[image: image1.png]§hENESCO
Find the perfctgift for every occasion




Group #5

Finance 4360

MWF 10:00
Drew Erskine

John Lohse

Katie Prichard

Grant Settle

Kevin Sprague
Table of Contents


Executive Summary
2
Recommendations
3
Domestic and Foreign Markets: Expansion in International Markets
3
Reduce Inventory and Product Lines
6
Suggestions for U.S. Operations
7
Cost Reduction and Incentives
10
Appendix
13
A: Overview of the Company
13
B: Markets and Internal Revenues
15
C: Operating Income
16
D: Executives’ Compensation
17
Works Cited
18



Executive Summary

Enesco Group, Inc. sells designed and licensed collectible figurines and ornaments domestically and internationally. Despite structured cost reductions plans, Enesco’s stock price has dropped about 75% since February of 2005. After careful study of Enesco’s plan, policies, and financial figures, four strategies remain to revive their stock price.

The financial figures of Enesco show a promising future with its emerging international markets in Europe and Canada. While Enesco at home has been punished by weak sales and high costs, Enesco abroad has still managed to turn a profit for the fourth straight year. Internationally, revenues are growing, margins are sizably larger, and efficiency is more than double that of the domestic market. Through analysis of the company’s financial statements, it is clear that Enesco needs to increase the amount of attention and capital that is allocated to its international markets. As of 2004, only a fourth of total capital expenditures are allocated to growing international markets. This number should be increased to around fifty to sixty percent. Sales, marketing, production, and research allocation for international markets should all be increased to meet the obvious growing demand for Enesco products. When higher margins are realized, earnings become more stable. Through efficiency, fewer assets are needed to generate income and cash flow. Last, with international revenue increasing at a rate near 9% a year, it might just be a matter of time before international revenues outgrow domestic revenue. Combined, these factors will steadily improve the company, thereby leading its stock to a long and healthy rebound.  That being said, expanding and utilizing these fast growing international markets will be a major factor in the success and ultimate survival of Enesco.
In addition, inventory levels at Enesco have risen significantly over the last year.  In addition, operating profits have been on a decline.  We recommend conducting an analysis of each of the company’s product lines in an effort to eliminate products that are not profitable.  Enesco should make an effort to only continue to sell products that can contriubute to the company’s success.  Enesco has started this by discontinuing the Precious Moments products.  If Enesco discontinues unprofitable merchandise and sells off their excessive inventory of those products, the company can become more profitable.
Also, it has been determined that Enesco is too concentrated in the upper Midwest portion of the U.S. and has trouble with quality control and distribution because of this. By developing regional headquarters in the east and west regions of the country, Enesco would be able to assure that the final product that the customer is getting is what they want and is the quality that they deserve. All sales groups would report directly to the regional headquarters, which assure that the sales groups are getting the necessary tools to do their job well. 

Finally, Enesco’s current cost reduction plan should be reevaluated. The current plan cuts jobs in the marketing and information technology departments of the company, and these areas of business are most important for growth. Rather than cuts, Enesco should implement an incentives plan in these departments to increase their return.

Recommendations

Domestic and Foreign Markets: Expansion in International Markets 
The past two years at Enesco have produced the worst earnings figures that the company has seen in the past ten years. Costs are up, earnings are down, and the stock price has plummeted; down 79% this year. Many people would expect that these poor results were a company wide problem and that all facets of the business were in disarray. However, when the financial figures are broken down and stated in terms of domestic (United States) and foreign markets (Europe and Canada), some startling evidence is found. This evidence shows how Enesco’s international markets have not experienced the problems and financial difficulty that its domestic market has faced.

As shown in graphs A and B (Appendix B), the United States accounts for nearly 60% of Enesco’s revenue. The United Kingdom, France, and Canada represent the largest of the international markets bringing in about 40% of total company revenues. This figure has increased steadily from its 30% share of total revenues in 2002 (Annual Report 45). We recommend that Enesco’s share of international revenue should increase to at least 50% of total company revenue, with the company being better served with a figure of 55-60%.

We have come to this conclusion based on the obvious superiority of the international markets ability to generate consistent profits and better returns. Enesco’s international markets have consistently beaten the domestic markets operating income performance with less revenue. These figures show that operating margins are much better in international markets, thus giving Enesco a cushion to turn profits when costs rise or unfavorable economic events occur. For 2001-2004, Enesco’s operating margins domestically were -7.80%, 2.68%, 3.21%, and -13.96% respectively. The operating margins internationally for 2001-2004, were 6.97%, 10.93%, 11.45%, and 6.28 % respectively (Appendix C).  


