stock on the New York Stock Exchange.  Daniel C. Ferguson, named President in 1965, implemented an acquisition strategy based on the objective of becoming a well-built, multi-product company.  Through the development of this strategy, Newell became a “growth by acquisition” business.  Over the following year they acquired such brand name as Levolor in 1993, Kirsch in 1997, and Calphalon in 1998.  In March of 1999, Newell merged with a leading manufacturer of high-quality, innovative products, Rubbermaid, thus becoming Newell Rubbermaid.  This company is divided into five business segments, listed as follows:

· Cleaning and Organization

· Office Products

· Tools & Hardware

· Home Fashions 

· Other

Rubbermaid, Sharpie, Irwin and Calphalon Home are the current brand names that make up the framework for Newell Rubbermaid (appendix 2).

Products and Services

The Rubbermaid Group, consisting of Rubbermaid Home Products, Rubbermaid Commercial Products, Rubbermaid Europe, Graco, and Little Tikes, represents over one third of Newell Rubbermaid’s annual sales.  The Sharpie Group is the world leader in writing instruments, contributing over one quarter to the company’s annual sales.  Brands in this group consist of Sharpie markers, Paper mate pens and pencils, Colorific art supplies, Parker and Waterman fine writing utensils, and Goody hair products.  The Irwin Group, a leader in the home improvement market, contributes less than one quarter to the company’s annual sales.  Products within this group include Levolor Kirsch window treatments, Amerock cabinet and door hardware, Shur-Line paint applicators, and Lenox power tools.  The recent acquisitions of American Tool and American Saw further support Irwin’s growth potential.  The Calphalon Home Group represents one sixth of the company’s annual sales.  This group is a producer of home products such as, cookware, bake ware, cutlery, and glassware.  As a marketer to high-end retailers, like specialty stores and department stores, Calphalon currently shows trends of vast growth potential.  

Facilities and Employees

In a fervent search to relocate their corporate headquarters, Newell Rubbermaid recently announced their move to Atlanta, Georgia.  Joseph Galli, President and Chief Executive Officer, said

“We chose Atlanta because of its climate and because three of our top customers, Wal-Mart, Home Depot, and Lowe’s, have headquarters in the South.”  

Currently, Newell Rubbermaid has 49, 425 employees.  They are the producer of over 4,000 products sold in 100 countries.  The company has operating facilities located in Australia, Canada, France, Great Britain, Ireland, Korea, Luxembourg, Mexico, Poland, and the United States; Newell Rubbermaid is both a national and international company.  

Competitors

The top three competitors for Newell Rubbermaid are Avery Dennison, Hunter Douglas, and WKI Holding.  Avery Dennison, a global leader in the making of adhesive labels used on packaging, mailers, and other items, competes heavily with Newell Rubbermaid’s Sharpie Group.  Hunter Douglas is a world-leading maker of window coverings, competing primarily with the Irwin Group.  WKI Holding, major producer of kitchen products, competes directly with the Calphalon Group of Newell Rubbermaid.   

Customers and Suppliers


Global and local chain retailers, Newell Rubbermaid’s primary customers, are directly handled by Newell International and Newell Rubbermaid, respectively.  Mass retailers and smaller distributors, serving house wares, hardware, office products, fabricated plastic and rubber; make up Newell Rubbermaid’s other customers.  These smaller customers are handled through distributors, representatives and agents.  Wal-Mart, Home Depot, and Lowe’s are among Newell Rubbermaid’s top customers.  

As a current competitor in the consumer product industry, Newell Rubbermaid faces many challenges, along with many opportunities, for growth.  After Newell’s overpriced purchase of Rubbermaid in 1999, their stock dropped over 50% from $49.47 to $22.69 per share in 2000 (appendix 5).  This marked the beginning of Newell Rubbermaid’s struggle to stay afloat in the competitive marketplace.  Once they appointed Joseph Galli as Chief Executive Officer, he immediately implemented many strategic initiatives in an attempt to restructure Newell Rubbermaid and restore lost confidence.  Galli’s “restructuring plan”, combined with divestures of non-strategic businesses, exiting of low-margin product lines, and deployment of “Newell Operational Excellence”; Newell Rubbermaid anticipates the coming years to be ones of transformation and aggressive growth.
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NEWELL RUBBERMAID INC,
Audited Financial Statements and Related Information

