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Executive Summary
Enesco Group, Inc. (ENC) is a wholesaler of gifts, and home and garden accessories based in the U.S. with operations in the United Kingdom, Canada, Europe, Mexico, Australia, and Asia. (10-Q, PG 11)  As of November 21, 2005, the company’s stock is trading at $1.70, down over 80% for the year. (Yahoo! Finance)  The company had negative net income, and slow moving inventories.  The collectibles industry has seen a steady decline over the past several years, and even world famous brands that Enesco sell, such as Precious Moments, have declined sharply in revenues.  Earlier this year, Enesco terminated it agreement with Precious Moments and will stop selling the product line due to the large decrease in consumer demand, and the high fixed selling cost. (10-Q, PG 20)  

Stemming from the fall in sock price, the NYSE has informed Enesco that the company is no longer within the exchange’s listing standards of a minimum $75 million market capitalization.  The company has a limited amount of time to comply with these standards before they are removed from the exchange. (Pritchard)  Legal woes also abound at Enesco.  The company is currently involved in several suits against competitors, and one of the product designers.(10-K, PG 35)

The market for collectibles is shrinking, as is evident by the decline in club memberships.  Enesco has offered 170 different product lines throughout the world. (8-K)  We recommend that the company cut their product lines down to the twenty with the highest demand and largest potential for profit.  In a November conference call, Enesco’s CEO Cynthia McLaughlin stated that the top ten product lines bring in 85% of the revenue. (Passmore McLaughlin)  By cutting down to 20 lines, Enesco will only slightly reduce their revenues, while drastically slashing their excessive selling, general, and administrative costs.  Enesco has a healthy gross profit, but these expenses are pulling the company down into the red.  Such a move will allow Enesco to turn positive net income, which is essential for the firm to bolster its sagging stock price. (See Appendix C)  The elimination of weak lines will free up marketing costs, allowing them to be eliminated or used on more profitable brands to increase sales.  The amount of space needed to warehouse inventory will be reduced, allowing Enesco to sell some of its European properties, and eliminate rent costs in the U.S.

Despite the decline in U.S. sales, the European sales have increased year after year.  Over the past three years, profits from Enesco’s United Kingdom subsidiary have increased 30%, 36%, and 40%. (10-K, PG 22)  Enesco needs to focus more of its attention on this expanding market.  The company should make efforts to penetrate more of the European market from its current stronghold in the U.K.  The U.K should increase the scope of its Dartington brand, which it acquired in 2004.  This product has show great prospects, and has helped the international operation to become the liver lining in Enesco’s current cloudy forecast.   

                                                               Proposal
Enesco Group, Inc. (ENC) is a wholesaler of gifts, and home & garden décor in the U.S. and abroad that was organized in 1937.  Enesco sells to a vast array of retailers in the United States, United Kingdom, Canada, Europe, Mexico, Australia and Asia (10-Q, PG 11).  Despite the company’s best efforts to stabilize the struggling business, the stock price has continued to fall from its 52-Week High of $8.70 on February 17, which itself is very far removed from the company’s peak performance in the late 1990s where the stock price was over $23. (Yahoo! Finance) On September 27th, it hit an all time low of $1.11, and currently trades for $1.70, down over 80% for the year. (See Appendix D) 

With their plummeting stock price and their falling revenue, Enesco has found itself in breach of the NYSE’s listing standards. On the 1st of September, 2005, the NYSE sent it a receipt of notification informing it of its lack of compliance. Enesco’s total market capitalization was less than $75 million over a consecutive 30 trading-day period and its shareholders' equity was less than $75 million. Once Enesco received notification, it was given 45 days to submit a plan to rectify the situation. After the NYSE accepts their plan, they then have 18 months to move their company back within the market capitalization requirements. If they are not, Enesco will then be removed from the listing at which time they may have to move their stock to a different exchange. (Pritchard)
Enesco has seen turmoil not only in the marketplace, but in the courtroom as well.  On July 29 2005 Enesco filed law suits against Department 56, Inc., Sunshine Productions, Inc., Kevin Knowles and Jim Shore Designs, Inc. in the United States District Court, Northern District of Illinois, Eastern Division. The lawsuit against Department 56, Inc., alleges that they made unauthorized modifications of product identification codes under federal trademark law. On August 15, 2005, they filed a preliminary injection related to their claims that Department 56 has allegedly been giving false and misleading statements and conduct to unfairly compete. Enesco’s suit against Sunshine products, Inc., alleges that they interfered with their contract with Jim Shore Designs. Enesco also alleges that Sunshine products Inc., and Kevin Knowles engaged in a conspiracy to induce an employee to breach her loyalty to Enesco. They also have a suit against Jim Shore Designs for breach of contract with respect to there exclusive rights.  In return Jim Shore Designs filed a counter claim alleging that Enesco had breached the contract as well through fraudulent inducement with respect to there license agreement and allegedly interfering with it and Sunshine Productions, Inc. (10-K, PG 35). 
Cut Product Lines

