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Executive Summary

Enesco Group, Inc. (ENC) is a manufacturer and wholesale distributor of various products in the area of giftware, home décor, and garden products. On of Sept. 27, 2005, the stock traded for a low of $1.11, down 87% from $8.70 in April 2004 (S&P Appendix B).  Overall net revenue has dropped by approximately 50% since 1997.  Possibly even more alarming is the fact that even though net revenue did rise last year for the first time in at least 7 years, gross profit continued its streak by falling from $115,712,000 in 2003 to $106,544,000 in 2004 (“2004 Annual Report” 25).  Overall gross profit has also fallen by approximately 50% since 1997 as well, which leads us to the conclusion that changes must be made.

On Sept. 27, 2005 Enesco announced a comprehensive plan for operating improvement. This is a three part plan which includes reducing the company’s product portfolio, reducing corporate overhead costs, and realigning distribution and warehousing to be brought more in line with costs.
The reduction in Enesco’s product portfolio will decrease its number of product lines from approximately 170 to between 50 and 60 (“Enesco Announces Plan,” Yahoo Finance 1). The company is moving towards concentrating on giftable products and moving away from less profitable areas. Enesco’s process of reducing their product portfolio will help to improve profits, free valuable resources, and simplify operations and supply chains (Anderson 1). Once the effects of this product line rationalization are fully recognized, Enesco will not only see profits rise but will also see an improvement in operations and supply chain management.
Although overhead cutbacks are a means of reducing expenses, there are multiple variables involved in the reduction of expenditures, not solely cutbacks. Furthermore, a negative profit margin (-29.10%) and operating margin (-10.83%) lead analysts to believe that although Enesco may be able to decrease their overhead costs, Enesco is not generating positive cash flow.  Corporate overhead costs will not, in itself, result in an increase in revenues. 

The introduction of the new warehousing and distribution model is helping Enesco to become more profitable. Enesco’s transition will improve quality and service levels which ultimately will reduce costs expected to be in the range of $4 million to $6 million pre-tax on annualized basis (“Enesco Third Quarter Results,” Yahoo Finance). With the implementation of LANSA, an information system program, Enesco’s managers and employees will easily meet customer demands and reduce unnecessary inventory.

None of these plans are a complete fix to Enesco’s problems. However, taken together the company is well on its way to posting positive earnings in the future. The company’s stock hit a low of $1.11 on Sept. 20 of this year. Since then the stock has been rising and currently trades at $1.70. This is largely due to the announcement of the company’s plan for improvement and the belief that Enesco is headed in the right direction.
Proposal


Since its beginnings as the import division of N. Shure Company in 1958, Enesco has been one of the leaders in the general merchandise catalog industry. After a series of sales to different companies, N. Shure’s import division was renamed Enesco Group, Inc. in 1998. Enesco is a leader in the giftware industry and has four product categories that it sells through catalogs, gift shops and mass market chains. These categories are novelties, collectibles, decorative accessories, and giftware (Enesco Homepage). Enesco reaches more than 30,000 customers globally and is currently among the top 20 marketers in the American giftware market (“2004 Annual Report”11) which earns an estimated 35 billion dollars per year (“Enesco Announces Plan,” Yahoo Finance 1). Their biggest and most recognizable product lines include Nickelodeon, Walt Disney Company, Cherished Teddies, Pooh and Friends, and Heartwood Creek. In addition to the U.S. market, their items are also sold in Canada, Europe, Mexico, Australia, and Asia (Enesco Homepage).