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis provides information which management believes is relevant to
an assessment and understanding of the Company’s consolidated results of operations and financial
condition. The discussion should be read in conjunction with the accompanying Consolidated Financial
Statements. It includes the following sections:

+ Executive Overview

+ Consolidated Results of Operations

» Business Segment Operating Results

» Liquidity and Capital Resources

* Minimum Pension Liability

+ Contractual Obligation, Commitments and Off-Balance Sheet Arrangements
« Critical Accounting Policies

» Recent Accounting Pronouncements

+ International Operations

» Forward Looking Statements

Executive Overview

Newell Rubbermaid is a global manufacturer and marketer of branded consumer products and their
commercial extensions, serving a wide array of retail channels including department stores, discount stores,
warehouse clubs, home centers, hardware stores, commercial distributors, office superstores, contract
stationers, automotive stores, and pet superstores. The Company markets a multi-product offering of
consumer products backed by an obsession with customer service and new product development. The
Company conducts businesses in five operating segments as follows:

Segment Description of Products

Cleaning & Organization . . ... Indoor/outdoor organization, storage, food storage, cleaning, refuse

Office Products ............. Ballpoint/roller ball pens, markers, highlighters, pencils, office products,
art supplies

Home Fashions ............. Drapery houseware, window treatments, frames

Tools & Hardware .......... Hand tools, power tool accessories, manual paint applicators, cabinet

hardware, propane torches

Other ....... ... ... . ... Operating segments that do not meet aggregation criteria, including
aluminum and stainless steel cookware, glassware, hair care accessory
products, infant and juvenile products, including toys, high chairs, car
seats, strollers, outdoor play equipment

2003 Overview:

In 2003, the Company increased sales by $296.1 million, primarily as a result of its acquisition of
American Saw & Mfg. Company (“Lenox”), as discussed more fully below. While the Company saw sales
growth in many of its high margin businesses, including Sharpie permanent markers and Irwin hand tools
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[image: image3.png]and power tool accessories, the Company experienced significant pricing pressure in some of its low-end
product lines, primarily low-end cookware and picture frames businesses. As a result of these pressures, the
Company began to rationalize these product lines, identifying approximately $300 million in annual sales
that would not vield the Company’s targeted returns. By the end of 2003, the Company exited
approximately $50 million in sales of these low-margin product lines. This rationalization process will
continue in 2004.

Gross margin decreased 0.9 points to 26.7% in 2003, primarily related to unfavorable pricing of 1.9%,
partially offset by net productivity gains. Gross margin was also adversely affected by increases in raw
material costs, particularly in resin, which resulted in approximately $75 million in increased costs in 2003
compared to 2002. Resin prices are expected to increase further in the first quarter of 2004.

Cash flow from operations was $773.2 million for the year ended December 31, 2003, compared to
$868.9 million in the prior year. The decrease in cash provided from operating activities was due primarily
to a decrease in earnings before non-cash charges of $29.0 million and a net decrease in accrued liabilities
and other assets, partially offset by decreases in inventory and accounts receivable which netted to a use of
$74.2 million. The Company has decreased inventory as a percentage of sales to 13.8% in 2003 from 16.0%
in 2002. The decrease in inventory provided the Company with $179.4 million in operating cash flow in
2003. See sources and uses below for further discussion.

Despite the challenges experienced in 2003, the Company continued to make progress in executing its
strategy. The following section highlights that progress:

Acquisition Integration

Effective January 1, 2003, the Company acquired Lenox, a leading manufacturer of power tool
accessories and hand tools marketed under the Lenox brand, for approximately $450 million paid for
through the issuance of commercial paper, plus transaction costs of $5.8 million. Additionally, the
Company completed its integration of American Tool Companies, Inc. (“Irwin”), which was acquired in
April of 2002.

The acquisitions of Lenox and Irwin marked a significant expansion and enhancement of the
Company’s product lines and customer base, launching it squarely into the estimated $10 billion-plus
global markets for hand tools and power tool accessories.

Divestitures

The Company consistently reviews its businesses and product offerings and assesses their strategic fit.
The Company has identified several businesses that it believes do not fit the Company’s long-term
strategic objectives. The consolidated sales of all these businesses that the Company has determined are
non-strategic were approximately $875 million in 2003.

