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Executive Summary

Enesco Group, Inc. is a manufacturer of collectibles and fine gifts with worldwide product distribution. Their product lines include some of the world’s most recognizable brands (Yahoo 1). From February 2005 to November 21, 2005, Enesco’s stock (ENC) dropped more than 75% to $1.70 (Quotes and info). Also, on September 1, 2005, the company was not in compliance with the NYSE’s continued listing standards and could be subject to trading suspension and delisting (Business Wire 1).  

The main reason for the decline in stock price is a decrease of $62.5 million in net income from 2003 to 2004 primarily due to a continued sales decline in collectibles. Net losses have continued to deteriorate due to higher SG&A, interest, and tax expenses (Press Release). Enesco’s improvement plan will consist of three key initiatives: (1) rationalizing the product portfolio, (2) reducing corporate overhead, general and administrative, and marketing costs, and (3) creating a more efficient and cost-effective distribution and warehousing model (Yahoo 2). 

The fall of Enesco’s stock can be directly related to the fall in demand for collectibles, which has left products unsold and held in inventory. Enesco must drop one or more of its poorest performing product lines. Product lines characterized as growing or stable should be given additional capital made available by divesting poor performing product lines. Dropping product lines will decrease inventory and increase the inventory turnover ratio. With emphasis on higher demand products, Enesco could increase its revenue while decreasing its product costs.


Other cost-cutting initiatives include staff reductions, moving production overseas, and limiting production to profitable lines. Staff reductions should be viewed as an opportunity to upgrade overall workforce quality. Advantages in labor cost savings that could result from locating production facilities overseas should be analyzed immediately. Limiting production to profitable lines will accomplish Enesco’s main goal of cutting costs while simultaneously becoming more efficient.  

Proposal

Enesco Group, Inc. produces fine gifts, collectibles, and home decor accessories (Yahoo 1). Founded in Chicago in 1958 as a division of N. Shure Company, Enesco serves more than 30,000 customers globally. Enesco distributes products to a wide variety of specialty card and gift retailers, home decor boutiques, as well as mass-market chains and direct mail retailers (Yahoo 2). Enesco’s product lines include some of the world’s most recognizable brands, including Disney, Heartwood Creek, Nickelodeon, Cherished Teddies, Lilliput Lane, and Border Fine Arts, among others (Enesco.com). 

