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Executive Summary

Newell Rubbermaid is a global manufacturer and marketer that provides well-known consumer products to a volume of purchasers around the world. Newell Rubbermaid provides needs to warehouse clubs, home center and hardware stores, and office superstores and contract stationers. When Newell and Rubbermaid merged together they combined many strategic opportunities and competitive advantages over a wider market. At one point in the late 1990’s stock price was over $50 but has recently fallen under $23 today. Competition and a sluggish economy after 9/11 have taken their tolls on the company. With the accumulation of other difficulties, Newell Rubbermaid CEO Joseph Galli Jr. says the company needs to revive their stock.

Since the decline in Newell Rubbermaid’s stock price, the company has restructured into 5 main segments: Cleaning and Organization, Office Products, Home Fashions, Tool and Hardware, and Other. Along with the current restructuring Newell Rubbermaid adopted a new financial accounting standard. The business is always trying to improve its product innovation and cut operating costs but this has led to difficulties in distributing certain costs and capital spending in each of the segments leading to the first negative Net Income in years. The business currently is trying to divest production facilities that are not needed, which currently meant Burnes Picture frame, Anchor Glass, and Mirro Cookware, with more in planning. 

Our first recommendation addresses product innovation problems and high operating costs brought about through restructuring efforts and a change in accounting practices.  Through a reallocation of capital between a high cost segments to a few high return segments, Newell Rubbermaid will be able to increase Operating Income while simultaneously reducing its Operating Costs.  These changes will help to bring the company back up to its prior Net Income levels making Newell Rubbermaid a strong, steadfast company and also a prime investor’s target.  

Our next recommendations entail a cumulative increase in investor confidence.  The first step is for executives to take a pay cut and change some of their compensation to an EVA based system.  This move will ensure that management develops aggressive investment projects through increased vulnerability.  This compensation package will require executives to increase firm value by more than the cost of capital.  This change will also help to reduce stockholder/manager conflict.  The next step is to increase debt in 2005 as earnings begin to recover.  This will help to increase stock price and help the firm take advantage of the debt tax shield.  These procedures will result in a more valuable firm and increased investor confidence.


While Newell Rubbermaid has already taken some steps to fix their problems, there is still more that they can do. The additional proposals we have made will Newell continue on their path to becoming a strong profitable company. 

Recommendation #1:  Divert a portion of the Cleaning and Organization segments allotted operating cash to the Tool and Hardware segment and the Other segment in an effort to increase operating income company wide.

Over the past several years Newell Rubbermaid has restructured the company from a division format to that of 5 main segments: Cleaning and Organization, Office Products, Home Fashions, Tool and Hardware, and Other (Appendix 2).  In addition to this restructure, Newell Rubbermaid adopted Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets” on January 1, 2002 (Appendix 3).  This change in accounting measures resulted in a Total Impairment Cost of $514.9 million dollars (Appendix 3) and an Impairment Charge in 2003 of $289.4 million (Appendix 4).  That charge coupled with an almost doubled Restructuring Cost caused Newell Rubbermaid’s Operating Income to fall drastically compared to previous years (Appendix 4).  

During 2003 Newell Rubbermaid had Net Operating Cash Flows of $771 million, of which $339 million was allocated to capital projects (Appendix 5).  The Cleaning and Organization segment, comprised completely of Rubbermaid divisions, consumed the greatest portion of the $339 million among the five company segments (Appendix 5). However, the Rubbermaid divisions only contributed approximately 26% of sales (Appendix 6) and an even lower margin of incoming operating revenue (12.36%) (Appendix 7).  Even though Rubbermaid benefits from a strong brand name with wide recognition, it is struggling with a stagnant product line and increased competition from low price generic competitors (Appendix 8).  In a letter from CEO Joseph Galli Jr. to shareholders, he commented on the “. . . elevated competition in low-end product lines . . . that resulted in short-term gross margin contraction.” (Appendix 9)  Rubbermaid products consist of home organizational products, insulted containers, kitchen ware products, house-ware cleaning products and hardware cleaning/storage products.  Rubbermaid is struggling with developing a core product group, introducing new product innovations in a timely manner and maintaining consumer’s appreciation of quality vs. cost.  These obstacles combined with the costs incurred from Impairment Charges and Restructuring Costs are drawing large amounts of operating cash flows away from the other segments that are relatively higher profit levels and growth rates.