Until recently, Enesco has offered approximately 170 different product lines worldwide.(8-K)  These products ranged from Disney’s Peter Pan sculptures to My Little Kitchen Fairies Peapod Pixies.  Unfortunately for Enesco, the profitability of these lines are as varied as their names are.  The collectibles industry has been in a gradual decline.  Even Precious Moments, the famous figurine line and once Enesco’s greatest cash cow, has fallen upon hard times.  At its peak, Enesco sold $206 million worth of Precious Moments merchandise in 1996, accounting for 40% of their total sales.(Bailey)  However, Precious Moments only had net revenues of $55.7 million in 2004, now only making up 22% of Enesco’s much smaller total revenues.(10-K, PG 21)  


Enesco has realized that they must get rid of product lines which are no longer profitable for the firm.  As a result of Precious Moments’ recent poor performance, and the fixed $15 million of annual royalties that must be paid to the private company owning Precious Moments, Enesco has decided to drop the line from its product mix. (10-Q Summary PG 2)  In the 2004 Annual Report, the company stated that management planned to reduce the number of products sold in the U.S. by 10%. (10-K PG 11)  Since the release of this document, however, management has decided to reduce the number of lines even further.  During the stockholder’s conference call on November 10, 2005, CEO and President Cynthia Passmore-McLaughlin announced a plan to reduce these product lines to 38 in order to concentrate their expenses and resources on the more profitable items.  

The cuts in the number of product lines are a step in the right direction, but Enesco’s efforts should not end here.  Enesco should reduce the number of product lines to 20, eliminating excess overhead costs, and enabling them to focus on their most profitable lines.  In the November 10th conference call, McLaughlin stated that the company’s top ten product lines provide 85% of sales for the year. These product lines include: Heartwood Creek, My Little Kitchen Fairy, Foundation, Greg Gifts, Cherished Teddies, Rudolf the Red-Nose Reindeer, Circle of Love, Growing up Girls, and Children of the Inner Light (Passmore-McLaughlin).

By cutting down further on the number of products offered, Enesco will slightly reduce their revenues while significantly reducing selling, general, and administrative costs.  Sales for Enesco have gradually sloped downward over the past five years, like most companies in the collectibles industry in a slower economy.  However, the company still has a healthy gross operating profit.  The selling, general, and administrative expenses have actually risen while revenues fell.  These expenses are pushing Enesco into negative returns.(See Appendix C)  


Attempting to manage 170 product lines consumes a great deal of money.  The selling costs incurred to put 150 different marginally-profitable products on the shelves of over 40,000 customers worldwide would be eliminated.  Enesco, being a wholesaler, has to employ approximately 154 field agents in the United States alone in order to find retailers to purchase all of the products that they offer.(10-K, PG 7)  The salaries for 154 employees is a large expense that can be reduced significantly.  Only a fraction of the 154 will be needed if the product lines are reduced by 150.  In addition, the remaining product lines will be the most profitable and well-known products that Enesco has to offer.  Thus it will be easier, and cheaper, to acquire shelf-space for their products from retailers.

  Since the majority of Enesco’s revenues come from independent manufacturers, it is necessary for them to acquire licensing, trademark, and copyright agreements from the designers of most of their products.  Reducing the number of products offered from 170 to 20 would drastically lower the expenses related to acquiring and maintaining all of the necessary legal agreements required to distribute these less profitable lines.  Enesco currently has 317 trademark registrations.(10-K, PG 11)  By reducing their product lines further, they can reduce a great deal of the costs in maintaining these registrations, and they will eliminate a large amount of royalty fees that they must pay each year, as was the scenario with Precious Moments. 