In 2003, the Company began marketing several of these businesses for potential sale, successfully
divesting several businesses in 2003. These businesses included the Cosmolab business, German picture
frame business, and some smaller business units. Refer to Footnote 2 of the Consolidated Financial
Statements for additional details. In addition, the Company recorded impairment charges for several other
businesses where various strategic alternatives were being considered (See Footnote 14 of the Consolidated
Financial Statements for additional details).

In February 2004, the Company finalized the sale of Panex, a Brazilian cookware business and the
remainder of its European picture frames business. As a result of these sales, the Company recorded a loss
of approximately $78 million in the first quarter of 2004. Refer to Footnote 18 of the Consolidated
Financial Statements for additional details on these transactions.

On March 14, 2004, the Company entered into a definitive agreement to sell substantially all of its
U.S. picture frame business (Burnes), its Anchor Hocking glassware business and its Mirro cookware
business. Under the terms of the agreement, the Company will retain the accounts receivable of the
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[image: image4.png]businesses and expects gross proceeds as a result of the transaction to be approximately $310 million. The
Burnes picture frames business is included in the Home Fashions business segment. The Anchor Hocking
and Mirro businesses are included in the Other business segment. Collectively, these businesses had net
sales of approximately $695 million in 2003. The Company expects to record a non-cash pre-tax loss of
approximately $25 million on the sale of these businesses. Closing of the transaction is subject to
regulatory approval and certain other customary conditions. Refer to Footnote 18 of the Consolidated
Financial Statements for additional details on these transactions.

Restructuring

In 2003, the Company continued its efforts to streamline its worldwide supply chain to strengthen its
position with the goal of becoming the best-cost global provider throughout its product range. The three-
year plan, which began in 2001, consists of reducing worldwide headcount and consolidating duplicate
manufacturing and warehouse facilities. Under the Company’s restructuring plan, the Company expects to
exit 84 facilities and reduce headcount by approximately 12,000 people. At the plan’s completion, the
Company expects total annual savings of between $150 and $175 million ($125 to $135 million related to
the reduced headcount, $10 to $15 million related to reduced depreciation, and $15 to $25 million related
to other cash savings). In 2003, the Company exited 21 facilities and terminated approximately
6,000 employees and recorded restructuring charges of $245.0 million. To date, the Company has exited
78 facilities and terminated approximately 10,800 employees and recorded approximately $417 million
related to its restructuring plans. The Company anticipates recording the final restructuring charges related
to the 2001 restructuring plan (expected to be between $43 and $63 million) by the end of the second
quarter of 2004. Refer to Note 3 to the Consolidated Financial Statements for additional details.

Organizational Changes

In 2003, the Company made several organizational changes, effectively divided the Company into two
major groups, and named two chief operating officers. As of December 31, 2003, the Company realigned
its reporting segments to reflect the changes in the Company’s structure and to more appropriately reflect
the Company’s focus on building large consumer brands, promoting organizational integration, achieving
operating efficiencies and aligning the businesses with the Company’s strategic account management
strategy.

2004 Priorities:
In 2004, management is focused on the following key objectives:

1. Continue to divest non-strategic businesses: The Company expects to complete the majority of
its divestitures in 2004. As discussed above, the Company has made significant progress in 2003 by
divesting the Cosmolab cosmetics business and the German picture frames business. This progress
continued in the first quarter of 2004 by announcing the divestiture of the Panex Brazilian cookware
business and the remainder of its European picture frames business. The divestitures of these businesses
and others currently being evaluated for potential divestiture are expected to reduce 2004 earnings per
share by approximately $0.11 to $0.13, exclusive of the loss to be recognized in 2004. In addition,
operating cash flow is expected to be reduced by $40 to $45 million, annually.

2. Complete the 2001 restructuring plan: The Company plans to substantially complete the 2001
restructuring program in 2004 and expects to recognize approximately $43 to $63 million in 2004 charges.

3. Continue to rationalize low-margin product lines: The Company will continue to rationalize low-
margin product lines in 2004. The completion of this program is expected to reduce annual sales by
approximately $300 million.

