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Executive Summary

Enesco Group Inc. is a corporation organized in 1937 that specializes in the giftware and home décor industries (“SEC Form 10-Q”). As of November 9, 2005, the stock price for Enesco Group is trading for $1.61, which is down sharply from $8.50 in February of 2005. (See Appendix B). Currently, Enesco is facing financial problems in dealing with the New York Stock Exchange because they are considered “below criteria” for trading privileges (“Enesco Receives Listing Notification”). Although sales have been decreasing, Enesco is still recognizing a positive gross profit, but the extremely high selling and administrative expenses are causing them realize increasingly larger net losses each year (“SEC Form 10-Q”). Therefore, Enesco needs to find a way to decrease their selling and administrative costs and increase their gross profit margin.
The increase in selling and administrative costs is due to the implementation of the ERP system (Annual Report 22). “This system affected Enesco negatively in the timely delivery of products, inventory levels, sales and operating results” (Annual Report 18). For this reason, we suggest that Enesco look to merge with a competitor, more specifically Department 56 (DFS). Currently, Department 56’s stock is trading at $11.23 (see Appendix C). By merging with this company, Enesco will have the opportunity to merge its product lines into a company with more efficient management systems including more efficient ways to manage inventory, and cut selling and administrative costs. 
Another possibility for Enesco to reduce some of its financial distress is to shut down some inefficient manufacturing facilities. This would help Enesco to cut down on excess inventory while providing cash inflows from the sale of the factory. Enesco purchases 70% of its products from Chinese manufacturers, which are most profitable (Annual Report 10). After selling the Lilliput Lane plant in the U.K., Enesco recognized $776,000 proceeds from the sale, so we recommend closing almost all of their manufacturing subsidiaries outside of China (“SEC Form 8-K”). 
Proposal
Enseco Group Incorporated is a company in the gift industry, which sells a variety of product lines internationally.  Some of the different copyrights they possess include the Walt Disney Company, Nickelodeon, NASCAR, and John Deere.  In addition to gifts, Enseco also sells home décor, garden accessories, as well as collectible product lines.  Enesco was founded in 1937 with their home headquarters located in Itasca, Illinois. The company serves over thirty thousand customers worldwide, which includes specifically: the United Kingdom, Canada, Europe, Mexico, Australia, and Asia. 

Enesco’s stock value has been progressively declining over the last decade, and there are many reasons attributed to the falling stock price.

One reason for the instability is a constant change in leadership. They have changed CFO’s three times in the past four years, and currently they are searching for a new one. Also, Enesco’s CEO passed away in 2004 unexpectedly, which caused them to bring in an interim CEO who left soon thereafter (Annual Report 18). This contributed to the loss of confidence in the company by both the public and the investment community. They just recently hired a new CEO in 2005 (Annual Report 18). 
Their selling and administrative expenses have been increasing steadily, while their profits have been consistent but recently declining. In response to these increasing costs, Enesco has specifically had problems with managing its inventory during the past 5 years. Their initial system, named Legacy, was not working well so Enesco decided to implement an ERP (enterprise resource planning) system. The ERP system is designed to lower ordering, production, inventory carrying, and many other costs. However, Enesco incurred $5 million dollars to implement this system, but still is incurring costs relating to the implementation and resulting inefficiencies in labor, freight and distribution costs (Annual Report 19). Although implementing this system was supposed to help reduce costs, it ended up causing more trouble than it was worth. Therefore, Enesco recently switched back to the Legacy software it had prior.
Another reason for their high fixed costs is that Enesco recently reclassified bank charges and credit fees from other expenses to an administrative expense (SEC 10-Q Report). This is a problem because it is not something that Enesco can try to work out of its management system; it is something that the company will have to incur. These negatively impacted the net income (loss) by $.9 million dollars (SEC 10-Q Report).
Currently, Enesco predicts a 4% increase in revenues beginning next quarter starting at future revenues of $67 billion by the end of year 2005. Because of their current financial losses, the company has started to make changes in its business strategies. This year on May 17, Enesco decided to terminate the Precious Moments license agreement because they were not a growing product line. In the short term, this decision will negatively impact the bottom line because of the write-off of $12 million of royalty fees. 
To conclude, Enesco has had extremely high fixed costs from failed implementation of systems, bank charges, and credit fees. This combined with an unstable leadership due to the loss of high level management has caused Enesco’s stock to decline. We believe that to fix these problems Enesco should merge with its competitor Department 56 and shut down some of its unbeneficial manufacturing plants which will generate some positive cash flows while Enesco restructures the current inventory system in place.
Recommendation 1


Department 56 and Enesco are currently competitors in the wholesale distribution of gifts, collectibles, and home décor. While the entire industry is experiencing a decline in growth, Department 56 has more stable profits and stock value than Enesco. 


