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Executive Summary

Enesco Group, Inc., based out of Itasca, Illinois, is a specialty wholesaler of giftware, home décor, and fine collectibles. The company markets 30,000 customers in the United States, United Kingdom, Canada, Europe, Australia, Mexico and Asia. Stock is currently trading at $1.70 per share, down from a company high of $14.07 in April of 2004. Enesco faces many challenges that must be overcome to stay afloat in a dying collectibles industry.  Net income during the last year has dropped 300% from third quarter records in 2004, and with credit lines running out, Enesco is not assured of any additional funding (Enesco 10-Q, 10-K).  These dilemmas, combined with declining industry demand and poor management decisions, have left Enesco searching for strategic courses of action to increase net income and sustain long term revenues.

To combat short-term profit losses and encourage a minimal surge in stock, we recommend that Enesco consider three short-term recommendations.  First, Enesco should modify their product portfolio by focusing on products with high net income margins and cutting products that are no longer attractive on the market. Currently Enesco is implementing a plan to reduce their product lines and concentrate on better performing lines. Second, we recommend lowering overhead costs by lowering salaries and increasing layoffs.  Third, we suggest cutting high fixed distribution cost. To address the problem, Enesco has already announced plans to outsource their distribution and warehousing, which brings expected annual savings between $4 to $6 million (Enesco Group, Inc. to Transition to Third-Party Distribution and Warehousing). These three actions will help stabilize a struggling Enesco in the short-term until further actions can be taken.

To address poor management decisions, we recommend that Enesco reconfigure their executive compensation benefits to better fit their current situation, which will in turn help restore lost trust in management.   We believe current top management (including Cynthia Passmore-McLaughlin (CEO)) are not the best qualified personnel for these positions and recommend new executive replacements.  In order to encourage better management and possibly rid Enesco of such leadership, we suggest the company allow a lower base salary with an added bonus percentage which will be paid only upon successful completion of goals.  These new incentives will encourage management to either work harder to achieve their goals or realize their losses and resign.

In light of all the challenges Enesco faces and the problems the company must overcome to be a highly profitable and stable organization, we believe it would be wise to consider being acquired.  Enesco has a number of coveted licensing agreements that other competitors would pursue.  These contracts, along with Enesco’s strong hold in the international market, would be a viable addition to any organization.  

Proposal

Enesco Group, Inc. specializes in the giftware and home and garden décor industries.  Serving more than 30,000 customers world-wide, Enesco is a leader in the industry’s international market (Enesco Ex-99.1).  However, it is the domestic market that troubles much of Enesco.  Enesco’s stock is currently traded at $1.70 per share, down from a company high of $14.07 on April 26, 2004 (Yahoo Finance).  Investors are feeling the losses as well.  Net income per common share has dropped 300% from last year’s third quarter records (Enesco 10-Q).  Enesco is one of the smallest firms in an industry that is beginning to feel the pressure of becoming obsolete.


Collectibles, portrayed as an industry, have been on a decline for the past few years.  Pam Danziger, president of Unity Marketing Inc, reported “The U.S. figurine market was $2.4 billion in 2000 but sank to $1.2 billion by 2003” (Jargon). Demand for collectible figurines has fallen as consumers prefer a simpler, streamlined decorating design. 

Enesco’s 14 year licensing contract with Precious Moments, once the crown jewel of the collectibles market, was terminated in May, two years before the contract expired. Enesco CEO Cynthia Passmore-Laughlin told investors, “Last year, our sales from Precious Moments declined 35% to approximately $55 million” (Jargon). The Precious Moments Collectors’ Club has also seen a 90 percent decline in membership since 1986.

 Declining interest is just one of many problems that Enesco has been facing.  A combination of poor management decisions that include improper use of their Enterprise Resource Planning system, poor management of inventory (as well as other short and long-term assets), and distribution problems have cost the company millions each quarter (Enesco 10-K). 