4. Deploy Newell Operational Excellence: The Company is committed to reducing the costs by at
least 5% annually. In connection with this goal, the Company is committed to deploying and implementing
NWL OPEX, which is a methodical process focused on lean manufacturing. It inciudes installing the right
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[image: image5.png]manufacturing and distribution metrics and driving improvement quarter after quarter. In addition to cost
reduction, other key components of NWL OPEX are improved quality and service levels and the reduction
of inventory and lead times.

Consolidated Results of Operations

The following table sets forth for the periods indicated items from the Consolidated Statements of
Operations as reported and as a percentage of net sales for the years ended December 31, ($ in millions):

2003 2002 2001

Netsales ............. $7,7500 100.0% $7,453.9 100.0% $6,909.3 100.0%
Cost of products sold . .. 5,682.8 73.3 5,394.2 72.4 5,046.6 73.0
Gross margin ... ....... 2,067.2 26.7 2,059.7 27.6 1,862.7 27.0
Selling, general and

administrative

EXPENSES .. v vt it 1,352.9 17.5 1,307.3 17.5 1,168.2 16.9
Impairment charge .. ... 289.4 3.7 — — — —
Restructuring costs . .. .. 245.0 32 122.7 1.6 66.7 1.0
Goodwill amortization . . — — — — 56.9 0.8
Operating income ... ... 179.9 23 629.7 8.4 570.9 8.3
Nonoperating expenses:

Interest expense. .. ... 140.1 1.8 137.3 1.8 137.5 2.0

Other, net........... 19.7 0.3 23.9 0.3 17.5 0.3

Net nonoperating

EXpenses ... ....... 159.8 2.1 161.2 2.2 155.0 2.2

Income before income

taxes and cumulative

effect of accounting

change ............. 20.1 0.3 468.5 6.3 415.9 6.0
Income taxes .......... 66.7 0.9 157.0 2.1 151.3 2.2

(Loss)/income before
cumulative effect of
accounting change. . .. (46.6)  (0.6) 311.5 4.2 264.6 3.8

Cumulative effect of
accounting change, net

Of taX .+, — — (5149)  (6.9) — —
Net (loss)/income . . ... $ (466) (0.6)% $(203.4) (2% $ 264.6 3.8%

Results of Operations—2003 vs. 2002

Net sales increased $296.1 million, or 4.0%, in 2003. The increase in sales is primarily related to sales
from recently acquired businesses of approximately $339.2 million, partially offset by a decrease of
$39.9 million in sales from divested businesses, and favorable foreign currency of $231.1 million, partially
offset by negative pricing of $140.8 million and the exit of high-risk accounts of $165.3 million.

Gross margin, as a percentage of net sales, in 2003 was 26.7%, or $2,067.2 million, versus 27.6%, or
$2,059.7 million in 2002. The reduction in gross margin is primarily related to unfavorable pricing of 1.9%,
or 1.3 points, offset by net productivity of 1.6%. Increased resin costs of $75 million negatively impacted
gross margins and are included as a reduction of our productivity. The favorable impact of the Lenox
acquisition (+0.7 points) was more than offset by unfavorable mix in the remainder of our businesses.

A-4




[image: image6.png]Selling, general and administrative expenses (“SG&A”) were 17.5% of net sales in both 2003 and
2002. The $45.6 million increase in SG&A primarily related to recently acquired businesses of
approximately $84.8 million. All other SG&A was down by $39.2 million with streamlining initiatives of
$128 million more than offsetting increases from currency translation, pension and strategic investments.

The Company continues to assess opportunities to divest or exit non-strategic businesses and low
margin product lines. During the fourth quarter of 2003, the Company recorded an impairment charge of
$289.4 million associated with these businesses and the exit of certain product lines. Refer to Note 14 of
the Consolidated Financial Statements for additional information.

The Company recorded pre-tax strategic restructuring charges of $245.0 million ($165.7 million after
taxes) and $122.7 million ($81.6 million after tax) in 2003 and 2002, respectively. The 2003 pre-tax
charge included $118.5 million of facility and other exit costs, $103.3 million of employee severance and
termination benefits, and $23.2 million in other restructuring costs. The 2002 pre-tax charge included
$36.6 million of facility and other exit costs, $76.3 million of employee severance and termination benefits,
and $9.8 million in other restructuring costs. Refer to Note 3 of the Consolidated Financial Statements for
further information on the strategic restructuring plan.

