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Home Products International, Inc. 
Distress Investing Case 
by Prof. Fernando Diz 
 
Background Information1 
Home Products International, Inc. (the “Company” or “HPI”) through its wholly owned subsidiary 
designs, manufactures and markets a broad range of quality consumer housewares products. The 
Company is a leading supplier to large national retailers of value-priced laundry management 
products, general storage products, closet storage products, bath ware products, kitchen storage 
products and juvenile products. The Company holds a significant market share in the United States in 
each of its key product categories. The Company’s products are sold in the United States through 
most of the large national retailers, including Wal-Mart, Target, Kmart, Home Depot, Toys ‘R Us, 
Walgreen’s and Bed Bath & Beyond. The Company generated $233.6 million in net sales for 2003, 
which makes HPI one of the largest companies in the fragmented U.S. consumer housewares 
industry. 
  
The Company was originally founded as Salix, Inc. (“Selfix”) in 1952. In February 1997, the 
Company became the holding company for, and successor registrant under the Securities Exchange 
Act of 1934 (“Exchange Act”) to Selfix and Selfix became a wholly owned subsidiary of the 
Company through a holding company reorganization under the laws of the State of Delaware. 
Currently, the Company has one operating subsidiary, Home Products International – North America, 
Inc. (“HPNA”). Effective December 26, 1999, all of the Company’s operating subsidiaries were 
merged into HPNA. 
 
CONSOLIDATION STRATEGY 
The Company plans to take advantage of consolidation opportunities in the housewares industry, a 
large market comprised of a highly fragmented supplier base. To provide complete product lines to 
national retailers, suppliers of housewares products have begun to consolidate. The Company 
believes that there are numerous excellent acquisition candidates because the suppliers of consumer 
houseware products are highly fragmented with no single supplier accounting for more than 10% of 
the total sales. The Company believes it is well positioned to pursue its strategy of growth through 
acquisitions given its access to the capital markets and its increased visibility from its acquisitions. 
  
To improve margins and operating efficiencies, the Company believes large national retailers are 
continuing to reduce their number of suppliers of housewares products. These retailers are forming 
key partnerships with suppliers that can provide complete product lines within product categories, 
profitable fast-turning products, timely delivery and merchandising support. With its numerous 
product lines and strong relationships with these retailers, the Company believes it is well positioned 
to continue to meet their needs. 
  
The Company intends to aggressively pursue a strategy of disciplined growth through acquisitions. 
By consolidating product lines and channels of distribution through acquisitions, the Company has 
successfully found tremendous cost-saving synergies among its acquired companies. The Company 
believes it can successfully gain market share and increase sales in all of its key product categories. 
  
 
 
 

 
1 From company 10K for fiscal year ended December 26, 1998 and December 27, 2003. 
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The following are acquisitions that the company completed in the 1997-1999 period. 
 

 
Tamor Acquisition 
Effective January 1, 1997, the Company acquired Tamor Plastics Corporation, a privately held 
company founded in 1947, and its affiliated product distribution company, Houseware Sales, Inc. 
(collectively “Tamor”). Tamor designs, manufactures and markets quality plastic housewares 
products within the general storage, closet storage and juvenile product categories. Tamor was 
merged into HPNA effective December 26, 1999. ($43 million in cash and assumption of debt). 
  
Seymour Acquisition 
 Effective December 30, 1997, the Company acquired Seymour Sales Corporation and its wholly 
owned subsidiary, Seymour Housewares Corporation (collectively, “Seymour”), a privately held 
company originally founded in 1942. Seymour is a leading designer, manufacturer, and marketer of 
consumer laundry care products. Seymour produces a full line of ironing boards, ironing board covers 
and pads and numerous laundry related accessories. Seymour was merged into HPNA effective 
December 26, 1999. (Purchase price of $100.6 million from a private equity firm.) 
  
Tenex Asset Acquisition 
 Effective August 14, 1998, the Company acquired certain assets (inventory and molds) which 
comprised Tenex Corporation’s consumer product storage line. This product line consisted of plastic 
storage bins and containers, rolling carts and stacking drawer systems. (Purchase price of $16.4 all 
cash transaction). 
  