As mentioned previously, Enesco is one of the leaders in the international market, distributing products to the United Kingdom, Canada, Europe, Mexico, Australia and Asia.  The company also has subsidiaries in Europe and Canada which account for 42% of Enesco’s net revenues.  In fact, international revenues posted a gain of $7.3 million for the third quarter (Enesco 10-Q). Enesco’s venture into and success in foreign markets proves the company is indeed a force to be reckoned with, but one that continues to struggle to stay afloat in the United States market.  


Enesco’s problems can be traced back to poor top management decision-making in an industry already struggling to survive. Management must take more responsibility for the decisions they make. Modifying management incentives that better match the performance of the firm will encourage Enesco executives to look to both short and long-term plans for improvement.

Enesco’s high overhead costs continue to eat away at what small revenues they generate, revealing another pressing issue. Cutting these costs and slimming down collectibles product lines will boost net income. Enesco should shift focus to their stronger lines of home furnishings and décor.

Because of Enesco’s precarious financial state, acquisition by a healthier firm could also allow Enesco to perform at their highest potential.  Exclusive licensing agreements and strong international sales make them an attractive target for other firms in the collectibles industry.  

Recommendation 1

According to Allison Zisko, demand in the collectibles market is dramatically dropping (The Weekly Newspaper for the Home Furnishings Network). Enesco has, therefore, implemented a plan to reduce its product line, concentrating only on a selection of higher performing products (The Weekly Newspaper for the Home Furnishings Network). We suggest three key initiatives for Enesco to reduce costs: cut and refocus the product lines; reduce corporate cost and overhead; and create a more efficient and cost effective distribution model.

The product portfolio takes into consideration the cost and net income of products. While implementing product line reductions, Enesco should consider each line’s net income margins. Net revenues for the current quarter have fallen 7% from $85.3 (2004) to $79.2 million. Thus, the firm “intends to reduce its number of overall product lines from approximately 170 to between 50 and 60 to concentrate on giftable products, which elicit strong and sustainable market demand and profitability, and leverage Enesco’s core distribution base” (Enesco 10-Q). Early implementations of this plan have caused gross profit to increase to $34.7 million, up from $32.4 million. The Boston Group Growth Matrix will also be an effective indicator of each product line’s performance now as well as in the future.  Incorporating the Matrix into product reduction plans will ensure the most profitable lines receive the most focus (Appendix D). 

Enesco’s reduction of figurine product lines will allow the company to shift their focus to more profitable sectors of the firm, specifically their home and garden departments. The acquisition of Gregg Gift, a home décor and accessories line, has already “added $1.0 million in additional revenues for the nine month period” (Enesco 10-Q). The Dartington acquisition, a U.K. crystal firm, has also increased foreign revenues by $6.9 million (Enesco 10-Q). Enesco has also opened five new showrooms in key markets dedicated solely to their home and garden products. Division general manager, John Staley, explained, “We feel that having dedicated showroom space for the Home & Garden division is vitally important. The products we offer are very different from the traditional Enesco card and gift merchandise” (Enesco to Open Showrooms).

Enesco’s goal to become more cost efficient includes cutting overhead expenses, general and administrative costs, and marketing costs. The collectibles sector is the first place to begin sifting in order to be consistent with the product line reduction. Enesco has grown too large, creating overhead costs they were able to bear while sales were booming, but are struggling to maintain with consistently lackluster sales. Due to the large drop in revenue and rise of costs, a corporate decision in June planned to cut 12% of corporate payroll, saving approximately $2 million annually (Granito).  

A brief article by Carla Mozee reported that Enesco announced the decision to lay off more employees with administrative roles in the marketing and information technology divisions, with expected savings of up to $300,000. Currently, their fourth quarter reductions have totaled approximately $970,000 (Enesco Group makes additional workforce cuts (ENC)).

A statement released November 18, 2005, reveals Enesco’s attempt to cut distribution costs by using an outside utility firm, National Distribution Centers, to outsource distribution and warehousing. Enesco estimates the change will eliminate 125 positions and cut annual overhead $4 to $6 million (Enesco Group, Inc. to Transition to Third-Party Distribution and Warehousing).  The plan is expected to be fully realized in 2007 and will allow the company to strengthen their distribution operations and supply chain, and increase their customer service level. Until future notice, sales inventory will be relocated to NDC warehouses. Cynthia Passmore-McLaughlin stated that “a key initiative of our operating improvement plan is to create a more efficient and cost-effective distribution model.” Outsourcing distribution fits well into the efforts to reduce overhead cost and reduce product lines (Enesco Group, Inc. to Transition to Third-Party Distribution and Warehousing).