Operating income in 2003 was 2.3% of net sales, or $179.9 million, versus operating income of 8.4%,
or $629.7 million in 2002. The decrease in operating margins is primarily the result of increased
restructuring charges incurred to streamline the Company’s supply chain and the impairment charge
related to businesses for which the Company has begun to explore strategic alternatives, including potential
divestiture.

Net income before income taxes and the cumulative effect of accounting change in 2003 was
$20.1 million, a $448.4 million decrease from $468.5 million in 2002. The decrease relates primarily to the
increased restructuring costs and the impairment charge noted above.

The effective tax rate was 331.9% for the year ended 2003 versus 33.5% in the prior year. The
increase in the effective tax rate primarily related to the non-deductibility of the write-off of goodwill
associated with the Company’s $289.4 million impairment charge. Refer to Notes 13 and 14 of the
Consolidated Financial Statements for additional information.

Net loss before cumulative effect of accounting change in 2003 was $46.6 million, a $358.1 million
decrease from net income before cumulative effect of accounting change of $311.5 million in 2002. Diluted
loss per share before cumulative effect of accounting change was $0.17 in 2003 compared to earnings of
$1.16 in 2002.

During the first quarter of 2002, the Company completed the required impairment tests of goodwill
and indefinite life intangible assets, which resulted in an impairment charge of $514.9 million, net of tax.
See Footnote I to the Consolidated Financial Statements for further information on the Company’s
adoption of Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets.”

Net loss for 2003 was $46.6 million compared to a net loss of $203.4 million in 2002. Basic and
diluted loss per share in 2003 decreased to a loss of $0.17 versus a loss of $0.76 in 2002. The decrease in
net loss and loss per share was primarily due to the lack of any cumulative effect of accounting changes
related to goodwill, offset by additional restructuring charges to streamline the Company’s supply chain,
and the impairment charges related to non-strategic businesses that the Company is considering for
possible divestiture. See Footnote | to the Consolidated Financial Statements for additional details related
to cumulative effect of accounting change charge for goodwill.

Results of Operations—2002 vs. 2001

Net sales increased $544.6 million, or 7.9%, in 2002. The increase in sales is primarily related to sales
from Irwin of $318.3 million (acquired April 2002) and increased sales of core products of 3.3%.
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Appendix 3
[image: image7.png]The Revolver permits the Company to borrow funds on a variety of interest rate terms. The Revolver
requires, among other things, that the Company maintain certain Interest Coverage and Total
Indebtedness to Total Capital Ratio, as defined in the agreement. The agreement also limits Subsidiary
Indebtedness. As of December 31, 2003, the Company was in compliance with this agreement.

Under a 2001 receivables facility with a financial institution, the Company created a financing entity
that is consolidated in the Company’s financial statements. Under this facility, the Company regularly
enters into transactions with the financing entity to sell an undivided interest in substantially all of the
Company’s United States trade receivables to the financing entity. In 2001, the financing entity issued
$450.0 million in preferred debt securities to the financial institution. Those preferred debt securities must
be retired or redeemed before the Company can have access to the financing entity’s receivables. Also,
certain levels of accounts receivable write-offs and other events would permit the financial institution to
terminate the receivables lending commitment and require redemption of the preferred debt securities. The
receivables and the $450.0 million preferred debt securities are recorded in the consolidated accounts of
the Company. Because this debt matures in 2008, the entire amount is considered to be long-term debt.
As of December 31, 2003 and 2002, the aggregate amount of outstanding receivables sold under the
agreement was $777.4 million and $738.2 million, respectively.

Uses

The Company’s primary uses of liquidity and capital resources include acquisitions, payments on long-
term debt, dividend payments and capital expenditures.

Cash used for acquisitions was $460.0 million in 2003, compared to $242.2 million in 2002. The
increase in cash used for acquisitions related primarily to the acquisition of Lenox, which was funded
through the issuance of commercial paper.

Capital expenditures were $300.0 million and $252.1 million in 2003 and 2002, respectively. The
increase in capital expenditures is primarily due to the acquisitions of Irwin and Lenox and the Company’s
increased investment in new product development and productivity initiatives.