Newell Asset Acquisition 
 Effective September 8, 1998 the Company acquired the assets and assumed certain liabilities 
comprising the businesses of Anchor Hocking Plastics (“AHP”) and Plastics, Inc. (“PI”). AHP is a 
leading supplier of food storage containers and PI is a leading supplier of disposable plastic serving 
ware. Prestige Plastics, Inc. (a subsidiary of the Company created to facilitate the acquisition of AHP 
and PI) was merged into HPNA effective December 26, 1999. (Purchase price of $78 million.) 
  
1999 Acquisition 
Effective May 12, 1999, the Company acquired certain assets (primarily inventory and molds) from 
Austin Products, Inc. which were sold under the Epic brand name. The product lines obtained 
included the following plastic housewares products: laundry baskets, tote caddies, crates, bins and 
utility buckets. 
  
Customers  
 
DEPENDENCE UPON A SINGLE CUSTOMER OR FEW CUSTOMERS (1998 vs. 2003) 
 
1998  
The Company is dependent upon a few customers for a large portion of its revenues. In 1998 and 
1997 two customers each accounted for more than 10% of consolidated net sales. The Company's top 
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two customers, Wal-Mart and Kmart, accounted for 18.5% and 12.1% of net sales respectively in 
1998. These same two customers accounted for 15.7% and 10.1% respectively in 1997. The loss of 
one of these customers could have a material effect on the Company. No other customer accounted 
for more than 10% of consolidated net sales in 1998 or 1997. 
 
2003 
The Company is dependent upon a few customers for a large portion of its consolidated net sales. The 
table below sets forth the customers that each account for more than 10% of consolidated net sales. 
The loss of one of these customers could have a material effect on the Company. No other customer 
accounted for more than 10% of consolidated net sales in 2003, 2002 or 2001. 
  

 
 
In January 2002, Kmart Corporation filed a petition for reorganization under Chapter 11 of the U.S. 
Bankruptcy Code and in May 2003 emerged from bankruptcy. Throughout 2002 and into 2003 Kmart 
continued to close underperforming stores. Kmart accounted for approximately 33% of the 
Company’s consolidated net sales in 2003. Although the Company plans to continue doing business 
with Kmart for the foreseeable future and, based upon the information currently available, believes 
that Kmart’s prior bankruptcy proceedings and store closings will not have any material adverse 
effect on the Company’s business, financial condition or results of operations, there can be no 
assurances that further deterioration, if any, in Kmart’s financial condition will not have such an 
effect on the Company. 
 
Competition  
The consumer products business is highly competitive. The Company competes with numerous other 
manufacturers and distributors of consumer products, many of which are larger and have 
substantially greater resources than the Company, and which may therefore have the ability to spend 
more aggressively on advertising and marketing and have more flexibility than the Company to 
respond to changing business and economic conditions. The Company’s principal customers are 
national and regional discounters, hardware/home centers, food/drug stores, juvenile stores and 
specialty stores. The rapid growth of these large mass merchandisers, together with changes in 
consumer shopping patterns, have contributed to a significant consolidation of the consumer products 
retail industry and the formation of dominant multi-category retailers, many of which have strong 
bargaining power with suppliers. This environment significantly limits the Company’s ability to 
recover cost increases through selling prices. Other trends among retailers are to foster high levels of 
competition among suppliers, to demand that manufacturers supply innovative new products and to 
require suppliers to maintain or reduce product prices and deliver products with shorter lead times. 
Another trend, in the absence of a strong new product development effort or strong end-user brands, 
is for the retailer to import generic products directly from foreign sources. The combination of these 
market influences has created an intensely competitive environment in which the Company’s 
principal customers continuously evaluate which product suppliers to use, resulting in pricing 
pressures and the need for new product introductions and line extensions and continuing 
improvements in customer service. 
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The Company believes that large mass merchandisers are continuing to reduce the number of 
suppliers of housewares products with which they do business to improve margins and operating 
efficiencies. These retailers are forming key relationships with suppliers that can provide complete 
product lines within product categories, profitable fast-turning products, timely delivery and 
merchandising support. With its numerous product lines and strong relationships with these retailers, 
the Company believes that it is well positioned to continue to meet their needs. 
  
