
Commercial Services and Supplies (20-20)
United States
Industry Type (9/24/07):                                   Stalwart 
Key Indices:                                                     S5COMS
Recommendation:                                                  Hold



Description and Summary:  
The Commercial services and supplies industry provides services and supply solutions to enterprises, government entities, and small businesses. The industry provides services including commercial printing, cleaning, consulting, correctional facilities, dining & catering, communication, equipment repair, security & alarm, storage & warehousing, uniform rental, human & employment resources, facilities & waste management, pollution control, and office supplies & equipment.  These services enable firms to focus on their core competencies.
In recent years, the industry has experienced moderate consolidation, and growing privatization in waste services. Historically, public municipalities have governed waste management services. Recent developments for greater quality and accountability have driven the movement for privatization.

International Competitive Structure: 

Parts of the industry have been less affected by globalization. Until recently, most firms in waste management have not had international ambitions because municipalities have owned them.  Additionally, This sector of the industry has been less affected by globalization because the kind of labor found in the industry is difficult to outsource. Companies and municipalities need to have their wastes, removed, offices cleaned, operation centers staffed, and equipment serviced. Generally, such work must be performed by a local work force. However, areas such as consulting, commercial printing, and human resources do participate in international markets.

Strengths:

1. The commercial services and supplies industry improves the quality-of-life of society as a whole and the free flow of business. Quality-of-life and business flow is improved by the services provided by firms in the industry.  These services help keep streets clean, offices properly staffed & equipped and, communication open.  Because these services will always be needed the industry is less volatile than others.

2. Growth in many areas of the industry is dependent on economic growth.  Greater need for commercial services and supplies only increases when commercial entities expand.  
Weaknesses:

1. Many of the services provided are very labor intensive. This exposes the industry to organized labor negotiations and other labor related issues that may affect the flow of business.  Immigrants currently provide much of the labor within this industry; immigration reform has the potential to disrupt the availability of labor.

2. Fossil fuel expenses have a large impact on the variable costs for many commercial service and supply firms. Trucking is essential to waste management and recycling firms. Fuel prices have a large effect on margins due to the price sensitive nature of the services provided.
Opportunities/Trends:
1. Recently, more firms have been buying back stock and issuing dividend payouts in an effort to increase shareholder value. 

2.  The current political structure in the United States benefits companies that are environmentally conscious. As a result, more companies are seeking ways to present themselves as being environmentally aware.

3. When the nation experiences an economic recovery, temporary staffing firms have historically been the first to see better demand. This is because employers usually will not make permanent hires until they are more certain that an apparent business recovery will last.
Threats:

1. The commercial services and supplies industry is     very price sensitive. Competition is fierce and in many parts of the industry many viable substitutes exist, which makes innovation and customer service critical.  Firms tend to be innovative in the levels of services they offer customers, the speed of service offered, and with flexibility of the services offered.
2. Segments of the commercial services and supplies industry are heavily regulated, specifically security & alarm, and waste management services. This is a product of the old days where some of the segments in industry were by government agencies.  There is also the threat that staffing agencies my experience a lower availability of labor as immigration reform is instituted.

3. Consolidation has been a growing trend within the industry as firms look to expand their market share and market reach. 

Key Valuation Ratios to Watch:

Debt to Capital Ratio, many waste haulers and recycling firms are debt laden. 

Current Ratio: The ability to meet short term expenses

Free Cash Flow: Many companies in the industry have been paying down debt, and stock repurchases. Free cash flow analysis provides a good picture of actual profit performance. 
Key Items to Watch:

Population growth, consolidation
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