In 2003, the Company made payments on long-term debt of $989.6 million compared to
$901.5 million in 2002,

Aggregate dividends paid were $230.9 million and $224.4 million in 2003 and 2002, respectively. The
increase primarily relates to the additional shares issued on January 10, 2003.

Cash used for restructuring activities was $106.4 million and $58.0 million in 2003 and 2002,
respectively. The cash payments primarily relate to employee termination benefits.

Working capital at December 31, 2003 was $978.2 million compared to $465.6 million at
December 31, 2002. The current ratio at December 31, 2003 was 1.48:1 compared to 1.18:1 at
December 31, 2002. The increase in working capital and the current ratio is due to the Irwin and Lenox
acquisitions, and a reduction in the current portion of long-term debt.

Total debt to total capitalization (total debt is net of cash and cash equivalents, and total
capitalization includes total debt and stockholders’ equity) was .58:1 at December 31, 2003 and .57:1 at
December 31, 2002.

The Company believes that cash provided from operations and available borrowing facilities will
continue to provide adequate support for the cash needs of existing businesses on a short-term basis;
however, certain events, such as significant acquisitions, could require additional external financing on a
long-term basis.

Minimum Pension Liability

The decline in U.S. and European interest rates since the prior measurement date has caused the
Company to change the discount rate used to calculate the present value of its pension liabilities from
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[image: image8.png]6.48% at December 31, 2002 to an estimated 6.14% at December 31, 2003, increasing the Company’s
pension plan liability. As a result, the Company’s pension plan, which historically has had an over-funded
position, currently is under-funded. In accordance with the Financial Accounting Standards Board
(FASB) Statement No. 87, Employers’ Accounting for Pensions, the Company recorded an additional
minimum pension liability adjustment at December 31, 2003. Based on plan asset values at the
measurement date, the approximate effect of this non-cash adjustment was to increase the pension liability
by $170.0 million, with a corresponding charge to equity, net of taxes, of $114.5 million. The direct charge
to stockholders’ equity did not affect net income, but is included in other comprehensive income. The
Company remains confident that its pension plan has the appropriate long-term investment strategy and
the Company’s liquidity position is expected to remain strong.

Contractual Obligations, Commitments and Off-Balance Sheet Arrangements

The Company has various contractual obligations which are appropriately recorded as liabilities in its
consolidated financial statements. Certain other items, such as purchase commitments and other executory
contracts, are not recognized as liabilities in the Company’s consolidated financial statements but are
required to be disclosed. Examples of items not recognized as liabilities in the Company’s consolidated
financial statements are commitments to purchase raw materials or inventory that has not yet been
received as of December 31, 2003 and future minimum lease payments for the use of property and
equipment under operating lease agreements.

The following table summarizes the effect that lease and other material contractual obligations listed
below are expected to have on the Company’s cash flow in the indicated period. In addition, the table
reflects the timing of principal and interest payments on borrowings outstanding as of December 31, 2003,
Additional details regarding these obligations are provided in the footnotes to the financial statements, as
referenced in the table (in millions):

Payments Due by Period

Less than 1-3 3-5 More than

Total 1 Year Years Years 5 Years

Long-term debt—maturities(1) ........ $2,882.1 $ 135 $347.3  $ 9215  $1,599.8
Interest on long-term debt(2) .......... 1,576.8 126.9 247.5 193.2 1,009.2
Operating lease obligations(3) ......... 393.0 111.4 143.8 76.1 61.7
Purchase obligations(4) ............... 195.0 193.4 0.6 0.5 0.5
Total contractual obligation(5) ......... $5,046.9  $445.2  $739.2 81,1913  $2671.2

(1) Amounts represent contractual obligations due, excluding interest, based on borrowings outstanding as
of December 31, 2003. For further information relating to this obligation, refer to Notes 5 & 6 of the
Consolidated Financial Statements.

(2) Amount represents estimated interest expense on borrowings outstanding as of December 31, 2003.
Interest on floating debt was estimated using the index rate in effect as of December 31, 2003. For
further information relating to this obligation, refer to Notes 5 & 6 of the Consolidated Financial
Statements.

(3) Amounts represent contractual minimums assuming no increase in rent, refer to Note 8 of the
Consolidated Financial Statements.