In December of 2004, Enesco decided to update the components of their legacy software system by implementing the Enterprise Resource Planning (ERP) system (SEC Form 10-Q). This system was supposed to stabilize the company’s operating model, but it ended up being a costly investment that did not reduce any of the flaws that Enesco was dealing with. As previously mentioned, the company incurred direct costs of $5 million dollars related to the implementation inefficiencies. They have recently reverted back to an upgraded version of the legacy software system but are still feeling the negative impact of those costs. 

Because Enesco has no outstanding debt, they will be a very good candidate for a merger. They have no current obligations to any bondholders or long-term debt. In the process of a merger, Enesco’s stockholders will receive stock in a more profitable company which will increase their wealth.


By merging with Department 56, we believe that Enesco will be able to stabilize its operating costs and restructure its firm with the help of a more profitable and efficient firm. After looking at Department 56’s financial statements, it is clear that this company is far from financial distress. Although a recent merger with Lenox increased certain costs, the company realized a 57% increase in net sales and same store sales increase of 10%. 

 A merger with Department 56 would increase the value of Enesco’s firm and therefore increase stockholder wealth. By looking at the profitability ratios that relate to the effectiveness of managements decisions, it is obvious that Department 56 would improve upon Enesco’s current condition. Currently Enesco is reporting a -24.88% return on assets, while Department 56 is at 4.52% (Enesco homepage). Similarly, Enesco’s return on equity is -30.69% with DFS’s at 11.21%. These ratios show that a Department 56 is a more profitable firm in the same industry.


A merger with Department 56 has many benefits to Enesco. Their current management system and operations show that the company is still growing and increasing revenues. Their operating systems are efficiently keeping their costs low which Enesco could look to for improvements with their own structure. With a merger, DFS’s increasing revenues and profitability ratios would contribute to the improvement of shareholder wealth. 
Recommendation 2


A huge problem for Enesco is the extremely high fixed costs that it incurs every year. To become a more attractive candidate for a merger with Department 56, Enesco will need to take some actions to reduce these costs. We suggest that they evaluate the current condition of their facilities and decide on which are the least efficient.
 Recently, Department 56 acquired Lenox from Brown Forman and the pre-acquisition agreements required Lenox to have many plant closings, retail store closings, and general restructurings. The Enesco plants located in China have the highest rates of efficiency because of the low labor and land costs. Because of the recent Lilliput Lane plant closing in the U.K., it is obvious that Enesco realizes that this is a smart move. 
However, we believe for a merger to happen, Enesco will need to make more drastic decisions.
 Although we are not suggesting an acquisition, for Enesco to be a profitable company to merge with, they will need to make some changes. By closing more plants in higher cost areas, the company will gain some positive cash flows to help offset the high selling and administrative costs incurred because of bank and PMI license charges. 

One of Enesco’s major problems is their slow moving or excess inventory which causes them to sell items below cost on some occasions to clear up space in their facilities. By closing some of the inefficient plants, Enesco will be forced to consolidate their inventory and only buy what is absolutely necessary. This will also allow them to realize a greater gross profit by allowing them to sell more items at the desired selling price. 

In the collectible industry, the highest priced items and most wanted gifts are the ones that are hardest to find. If Enesco reduces the amount of available inventory, it will increase the demand for some of its products.

Another advantage of closing down certain inefficient plants is that Enesco will need fewer employees. This will decrease their selling and administrative costs as well. In closing the Lilliput Lane plant Enesco reduced its employees by fifty-five workers. The customer service department of Enesco will also benefit because there will be fewer plants to manage. This will allow Enesco to focus on their supplier relations which are probably strained due to the financial distress of the company.
Enesco has already shown that cutting back costs in any way possible is the best route to take right now for restructuring their company, but we believe that in order to attain our initial recommendation that they should extend this goal. Closing down the inefficient plants will be beneficial to Enesco in the long run by making them a more attractive candidate for a merger, while also saving money in the short run by producing positive cash flows and consolidating inventory. 
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Overview Appendix: Enesco Group, Inc.