We recommend that Newell Rubbermaid reduce the capital spending allotment designated to the Cleaning and Organization segment by 12%, comprised of Rubbermaid divisions, and divert these extra cash flows to the Tool and Hardware segment and the Other segment.  The Cleaning and Organization segment was selected for this reduction because of several factors.  First, this segment is supported by a strong brand name recognized for quality and commonly known to a large percentage of the consuming public (Appendix 8).  Second, the Rubbermaid divisions posted the highest net sales out of all the segments at 26% (Appendix 6).  Third, it already receives the largest allocation of past operating cash flows by a fair margin (Appendix 5).  Fourth, this division has seen a large decline in its operating income (-45.6% in 2003) and a cut in funding could inspire this segment to rededicate and work harder by focusing on efficient new product development and productivity without terribly crippling it financially (Appendix 7).  All of these factors support the supposition that of all the segments, the Cleaning and Organization segment is an area where cuts can be made that have the potential to benefit all segments.  
Newell Rubbermaid’s Tool and Hardware segment experienced huge operating income growth in the year 2003, with an increase of 126.3% (Appendix 7).  This vastly outdistanced the Cleaning and Organization segments decrease of 45.6% (Appendix 7).  The Tool and Hardware division accounted for 24.07% of Newell Rubbermaid’s total incoming Operating Revenue, already almost double that of the Cleaning and Organization segment (Appendix 7). With the increased capital spending money that would come from this diversion, they could maintain this rapid rate of growth, helping to cover future expenses while brining Net Income levels up.  
The Other segment should also receive a portion of this diversion of funds.  While not displaying the rapid growth that Tools and Hardware has, they suffered a very slight decline in Operating Income (-5.9%) from that of 2002 (Appendix 7).  By supplying them additional funding for capital budget projects, this trend should be reversed, providing an increase in Operating Income from that segment for next year while also halting a potentially devastating downward fall before it has the chance to become a major concern.  The Other segment provides the third largest percentage of sales at 20.6% making it an area that has proven to be profitable given the right circumstances and support (Appendix 6).             
Recommendation 2: Increase investor confidence


Due to previous and current and financial problems there is an extreme lack of investor confidence in Newell Rubbermaid.  This lack in investor confidence makes it very hard to increase stock prices causing a serious problem for Newell Rubbermaid. While our recommendation may sound vague, we have come up with several actions that will help to accomplish the increase of stock price as well as benefit the company as a whole. 


One step we recommend Newell Rubbermaid take to help improve investor confidence is for their CEO and other top executives to take very substantial pay cuts and receive compensation on a performance basis only as well as changing the method of some of their compensation to an EVA based system. 
Currently, Newell Rubbermaid has an executive compensation plan that is based on a percentage of salary.  This percentage is figured from a combination of sales growth, operating income, cash flows, and earnings per share.  The goal of EVA is to increase operating profits without tying up additional capital.  An EVA based compensation system will allow executives to receive a preset percentage of profits above a predetermined required return on capital.  This method helps to reward an increase in residual income.  To begin the process, managers would be sold a large number of stock options with a rising exercise price (Stewart 7).  The company would sell the options to management at a discounted price.  For example, a firm with a current stock price of $40 could set the initial strike price at $35.  As a result, the options would be sold to management for $5; the in-the-money amount.  This provides great incentives for executives to develop and implement aggressive ventures.  The EVA compensation system is risky, but there is potential for executives to gain a large amount of wealth from such a system.  For managers to earn a return on the purchased options, they must be able to increase the value of the firm by more than the cost of capital.  A small percentage increase could double the value of the manager’s investment while a small percentage drop in share value could demolish the investment.  This entire system will increase investor confidence by showing that managers are willing to risk their own money to buy options.  Management and stockholders will desire more of the same actions since they both bear the costs as well as benefits in changing stock values.  This will also help to decrease stockholder/manager conflict since the two parties’ goals will align as a result (Agency 11).
While Newell Rubbermaid is expected to be even less profitable in 2004 than they were in 2003, this trend should soon come to a halt.  One significant reason they are losing money right now is because of the large expense from current divestitures, $417 million in restructuring costs to be exact. The final expenses from these divestures are supposed to be incurred in the June quarter of 2004.  The divestitures are predicted to be of benefit eventually and Newell expects an earnings recovery in 2005 (Appendix 10).  Due to this expected turnaround management should have no problem taking a large salary cut, giving proof to investors of management’s confidence in future profitability.  This in turn will create investor confidence in the company eventually helping the stock price to rise.  Many corporations have taken this approach to show and create confidence in the past and have benefited from it.  Newell Rubbermaid has not implemented this strategy at all and in fact, their CEO Joseph Galli Jr. made over one million dollars in salary alone last year (Appendix 11).

An additional action we recommend Newell take to increase investor confidence is to issue more debt.  They increased their debt level last year, and we recommend that they continue this policy into the next year.  One important thing to consider in this recommendation is that they can not violate their debt to equity ratio limit given in their loan agreements. We do not recommend they significantly increase their debt level, however, until 2005 when profitability is back on the rise and cash flows are more stable, as to ensure that there would be no financial distress or resulting costs. This action would have several benefits. The issuance of debt causes stock price to rise on average (Capital Structure notes 19), obviously something to be desired. Along the same lines, this will increase investor confidence as they see the stabilizing cash flows and realize that Newell isn’t worried about possible bankruptcy costs. Also, Newell will receive benefits from the tax shield since interest is tax deductible and therefore will increase the After-Tax Cash Flows. 

In conclusion, we believe that if Newell Rubbermaid will follow the above actions, they will not only significantly increase investor confidence driving up stock prices, but add to the overall value of the firm as well.