(4) Primarily consists of purchase commitments entered into as of December 31, 2003 for finished goods,
raw materials, components and services pursuant to legally enforceable and binding obligations, which
include all significant terms.

(5) Total does not include contractual obligations reported on the December 31, 2003 balance sheet as
current liabilities.

The Company also has obligations with respect to its pension and post retirement medical benefit
plans. See Note 9 to the Consolidated Financial Statements.
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Appendix 4

[image: image9.png]Consolidated Statements of Cash Flows

Year Ended December 31,

2003 2002 2001
(In millions)

Operating Activities
Net (1088)/INCOMe . . ..ottt i $ (46.6) $(203.4) $ 264.6
Adjustments to reconcile net (loss)/income to net cash provided

by operating activities:

Depreciation and amortization .................. ... ... ... 278.2 280.7 328.8

Cumulative effect of change in accounting principle ......... —_ 5149 —

Noncash restructuring charges ........................... 138.3 74.9 369

Deferred income taxes....... ... ... . .. (11.5) 48.3 25.5

Loss on sale of businesses............................... 297 — —

Noncash impairment charges . .................. ... ... .. 289.4 — —

Other . ... 26.1 9.8 17.2
Changes in current accounts excluding the effects of

acquisitions:

Accounts receivable . ... ... ... L 334 2.8 (104.8)

Inventories . ... ... 179.4 12.9 128.6

Other current assets. .....ovvn i 32.8 (42.1) (6.8)

Accounts payable . ... .. ... .. 62.0 136.0 149.3

Accrued liabilities and other........... ... . ... . ... ... (238.0) 34.1 26.1
Net Cash Provided by Operating Activities .................. $ 7732 $ 8689 § 8654
Investing Activities
Acquisitions, net of cash acquired ....................... ... $ (460.0) $(242.2) $(107.5)
Expenditures for property, plant and equipment............... (300.0)  (252.1)  (249.8)
Sale of business, net of taxes paid ....................... ... 10.2 — 154
Sales of marketable securities, net of taxes paid .............. — — 7.8
Disposals of noncurrent assets and other............... ... ... 33.7 7.8 30.5
Net Cash Used in Investing Activities ...................... $ (716.1) $(486.5) $(303.6)
Financing Activities
Proceeds from issuance of debt ........ ... .. ... ... ... ... .. $1,0440 $ 7720 $ 4642
Proceeds for issuance of stock .......... ... ... ... ... 200.1 — —
Payments on notes payable and long-term debt . .............. (989.6) (901.5)  (819.0)
Cash dividends . . . ..o oo (230.9)  (224.4)  (224.0)
Proceeds from exercised stock options and other.............. 7.8 19.0 2.9
Net Cash Provided by/ (Used in) Financing Activities......... $ 314 $(3349) $(575.9)
Exchange rate effectoncash .......... ... ... .. ... ...... 0.8 0.8 (1.6)
Increase (Decrease) in Cash and Cash Equivalents ........... 89.3 48.3 (15.7)
Cash and Cash Equivalents at Beginning of Year ............. 55.1 6.8 22.5
Cash and Cash Equivalents at End of Year.................. $ 1444 $ 551 § 68
Supplemental cash flow disclosures—cash paid during the year

for: Income taxes, netof refunds . ......... ... ... ... .... $ 635 $ 9.0 $ 698
INterest . ..o 136.8 123.1 118.3




[image: image10.png]Consolidated Statements of Stockholders’ Equity and Comprehensive (Loss)/Income

Balance at December 31, 2000..........
Comprehensive income/ (loss)
Netincome ........................
Foreign currency translation ..........
Minimum pension liability adjustment,
net of ($2.8) million tax ...........
Loss on derivative instruments, net of
(87.9) million tax.................
Unrealized loss on securities available
for sale, net of ($1.1) million tax. ...
Reclassification adjustment for losses
realized in net income, net of
$1.8 milliontax...................

Total comprehensive income............
Cash dividends on common stock ($0.84
per share)

Exercise of stock options .. .............
Other...... ... .. i

Balance at December 31, 2001 ..........
Comprehensive income/ (loss)
Netloss...........ooiiin.
Foreign currency translation ..........
Minimum pension liability adjustment,
net of ($43.5) million tax ..........