The Company currently manufacturers most of its laundry products in the U.S. and Mexico. 
Management believes that its current manufacturing structure provides increased flexibility to meet 
customer needs. All of the Company’s major laundry competitors rely heavily on foreign sourced 
products. Such products are produced in several countries, including a significant portion from China. 
These foreign sourced competitive products have been introduced at selling prices below ours. This 
has caused our profit margins and market share to decline. We have initiated many cost cutting and 
other steps to protect our market share and profit margins. We are also aggressively pursuing the 
increased importation of certain laundry products. We will continue to analyze the competitiveness of 
our North American based laundry manufacturing operations.  
  
Financial Statements 
1998
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Summary of Relevant data 1997-1999 
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 12 

 



 13 

 
 
 
Market for Registrant’s Common Stock 
1998-99 
The Company's common stock is traded on The NASDAQ National Market(SM) under the symbol 
"HPII". The Company believes that as of February 11, 1999 there were 275 holders of record and in 
excess of 1,000 beneficial holders of the Company's common stock.                                                          
The Company has never paid a cash dividend on its common stock and currently anticipates that all 
of its earnings will be retained for use in the operation and expansion of its business.                                         
The following table sets forth for the periods indicated the high and low sales prices for the Common 
Stock as reported on The NASDAQ National Market(SM). The prices reported reflect inter-dealer 
prices, without retail mark-up, markdown or commission, and may not reflect actual transactions.                
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2003 
 
The Company’s common stock is traded on The NASDAQ SmallCap MarketSM under the symbol 
“HOMZ”. The Company believes that as of March 1, 2004 there were approximately 220 holders of 
record and in excess of 1,250 beneficial holders of the Company’s common stock. 
The Company has never paid a cash dividend on its common stock and currently anticipates that all 
of its future earnings, if any, will be retained for use in the operation and expansion of its business. 
The Company’s 9.625% Senior Subordinated Notes due 2008 issued in a public offering in May 1998 
contain certain restrictions on the Company’s ability to pay dividends. 
The following table sets forth for the periods indicated the high and low bid prices for the common 
stock as reported on The NASDAQ SmallCap MarketSM. Such quotations reflect inter-dealer prices, 
without retail mark-up, markdown or commission and may not necessarily represent actual 
transactions. 

 
 
During the fourth quarter of fiscal 2003, the Company did not repurchase (in the open market or 
otherwise) any of its outstanding Common Stock. As of December 27, 2003, the Company did not 
have any plan or program in place with respect to the repurchase of its outstanding Common Stock. 
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Capital Resources and Liquidity 
 
Long-term debt obligations 1998. 
 
  

 
 
On May 14, 1998, the Company issued $125,000,000 of 9.625% Senior Subordinated Notes due 
2008 (the "Notes") in a public offering. Interest on the Notes is payable semi-annually on May 1, and 
November 1. The Notes are guaranteed by the Company's subsidiaries (see Note 14). The Notes may 
not be redeemed prior to May 15, 2003. Subsequent to such date, at the option of the Company, the 
Notes may be redeemed at various amounts as set forth in the Indenture, but not at a price less than 
100% of par value. Upon the occurrence of a Change in Control, as defined in the Indenture, the 
holders of the Notes have the right to require the Company to repurchase their Notes at a price equal 
to 101% of par value plus accrued interest. The Notes contain certain restrictions that, among other       
things, will limit the Company's ability to (i) incur additional indebtedness unless certain financial 
ratios are met, (ii) pay dividends, (iii) make certain asset dispositions, or (iv) merge with another 
corporation. The Company was following all covenants related to the Notes as of December 26, 
1998. 
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Liquidity (1998)                                               
Cash and cash equivalents at December 26, 1998 were $5.0 million as  compared to $0.6 million at 
December 27, 1997. The increase in cash is partially the result of a change in the mechanics of the 
Company's primary credit facility. Prior to the May 1998 Refinancing (as defined below) the 
Company was required to remit collected funds daily to repay borrowings under the 
Company's revolving line of credit. The daily sweeps of cash were no longer required after the 
Company's primary credit facility was refinanced with new lenders in May 1998. All available cash is 
invested in overnight Eurodollar sweeps which earn approximately 5.5% per annum.                                  
 