One of Enesco’s biggest strengths in the giftware market is their long term existence and experience compared to many of the newer competitors. Some of Enesco’s biggest competitors such as Ty Inc. and The Boyd’s Collection, Ltd. have only been around since the mid 1970s and 80s (Ty Homepage). Because Enesco has been around for nearly fifty years, they aren’t as susceptible to fads and the industry swings that come with them. Another big strength that Enesco has in comparison to their competitors is their solid and varied product portfolio. Their product lines currently number around 170 (“Enesco Announces Plan,” Yahoo Finance 1) which includes recognizable names such as Nickelodeon and Walt Disney Company that regularly provide a steady profit, accompanied with new products. Even with many strong names in their portfolio, Enesco is constantly working to make their portfolio stronger. Just recently they added a new company to their assortment called Dartington Crystal Ltd. (Dartington Homepage). Dartington designs and manufactures uncut crystal and glassware. The addition of this company aided to increase international revenues by 16.9 million dollars from 2003 to 2004 (“2004 Annual Report” 12). Another decision Enesco has made to strengthen their product line is the termination of a licensing agreement with Precious Moments. By eliminating this lagging product line from their portfolio, they are eliminating a product line whose sales have decreased 32% in the last year (“2004 Annual Report” 25). One final strength Enesco has in the giftware industry is its strong international sales and distribution network. International revenues increased from 36% of consolidated revenues in 2003 to 41% in 2004 (“2004 Annual Report”12).


The company mission and purpose of Enesco is “to be the number one supplier of giftware, and home and garden décor by providing unique and highly desirable products, unparalleled brand support, excellent customer service and enhanced customer profitability” (Enesco Homepage). Despite the many positive aspects of the company, the stock price has fallen drastically in the last few years. Since being renamed Enesco Group Inc. in 1998, Enesco’s stock price has plummeted from $29 per share to just over one dollar per share. In just the past year, the stock price has fallen from a high of nearly nine dollars. Several reasons can be said to have contributed to the drastic price drop in stock.


Although Enesco’s wide product portfolio has traditionally been one of its strengths, in the last few years it has become one of its weaknesses. Many of Enesco’s older products, such as Precious Moments and Cherished Teddies, have declined in sales and decreased in gross profits in recent years. These types of product lines have contributed to decreased overall gross profit for the company despite higher overall revenues for the company in the last year (“2004 Annual Report” 13, 25). 


Another reason for Enesco’s diminishing stock price can be attributed to problems in processing, shipping, warehousing and distribution due to the failed implementation of an Enterprise Resource Planning system. In January 2004, Enesco tried to implement the new system, but by December of the same year they decided to abandon it. Problems associated with the ERP System led to an estimated $11 million in added expenses in addition to delayed and lost revenues for the year (“2004 Annual Report” 15).


A third cause is the over saturation of competitors in the industry. When Enesco was founded nearly 50 years ago, there were few competitors in the giftware industry. Today the market is flooded with dozens of equally strong competitors. As each new competitor finds their niche in the market, Enesco’s sales have fallen noticeably.


Enesco has already realized some of these problems and has taken steps to turn things around. In September of 2005, Enesco announced a three step plan for operating improvement that addresses these issues. These steps for improvement include reducing the company’s product portfolio, reducing corporate overhead costs, and realignment of distribution and warehousing (“Enesco Announces Plan,” Yahoo Finance 1). Our recommendations for future improvement will center on this plan and are discussed individually and in further detail throughout the remainder of this paper.

Recommendation 1


Enesco is currently taking steps to reduce their product portfolio. This reduction will decrease its number of product lines from approximately 170 to between 50 and 60 (“Enesco Announces Plan,” Yahoo Finance 1). The company is moving towards concentrating on giftable products and moving away from less profitable areas. Some of the more profitable lines that will remain with the company and be focused on include: Walt Disney Co., Pooh & Friends, Nickelodeon, Bratz, and Halcyon Days (“Enesco to Cut” 1).

In Enesco’s 10-Q filing on Nov. 9, 2005 the company committed to, “concentrate on giftable products, which elicit strong and sustainable market demand and profitability, and leverage Enesco's core distribution base. The Company expects to eliminate those product lines that do not meet these criteria.” This new focus is expected to yield a higher gross profit for the company and lead to a higher net income to be realized fully by 2007.