The stock (ENC) currently trades for $1.70 on the NYSE, down more than 75% since February 2005 (Quotes and Info). Enesco received notification on September 1, 2005, that the company was not in compliance with the NYSE’s continued listing standards. If the company is unable to achieve compliance with the NYSE’s criteria, the company will be subject to NYSE trading suspension and delisting (Business Wire 1). The NYSE requires that all members meet specific criteria for market capitalization and stockholder equity, and Enesco is below this $75 million standard. The rapid decline in stock price was preceded by a decrease of $62.5 million in net income from fiscal 2003 to fiscal 2004. Revenue decreased to $49.2 million compared to $61.7 million in 2Q 2005 primarily due to the continued sales decline in collectibles and the planned shift to the third quarter for procurement and ship dates for seasonal products (Press Release). Net loss increased by $20.9 million to $22 million, $1.50 per diluted share, primarily due to reduction in gross margin, higher SG&A expenses, and higher interest and tax expense (Press Release). The company’s survival and subsequent success depends mainly on the implementation of their recently proposed improvement plan. Enesco’s improvement plan will center around three key initiatives: rationalizing the product portfolio, reducing corporate overhead, general and administrative and marketing costs, and creating a more efficient and cost-effective distribution and warehousing model (Yahoo 2). Effects of this improvement plan have been evident, with a drastic change in net income from $49.2 million to $79.2 million from the end of June 2005 to the end of September 2005 (Quotes and Info). Similarly, the net loss of $22 million that was recorded at the end of 2Q 2005 was actually followed by $984,000 of net income in 3Q 2005 (Quotes and Info). This is a sign that the improvement plan that is being implemented is already taking effect and Enesco is looking forward to the future.
 One of Enesco’s leading moneymakers, Precious Moments, has suffered from declining sales in the past few years. In 1996, Enesco’s peak sales year, it sold about $206 million of Precious Moments merchandise (Wall Street Journal Online). The Precious Moments property also demanded royalties, so with declining sales, there wasn’t much incentive for Enesco to maintain their relationship with Precious Moments. The company anticipates achieving a pre-tax cost savings in the range of $34 to $38 million, and these cost savings include approximately $12 million in expenses related to the termination of the Precious Moments license agreement (Retailnet).
Another way Enesco is attempting to cut costs is by reducing their workforce and corporate overhead. The company anticipates total charges associated with the U.S. and U.K. workforce reductions of approximately $691,000, which will be recorded in the third and fourth quarters of 2005 (Business Wire 2). Enesco expects annual cost savings from the salary expense reduction to be approximately $670,000 in the U.S. (Business Wire 2). In the U.S., downsizing primarily affected the areas of finance, information technology, marketing, and communications (Business Wire 2). Even with a reduction in the number of employees, Enesco intends to improve in all aspects of its operation. “We remain committed to improving the company’s profitability and having the right infrastructure in place to grow over time” (Business Wire 2). The company expects to continue implementing the plan throughout next year and anticipates the benefits from these initiatives to be fully reflected in the 2007 financials (Business Wire 2).
“Our exhaustive study of the business has resulted in a plan to transform Enesco by rationalizing our product lines around our best performing and most profitable merchandise categories,” said Cynthia Passmore-McLaughlin, president and CEO of Enesco (Retailnet). Enesco will be cutting back its 170 properties to only 50 or 60 of the more profitable lines in order to maximize efficiency. “When the improvement plan is fully implemented, we will be a much leaner, more focused, and efficient company with gross and operating margins more in line with our peers,” said Passmore-McLaughlin (Retailnet). 
It was recently announced that Enesco would be transitioning its distribution and warehousing operations to a third party logistics company, the New Jersey based National Distribution Centers (Press Release 2). This is yet another step forward that Enesco is taking to further its recovery. Enesco plans on leasing approximately 150,000 square feet of warehouse space from an NDC facility located in the Indianapolis metropolitan area, and is part of the improvement plan announced in September 2005 (Press Release 2). There are several reasons why such a move would be made by Enesco. This transition to third-party distribution and warehousing will allow the Company to improve supply chain efficiencies, improve customer service, consolidate its U.S. distribution operations, improve financial performance, and build on the Company's core strengths of new product development and sales (Press Release 2). Another benefit of this transition is the ability to cut costs in yet another way. For the first nine months of 2005, the Company's U.S. distribution and warehousing costs were approximately $11 million, or 12.7% of net revenues. The Company anticipates this transition will produce pre-tax, annualized cost savings in the range of $4 million to $6 million in the U.S. and be fully realized in 2007 (Press Release 2). Several jobs will be cut over the next few months, hopefully moving Enesco towards increased efficiency. Enesco is in a state of transition at the moment, and they are gradually fixing areas of their operations in order to reclaim their title as a primary giftware wholesaler. Cynthia Passmore-McLaughlin, President and CEO of Enesco, commented, "A key initiative of our operating improvement plan is to create a more efficient and cost-effective distribution model. After carefully evaluating several alternatives, we believe that a third-party distribution and warehousing model will work best in terms of reducing costs and enhancing customer service. NDC provides many advantages that are in line with these improvement initiatives, including lower overall location costs and improved customer service. We will be working with our customers on timing of shipments to allow for a smooth transition between distribution facilities” (Press Release 2). 
Recommendation 1
As mentioned in the proposal, Enesco’s stock price is declining due to a decrease in net income. However, Enesco intends to implement several cost-cutting strategies in an attempt to increase net income, cut costs, and raise the value of the stock. They are intending to improve their financial position by rationalizing the product portfolio, reducing corporate overhead, general and administrative and marketing costs, and creating a more efficient and cost effective distribution and warehousing model (Yahoo 2). 

Enesco’s plan to improve its financial position is sound, and adherence to this plan should yield success. One way to increase net income is to reduce general, administrative, and marketing costs. Enesco has experienced a significant increase in administrative expenses in the last year. We believe Enesco should replace some of their older, under-productive employees with a younger labor force, since younger employees are likely to have lower salary expectations and many have great work ethic as they come straight out of college. However, Enesco should keep their more experienced older managers in order to impart their corporate knowledge and act as guides and mentors in the training of the youthful workforce. 

It could be beneficial for Enesco to explore the possibility of moving some of their production activities to countries besides the United States. Labor and raw materials are significantly cheaper in many foreign countries. Enesco is looking to cut costs on their all-around operations, and moving into another country could be a good way to not only spread the word about their company, but to accomplish this cost-cutting task. Of course, this would require a decent foreign labor strategy and quite possibly some R&D, but if a foreign labor strategy appears that it significantly improve net income, it might be worth it to Enesco to invest in such an idea. 

Another part of the recovery plan is rationalizing their product portfolios. Enesco should reduce their number of product lines and focus on successful companies, such as Disney. The resulting reduction in royalties and other expenses will allow Enesco to increase investments in their successful product lines. Enesco needs to focus on lines with products that will endure, such as Mickey Mouse or Donald Duck, while also embracing some of the more current trends. Maintaining the proper balance of new and vintage product lines requires constant sampling of customer tastes. In addition, focus groups provide useful product development insight and could be valuable in Enesco’s analysis of what to keep and what not to keep with regard to their product lines.
An increase in debt service over the past year has caused a slowing of Enesco’s financial performance. Enesco should consider selling some of their less efficient production equipment. Equipment that is sitting around in que is of no use to Enesco, and so they need to either convert this equipment so that it is useful, or they should sell it off and use the money they receive from the sales in order to further implement their improvement plan. Acquiring new equipment would provide the dual benefit of increased efficiency and tax benefits through the revision of their depreciation schedules. By reducing costs, focusing on companies and products that are more profitable, and by reducing debt, Enesco should be well on its way to increasing net income and stock value.