 The Company's financial structure has significantly changed since 1997. To complete the acquisition 
of Seymour Housewares in early 1998 the Company increased its borrowings to include a $20.0 
million revolving line of credit, and $110.0 million of term loans. In May 1998 the Company 
refinanced all its debt to provide a more stable platform to implement its consolidation      
strategy. On May 14, 1998 the Company issued $125.0 million of Senior Subordinated Notes (the 
"Notes") due in 2008. Proceeds from the offering were used to prepay approximately $122.0 million 
of indebtedness (primarily from previous acquisitions) and fund certain transaction costs. 
Concurrently with the offering, the Company entered into a revolving credit agreement in the 
maximum principal amount of $100.0 million (the "Revolver"), which replaced the Company's 
prior $20.0 million revolving credit facility. The Notes and the Revolver are collectively referred to 
herein as the "May 1998 Refinancing". Availability under the Revolver as of December 26, 1998 was 
$51.9 million. The Notes and the Revolver each contain various affirmative, negative and financial 
covenants. The Company was in compliance with all covenants related to the Notes and the        
Revolver as of December 26, 1998.                                                
 
In August 1998 the Company used $16.4 million of available funds from the Revolver to complete 
the Tenex Asset Acquisition. In September 1998, the Company amended and restated the Revolver 
to include, among other things, a $50.0 million term loan (the "Term Loan"). The Term Loan, along 
with $28.0 million of available funds from the Revolver were used to complete the Newell Asset         
Acquisition.                                                                     
 
Capital spending of $11.9 million in 1998 was used to acquire molds to support new product 
introductions, additional injection molding machines and to purchase the Company's Missouri 
manufacturing/warehouse facility, which was previously leased. The Company's capital spending 
needs in 1999 are expected to be between $15.0 and $20.0 million. Capital projects anticipated for 
1999 include upgrading computer hardware and software, additional injection molding machines, a 
warehouse expansion and new molds to support product development. Where possible, management 
will pursue alternative means of financing such as capital leases and purchase money transactions. In 
addition, operating leases will be pursued to the extent it represents an attractive economic 
alternative.  
 
The Company believes its existing financing facilities together with its cash flow from operations 
will provide sufficient capital to fund operations, make the required debt repayments and meet the 
anticipated capital spending needs.  Management intends to continue to pursue its consolidation 
strategy within the housewares industry. The ability to successfully fund future acquisitions    
will depend on the financial situation of the target company, the availability of funds under the 
Revolver, the possibility of obtaining additional financing, and the ability to use company stock in 
lieu of cash. 
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Long-term debt obligations 1999 
 

 
 
 
 