The largest reduction in Enesco’s product lines comes from the termination of a licensing agreement with Precious Moments, Inc. (PMI). Enesco has seen sales from the Precious Moments line decline rapidly in the past few years and therefore decided to no longer carry the product line which consisted mainly of figurines. The termination agreement with PMI will continue to have a negative impact on sales and operating profit in 2005 but is expected to positively impact earnings and cash flows in 2006 and 2007 (“Form 10-Q” 2).

According to Richard Koch, writing in “The 80/20 Principle,” "If you focus on the most profitable segments, you can grow them surprisingly fast -- nearly always at 20 percent a year and sometimes even faster. Remember that the initial position and customer franchise are strong, so it’s a lot easier than growing the business overall."
Enesco’s process of reducing their product portfolio will help to improve profits, free valuable resources, and simplify operations and supply chains (Anderson 1).  Enesco has added too many products over the years without taking the time to eliminate the lines that have seen a sales decline. Once the effects of this product line rationalization are fully recognized, Enesco will not only see profits rise but will also see an improvement in operations and supply chain management. 
Recommendation 2

As part of their plan for improvement, Enesco plans to reduce their workforce in their U.S. and U.K. divisions. The company predicts that this will produce a savings of $691,000. In the U.S., the cutbacks will mostly affect those individuals involved in Finance, Information Technology, Marketing and Communications. In addition to employee cutbacks, Enesco plans to reduce their corporate and administrative costs by $30 million. With the release of their 2005 2nd Quarter Report, the numbers indicate that there was not a significant decrease in expenses overall. 

Two worthy indicators of the financial health of a company are the measure of their profitability and their management effectiveness.  A negative profit margin             (-29.10%) and operating margin (-10.83%) may lead analysts to believe that although Enesco may be able to decrease their overhead costs, the company is not generating positive cash flow. In addition, a negative return on assets (-9.6%) suggests that there is no profit per dollar of assets and the return on equity is staggering (-72.37%). This number implies that due to the fact that Enesco is not generating sufficient revenues they are using additional debt to fund their existing assets.
Due to the factors mentioned above, it can be concluded that the proposed plan to implement corporate cutbacks will not be a success. Simply cutting overhead costs may temporarily alleviate the problem, but will not have long-term benefits due to the complexity of Enesco’s decline. According to “New McKinsey Template,” only 11% of cost reduction programs sustain their cost savings for more than three years (McKinsey). One reason cost-reduction programs fail is because managers tend to focus on growth in order to push reduction programs that target operating expenses rather than overhead expenses. Most senior managers are reluctant to undertake these programs due to the fact that they dampen morale and productivity. 
Recommendation 3
Enesco is struggling to keep up with distribution and warehousing management. There are several factors that contribute to this difficulty.  One factor is the ever changing technology and consumer preferences. According to Seamus Quinn, Enesco is facing some problems packing the right product in their warehouse. He states that Enesco has millions of boxes that look the same, and when they were ready to ship some of their products they found themselves picking the wrong box. Enesco is a big company that produces giftware and home and garden décor products. A company of this size has a long list of products to pack on a daily basis. Enesco serves more than 30,000 customers globally (Enesco Homepage).  Due to the size of the company and the high demand for their products, Enesco must achieve a better warehousing and distribution model.  

According to Enesco’s 2005 2nd Quarter Report, the company is taking required steps that will strengthen their current warehousing and distribution system. Enesco will make a transition from the current distribution and warehousing model to a more cost and quality effective model. By doing so, Quinn guarantees that Enesco will save millions of dollars from penalties arising form delivering the wrong product. News from Business Newswire announces that Enesco anticipates implementing strategies to bring its distribution and warehousing costs more in line with their industry standards, at the same time they intend to improve quality and service levels. Cost savings are expected to be in the range of $4 million to $6 million pre-tax on an annualized basis.  

One strategy that is now showing its success is the implementation of an information system program called LANSA.  According to LANSA.com, LANSA is extremely easy to use and sophisticated programs can be written very quickly. Quinn describes that the company decision will create the additional functionality it needs to automate its distribution procedure, particularly when it comes to packing products in the warehouse. Enesco is trying to update their inventory automatically with the help of RFID and other IT tools like LANSA.  These decisions will help the company to have the ability to better predict customer demands which will help reduce the cost of having unnecessary inventory. 

