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Executive Summary

Oneida Limited and its consolidated subsidiaries are one the largest manufacturers and marketers of metalware, dinnerware, glassware and tabletop accessories in the Tabletop Product Industry (Appendix 1) Oneida is the largest manufacturer of stainless steel and silver-plated flatware in the Consumer and Foodservice industry, as well as the largest supplier of dinnerware to the Foodservice industry.4   Oneida was founded in 1848, and today operates facilities worldwide.  Oneida maintains brand recognition of 90% with its customers.  

Oneida has 16.82 million outstanding shares of common stock, and has had a 52-week stock price range of $0.41 to $7.80.  Oneida is no longer listed on the NYSE, and is only traded on the OTC because the Company cannot meet the standards set by the listed exchange. 

Recently, Oneida ltd. has been plagued by rising debt, and an inability to make debt payments to lenders.   Oneida’s lenders have continued to grant the Company extensions on their payments, but time is running out for the company to meet the payment deadlines.  The last extension was pushed to July 15, 2004.3   Due to Oneida’s inability to satisfy debt obligations, the Company has also faced a substantial reduction in their line of credit provided by lenders.

The Company has initiated a plan of restructuring and lean manufacturing.    Oneida has closed and sold many of their facilities including facilities in the United States, China, Italy and Mexico.  Oneida anticipates this initiative to save the company an estimated $18 million annually. 

Unfortunately, the sale of these businesses is not going to be enough to pull Oneida out from under its ever-looming debt payments.  We propose that Oneida solve their indirect costs due to financial distress, as well as, align management’s interest with stockholder interest.  They desperately need a monitoring system to keep track of management’s activities, as well as, motivate their current employees.    
Secondly, we protest their current practice of distributing dividends. We suggest that instead, these funds be used in repurchasing stock and the prioritizing of bondholder’s claims.  This will allow them to focus on reducing debt and get back on their feet.
Finally, Oneida needs to improve their Research and Development. Upon improvement, the firm should experience stimulated product demand and customer awareness along with other beneficial “side-effects”.  This will also add to the value of their firm, which in turn will increase stock.
Introduction
Oneida’s main problem stems from its current classification of long-term debt valued at $223,214,000. Oneida has experienced difficulty making required payments due to high operating costs, ultimately leading to low income and inadequate cash flows.  Another result of firm’s high costs is their inability to remain in compliance with lenders covenants as described in its revolving credit agreement.  The company has been in violation of outstanding debt, leverage ratio, and interest coverage ratio since October 25, 2003, and has since received two waivers for these violations extending to July 15, 2004.  

Problem 1: Indirect Costs Created from Financial Distress due to debt

Due to Oneida’s high level of debt, the company is experiencing severe financial distress. This effect creates indirect costs, which can sometimes comprise up to 20% of a firm’s value. Oneida’s inability to raise firm value is the first indirect cost to be considered.  For example, the high level of debt and insufficient income is inhibiting Oneida from fully deducting their tax shield. This tax shield provides an increase in after tax cash flow, but since debt interests are higher than earning before interest and taxes no tax shield is created. A second indirect cost of financial distress is a firm’s impaired ability to run efficiently.  To be more specific, investors have lost confidence in Oneida. This loss of confidence can be directly viewed in their loss of credit which is inducing higher interest rates on debt; loss of customers and hence restricting sales, and lastly, the loss of management’s ability to focus on long-term decisions which results in overlooked long-term opportunities.  These complications are indirect reactions to the firm’s capital structure and require the reduction of debt.  Once debt is lowered, financial distress should lighten therefore reducing these indirect costs (Rich, Capital Structure).   

Solution 1: Restructuring to Restore Wealth and Resolve Debt 
Oneida’s only way to overcome their current situation is to restructure their operations in a manner that would allow them to generate sufficient cash.  That is, instead of trying to prevent the further incurrence of debt, their goal should be to create enough cash to resolve their current debt situation.   A substantial amount of cash is required to settle their ongoing debt concerns and guard against future recurrences.  The most efficient and effective way to produce an adequate amount of cash is to cut fixed general and administrative costs, nonperforming divisions and related assets, and day to day operating expenses.  