Products and Services
Enesco’s products include giftware and home and garden décor.  Products include diverse lines of accent furniture, wall décor, garden accessories, frames, desk accessories, figurines, cottages, musicals, music boxes, ornaments, water balls, candles, tableware, general home accessories, and porcelain bisque figures.  They also have many elaborate collectible product lines.  Enesco divides the product lines into different categories.  One category refers to the best known 2004 trademark and copyright licensed product lines which include the Walt Disney Company, NASCAR, Mary Engelbreit, John Deere, and Rudolph the Red-Nosed Reindeer, just to name a few.  Another category is the owned 2004 trademarks and copyright licensed product lines which include Heartwood Creek by Jim Shore and the Cherished Teddies.  Following that category is the best known 2004 proprietary product lines which include Dartington Crystal, Growing Up Birthday Girls, Circle of Love, and a few more.  The last category of product lines is the best known 2004 distributed lines which include Nachtmann, Willowtree, and Publications International.  Besides the product lines, Enesco offers Collector Clubs for their collectible product lines.  They offer memberships for the Precious Moments and Cherished Teddies lines; however, during 2005 Enesco terminated its agreement with Precious Moments and will not be offering those products anymore.  

Facilities and Employees
Enesco distributes products to a wide variety of specialty card and gift retailers, home décor boutiques, as well as mass-market chains and direct mail retailers.  Internationally, Enesco serves markets operating in the United Kingdom, Canada, Europe, Mexico, Australia, and Asia.  Enesco has subsidiaries located in Europe and Canada, and a business unit in Hong Kong, Enesco’s international distribution network is a leader in the industry.   Enesco also distributes products under third-party distribution arrangements which include warehouses in Asia and China, and in the US, locations include Fort Mills, South Carolina and Fenton, Missouri.  The majority of Enesco’s products are manufactured in China.  Its international corporate headquarters are located in Itasca, Illinois, and one their subsidiary is located in Carlisle, Cumbria, England.  The England subsidiary, Enesco Limited, which includes the Dartington factory, oversees the operations of Enesco’s subsidiary located in France.  Enesco’s Corporate Showroom main warehouse and distribution facility is located in Elk Grove Village, Illinois.  As of December 31, 2004, Enesco employed 1,510 employees worldwide, 644 of whom are in the United States.  Enesco’s United States-based warehouse personnel are represented by Local Union No. 781 and includes 166 union member employees.  Also, as of December 31, 2004, Enesco’s foreign subsidiaries employed 866 persons.  As of November 10, 2005, Enesco announced its plan to reduce overhead costs by corporate downsizing in its U.S. operations as part of the its operating improvement plan.  The downsizing primarily affected the areas of administration, marketing, and IT.  Also, Lilliput Lane, one of Enesco’s foreign plants located in the United Kingdom was closed in 2005.

Industry Trends and Competitors
The home décor, gift and collectibles market for 2005 is estimated at $67 billion, and is estimated to be growing at greater that four percent annually.  Right now in the industry, collectible sales are declining because the demand isn’t as high as it has been in the past.  One thing that has impacted the collectible market had been eBay because it is completely consumer driven.  Competition is very strong in this industry and is highly fragmented among a number of companies and product categories.  Enesco’s main competitors include Hallmark, Department 56, Lladro, Boyd’s Bears, and Russ Berrie.  No one competitor is dominant.

Customers
Enesco has approximately 40,000 customers worldwide, the Company’s core independent gift retailers, national gift chains, mass merchants, military post exchanges, club stores, home television shopping networks, florists, hospital gift shops, home décor chains and independents, garden stores, jewelry and department stores and catalogues.  Some of the major customers include Avon, Army Air Force Exchange Stores, Carlton Cards, CVS, Target, and Wal-Mart, just to name a few.

Suppliers
Enesco’s suppliers include the third-party agreements with China and outsource to manufacturers in Asia.  Enesco also uses independent manufacturers in the Far East and in the Philippines, Indonesia, Thailand, Europe, and Canada.  During 2004, approximately 70% of Enesco’s total product purchases came from manufacturing sources located in the People’s Republic of China.  Products are primarily sourced form Taiwan, Thailand, Germany, and Japan.
Appendix B

Stock Price for 2004-2005
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Appendix C

Current Stock Price for Department 56 as of November 18, 2005

	DEPARTMENT 56 INC (NYSE:DFS) Delayed quote data
	




	


	Last Trade:

	12.62

	Trade Time:

	Nov 18


	Change:
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0.40 (3.27%)

	Prev Close:

	12.22


	Open:

	12.20


	Bid:

	N/A


	Ask:

	N/A


	1y Target Est:

	20.00



	

	
	
	Day's Range:

12.15 - 12.70

52wk Range:

9.85 - 17.94

Volume:

42,500

Avg Vol (3m):

57,637.9

Market Cap:

175.48M

P/E (ttm):

10.40

EPS (ttm):

1.21

Div & Yield:

N/A (N/A)
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