The small to negative operating margins for the United States indicate that the domestic market has become mature and stagnant. Enesco is facing extreme competition in this market which in turn leads to lower margins and more volatile earnings. As of 2004, Enesco generated $109,546,000 of international revenue with a four year growth rate of 8.64%. Russ Berrie, one of Enesco’s largest and most successful competitors, reported $94,116,000 of international revenue with Russ Berrie’s international share of total revenue for 2004 being 35.42%. These figures convey the picture that Russ Berrie is also well on the way to gaining international market share. However Russ Berrie’s 2004 international revenue fell 21% from the 2003 figure of $119,194,000 and 15.54% for the 2002 figure of $111,429,000. These figures show that Russ Berrie’s market share may be declining. If Enesco could capture more market share internationally, it could very easily and quickly revitalize the company. In short, Enesco needs to be less dependent on the mature United States market.


Margins aren’t the only evidence that show Enesco’s international market superiority. Efficiency in international markets has been much higher than that of domestic markets as measured by asset turnover. Fixed asset turnover for 2002-2004 in domestic markets have been 4.15, 3.48 and 5.95 respectively. Fixed asset turnover for the same period for international markets has been 16.4, 10.48, and 9.21 respectively. These figures show that assets being used in international markets are generating more than double the amount of income that assets in domestic markets are.  

A startling statistic related to efficiency as well as cash flow is the amount of capital expenditures that were made in domestic markets. Enesco has a 3-year average of $3,740,000 spent on capital expenditures in the United States compared to $1,037,000 spent on capital expenditures in the rest of the world (Annual Report 45). Capital expenditures for the United States and International markets need to more balanced. These figures should be closer to 50-50 and eventually a greater portion of capital expenditures need to be allocated to international markets.


In light of this new evidence, what would happen if Enesco’s international market performance was used as the performance of the whole company? How would Enesco fare against its top competitor? When Enesco’s international markets financial performance is compared to the financial performance of Department 56, Enesco’s best run competitor, the evidence begins to show what Enesco needs to do.


 Department 56 has shown a profit in 9 of the last 10 years, and generated the best returns for its stock holders in the industry over the most current 8 year period (the 2002 figure added back into net income a sum of 94 million dollars attributable to a non-operating accounting change). Department 56 recorded a return on equity of 20.75% during that period (Morningstar: Department 56).  


We feel that Department 56 obtains these impressive numbers by having high margins. Department 56 operating margins for the current three year period are 17.8% compared to Enesco’s international three year figure of 9.55% (Morningstar: Department 56). This leaves a big gap to be attended to. However, we feel that margins of Department 56’s level can be obtained with the continual development and improvement of Enesco’s international markets.

 
One area where Enesco already has the upper hand is on efficiency. Fixed asset turnover for Department 56 was 9.3 over a three period. Over that same period, Enesco’s fixed asset turnover was 12.03 for its international assets (Morningstar: Enesco). This means that assets are being used very efficiently. If Enesco can just improve its cost control, it will have industry leading margins and asset efficiency.

Reduce Inventory and Product Lines

Important to any company’s success is how they manage their inventory.  Enesco has had problems over the last couple of years with inventory build up.  These problems have surfaced as a result of declining sales of certain products.  Inventories increased 35% between 2002 and 2004, but sales have only increased 6% over the same period.  It is our recommendation that Enesco cancel underperforming product lines and sell existing excessive inventory.

The first step of this process will be to conduct an extensive analysis of all of Enesco’s product lines.  This would include a cost analysis and a deep look at revenue levels and trends over the last five years.  Enesco has been holding onto many unprofitable products for too long and this has greatly contributed to the downturn in the company’s success.  Enesco should completely eliminate any product line that has failed to produce a profit, has sharply declining revenue levels, or is hindering the company’s operating profit in any way.  

After the elimination of these product lines, Enesco should sell off any remaining inventory from these lines.  This would give the company a little extra cash that could be put to use on the successful products.  It would also reduce the amount of inventory Enesco has in their warehouses and on their books and make the company more liquid.  

This process has already begun with the elimination of the Precious Moments products.  This will put an end to a group of products that have fallen from $83.2 million in revenues in 2003 to $55.7 million in 2004, a 33% decline.  If this process is repeated with the other unsuccessful product lines, along with the reduction in fixed costs, there should be a significant favorable impact on the bottom line (Annual Report 26).

Another product line Enesco should consider eliminating includes the Cherished Teddies products.  Their revenues have decreased from $19.6 million in 2003 to $12.6 million in 2004, a 56% decline.  This decline was due in great part to a lack of consumer interest in collectible figurines.  We believe that there are other product lines out there that are in similar situations and no longer have a place in the company (Annual Report 26).