 
Liquidity 1999  
 
Cash and cash equivalents on December 25, 1999 were $5.0 million, unchanged from a year ago. The 
Company's total debt increased from $223.1 million a year ago to $226.9 million on December 25, 
1999. The increase in debt is attributable to several factors, including increased working capital, 
capital spending and the Company's stock buyback program.        
The Company's working capital, excluding cash and short-term debt, increased from $26.2 million in 
1998 to $33.7 million at year end 1999. The increase was largely due to higher accounts receivable 
from customers. Customers slowed down payments in the fourth quarter to meet their own purposes. 
The increase in receivables is not the result of collection issues.        
Capital spending of $14.7 million in 1999 primarily consisted of $5.3 million to expand existing 
facilities in Chicago and Mexico, $3.6 million related to new computer systems (including the cost of 
installation) and $2.4 million to support new product development. The Company's capital spending 
needs in 2000 are expected to be $12-18 million. Capital projects expected for 2000 include molds to 
support new product development and sales growth, outfitting of the El Paso facility and new 
injection molding machines to improve productivity. As in the past, management will pursue 
alternative means of financing including leasing. During 1999, off balance sheet financing totaling 
$6.6 million was obtained through operating leases of machinery and equipment. The Company has 
entered into a 10-year lease for the El Paso facility. The lease includes a purchase option prior to the 
end of the lease term.        
During 1999, the Company spent $3.9 million to buy back 446,000 shares of its publicly issued stock. 
The shares were purchased at an average price of $8.71 per share.       Management believes its 
existing financing facilities together with its cash flow from operations will provide sufficient capital 
to fund operations, make required debt repayments and meet anticipated capital spending needs.  
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Liquidity (2003) 
The Company’s primary sources of liquidity and capital resources include cash provided from 
operations and borrowings under the Company’s credit facility. The Company generates cash by the 
profitable sale of its products. Disbursements of cash for materials and services generally occur 
during the manufacturing and purchasing process, which is usually 30-90 days prior to sale. 
Collection of receivables generally occurs approximately 45-60 days after shipment. For certain large 
promotional items that typically ship in the fourth quarter, we begin building inventory in the second 
and third quarters. The inventory for these promotional items typically is not turned to cash until the 
first quarter. The timing of cash flows is further impacted by the semi-annual interest payments on 
the high-yield bonds. Interest payments of about $6.0 million occur in May and November. As a 
result of the operational seasonality and the timing of the interest payments, the Company normally 
has positive cash flow in the first quarter and negative cash flow for the balance of the year. In 2003, 
cash flow (defined as the change in net debt and cash) was positive $9.4 million in the first quarter 
and was a negative $13.4 million for the last 9 months. Cash flow in the last nine months of the year 
benefited from a buyback of high-yield bonds. Bonds with a face value of $9.0 million were 
purchased at a total cost of $6.5 million, resulting in a $2.5 million overall reduction of debt. 
  
Collection of receivables is highly dependent on the financial strength of the Company’s top three 
customers: Kmart, Wal-Mart, and Target. These three customers accounted for 73% of the 
Company’s net sales in 2003. To the extent that any of them fall into financial distress and fail to 
timely pay amounts due, it would have an adverse impact on ongoing operations. 
  
In 2004, the Company’s expects that its cash usage will be like 2003. Significant sales growth is not 
expected, there are no current plans for significant expansion, no debt comes due and capital 
spending is expected to remain at about $6.5 million. There are plans, however, to increase the 
Company’s procurement of inventory manufactured outside the United States. This will likely result 
in higher inventories and additional risk of obsolescence. It is therefore likely that the Company will 
again have negative cash flow in 2004. Such negative cash flow would be funded by the Company’s 
asset based $50,000 Loan and Security Agreement (the “Loan Agreement”). Unused availability 
under the Loan Agreement was $35.1 million as of December 27, 2003, and there is expected to be 
sufficient financing capability to fund operations throughout 2004. There are no required debt 
principal repayments until May 2008. 
  
During 2003, the Company’s cash and cash equivalents decreased to $0.8 million on December 27, 
2003 from $4.0 million at December 28, 2002. The decrease in cash since December 28, 2002, is 
primarily the result of the Company’s loss from operations for the year. In addition, the buyback of 
high-yield bonds was financed with Loan Agreement borrowings. The Loan Agreement borrowings 
currently have interest rates that are about 600 basis points less than the high-yield bonds thus the 
buyback of bonds provided interest expense savings. Borrowings under the Company’s Loan 
Agreement increased $9.8 million during the year to fund the operating losses and the bond 
buybacks. 
  
Although the Company reported an $11.3 million loss for the year, $18.0 million of the loss relates to 
non-cash charges for depreciation, amortization and valuation allowances for deferred tax assets. 
Working capital (excluding cash and short-term debt) at December 27, 2003 was $28.9 million, up 
$2.1 million from December 28, 2002. Receivables decreased $0.9 million due to lower sales in the 
fourth quarter of 2003 as compared to the fourth quarter of 2002. Inventories decreased $6.4 million 
during the year due to reduced factory running rates in the fourth quarter and the pending closure of 
the Company’s Eagan, Minnesota warehouse. Current liabilities declined $10.6 million during the 
year due to a reduced need for volume rebate accruals and other sales program incentives on the 
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Company’s reduced sales year to year, a reduction in incentive compensation accruals and a 
reduction in reserves for restructuring. 
  
