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Executive Summary

Enesco Group Inc, a wholesale vendor of giftware and home and garden decor, was founded in 1937 in Itasca, Illinois, where its headquarters are currently located (Form 10-Q  March 31, 11).  The company’s stock currently trades at $1.70/share, down from a 52-week high of $8.70 in February, 2005 and a five-year high near $14 dollars in January, 2004(“Quotes and Info.” See Appendix B).  During the first three quarters of 2005 Enesco  has had a net loss of $39.367 million compared to a net loss of only 4.5 million through the same period in 2004(Form10-Q Sept.30, 8).  Enesco’s loss in revenues and profits has been due to many factors which include the termination of their license agreement with Precious Moments Inc, a large drop in the U.S. figurine sales, inefficient management of their accounts receivables, a failed ERP system, poor logistics and distribution, large amount of excess and outdated inventory, and increasing SG&A expenses from acquisitions.

In order to combat these problems faced by Enesco, we have three main recommendations for them.  First, to defend itself against the lost sales and decreased profit margin that Enesco is experiencing from online retailers such as eBay, we recommend that the company set up a true e-commerce system. We suggest that Enesco set up an online system that allows its customers to purchase products online directly from Enesco and have them delivered directly to their homes.  This would help the company to capture back some of the sales that it has been losing to online competitors such as eBay.

Our second recommendation for Enesco is that in response to Enesco’s ongoing problem with logistics and distribution, they contract with a third-party distribution and warehousing logistics company in order to lower operating cost. A third party logistics company would help enhance Enesco’s supply chain management, improve retailer and customer service, solidify its United States distribution network, ameliorate financial performance, and further develop Enesco’s core strengths.  Enesco itself has recently decided to enter into a similar agreement with a company and projects that the initiative would reduce the expense of distribution and warehousing by $4-6 million in the United States market alone (“Enesco”).

Finally, we are recommending that Enesco enter into a non-recourse accounts receivable factoring agreement with a factoring company under which the factoring company would assume the credit risk of Enesco’s customers.  Doing this would allow Enesco to maximize its cash flow by collecting payment from goods sold to customers up front.  Furthermore, it would enable Enesco to avoid the lost sales to customers who are not meeting Enesco’s new, more strictly enforced credit terms. It is not possible to know exactly how much sales could be regained without knowing the specifics of the factoring agreement.  These will vary depending on the factoring company and their assessment of Enesco’s accounts receivable. Therefore, it is our recommendation that Enesco begin the process of finding the receivables factoring company that best meets its needs as soon as possible, so that it can begin reaping any possible benefits immediately. 

PROPOSAL


Enesco Group Inc. is a wholesale vendor of giftware and home and garden décor.  Enesco was founded in 1937 in Itasca, Illinois, where its headquarters are currently located (Form 10- Q March 31, 11).  The company has over 33,000 customers globally and serves markets in Europe, Canada, Australia, Mexico, and Asia.  The company’s stock currently trades at $1.70/share, down from a 52-week high of $8.70 in February, 2005 and a five-year high near $15/share in January, 2004 (“Quotes and Info.” See Appendix B).          