These recommendations would be a part of the larger plan by Enesco of getting the company back to its optimal size.  Enesco is already in the process of reducing its work force and scaling back on their fixed assets (“Enesco to Cut”).  The company feels like they may have overextended themselves the last few years and became overzealous in taking on new product lines.  Our recommendation of reducing product lines and inventory would be consistent with this plan.  

Suggestions for U.S. Operations


In looking at the Enesco financial statements, one of the problems that really presented its self to us was the ineffectiveness to profit from sales within the United States.  Considering the economic stability of the United States and the fact that the company’s corporate headquarters are here in the United States, we feel this is unacceptable for a company that has shown the longevity that Enesco has. Sales within the U.S. are critical for Enesco to continue operations.  Our suggestion for the United States section of the company is to decentralize the offices and set up sales teams in other regions of the United States. 


In Enesco’s 2004 Annual Report, we found that the only properties that they own/lease within the United States are in the Chicago, Illinois area.  These properties include: a leased 485,000 square-foot warehouse/distribution property and showroom in Elk Grove Village, Ill.; the corporate headquarters in Itasca, Ill., (owned by Enesco) is 101,580 square-feet; and a leased 78,230 square-foot warehouse in West Chicago, Ill. (Enesco Group, Inc. 13).  In order to broaden sales horizon of Enesco, we feel that they can develop sales teams on the east and west regions of the country.  Enesco’s recent activities have really opened the door for the ability to make the investment to develop the offices in these two different regions. 

According to Business Wire, Enesco is turning over their distribution and warehousing to National Distribution Centers (NDC) which will use facilities in Indianapolis to house and distribute Enesco’s products. The warehouse is 150,000 square-feet. This move was made in order “…to improve supply chain efficiencies, improve customer service, consolidate its U.S. distribution operation, improve financial performance, and build on the Company’s core strengths of new product development and sales.”  The article goes on to say that the third party will save them from $4 to $6 million in pre-tax annual cost savings (“Enesco Group, Inc. to Transition...”). This could be instrumental to our plans to decentralize the sales force of Enesco because of the lease agreement in Elk Grove Village, Ill.  

Enesco’s financial statements state that when they sold the Elk Grove Village warehouse, and its equipment and machinery, they immediately leased it back. In the five year lease, they have the option to extend the lease another five years and have an early termination provision. By terminating the lease at the end of this year, they can save approximately $1.7 million per year for the next four years which comes out as $6.8 million in savings (Enesco Group, Inc. 28).  If you couple this with the savings from the third party warehousing and distribution agreement, they will have the necessary funds to lease offices on the east and west regions of the country.  Enesco’s leasing obligation in its West Chicago warehouse was up in May of 2005, but it is unclear whether or not they renewed the lease, and if so, what the cost of terminating the lease is (Enesco Group, Inc.  13). With the new third party agreement, the West Chicago warehouse seems unnecessary starting at the end of the 2005 when NDC takes over the warehousing and distribution in the U.S (“Enesco Group, Inc. to Transition...”).  If Enesco can terminate the West Chicago lease, we recommend terminating the lease leaving the headquarters in Itasca, Ill., as the single remaining office in the state of Illinois.  This will continue to be the center of operations for Enesco even after the decentralization process. 

The decentralization process will be instrumental in assuring quality control and giving the sales groups across the country what they need to be successful.  In addition to the headquarters in Itasca, an investment in the eastern and western portion of the U.S. will broaden the scope of Enesco’s control to make sure both the customers and sales groups are receiving the care and supervision they need and deserve.  For instance, the regional offices would survey customers or retailers to see how effectively our sales groups are selling our products and following up on accounts to assure that they are receiving all ordered products and also survey customer satisfaction. The regional offices would not only work with customers but would work with the sales teams as well.  They would keep up with commission pay, orders that representatives place for their customers, keeping them up to date with upcoming events and new products, make sure that all of the sales groups get what they need to be successful, as well as housing a sales group its self. We feel that Enesco is too concentrated in the upper Midwest and cannot service their sales groups and customers the way that they could if they set up regional offices on the east and west regions of the country as well as continuing in the Midwest.  These practices may seem somewhat elementary, but quality control and customer satisfaction is essential for companies to maintain profits and existence. With out quality control, the products customers buy may not be up to par. If products are not of good quality, you will lose customers and hence market share and revenues. 