Marketing costs that were once used to promote products that did not bring in substantial income can be eliminated, or used instead to better market the remaining product lines.  The cash, which was once wasted on unproductive units, can help increase the revenues of the company by refocusing the attention of the public on collectibles once again.  Regardless of how large or successful such an ad campaign is, income will be increase due to the reduction of general and administrative expenses. 

Enesco announced on November the 18th that it will transfer all of the distribution and warehousing operations to National Distribution Centers, a third party logistics company. (Business Wire)  In doing so, they will be further reducing their fixed overhead costs by eliminating the need to lease the 78,230 square foot West Chicago warehouse, and their 485,500 square foot Elk Grove Village warehouse and distribution center. (See Appendix B)  Enesco recognized the need to become leaner last year when they sold the Elk Grove Village property for approximately $19.8 million.  The proceeds of this sale were used to pay off the balance of the $7.7 million loan, and to pay for the five year term of the lease of the facilities.(10-K, PG 25)  This move allowed the company to pay off a large amount of debt, making the stock much more appealing, since a company in financial distress should not carry an exorbitant amount of debt.  Once Enesco reduces its product lines, it can sell-off some of its properties in England.  Enesco owns over 115,000 square feet in England, and can sell some of this since it will no longer be necessary once the product lines are cut.  The success of such a move has already been shown by the sale of the Workington factory in April of 2005, which is projected to save $1.6 million.(10-Q Summary, PG 3 ) 

By cutting the offered product lines down from 170 to 20, Enesco will retain a majority of their revenues while reducing their selling, general and administrative costs dramatically.  Their gross margin is 39.4%, which is above the industry average, so there are no real problems with cost of goods sold.  Their pre-tax margin, however, is negative.(MSN Money)  These overhead costs are pulling the company’s revenues down into negative income figures.  By keeping approximately 90% of their revenues and sharply cutting their selling, general and administrative expenses, the company will turn a healthy profit.

Focus on International Growth
The entire collectibles industry has been in a steady decline as fewer young people today collect the figurines that once provided a healthy product mix.  In fact, during 2004, the number of memberships in the Precious Moments and Cherished Teddies’ collectors clubs decreased by approximately 20% from the year  before. (10-K, PG 4)  There have been steady declines in the U.S., but the silver lining can be found internationally.
In the past few years, net profits in the United Kingdom have been increasing at a rapid rate.  In 2002, profits increased 30%, followed with profit increases of 36% and 40% in 2003 and 2004, respectively.  Net profits are now up to $71.5 million in the UK alone, with much of this related to the Dartington acquisition.  In contrast, net profits in Canada are decreasing.  With the sale of Precious Moments, Enesco experienced a 2% decrease in profits in Canada’s market.  According to the 2004 10-K, “Net revenues in 2003 of $256.4 million decreased $5.9 million, or below 2% below the 2002 level of $262.3 million.  The decrease was primarily due to lower product revenues in the United States, which were partially offset by higher International revenues.” (PG 22) 

Compared to January through September of 2004, this year Enesco has experienced a decrease in net revenues of approximately $18 million in the United States, while the international market has experienced an increase of approximately $7 million for the same period.  As a result, the United States experienced a greater operating loss over this period totaling $36,355,000.  The international market, however, continues to produce positive income.  (10-Q, PG 17) 
Based on this information, Enesco has the opportunity to capitalize on the international market, specifically the United Kingdom.  Expanding operations and marketing strategy to the United Kingdom could boost revenues and increase profit margins.  Currently Enesco has limited resources.  By continuing to invest in the United States, they remain in a loss position.  By moving these resources to the United Kingdom and other profitable international markets where return on investment is higher, it is possible for Enesco to increase overall profitability.  The Dartington acquisition was a great start.  In July 2004, Enesco acquired Dartington Crystal Limited for $7.0 million.  This aspect of the company has flourished, and can continue to be a staple of Enesco’s product lines if more energy is applied to penetrating the rest of continental Europe with this U.K. based crystal designer and manufacturer. (10-K, PG 50)
By reducing even further the brands that they offer, and by cultivating their international markets further, Enesco will minimize their currently exorbitant selling, general, and administrative costs while bolstering revenues by focusing on profitable lines.  The key is to narrow Enesco’s broad view down to two key points: the upward trend in international markets and the most profitable and recognized lines.  By refocusing their efforts, Enesco and its shareholders should see gradual increases in the stock price, and more security in the company’s earnings.   
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Appendix A