 The reasons for Enesco’s severe stock value decline are multi-fold.  First, during the first three quarters of 2005 Enesco has had a net loss of $39.367 million compared to a net loss of only $4.5 million through the same period in 2004 ( Form10-Q Sept. 30, 8).  Furthermore, Enesco’s 2004 income statement shows a net loss of $45.188 million, down from a net income of $17.282 million in 2003 (Form10-K, 17).  Also, net revenues through the 3rd quarter of 2005 were $188.5 million, a decrease of $10.8 million or 5.4% from 2004.  Gross profits through the 3rd quarter had dropped as well, down $18 million or 21.3% from the same period in 2004 (Form 10-Q Sept. 30, 27).
Enesco’s loss in revenues and profits has been due  in large part to the fact that on May 17, 2005, the company terminated their license agreement with Precious Moments Inc. Precious Moments was the company’s highest selling product line in 2004, accounting for 33% of the company’s total revenue (Form 10-K, 8).  Nonetheless, the agreement was terminated because it required Enesco to pay a minimum annual royalty payment of $15 million to Precious Moments.  While cutting this expense is expected to eventually add value to the firm by increasing profit and cash flow, it is currently contributing to Enesco’s decline in revenues and operating profits (Form 10-Q Sept. 30, 23).
Enesco’s decision to cut Precious Moments from its product line was made necessary by the large drop in U.S. figurine sales that has occurred over recent years.  Sales of figurines in the U.S. have dropped from $2.4 billion in 2000 to $1.2 billion in 2003. Furthermore, when consumers do shop for figurines, they are increasingly moving away from traditional gift stores and looking to buy from online retailers such as eBay.   All of these factors coupled together have resulted in a negative profit margin on the Precious Moments line.  If these trends continue, Enesco is at risk of facing similar situations with their other collectible and giftware product lines (Jargon, 2).  
Another factor contributing to the decline in Enesco’s revenue is that the company is enforcing its customer’s credit terms more strictly. Enesco has historically had problems with its customers not paying their accounts receivable on time.  Enesco’s accounts receivable turnover in 2004 was 3.76, compared to their main competitor Department 56, whose accounts receivable turnover was 5.78 (Form 10-K, 30, DFS, 1. See Appendix F).  This poor asset management on the part of Enesco has been harmful to the cash flow of the company. Enesco now discontinues shipments to customers whose payments are over 30 days past due.  Also, they have shortened their “everyday payment terms” from 90 to 45 days (Form 10-Q Sept. 30, 26).  This will eventually have a positive effect on cash flow, by shortening the collection period on their accounts receivable and providing the company with more liquidity.  Nonetheless, these tighter terms are causing Enesco to lose some of it sales from high credit risk companies, resulting in a loss of revenues and profits for the firm.

Another main contributor to Enesco’s rapid decrease in revenues is an ERP (Enterprise Resource Planning System) it tried to implement. ERP systems attempt to coordinate all of a business’s functions, including distribution, inventories, project management, payrolls and financials (“Enterprise”).  When Enesco used the ERP system, ERP consultants required a large portion of Enesco’s revenues, and overall the system was less reliable than its previous Legacy system. The failure of the ERP system brought negative effects to all aspects of the firm including distribution and inventories.

 According to the company’s 3rd quarter report, Enesco’s 2004 distribution and warehousing costs, which were 12.8% of net sales, were not in line with that of others in the industry.   During the second quarter of 2005, Enesco successfully migrated from the ERP system back to its Legacy system, and has now decreased these costs to 7.6% of net sales during the 3rd quarter of 2005 (Form 10-Q Sept. 30, 15).  

High inventory concentration is also responsible for Enesco’s decline.  In 2004 Enesco’s inventory turnover was 2.48 and its competitor, Department 56, was 5.57.  In 2003 the inventory turnovers were 2.49 and 6.09 respectively (Form 10-K, 30. See Appendix F).  In order to abandon its excess inventory, Enesco sells it at approximately 30 percent below cost which results in a loss of revenue (Form 10-Q March 31, 14).  If Enesco doesn’t improve its inventory problems in the near future, it will have a hard time working its way back into the competitive market.
Enesco’s selling, general and administrative expenses (SG&A) have been fervently rising.  In the first nine months of 2005 Enesco’s SG&A expenses of $99.2 million are up $7.2 million or 7.8% from the comparable 2004 period.  The increases can be contributed to a $3.7 million increase in the accelerated depreciation expenses on the old ERP system and the $3.3 million increase in SG&A expenses from the Dartington acquisition.  Plant closure costs, bad debt reserve, consulting fees, and audit fees have also played a major part in the increasing SG&A expenses (Form 10-Q Sept 30, 28. See Appendix D). 
Recommendation 1:  In order to defend itself against the lost sales and decreased profit margin that Enesco is experiencing from online retailers such as eBay, we recommend that the company set up a true e-commerce system.  Enesco’s current online selling platform provides the customer with the option to buy a product online, but the product is not delivered to the customer’s home.  Rather, the customer is given a list of Enesco retailers that are in the general vicinity of the customer’s zip code.  The product is then delivered to the retail outlet and the customer must make a special trip to acquire the product.  While this does provide customers an avenue to access Enesco’s product online, the fact that the customer still has to drive to a store to receive their purchase basically nullifies the convenience for e-commerce customers.