We also recommend that all sales groups are paid strictly by commission and that all sales groups are to report to one of the three regional offices.  By paying the sales people strictly by commission, you are giving them more of an incentive to travel and find new customers, go to trade shows, and other sales opportunities in order to market the Enesco products as well as selling them.  Paying strictly commission will help keep a steady profit margin which seems to be one of the problems that Enesco faced in 2004 and should be remedied as soon as possible. We feel incentive based pay is one way that Enesco can improve their profit margin.

Overall, we feel this suggestion is a key to Enesco’s ability to survive. Even though they have done well internationally, it would be difficult for them to continue to as they are here domestically. For the second quarter of 2005, Enesco reported a $22,036,000 loss (“Enesco Group, Inc. Reports Second...”) and reported a net loss of over $45 million at the end of 2004 (Enesco Group, Inc. 32).  The suggestion to decentralize U.S. operations is the first step into the right direction.

Cost Reduction and Incentives
Enesco has experienced constant corporate overhead cost reduction since 2001, when it first reduced its workforce with the intention of increasing profits. Dan DalleMolle, president and CEO during this first round of downsizing, stated that while many people will be losing their jobs, the focus of this reduction is “building shareholder value and strengthening [ . . . ] consumer satisfaction” (Johnson). This development strategy of cutting jobs occurred in three steps during 2001, and the company has returned to their old methods again this year. Three phases of job reductions have occurred in 2005. With the stock price of Enesco reaching fatal lows both currently and in 2001, it is apparent that their current method of corporate overhead cost reduction is not recovering shareholder value effectively.
The areas of business where Enesco usually cuts jobs include administration, marketing and information technology (Parrish). Administrative jobs in many industries today are expendable. With the expansion of technology, less human input is needed for quick and accurate scheduling, data entry, and message taking. Marketing and information technology teams cannot be replaced with artificial intelligence, however, for they rely on creativity. These important aspects of business set companies ahead of others, bringing about disruptive technologies that set a competitive advantage. It is therefore recommended that Enesco refrain from cutting jobs in the areas of marketing and IT.
To make marketing and IT teams more profitable for the company, Enesco should consider implementing incentive plans for their employees. Motivating employees to search for disruptive changes is a difficult step, even for a company as successful as 3M. Yet 3M confirmed that incentive plans in the marketing and IT areas yield better profits. In the mid-1990s, 3M implemented a new plan: thirty percent of sales would come from products that had not existed four years earlier (Von Hippel). As a result of setting the new goal, 3M is now the leading seller of surgical drapes, a market where 3M sales had previously been disappointing. Enesco could successfully set a similar incentive plan and achieve higher profits without forfeiting valuable jobs. The marketing department should develop strategies for reaching three new target markets for their decorative home accessories products in the next year. The information technology division should modernize and simplify the company’s main location for sales, the Enesco website (www.enesco.com) within the next three months. The IT division should using optional surveys to ensure a customer-friendly shopping experience, and they should collect data from at least 500 surveys per month. Upon reaching these goals, Enesco should award the employees a bonus partially comprised of company stock and partially of a cash bonus. Including company stock in the bonus ensures that the employees have an incentive to produce profits for Enesco.
Broadening this incentives plan to the chief officers of the company would also improve stockholder value. The goal of the stockholder is to maximize the value of the firm’s stock, while the goal of the manager is to maximize management’s welfare. Currently, long term incentives, or stock options, comprise one-third to one-fourth of the chief officers’ compensation. See Appendix D for specific compensation numbers. Increasing this percentage will put the managers’ incentives more inline with the stockholders’ incentives, possibly yielding a better stock price.

Appendix

A: Overview of the Company

Suppliers- Enesco’s main suppliers are from independent manufacturers located in China. Enesco recently announced they will be transitioning their distribution and warehousing operation to a third-party. 

Customers- Enesco has a wide range of customers. Enesco’s main customers are typically independent retailers, mass marketers, catalogers, and other distributors. Enesco sells to many department stores which include Avon, Army Air Force Exchange Stores, Carlton Cards, CVS, Eckerd’s, K-Mart, Lowe’s, QVC, Shopko, Target, Walgreen’s, and Wal-mart.

Products and Services- Enesco has a variety of products. They have three basic product lines: products licensed by Enesco and its subsidiaries from independent creative designers, Enesco’s collection of propriety designs, and products distributed by Enesco under third-party distribution arrangements. The bulk of Enesco products are manufactured in China and range in price from $5 to $500. Enesco products include some of the world’s most recognizable brands. Their trademark and copyright licensed products include: Walt Disney Company, NASCAR, Nickelodeon, and My Little Kitchen Fairies. 