Overview of Enesco

Products and Services
Enesco Group, Inc. provides gift items, collectibles and home and garden supplies to individual retail locations and distributors.  They currently supply approximately 25,000 products globally including 6000 in the United States (Mergent).  Some of their diverse product lines include accent furniture, wall decorations, garden accessories, frames, figurines, cottages, desk accessories, music boxes, ornaments, waterballs, candles, tableware, general home accessories, and porcelain bisque figures. (10-K, PG 3)
Facilities
Headquartered in Itasca, Illinois, Enesco also owns and leases facilities in England and France and distributes their products to many other countries.  Appendix B shows Enesco’s current facilities and their uses.  They have recently sold several facilities, including their Workington factory in England and their Elk Grove Village facility in Illinois. (10-K, PG 25)
Employees
The CEO and President is Cynthia Passmore-McLaughlin.  After having served as Senior Vice President for North America at Revlon, she moved to Enesco in October of 2004 and began serving on the board of directors in January of 2005.  Before Mrs. McLaughlin, there was little stability in the CEO position.  In April of 2004, Daniel DalleMolle, the President and CEO, passed away unexpectedly.  The CFO, Tom Bradley was named interim CEO.  Bradley left in August 2004 after being replaced by George Ditomassi.  Ditomassi was succeeded in January of 2005 by Mrs. McLaughlin. (10-K, PG 17)  In total, Enesco employs 1510 people including 644 in the United States (10-K, PG 11).  Due to recent changes within the company, though, this number is expected to decrease by at least 125 in the United States and 55 in the United Kingdom. (Business Wire)
Industry
Enesco is considered to be in the wholesale industry although it caters to many different types of clients and customers including gift and home and garden décor.  According to Enesco’s 10-K, the estimated market for home décor and gifts for 2005 is $67 billion and is expected to continue growing at 4% (10-K, PG 3).  Analysts expect a modest increase in volume in the housewares and specialties sub-industry, to which Enesco belongs.  This industry typically follows the performance of the market. (Choe) 
Competitors
The giftware, collectibles, and decorative accent industries are highly competitive. This is due in large part to the fact that no one company truly dominates.  Market share  is split between numerous companies across various product categories.  Quality, product design, marketing ability, and price are the integral components for success in this industry.  Enesco perceives its main competitors to be Department 56, Hallmark, Boyd’s Bears, Lladro, and Russ Berrie, along with others. (10-K, PG 10)
Customers
The average customer for Enesco’s products is women over the age of 25 with increasing disposable income.  Enesco itself, however, is a wholesaler, and has around 40,000 customers around the world in many different areas of retail including jewelry and department stores, gift shops, club stores, home shopping television networks, florists and home décor stores.  Although no one customer account represented more than 5% of their 2004 revenues, their major customers include: Avon, Carlton Cards, CVS, Eckerds, K-Mart, Lowe’s, OVC, Shopko, Target, Walgreen’s, and Wal-Mart. (10-K, PG 6)
Suppliers
The vast majority of the products which Enesco sells to retailers are produced from outside manufacturers.  These product lines are manufactured in the Philippines, Indonesia, Thailand, Europe, and Canada, although roughly 70% of Enesco’s total product purchases came from manufacturing sources located in China.  In fact, Enesco has a subsidiary, Enesco International Limited, based in Hong Kong which deals with the management of manufacturers production.  However, the Lilliput Lane, Border Fine Arts, and Darlington lines are manufactured by plants owned by Enesco’s United Kingdom operated subsidiary. (10-K, PG 9)  
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Properties