Gain on derivative instruments, net of
($8.8) million tax.................

Total comprehensive (loss) .............

Cash dividends on common stock ($0.84

per share)
Exercise of stock options . ..............
Other ... .o i

Balance at December 31, 2002..........

Comprehensive income/ (loss)
Netloss ...
Foreign currency translation ..........
Minimum pension liability adjustment,
net of ($55.5) million tax ..........
Gain on derivative instruments, net of
($3.8) million tax.................

Total comprehensive loss...............

Cash dividends on common stock ($0.84

per share)
Exercise of stock options . . .............
Issuance of stock

Accumulated
Add’l Other Total
Common  Treasury Paid-In  Retained  Comprehensive  Stockholders’
Stock Stock Capital Earnings (Loss)/Income Equity
(In millions, except per share data)
$282.2 $(407.5) $2159  $2,530.9 $(172.9) $2,448.6
_ — — 264.6 — 264.6
— — — — (41.3) (41.3)
— — — — (4.5) 4.9)
— — — — (14.0) (14.0)
_ — — — 2.1) (2.1)
— — — — 32 3.2
205.9
— — — (224.0) — (224.0)
0.2 (0.8) 37 — — 3.1
— (0.2) 0.2 (0.2) — (0.2)
$282.4 $(408.5) $219.8  $2,571.3 $(231.6) $2,433.4
$2824 $(408.5) $219.8  $2,571.3 $(231.6) $2,433.4
— _ _ (203.4) — (203.4)
— — — — 98.0 98.0
— — — — (71.0) (71.0)
— _— — — 14.4 14.4
(162.0)
— — — (224.4) — (224.4)
0.7 (1.4) 17.1 — — 16.4
— — 0.4 (0.3) — 0.1
$283.1 $(409.9) $237.3  $2,143.2 $(190.2) $2,063.5
_ — — (46.6) — (46.6)
— — — — 130.7 130.7
— — — — (114.5) (114.5)
— — — — 6.2 6.2
(24.2)
— — — (230.9) — (230.9)
0.3 (1.8) 7.7 — — 6.2
6.7 — 193.4 — — 200.1
— 0.1 1.5 — — 1.6
$290.1 $(411.6) $4399  §1,865.7 $(167.8) $2,016.3

See Footnotes to Consolidated Financial Statements.
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Appendix 5
	Date
	Open
	High
	Low
	Close
	Avg Vol
	Adj. Close

	
	
	
	
	
	
	

	Mar-00
	$23.12
	$24.00
	$22.69
	$23.69
	4,137,000
	$20.87

	Mar-99
	$41.53
	$49.47
	$41.04
	$46.41
	1,009,378
	$39.95

	Mar-98
	$42.95
	$47.17
	$41.61
	$45.35
	519,245
	$37.31

	
	
	
	
	
	
	


Appendix 6

	Profitability Ratios
	12/31/2003
	12/31/2002
	12/31/2001

	
	
	
	

	Return on Equity
	-2.31
	15.1
	10.88

	Return on Assets
	-0.62
	4.22
	3.64

	Return on Investment
	-1.48
	14.56
	16.07

	Operating Margin
	2.32
	8.45
	8.26

	Effective Tax Rate
	331.84
	33.51
	36.36

	
	
	
	

	Liquidity Indicators
	12/31/2003
	12/31/2002
	12/31/2001

	
	
	
	

	Quick Ratio
	0.86
	0.63
	0.61

	Current Ratio
	1.48
	1.18
	1.13

	Working Capital/Total Assets
	0.13
	0.06
	0.04

	
	
	
	

	Debt Management
	12/31/2003
	12/31/2002
	12/31/2001

	
	
	
	

	Current Liabilities/Equity
	1
	1.27
	1.04

	Total Debt to Equity
	1.43
	1.11
	0.89

	Long Term Debt to Assets
	0.38
	0.25
	0.19

	
	
	
	

	Asset Management
	12/31/2003
	12/31/2002
	12/31/2001

	
	
	
	

	Revenues/Total Assets
	1.04
	1.01
	0.95

	Revenues/Working Capital
	7.92
	16.01
	21.81

	Interest Coverage
	1.14
	5.24
	4.03
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