Solution 2: Discontinuance of International Division and Glassware/Table Top Accessories Product Lines
To explain more precisely, Oneida should undertake a discontinuance of their international division, as well as, their glassware and table top accessories product lines.  The international division provides $84,399,000 of revenue, or in other figures 18.6 percent of total revenues for the past fiscal year.  The amount of administrative, distribution, and selling expenses incurred by this division are approximately 33% of the total respective expenses.  The 14.4 % difference between the respective revenues and estimated expenses represents the amount of cash available to Oneida for the retirement of current debt obligations.  Along with the decrease in annual expenses, the proceeds from the sale of fixed assets (real estate and equipment) associated with the division provide cash for immediate debt payments.  Oneida’s glassware and table top accessories lines combine for less than 10% of total revenues in each of the previous three fiscal years.  Eliminating these underperforming product lines will free more cash by avoiding additional expenses than they will provide through revenues (10-K).
Solution 3: Unnecessary Expenses related to the Selling and Distribution processes


Oneida can also improve cash flow by removing unnecessary expenses. We revealed many of these unnecessary expenses when analyzing their selling and distribution processes.  For example, Oneida has many different locations of warehouse facilities. We find these other warehouses unnecessary because the major of consumer and foodservice divisions’ orders are filled through their main warehouse located in Sherill, NY. We suggest the firm consider appointing the New York facility as their sole distribution warehouse since they already fulfill most orders (Oneida Ltd. To Trade on OTC Market Effective).
Solution 4: Utilization of Independent Sales Persons and Third Party Distributors.    
We also concluded that Oneida needs to focus on the utilization of independent sales persons and third party distributors. This would enable the company to reach their secondary market demand with lower direct and overhead costs.  This puts them in a situation to disband their supplemental warehouses in Ontario, CA and Nashville, TN, without a reduction in sales and/or market share.  Along with not losing domestic sales, the use of third party distributors enables them to reach the foreign markets without incurring the high costs of establishing additional facilities (Oneida Ltd. To Trade on OTC Market Effective).
Solution 5: Changing their inventory valuation method from FIFO to LIFO.
Oneida would also benefit from changing their inventory valuation method from FIFO (first in, first out) to LIFO (last in, first out).  The primary advantage of this provision is prevalant when price levels and inflation continue to rise.  The effect of the change is the last inventory unit purchased will be the first inventory reported as cost of goods sold on the income statement.  Due to rising prices, this results in lower gross profit which in turn reduces tax liability.  The reduced tax liability represents the extra cash flow produced by the switch in inventory methods.  Even though this provision has its largest effect under current economic conditions, its results will have less of an impact as Oneida shifts from manufacturing to sourcing.
Problem 2: Management pursues their own interest
Oneida can also benefit from resolving their agency problems.  These problems contribute to their economic distress, and if corrected would increase firm value. First and foremost, management must be influenced to pursue stockholders’ interests.  If there is no incentive for management to act on the behalf of stockholders, personal interests will motivate management.  This may have been the cause of the recent expansion of factories in 2003.   This expansion led to $223,204,000 of matured debt in 2004, which Oneida is now unable to pay (Oneida Receives Waiver Extensions).  They acquired too many assets, too quickly. Perhaps, management was trying to increase company size, providing themselves with incentives such as increased pay and “perks” (Rich, Agency).
Solution 1: EVA with Bonus Fund
An incentive plan would help influence management’s decision in order to prevent these self motivated decisions from reoccurring.  For top management, stocks and options usually work well, but not for lower level employees. This is why we propose a reward based on overall achievement of the firm thereby providing everyone with incentive. A very good measure of performance is E.V.A. and a bonus system based on E.V.A is an effective means of motivating the typical employee, as well as, push accountability lower in the firm. The E.V.A. bonus system functions by setting a target E.V.A. bonus, as well as, a target E.V.A., which in most cases is a salary percentage. Lastly the firm decides on an appropriate leverage factor. Then at the end of the fiscal year, the firm’s actual E.V.A for the previous year is determined. This information allows for the E.V.A bonus to be calculated.

 Oneida could also set up a bonus fund whereby the calculated E.V.A. bonus is deposited into this fund and each year one-third is given to the employee, based on the bonus determined. This way, they will have saved on paying heavy bonuses to managers and others, and also the fund acts as a reserve so the firm will not be in a financial crunch when they want to pay out cash (Rich, EVA).

Problem 3: Dividend Payout 
As previously stated, Oneida’s debt has been a catalyst both creating and stimulating negative repercussions.  In order to stay in operation, drastic changes are paramount.  Throughout the year, stockholders received dividends of $40, we propose that dividends payments stop.  As a result of these payments, shareholders have been gaining at the expense of the issuers of debt.  
Solution 1: Repurchase stock

We suggest that Oneida repurchase stock, rather than continue paying dividends. This action would improve Oneida’s firm value because dividends are taxed at the personal tax rate on equity income rather than the personal tax rate on regular income.  The payment of dividends in essence is destroying firm value due to current tax codes, which call for a lower personal tax rates on equity in comparison to the personal tax rate on regular/ordinary income.  To put simply, when stocks are repurchased firm value increases and when dividends are paid firm value falls caused by the reduction of the firm’s total assets (Rich, Capital Structure).
Solution 2: Prioritizing Bondholders