Competitors- There is several competitors in the giftware and collectibles industry with no single competitor dominating the market. The most notable competitors are Hallmark, Department 56, Lladro, Boyd’s Bears, and Russ Berrie. 

Industry- The giftware and collectibles industry is broken up into many companies and products where no company has a dominant share of the market place. Some of the major factors affecting the market are product design, quality, and price. 

Employees and Facilities - Enesco currently employs 644 people in the United States and 1,510 worldwide. A recent report stated that Enesco planned to cut an unspecified number of corporate jobs in the U.S as part of its operating improvement plan. This plan would allow for a pretax cost savings of $34 million to $38 million in the U.S. Enesco’s manufacturing is done predominately in Europe, while their main warehouse and distribution center in North America is located in Elk Grove Village, IL. 

Enesco’s CEO, Dan DalleMolle, died from complications following recent surgery on April 22, 2004. George Ditomassi stepped in as an interim CEO until Cynthia Passmore-McLaughlin was named CEO on January 11, 2005.  

B: Markets and Internal Revenues

Graph A
[image: image2.png]Markets

Rest of
worla, 1%

Canada, 108

Euzope, 308 mtted

states, 59%





Graph B
[image: image3.png]International Revenues

Rest of

world, 1%

France, 8%

Canada, 25%,

United
Kingdon, 66%





C: Operating Income
	Report Date
	31-Dec-04
	31-Dec-03
	31-Dec-02
	31-Dec-01
	
	31-Dec-04
	31-Dec-03
	31-Dec-02
	31-Dec-01

	International
	109,546
	90,036
	78,704
	78,634
	
	6,881
	10,571
	8,843
	5,480

	U.S.
	
	
	
	
	
	-22,604
	5,345
	4,927
	-15,028

	Total
	271,404
	251,093
	256,461
	271,660
	
	-15,723
	15,916
	13,770
	-9,548


D: Executives’ Compensation
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Name & Title
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  LTI
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Total Comp
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	Daniel DalleMolle
President and Chief Executive Officer 
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	$937,169 
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	$500,800 
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	$1,437,969 
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	Eugene Freedman
Founding Chairman 

	[image: image23.png]



	$553,699 
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	$100,160 
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	$653,859 
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	Jeffrey S. Smith
Senior Vice President Sales Marketing and Product Development 
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	$403,270 
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	$153,318 
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	$556,588 
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	Thomas F. Bradley
Treasurer and Chief Financial Officer 
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	$401,489 
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	$201,024 
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	$37,513 
	[image: image36.png]



	$640,026 
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	Josette V. Goldberg
Senior Vice President Human Resources and Administration 
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	$389,832 
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	$150,240 
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	$540,072 


Works Cited
Anonymous. “Enesco Group, Inc. to Transition to Third-Party Distribution and Warehousing.” Business Wire. 18 Nov. 2005. LexisNexis. 20 Nov. 2005.  <http://web.lexis-nexis.com/universe/document?_m=c994d2030eeda53dff989d26b62a93c4&wchp=dGLbVlz-zSkVb&_md5=6a0a65404865abfaa4329632f189f336>. 

Anonymous. “Enesco Group, Inc. Reports Second Quarter 2005 Financial Results.” Business Wire. 9 Aug. 2005. LexisNexis. 8 Nov. 2005. <http://web.lexis-nexis.com/universe/document?_m=db6423237503dd64ebd6ffe7a45ad750&_docnum=15&wchp=dGLbVlz-zSkVb&_md5=9ea980e61c0dd08dec2f2c9b1e55a357>.

“Department 56” Key Ratios. November 14, 2005. <http://morningstar.com>.

Enesco Group, In. “2004 Annual Report”. December 31, 2004.

“Enesco Group” Key Ratios-Profitability. November 14, 2005. <http://www.morningstar.com>.

"Enesco to Cut U.S. Corporate Work Force." Yahoo Finance. 10 Nov. 2005. Associated Press. 18 Nov. 2005. <http://biz.yahoo.com/ap/051110/enesco_restructuring.html?.v=1>.

Johnson, Janice. “Enesco Group, Inc. Announces First Step in Strategic Cost Reductions”. <http://www.prnewswire.com>.  May 4, 2001.
Parrish, Leigh. “Enesco Announces Additional U.S. Corporate Overhead Cost Reduction in Connection with Operating Improvement Plan”. Business Editors, Itasca, Nov. 10, 2005.
Von Hippel, Eric. “Creating Breakthroughs at 3M”. Health Forum Journal; Jul/Aug2000, Vol. 43 Issue 4, p20.

PAGE  
1