Recommendation 2


Enesco’s problems have been focused on their product lines and overhead costs, but they also face many smaller problems that have led to loss of shareholder confidence and drops in stock prices.  Poor asset and debt management have become the norm for Enesco.  We believe this is a direct result of continuously poor decisions by top management.  Enesco must reconfigure their executive compensation so that it will help the stockholders’ confidence in management.


Currently, Cynthia Passmore-McLaughlin (CEO) receives an annual base salary of $400,000 and is eligible to receive a bonus upon the achievement of performance goals approved by the Enesco Board.  This bonus will equal 60 – 100 percent of her annual base salary.  However, even if Ms. Passmore-McLaughlin does not reach her goal, she is still awarded a bonus of 40 percent of her base salary (Enesco 8-K).  We recommend that Enesco change its compensation policy to have a base salary of $300,000 with a possible bonus of 80 – 140 percent of the base salary, where no bonus is awarded if goals are not met.  We also recommend that the company provide a “golden parachute” that gives the CEO a 3 year severance pay equal to his or her base salary.


The main problem with executive compensation is the balance of total compensation and incentive based compensation.  Management’s personal risk differs from normal stockholder risk in that management is not able to eliminate riskiness by diversifying a portfolio.  Thus, executives tend to be very risk-averse when choosing a firm (Role of Risk).  How, then, will lowering the base salary attract high-quality management?


High quality managers have more options outside of a firm than low-quality mangers, which allow them to choose between more available options.  These lower base benefits will be unattractive to lower quality management that does not have any “fall-back” from past positions.  Also, management that has successful a career history tends to possess a more competitive nature that Enesco needs.  These managers tend to thrive in adverse conditions and would rise to the challenge of rebuilding a company such as Enesco.  Enesco will then be able to find high quality, proven managers that would be beneficial to a company in Enesco’s position.


We recommend the higher bonus percentage to satisfy the needed balance of total compensation and compensation risk.  A manager who is confident in their ability to lead will see this possible compensation as more of a challenge.  If management does meet expected goals, the total compensation could more than double the base salary.  A golden parachute is also needed to pull a high-quality manger into a company in Enesco’s current condition.  The parachute would give more stability to management’s worries of takeover (Role of Risk).
Another problem remains since Enesco currently has, in our opinion, an unqualified CEO in office.  We believe a change in top management is needed in order to bring Enesco back to life.  Cynthia Passmore-McLaughlin’s plan is to cut personnel and reduce product lines, thereby cutting overhead costs and reducing fixed costs.  While we believe this plan is the correct short-term action to take, McLaughlin has shown in previous employment that she has failed to bring any follow-up actions to the table.


Before becoming CEO of Enesco, Cynthia Passmore-McLaughlin was Senior Vice President of Customer Marketing and Retail design for Revlon, Inc.  Revlon was losing profits and proposed to downsize their operations as well; they shut down operations in Ontario and Phoenix and laid off 1,200 employees (Drug Store News).  No profit was earned in the year following the downsizing; in fact, Revlon had lost more income than in the previous year: 

-153,700,000 from – 129,700,000 (Revlon 10-Q).  Why would she implement the same strategy that didn’t work for Revlon and not include any plans to remedy Enesco’s other problems?  
We believe her educational background has not qualified her for the problems Enesco faces.  A marketing degree typically does not prepare someone to face the difficult IT problems that Enesco faces right now (Few ‘Precious Moments’ Ahead).  Enesco needs management with experience in integrating IT software, and someone that will follow up short-term plans with long-term goals.  