We recommend that Enesco set up an online system that allows its customers to purchase products online and have them delivered directly to their homes.  This would help the company to capture back some of the sales that it has been losing to online competitors such as eBay. The added convenience of direct business to customer e-commerce is becoming a necessity as customers become more accustomed to having more retailing options.  According to an article by Kennith Regan entitled “Five E-Commerce Trends to Watch”, “Shoppers are hopping back and forth freely among catalogs, retail stores, and internet sites, and they expect a seamless transition” (Regan,1).  If Enesco wants to recapture or even maintain its market share, it must adapt to this trend.  While the company does have well-established catalog and retail channels, its e- commerce system is antiquated and must be updated.

With respect to e-commerce’s success in general, the evidence overwhelmingly shows that it is gaining popularity among both businesses and consumers.  One e-commerce company, Jupiter Media Metrix, estimates that online sales will grow to more than $130 billion by 2006. A perfect example of a successful e-commerce company is Amazon.com.  It has been successful through several economic trends including increased customer service, decreases in operating costs, greater broadband penetration, and multi-channel execution (Morton, 2). 
 With e-commerce systems, customers do not have to worry about the problems that brick and mortar systems generate like out of stock items and inconvenient locations.  A survey done by the United States Department of Commerce in 2003 has shown that e-commerce is rising as a percent of total value.  The study took a collection of approximately 132,000 manufacturing, wholesale, service, and retail businesses.  The manufacturing facilities led the way with e-commerce shipments that accounted for 21.2% ($843 billion) of the total value of manufacturing shipments.  This was a 12.1% increase of e-shipments from 2002 ($752 billion).  Retail trade followed close behind with 1.7% ($56 billion) of total retail sales.  This was a 25% increase over 2002 e-sales ($45 billion) (United, 1-4).  With our recommendation Enesco would be both a manufacturer and a retailer giving it an advantage in both markets.  A graph presented by the United States Department of Commerce shows a steady increase in retail e-commerce sales from 1999 to 2005 (Scheleur, 2. See Appendix C).  
 There are of course risks involved with Enesco’s implementing a true e-commerce system.  First of all, it will be very costly for the firm to implement the new system, and if it is not successful, then it will only augment Enesco’s current financial problems. Secondly, this new project could possibly divert management’s attention from the company’s core competencies.  Even though these and other risks exist, we still expect the e-commerce industry to grow exponentially in the near future and believe that Enesco would be able to dramatically increase their operating structure through becoming a direct retailer to its customers. 
Recommendation 2:  In response to Enesco’s ongoing problem with logistics and distribution, we recommend that Enesco contract with a third-party distribution and warehousing logistics company in order to lower operating cost. 


For the first three quarters of 2005, Enesco’s logistics costs were approximately $11 million, which was 12.7% of net revenues (“Enesco”).  The North American market, including United States and Canada, generated over 64% of Enesco’s revenues in 2005 (Form 10-Q, 11).  Meeting the demands of the North America gift market is essential to Enesco’s economic livelihood. A third party logistics company would help enhance Enesco’s supply chain management, improve retailer and customer service, solidify its United States distribution network, ameliorate financial performance and further develop Enesco’s core strengths. A logistics company would store Enesco’s entire inventory relating to current continued product lines (“Enesco”). The logistics company will be storing inventory and distributing the products to all the suppliers around the North American market efficiently and cost effectively. 