Recommendation 2
The fall in Enesco’s stock price can be directly related to the fall in demand for collectibles.  The changing demand has left some of Enesco’s products unsold and held in inventory.  In order to reverse the negative trend in the stock price and to reduce expenses, Enesco must drop several of its poorest performing product lines.  A determination must be made through detailed analysis of performance as to which product lines have a profitable future.  Dropping a number of under-performing product lines will enable Enesco to eliminate the fixed and variable costs related to each respective product line.  The stable and growing product lines should be bolstered by redeploying capital and the best employees from the discontinued product lines. Any excess capital should then be used to reduce debt, and marginal employees can be released. Although layoffs are difficult, a company trying to rebound from years of poor earnings must take actions to become leaner and more efficient, simultaneously pursuing a strategy that will provide for maximum profit for the company.  With lower salary expenses, the reduction in overhead is almost certain to create higher net income and earnings per share for Enesco. 
Other impacts of product line reduction include: (1) tax write-offs due to downsizing expenses, (2) sale of leftover product at a discount, (3) improvement of the inventory turnover ratio due to the elimination of under-performing products, and (4) reduction in warehousing costs due to lower inventories. 

Enesco should also look into valuing the various brands, product lines, and product categories they carry to determine which ones are performing up to par and which ones can be released due to poor performance.  Regarding the product lines that Enesco decides to get rid of, Enesco will gain a substantial amount of resources if it drops any of the previously stated brands, lines, or categories. Although Enesco’s plan is to drop from 170 lines all the way to 50 or 60, it could quite possibly be more beneficial for them to drop to as many as 30 or 40 lines in order to maximize efficiency and to focus on the products that are really niches in their operations. Freeing up warehouse space from items that are not prolific sellers for Enesco will also create benefits similar to those gained by the discarding product lines.  One draw back from dropping an underperforming brand is losing good relations with its suppliers.  If Enesco doesn’t keep good relations with its suppliers, it might hurt Enesco in the long run.  The process of selecting what should be dropped must be fully examined to avoid making the mistake of losing a credible supplier.  Enesco has to make sure that suppliers are informed of the reason for their discontinued use, assuring that there is no ill-will created between the two companies.  Parting with a particular supplier must be done with respect and with the expectation that future business transactions will occur between Enesco and the supply company. 
With the downsizing of Enesco to an optimal performing size, net income and earning per share should increase, allowing for Enesco to rebuild to where it once was.   With more emphasis on higher demand products, Enesco will create a far more vibrant and profitable company for the future.
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Appendix A

Overview of the Company
Suppliers- Our research did not provide any references to Enesco’s suppliers, so we contacted Enesco via email. After two days they responded to our email and informed us that they do not disclose their suppliers in order to protect their business operations. 

Customers- The majority of Enesco customers are specialty card and gift retailers or individuals who purchase products online. These customers are most often smaller retail stores who sell giftware. Enesco also serves mass merchants, military post exchanges, club stores, home television shopping networks, florists, hospital gift shops, home decor chains and independents, garden stores, jewelry and department stores, and catalogues (Yahoo 1). Enesco serves more than 30,000 customers globally.

Products and Services- Enesco specializes in home decor accessories and giftware, including ceramic tabletop, weathered wood decorative accessories, molded candles, and linens. Most of their items retail for between $10 and $200. Enesco offers a Website, www.Enesco.com, where any of their products can be purchased. This Website also lists various locations throughout the world that carry Enesco product lines.

Competitors- Enesco competes in the wholesale side of the giftware industry. Boyd’s Collection, Department 56, and Hallmark are Enesco’s main competitors. Although their competitors are larger, Hallmark is by far the largest and most well-established competitor of Enesco, possessing several times the amount of assets. In addition to selling giftware, Hallmark produces and sells greeting cards. Also, while Enesco is solely a wholesaler, Hallmark operates in the retail and wholesale sections of the industry. In addition to established companies like Hallmark, Enesco also competes with smaller companies and individually owned businesses that sell similar items. 

Industry- Enesco is a specialty wholesaler in the nondurable goods industry. The criteria required for inclusion in the nondurable goods industry is rather generalized and, as a result, includes over 16,000 different companies. Skilled workers are in high demand in this industry, which brings in almost $500 billion a year in sales, and employment primarily occurs in the states of Texas, Florida, California, and New York. 

Employees and facilities- Enesco employs a total of 1,510 people at their showrooms, warehouses, and at their corporate headquarters. A significant issue with Enesco has been the number of employees, and recently there have been around 50 corporate jobs cut from the payroll, as well as many warehouse jobs. This is in an effort to make Enesco leaner and more efficient, while cutting costs. Enesco has showrooms for its products in various locations throughout the United States, including Los Angeles, Atlanta, Dallas, and Seattle. Although most of Enesco’s retail customers are within the United States, the global marketplace includes Australia, Canada, Asia, Europe, Puerto Rico, and Singapore (enesco.com). Enesco’s corporate headquarters is located in Itasca, Illinois, and the corporate showroom/distribution center is in Elk Grove Village, Illinois.
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     Appendix C: Company Earnings
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