In light of these problems, we believe that changing the management compensation will rid Enesco of this type of leadership.  We realize it is a lofty goal to assume leadership will vacate Enesco; however, McLaughlin’s past inability to meet goals will reduce her total compensation, encouraging her to either try harder to solve such problems or realize her losses and resign from her current position as President and CEO.  These management compensation plans shall apply to all executive positions with varying base salaries and bonuses.

Recommendation 3

Enesco’s struggle to stay afloat has resulted in major indirect costs. Revenues continue to slide, and net income per common share has dropped 300 percent to -$.14 since 2004 (Enesco 10-Q).  The loss of confidence in the firm has also jeopardized the company’s line of credit. Enesco’s quarterly report stated, “There are no assurances, however, of our ability to secure replacement  financing of the senior revolving credit facility, which expires January 1, 2006, or that we will successfully negotiate more favorable covenants, obtain further waivers of future covenants or maintain sufficient loan advance rates on eligible collateral” (Enesco 10-Q). 


This seemingly short line of credit could pose further problems concerning the operational funding of the firm due to its short supply of cash and cash equivalents. Enesco’s third quarter 10-Q reported that cash and cash equivalents as of September 30, 2005, were $4.1 million. This is down from the $14.6 million reported as of December 31, 2004 (Enesco 10-Q). This significant drop, coupled with the uncertainty of further credit from institutions, could affect even the most basic operational activities.


While a shift in management incentives or an adjustment of the primary product lines will help to cut costs and increase revenues, tangible results are not expected until 2007 (Enesco 10-Q).  Enesco’s precarious situation could lead to bankruptcy before these improvements are visible, so their absorption into a larger, more stable firm is a practical option that will produce faster benefits.


Enesco’s poor management team has largely been held responsible for the financial breakdown. Other firms would avoid any strategic alliances with this company because such an alliance would allow Enesco’s top management to retain control. However, Enesco has valuable exclusivity agreements with Gregg Gift and Jim Shore. Their foreign subsidiaries, N.C. Cameron & Sons, Ltd, of Canada and Enesco Ltd, of England, also showed a $7.3 million rise in revenues (Enesco 10-Q).


Jeff Dyer, in his article When to Ally & When to Acquire, explains that companies without strong “soft resources” like people often benefit from being acquired versus forming an alliance (Dyer). Enesco’s license agreements and international growth, coupled with their land, plants and equipment, would make Enesco worth acquiring. 


Department 56, for example, is a firm that is well-positioned to acquire Enesco. 

Dyer’s research has shown that firms with redundant technology are best suited for mergers (Dyer). Department 56 is Enesco’s largest competitor and has been able to retain sales despite the waning industry. They are in the market to acquire in order to increase market share and improve profits. 

Department 56 purchased Lenox in July for $190 million, and their stock price rose 20 percent in one month (Dept. 56 to become Lenox). A similar acquisition of Enesco could result in a comparable hike in stock price. Enesco’s valuable exclusive licenses and equipment could possibly boost net income and goodwill, as well as give Department 56 the competitive advantage they are looking for.

Enesco can be a more valuable company with an established firm’s management and decision-making guiding their operations. The announcement alone of an acquisition tends to promote confidence in a lackluster firm. Dyer reports, “The target companies' stock prices rise by 30%, on average, implying that their shareholders take home most of the value” (Dyer). Although this recommendation appears radical and extreme, the option to be acquired could be the best possibility for timely solid growth in stock price and revenue.
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APPENDIX A

Company Overview

Customers – Enesco distributes its merchandise to a broad variety of retailers concentrating on specialty gifts, home décor boutiques, and direct mail, in addition to mass market chains (Enesco).  Enesco sells through approximately 40,000 retailers and catalogues, and also serves international markets operating in the United Kingdom, Canada, Europe, Mexico, Australia and Asia which contribute more than a third of sales. These international channels have enabled Enesco to become a leader in the industry, and Enesco’s global customers have grown to more than 30,000 (Enesco 10-K).  Enesco’s focus on relatively specific products makes it possible to narrow its target market and end-user to females age 25 years or older.  Yet, even with a narrow segment of primary customers targeted, Enesco can conceivably reach a high volume of consumers through its ability to perform within the domestic and international networks.  