Enesco projects the initiative would reduce the expense of distribution and warehousing by $4-6 million in the United States market alone. This reduction is a part of a $34 to $38 million in cost reduction of operations in the United States (“Enesco”).  This will also reduce the value of the inventory which is approximately 42% of the total assets. Also, according to our analysis of Enesco’s inventory, we found that Enesco had an inventory turnover rate of 2.48.  Compared to Department 56, a current competitor of Enesco, Department 56 had a 5.57 rate of turnover in inventory for 2004 (Form 10-K, 30-32, DFS, 1. See Appendix F).  A significant amount of cash is involved in Enesco’s inventories, which has had a negative impact on cash flows from operations.   A new logistics and distribution plan will help Enesco to re-align their focus on marketing, product development and existing sales.  A downsizing will occur at the Elk Grove distribution center, of which 125 positions will be terminated (“Enesco”). 


Enesco has chosen to exercise this initiative by contracting National Distribution Centers (NDC) to takeover Enesco’s logistics operations in the United States. Enesco will relocate its entire current production inventory to a facility in the Indianapolis metropolitan area. NDC will be dedicating 150,000 square feet of it’s facility for Enesco’s inventory (“Enesco”). 


Currently, Enesco has a low price recovery on inventory due to low market demand.  If this trend persists, Enesco will increase inventory reserves by $1.3 million or a 5% increase since December 31, 2004 (Form10-Q Sept. 30, 14).  NDC will tremendously help Enesco’s ability to deal with this excess or slow moving inventory.  If NDC effectively distributes and manages Enesco’s inventory, this will decrease the amount of excess inventory Enesco currently holds.

Although contracting with NDC can be profitable for Enesco’s operating performance, there are a few potential negative affects from contracting NDC as a logistics and distribution warehousing company for Enesco. First, if NDC is unable to meet Enesco’s demands efficiently and cost effectively, the costs associated with contracting NDC would wreak monetary detriment on Enesco. Secondly, the negative cash flows from old inventory being sold at or below cost, future service provision expenses, and facilities expenses would hinder operating performance.  From the end of December 2004 through the first two quarters of 2005, Enesco has generated significant operating profit loss of approximately $44.4 million (Form 10-Q Sept. 30, See Appendix E).  A portion of this loss was due to Enesco’s logistics and inventory management.  If the NDC initiative proves to be ineffective, the future losses could possibly bankrupt Enesco.
Recommendation 3:  To help eliminate Enesco’s incessant problem of having poor accounts receivable management, we recommend that Enesco enter a non-recourse accounts receivable factoring agreement with a factoring company.  A non-recourse factoring agreement is a contract under which a factoring company agrees to buy another company’s accounts receivable at a time-value discounted price.  In so doing, the factoring company assumes the credit risk of other company’s customers (“Factoring”).  Doing this would allow Enesco to maximize its cash flow by collecting payment from goods sold to customers up front.  Furthermore, it would enable Enesco to avoid the lost sales to customers who are not meeting Enesco’s new, more strictly enforced credit terms. This is because the factoring company would assume Enesco’s credit risk; and therefore, Enesco would be able to resume making sales to higher risk customers. 

Of course, the factoring company would have certain credit-worthiness requirements of any accounts that it would purchase, and would not be willing to purchase accounts that it was sure it would never receive. This means that Enesco would most likely not be able to regain all of the sales it has lost from non-paying customers, but factoring would at least allow them to regain some of these sales.  As these sales are regained, it will increase Enesco’s revenue and profits, while cash flows are being increased from the up-front cash advances provided from the factoring company.  
It is not possible to know exactly how much sales could be regained without knowing the specifics of the factoring agreement.  These will vary depending on the factoring company and their assessment of Enesco’s accounts receivable. Therefore, it is our recommendation that Enesco begin the process of finding a receivables factoring company that best meets its needs as soon as possible, so that it can begin reaping any possible benefits immediately. 
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Appendix A
Products and Services- Enesco’s products and services include home and garden décor, specialty giftware, dolls and figurines.  Enesco’s brands include: Heartwood Creek, an outdoor art product line; Foundations, Disney Classics, a figurine product line; Cherished Teddies, a stuffed animal product line; Home and Garden, a collection of different home décor and garden decoration products; and More Great Gifts, an assorted gifts product line.  Enesco provides these products to their customers through a variety of distribution channels including: direct mail order, small external retail distributors, as well as Enesco chain retail distributors.  Enesco has well developed markets for their products in the United States, Europe, Mexico, Australia, Canada, and Asia (“Enesco”).