Enesco should aim to achieve the goal of making its customers happy in a fast and efficient way. By making its customers happy, Enesco will create a bond with their international customers which will benefit the profit margin of the company. In creating a better distribution and warehousing model the company will ultimately improve its supply chain. According to Amy Thompson’s “Supply Chain Management,” both small and large companies may benefit from IT software by reducing inventory, improving scheduling, increasing customer satisfaction, and allowing for cost reductions that companies would normally face.

None of these plans are a complete fix to Enesco’s problems. However, taken together the company is well on its way to posting positive earnings in the future. The company’s stock hit a low of $1.11 on Sept. 20 of this year. Since then the stock has been rising and currently trades at $1.70. This is largely due to the announcement of the plan discussed above and the belief, by many investors and the market, that Enesco is headed in the right direction.
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APPENDIX A

Overview of the Company

Suppliers− Enesco has many distribution centers that provide customers with products they need.  Enesco’s main warehouse and distribution center is located in Elk Grove Village, Illinois.  Other distribution facilities include: Fort Mills, South Carolina, Fenton, Missouri for U.S. distribution and Carlisle, England, Wolverhampton, England, and Torrington, England for U.K. distribution.  Enesco receives their products from independent manufacturers and Enesco-owned manufacturing operations in the U.K.  Independent manufacturers are in the Far East and the Philippines, Indonesia, Thailand, Europe and Canada. 70% of their supplies came from manufacturing in the People’s Republic of China.  Others may include Taiwan, Germany and Japan (“2004 Annual Report”). 
Customers− Enesco currently has approximately 30,000 customers worldwide (“Announces”).  Major customers include: Avon, Army Air Force Exchange Stores, Carlton Cards, CVS, K-Mart, Lowe’s, QVC, Shopko, Target, Walgreen’s, and Wal-Mart (“2004 Annual Report”).  There are also many smaller retail customers that include: 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. Enesco is a wholesale company; they do not sell directly to consumers in stores or through their website (Enesco Homepage). Consumers can get on to the website to look at products that are available and find the nearest retailer that has the product the consumer wants.

Products and Services− The majority of products sold by Enesco would be classified as home décor, garden accents, giftware and figurines. Enesco’s product line consists of products licensed by Enesco and its subsidiaries, a collection of proprietary designs, and products distributed by Enesco under third-party distribution arrangements (“2004 Annual Report”).  Some of the many major product brands include: Walt Disney Company, Pooh and Friends, Heartwood Creek by Jim Shore, Cherished Teddies, Circle of Love, Border Fine Arts and Blooming Wild.  There are also clubs offered through Cherished Teddies and Walt Disney Collector’s Society (Enesco Homepage).

Competitors−   Enesco competes in a number of industries and therefore has a varied list of competitors. “Enesco’s main competitors in the United States are Hallmark, Department 56, Lladro, Boyd’s Bears, and Russ Berrie.” (“2004 Annual Report”) 

Industry− Enesco is part of the wholesale industry which is a very broad category.  A wide variety of products are sold in the wholesale industry.  Enesco was recently a laggard in the wholesale industry in price performance with a 4.44% decrease. Since the implementation of their plan for improvement they are now among the leaders in price performance with a 1.19% increase ("Industry").
Employees and Facilities− Enesco mostly distributes to other retailers or companies.  Customers can also buy through their website. Enesco has a main showroom and distribution facility in Elk Grove Village, Illinois.  They also have manufacturing and distribution centers around the world (“2004 Annual Report”).


Enesco has 1,510 employees worldwide.  There are 644 employees in the United States.  They are represented by Local Union No. 781 of the International Brotherhood of Teamsters.  Enesco’s foreign employees are represented by the General Municipal and Boilermakers Union in the United Kingdom (“2004 Annual Report”).
APPENDIX B

Enesco Group Stock Price Since 2002
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APPENDIX C

Enesco Group Financial Data Since 1995
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