Product line – Enesco maintains about 25,000 units that include exclusively owned designs licensed from independent artists or those distributed through a third-party. Some of the best known names associated with Enesco are the Walt Disney Company, NASCAR, and John Deere (for trademark and copyright licensed products); Dartington Crystal, Border of Fine Arts, and Blooming Wild (for proprietary products); and, finally, Nachtmann, Willowtree, and Publications International (for distributed products). (Enesco 10-K).  Most manufacturing for these products takes place in China, and the products generally retail between $5 and $500.  Different products are discontinued annually to make room for new pieces that are representative of consumers’ changing demand.  The company has been offering approximately 170 different products but announced in late September that it will reduce its product line to about 50 or 60 total products (Enesco).  The products that will be continued are expected to act as Enesco’s center of gravity, providing the best potential for increased market share and overall profit.  

Industry Competitors – Competition with Enesco is constant and demand for profit is intense as rival companies try to produce differentiated products that appeal to consumers’ needs and/or wants.  The wholesale industry, another industry that Enesco operates in covers an extensive amount of companies that offer products from electricity to gardening accessories.  However, focusing on core competencies enables us to see how Enesco fares with its direct competition.  Such competition comes from the privately held companies such as The Boyds Collection, Inc. and Hallmark Cards, Inc., in addition to publicly held companies like Department 56.  When ranking these companies by net income for the year 2004, Enesco was easily the laggard posting the only negative number of -$80.04 million.  Comparing Enesco to its publicly held competitor, Department 56, reveals similar drops in stock price occurring for both firms around May of 2005, Enesco’s continued to drop (finance).  

Distribution and Warehousing – Enesco’s current warehouse and distribution facility is located in Elk Grove Village, Illinois.  Operation of this facility requires Enesco to operate flexibly due to dynamic changes in customer demands (and effectively meeting them), inventory levels, order fulfillment, and supply chain management (Enesco 10-K).  These factors come together to form a large impact on operational efficiency, retailer and consumer demand, and thus, overall net profit or loss.  In agreement with its operating improvement plan, Enesco will modify warehousing and distribution to a third-party, National Distribution Centers (NDC), with expectations to begin shipping in January of 2006.  Enesco projects that this will reduce its manufacturing costs and improve management of operational costs (Forbes).
APPENDIX B

Enesco Stock Price Since November 2003

Compared to Industry Average
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APPENDIX C
Annual Financials for Enesco Group, Inc.
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APPENDIX D
Review of Boston Consulting Group Growth Matrix
The Boston Consulting Group (BCG) Growth Matrix is simple but useful portfolio planning model.  It divides the firm’s products into four categories: Dogs, Question marks, Stars and Cash cows. On the axis they have market share and market growth.


[image: image3]
Dogs: Are products that have low market share and low growth potential. They do not generate a lot of cash but have some expenses. Such products should be not considered for investment.

Question mark: In this category we find products that have a high market share and a high growth potential. However they do consume a lot of cash, and their revenues are not completely stable. The potential of becoming a “Star” or “Cash Cow” with future high revenues makes it worth holding on to. If they do not succeed and turn into “Dogs”, they will end up as negative net present value projects. Due to the risk of ending up as a negative present value project, Question marks should be cautiously analyzed before the company decides if it is worth investing in the product. 

Stars: Have a high growth rate and a high market share, both generating high revenues but still bear a lot of cost, which make the net margin low. The benefit of having “Stars” in your portfolio is that they keep business going and will most of the time turn into “Cash Cows.”
Cash cows: Are products that have a high market share with a low growth rate, having high revenues but costs that have decreased due to learning curves and other factors. These products generate a high net margin. As products mature and the demand for the products decline, they will once again turn into “Dogs” and the company must decide if they should disinvest or reinvest.   

A company should have a balanced portfolio with products in all categories since some products will go through the process very fast and some will take a long time. If you only have “Cash Cows” that suddenly become unprofitable and turn into “Dogs”, it might take a long time before the company can generate positive net cash flows.
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