Trademarks- The intellectual property rights associated with Enesco's licensed product lines are materially important to the company’s revenues, particularly the Heartwood Creek by Jim Shore lines, which accounted for approximately 22% and 13%, respectively, of Enesco's consolidated net revenues during 2004. The Heartwood Creek by Jim Shore license currently has a term through December 31, 2012 (Form 10-K). 
Enesco continuously enters into and renews, license agreements relating to trademarks, copyrights, designs and products, which enable the company to market new items compatible with its existing product lines to refresh its product offerings for changing consumer preferences and to reduce the risk of dependency on one line.

Enesco’s licenses are either non-exclusive or exclusive for specific products in specified channels and territories. Royalties are paid on licensed items and, in some cases, advance royalties or minimum guarantees are required by agreements. Enesco owns 317 trademark registrations. The registrations for the Company’s trademarks are currently scheduled to expire worldwide at various times starting in 2005, but can be maintained and renewed provided that the trademarks are still in use for the goods covered by such registration. Enesco has historically renewed its registered trademarks and expects to continue to renew them as business needs require (Form 10-K). 
Industry - This is a very broad and diverse industry often referred to as the miscellaneous nondurable goods industry. This industry generally moves in line with the economy, although rising raw material and packaging costs have negatively impacted all the companies in this industry recently.  For the next 12 months, the industry index should perform similar to the market (Company, 3).

Production and Distribution- The majority of Enesco products are made through independent manufactures located in Asia, the Philippians, Indonesia, Thailand, Europe, Canada, and Hong Kong.  Enesco owns some manufacturing plants in the United Kingdom but only produces a few of its products in these plants.  China is a key outsourcing agent for Enesco, and in 2004 approximately 70% of Enesco’s purchases came from the Peoples Republic of China.  Recently, China has become politically unstable causing Enesco to take precautions.  By relying on foreign manufactures, Enesco has to deal with many risks.  For example, Enesco is currently dealing with labor strikes, economic and political instability, and transportation and distribution problems (Form 10-K).  

In order to get Enesco products to the U.S., products are shipped by ocean freight from abroad.  After they arrive in the U.S., they are transported to Enesco’s main warehouse and distribution facility located in Elk Grove Village, Illinois.  Other distribution warehouses in the U.S. Enesco uses are located in Fort Mills, South Carolina, and Fenton, Missouri.  In the beginning of January 2004 Enesco experienced distribution problems with an ERP system they tried implementing.  The expenses needed to fix this problem totaled $11 million.  A large amount of revenue was forfeited during this time period.  In 2004, a decision was made to revamp the older legacy system currently implemented.  Enesco plans to have this program underway by the third quarter of 2005 (Form 10-K).
Facilities and Employees- Enesco Group Inc. has international operations based in Itasca, Illinois with a nearby corporate showroom located in Elk Grove Village.  The company produces numerous giftware products for companies such as Disney, Nickelodeon, and Cherished Teddies.  A vast array of vendors distribute Enesco’s products including specialty gift retailers, home décor boutiques and direct mail retailers, as well as mass market chains.  Enesco’s serves markets in Australia, Asia and the Pacific Rim.  The firm also has entirely owned subsidiaries located in Canada, the United Kingdom and a business unit in Hong Kong (Form 10-K).  
Appendix B