We also were considering that in order to correct this situation, Oneida could prioritize and place bondholders ahead of shareholders to reduce debt, allowing Oneida to regain their position in its industry.  In the long run, these actions would also be beneficially affecting stockholders. This occurs because dividend payments will now be distributed to bondholders instead of stockholders. In turn, this distribution will increase firm value through the reduction of claims on assets (aka. debt).  Continuing the payment of dividends would only continue to diminish the firm’s ability to retire matured debt and encourage the firm’s declining value (Rich, Agency). 
Problem 4: Lack of Research and Development
 Another key factor to the declining value of Oneida is the lack of research and development within the firm.  Research and development is critical to a firm’s production and growth.  Firstly, research and development contribute significantly to productivity and output. Also research and development’s returns are more than double that of tangible assets.  Secondly, benefits of research and development “spill over” into other areas, including other firms.  This “social” rate of return on research and development is much higher than the return to individual firms.  Lastly, capital markets considering research and development investments are increasing value to the firm (Soter 55-56).  If developed, research and development will provide added value to the firm through increasing productivity, innovation, and capital.
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Appendix 1

Overview

History:

Oneida Limited and its consolidated subsidiaries are one of the largest manufacturers and marketers of metalware, dinnerware, glassware and tabletop accessories in the Tabletop Product Industry.  The company was founded in 1848 in Oneida, New York.  Oneida employs 1,750 people in its domestic operations, and 285 employees in its foreign operation. Today it operates worldwide in countries including: Australia, Canada, China, Italy, and Mexico. The company’s products have a continued reputation of excellence and maintain a brand recognition of  90% with consumers in its market.   Oneida operates under several trademarks, some of which include: Oneida, Delco, Abco, Heirloom, Sakura, and Sheffield.  Unfortunately, due to declining demand and a poor economy, sales have continued to fall.   Oneida’s net sales were $453 million in 2004; compared to $480 million in 2003, and $499 million in 2002.  In 2004, metalware, dinnerware, glassware, and tabletop accessories accounted for 60%, 31%, 7%, 2% of net sales respectively.  

Customers:
Oneida serves three principal customer markets including: consumer, food service, and international.  The consumer market consists of national and regional retail department stores, discount chains, mass merchandisers, specialty stores, and local establishments.  The company also serves business direct accounts through premium, incentive, mail order, and direct selling.  

Two of its subsidiaries, Kenwood Silver Company, Inc. and Encore Promotions, Inc. are essential to the marketing of Oneida’s products.  

Kenwood Silver operates a chain of 58 Oneida Home outlet stores in resort areas across the country, and Encore Promotions operates supermarket redemption programs that offer a variety of tableware and household products.  The company also relies heavily on marketing through www.oneida.com and 1-800-TSPOONS.  The food service market is also very important.  It markets to hotels, resorts, restaurants, food distributors, convention centers, airlines, cruise lines, hospitals, and education institutions.1   The international customer market includes both marketing and sales to consumer and foodservice customers in 75 different countries throughout the world.   

Competition:

The company strives to maintain a favorable position in the market through brand strength, innovation, and diversification.  However, the industry is highly competitive, and Oneida competes with other companies including: Libbey, Anchor Hocking, Lenox and Pfaltzgraff.  The private labels of many department stores and foodservice distributors are also highly competitive with Oneida’s products.  

Manufacturing and Suppliers:

Oneida sources its products from both international and domestic suppliers.   Oneida’s high-end flatware and price-point flatware is manufactured in the company’s plant located in Sherrill, New York.   Most of the company’s lower price point products are sourced from overseas.1 Oneida has formed strategic alliances with Schott Zweisel, Pasabahce, CALP/RCR, Schönwald, and Noritake.  These alliances allow the company to distribute the products of these manufacturers and suppliers, and market Oneida’s products under the names of these companies.   

Stock:

Effective May 11, 2004 Oneida’s stock was suspended from trade by the NYSE because their stock had fallen below the standards set by the exchange.2   The companies stock is now traded in the OTC market and can be found under the symbol ONEI.  The 52-week range on the stock is between $0.41-$7.80.  

Debt Payments and Restructuring:

Oneida has recently received further extensions on its debt payments to their lenders.  These payments were originally due in 2003 and had been extended to June of 2004.  Oneida’s lenders have postponed the payment to July 15, 2004.  As Oneida’s debt continues to increase, they have faced significant reductions in their available credit.3   In effort to lower costs and improve liquidity, Oneida has been forced to close many of its manufacturing plants.  

The company has closed its dinnerware and decorating facility in Buffalo, New York; the dinnerware factory in Juarez, Mexico; the flatware factory in Toluca, Mexico; hollowware factory in Shanghai, China and Vercelli, Italy.  The company has sold many of these facilities and plans to complete all sales of the properties by July 30, 2004.1   Oneida has also faced eliminating 1,150 employees.    A lean manufacturing program has been implemented at the Sherrill, New York plant.  Oneida’s goal is to identify and eliminate ineffective processes that will produce an annual cost saving of $18 million.  Through restructuring and discontinuing operations Oneida hopes to free up the necessary cash to satisfy its debt payments.  
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