[image: image1.emf]Location Description Owned/LeasedSize Lease Term

Elk Grove Village, IL

Warehouse, distribution and 

main showroom Leased 485,500 Dec-2009

Itasca, IL Headquarters office Owned 101,580

West Chicago, IL Warehouse Leased 78,230 May-2005

Mississauga, Ontario 

Canada

Warehouse, distribution, 

showroom and offices Leased 101,000 Dec-2007

Carlisle, Cumbria, 

England

Warehouse, distribution and 

showroom Leased 48,500 Dec-2013

Carlisle, Cumbria, 

England Offices Leased 11,500 Sep-2005

Skirsgill, Penrith 

England Manufacturing Leased 20,000 Dec-2008

Skirsgill, Penrith 

England Manufacturing and offices Leased 13,500 Sep-2005

Langholm, Dunfrieshire 

England Manufacturing and offices Owned 25,000

Torrington, Devon 

England

Manufacturing and retail 

space Owned 90,000

Villeneuve Loubet 

France

Warehouse, distribution 

showroom and offices Leased 55,972 Dec-2006

from the 2005 10-k


Appendix C

	
	2004
	2003
	2002
	2001
	2000

	 Net revenues
	268,967
	256,426
	262,330
	275,294
	333,031

	
	
	
	
	
	

	Cost of sales
	162,423
	140,714
	151,264
	167,358
	191,269

	 

	Gross profit
	106,544
	115,712
	111,066
	107,936
	141,762

	
	
	
	
	
	

	Selling, general and administrative expenses
	126,252
	99,796
	97,296
	115,534
	132,675

	Sale of building (gain)
	(3,985
	—
	—
	—
	—

	Amortization of goodwill
	—
	—
	—
	1,950
	2,658

	 

	Operating profit (loss)
	(15,723
	15,916
	13,770
	(9,548
	6,429

	Interest expense
	(1,148
	(787
	(747
	(1,523
	(3,196

	
	
	
	
	
	

	Interest income
	404
	537
	286
	371
	1,161

	Other income (expense), net
	(1,366
	(1,334
	(1,533
	(1,342
	759

	 

	Income (loss) before income taxes and cumulative effect of a change in accounting principle
	(17,833
	14,332
	11,776
	(12,042
	5,153

	
	
	
	
	
	

	Income tax benefit (expense)
	(27,355
	2,950
	8,897
	(13,153
	(9,939

	 

	Income (loss) before cumulative effect of a change in accounting principle
	(45,188
	17,282
	20,673
	1,111
	15,092

	Cumulative effect of a change in accounting principle, net of income taxes
	—
	—
	(29,031
	—
	—

	Net income (loss)
	(45,188
	17,282
	(8,358
	1,111
	15,092

	
	 

	Earnings (Loss) per Common Share:
	
	
	
	
	

	Basic:
	 
	 
	 
	 
	 

	Income (loss) before cumulative effect of a change in accounting principle
	(3.16
	1.23
	1.49
	0.08
	1.11

	Cumulative effect of a change in accounting principle, net of tax
	—
	—
	(2.09
	—
	—

	Net income (loss)
	(3.16
	1.23
	(0.60
	0.08
	1.11

	Diluted:
	 
	 
	 
	 
	 

	Income (loss) before cumulative effect of a change in accounting principle
	(3.16
	1.2
	1.47
	0.08
	1.11

	Cumulative effect of a change in accounting principle, net of tax
	—
	—
	(2.09
	—
	—

	Net income (loss)
	(3.16
	1.2
	(0.60
	0.08
	1.11
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Sheet1

		Location		Description		Owned/Leased		Size		Lease Term

		Elk Grove Village, IL		Warehouse, distribution and main showroom		Leased		485,500		Dec-2009

		Itasca, IL		Headquarters office		Owned		101,580

		West Chicago, IL		Warehouse		Leased		78,230		May-2005

		Mississauga, Ontario Canada		Warehouse, distribution, showroom and offices		Leased		101,000		Dec-2007

		Carlisle, Cumbria, England		Warehouse, distribution and showroom		Leased		48,500		Dec-2013

		Carlisle, Cumbria, England		Offices		Leased		11,500		Sep-2005

		Skirsgill, Penrith England		Manufacturing		Leased		20,000		Dec-2008

		Skirsgill, Penrith England		Manufacturing and offices		Leased		13,500		Sep-2005

		Langholm, Dunfrieshire England		Manufacturing and offices		Owned		25,000

		Torrington, Devon England		Manufacturing and retail space		Owned		90,000

		Villeneuve Loubet France		Warehouse, distribution showroom and offices		Leased		55,972		Dec-2006

								from the 2005 10-k
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