Enesco Stock Price Trends Over Last 12 Months
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ENC Stock Trend Over Last 5 Years
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Appendix C
Estimated Quarterly U.S. Retail E-commerce Sales as a Percent of Total Quarterly Retail Sales:
4th Quarter 1999– 2nd Quarter 2005
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Appendix D
Selling and General Administrative Expenses 
	
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Changes in SG&A from the Three Months

	 
	 
	and Nine Months ended September 30, 2004 to the

	 
	 
	Three Months
	 
	Nine Months

	($ in millions)
	 
	Ended
	 
	Ended

	 
	 
	September
	 
	September

	 
	 
	30, 2005
	 
	30, 2005

	Reduced salaries and benefit costs
	 
	$
	(3.4
	)
	 
	$
	(4.6
	)

	Reduced spending on selling and marketing initiatives
	 
	 
	(0.9
	)
	 
	 
	(2.7
	)

	Lower travel and entertainment
	 
	 
	(0.4
	)
	 
	 
	(1.2
	)

	Lower commissions due to reduced sales volume
	 
	 
	(0.4
	)
	 
	 
	(1.1
	)

	Higher bank fees
	 
	 
	0.8
	 
	 
	 
	2.5
	 

	Accelerated depreciation on ERP system
	 
	 
	—
	 
	 
	 
	3.7
	 

	Severance and plant closure costs
	 
	 
	0.6
	 
	 
	 
	1.5
	 

	Increase in bad debt reserve
	 
	 
	0.7
	 
	 
	 
	1.4
	 

	Incremental SG&A costs from the Dartington acquisition
	 
	 
	0.4
	 
	 
	 
	3.3
	 

	Higher consulting fees
	 
	 
	0.7
	 
	 
	 
	1.6
	 

	Higher audit fees
	 
	 
	0.5
	 
	 
	 
	1.6
	 

	Higher legal fees
	 
	 
	0.7
	 
	 
	 
	0.6
	 

	Other, net
	 
	 
	(0.9
	)
	 
	 
	0.6
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	$
	(1.6
	)
	 
	$
	7.2
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 


Appendix E
Quarterly Income Statement
	Quarterly Income Statement
(In Millions of U.S. Dollars except for per share items)

	Period Ended
	Jun 30, 2005
	Mar 31, 2005
	Dec 31, 2004
	Sep 30, 2004
	Jun 30, 2004

	Net Sales
	49.16
	60.08
	75.18
	84.23
	59.11

	Cost of Goods Sold
	37.89
	37.48
	50.26
	50.03
	32.34
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	Gross Profit
	11.27
	22.60
	24.92
	34.20
	26.77
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	R & D Expenditure
	n/a
	n/a
	n/a
	n/a
	n/a

	SG & A Expense
	32.51
	34.63
	38.57
	29.09
	28.41

	Depreciation & Amort.
	n/a
	n/a
	n/a
	n/a
	n/a

	Non-Operating Income
	0.02
	-0.72
	4.63
	-3.56
	-0.14

	Interest Expense
	0.46
	0.40
	0.52
	0.35
	0.19
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	Income Before Taxes
	-21.68
	-13.14
	-9.55
	1.20
	-1.97
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	Prov. For Inc. Taxes
	0.35
	2.08
	31.12
	0.16
	-0.82

	Minority Interest
	n/a
	n/a
	n/a
	n/a
	n/a

	Investment (Gain/Loss)
	n/a
	n/a
	n/a
	n/a
	n/a

	Other Income
	n/a
	n/a
	n/a
	n/a
	n/a

	Net Income Before Extra Items
	-22.04
	-15.22
	-40.67
	1.04
	-1.15

	Extra Items & Disc. Ops.
	n/a
	n/a
	n/a
	n/a
	n/a
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	Net Income
	-22.04
	-15.22
	-40.67
	1.04
	-1.15
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Appendix F

(Refer to attached excel spreadsheet titled “Ratio Calculations”)
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