Capital spending for the year was $6.5 million as compared to $5.1 million in 2002. Capital spending 
was primarily related to new product tooling and normal replacement of equipment. 
  
During the third quarter of 2003 the Company’s Board of Directors authorized the buyback of up to 
$15 million of the Company’s outstanding high-yield bonds. As of December 27, 2003, the Company 
had repurchased bonds at a cost of $6.5 million. 
  
The Loan Agreement covenants require the Company to maintain excess availability at all times of at 
least $7.5 million. On December 27, 2003, the eligible asset base was $55.5 million. Thus, we could 
borrow up to $48 million under the Loan Agreement. On December 27, 2003, our borrowings under 
the Loan Agreement were $9.8 million and outstanding letters of credit totaled $3.1 million. 
Accordingly, we still had availability under the Loan Agreement of $35.1 million. 
  
The Company was in compliance with all Loan Agreement covenants as of December 27, 2003. 
  
On July 31, 2003, the Company and Fleet Capital Corporation entered into several amendments to the 
Company’s Loan Agreement. The amendments extend the life of the facility by 29 months to March 
31, 2008, and also provide expanded definitions of availability. The amendments added 
approximately $13 million to net availability under the Loan Agreement. 
  
On September 19, 2003, the Company and Fleet Capital Corporation entered into a fourth 
amendment to the Company’s Loan Agreement. The amendment significantly decreased the 
Company’s one financial covenant, cash interest coverage ratio, to accommodate management’s 
forecast of future operating results. The cash interest coverage ratio was reduced from 1.25 to 0.70 as 
of September 27, 2003, the end of the Company’s third fiscal quarter. The cash interest coverage ratio 
will remain at 0.70 until June 2004 at which point the ratio begins a quarterly increase until it returns 
to the 1.25 level in June 2005. The amendment had no impact on the Company’s borrowing base, line 
of credit or interest rates. On December 27, 2003, the Company’s cash interest coverage ratio was 
1.25. The earnings component of the covenant is the trailing twelve-month earnings before interest, 
taxes, depreciation and amortization. Certain costs related to factory realignments are also excluded. 
For the twelve months ended December 27, 2003, the earnings component of the covenant was $16.3 
million. For a definition of cash interest coverage ratio as it is used in the Loan Agreement, refer to 
the Company’s Current Report on Form 8-K filed on September 24, 2003. 
  
The Company believes amounts available under the Loan Agreement, together with its existing cash 
and cash flow from operations, will provide sufficient capital to fund operations, make required 
interest payments and meet anticipated capital spending needs for the next 12 months. 
  
The following is a table providing the aggregate annual contractual obligations of the Company 
including debt, capital lease obligations, future minimum rental commitments under operating leases 
and purchase obligations on December 27, 2003 and the effect such obligations are expected to have 
on our liquidity and cash flows in the future periods indicated. 
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Statement of Cash Flows as of March 2004 (from 10-Q) 
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In 1999 investor Sam Zell and Martin J. Whitman were considering taking control of Home Products 
International, Inc. In late 
 
How? 
 
The company has approximately 8,000,000 shares outstanding and the largest shareholder is Chase 
Venture Capital Associates, LLC ("CVCA, LLC") which held 1,332,660 shares or about 17% of the 
shares outstanding. (Form 4 Filed on 2/11/2000,  SEC File 0-17237  for the 5/20/1998).  The market 
price range for the common was between $10.0 and $16.0 per share. 
 
Valuation? Going concern? Liquidating? 
 
In a private transaction, Chase Venture Capital asking price was $20.00 per share or between a 25% 
to 100% premium over market. 
 
The 9.625% senior subordinated notes maturing on 5/15/2008 were selling in the market at a 22% 
yield to maturity. 
 
 
 
 
 
 
 

 


