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CHAPTER I 

INTRODUCTION 

Purpose of the Report 

In the past century, an nexpand or die" concept has 

become a widely held belief of the American business com

munity. This feeling has been brought about by the in

creasing size and complexity of business organizations, 

the increasing demand for new products and services, rising 

costs due to inflation and the general belief that size and 

profits are equivalent to prosperity. 

- A review of this business community and its growth 

impetus might lead one to think only -in terms of the indus

trial giants. While the strength of these large corpora

tions cannot be denied, one must be aware that "the backbone 

of the industrial strength of the United States is the small 

business community."1 These small companies must be recog

nized as a powerful force; 99 percent of the manufacturing 

firms in the United States have 500 people or less. These 

lL. Allen, Starting Succeeding in Your Own Small 
Business, New York, Grosset and Dunlop, Inc., 1968, p. 12. 
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small firms perform over 40 percent of the manufacturing 

work. Furthermore, 80.7 percent of all firms in this country 

are sole proprietorships, 8.2 percent are partnerships and 

only 11.l percent are corporations. 2 

Like their larger counterparts, these small companies 

are motivated by a desire for expansion. In fact, because 

the markets serviced by these companies are frequently era

tic and are highly competitive, this growth impetus may be 

even more of a "push" factor than in the markets controlled 

by larger companies. Thus, these small companies are in 

search of the expansion capital needed to satisfy their 

survival and growth objectives. 

These growth funds may be obtained by either external 

or internal means. Although orderly, internally financed 

growth is always desired, it is not always possible or even 

the optional course of action. Therefore, external sources 

of funds must be found. Out of the many external financing 

methods that are available to corporations, the public 

offering is gaining popularity among promising new companies. 

Much is known about public offerings for larger firms. 

However, the circumstances that surround public offering 

for smaller companies differ significantly from those of 

?Fred Weston, "The Position .of Small Business in 
the American Economy, 11 The Financin of Small Business: 
A Current Assessment, Edited by Pfef er New York: The 
MacMillan Co., 1967), p. 35. 
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its larger counterpart. Similarly, the evaluation criteria 

are not only affected by the size of the company but also 

by the nature of the industry in which it is engaged. Thus, 

a small, service-oriented company should be looked at dif

ferently than a large (or even a small) manufacturing 

company. 

Service and Manufacturing 

A distinction between the two industrial fields-

service and manufacturing--is justified because of the in

creasing emphasis that is being placed upon the service 

sector of the economy. In fact, even though "industrial 

production will grow more slowly in the 1970's ••• the 

service sector will continue to outpace the rest of the 

economy."3 Similarly, a recent survey conducted by the 

s.B.I.c.•s listed the "personal service industryn as one 

of the ten most lucrative fields of both the present and 

the future. During the 70 1s this sector is expected to em

ploy over 18 percent of the American work force while pro

viding almost 11 percent of the national income.4 Just 

as the automotive industry (manufacturing) was the dominant 

industrial force in the twentieth century, the management 

information industry (service) is expected to be the major 

3Do S. _Ammer, "What Businessmen Expect from th~ 
1970 ts", Harvard Business Review, Vol ·. 48) No. 3 (January
February 1971), 42. 

4 ·,·
Weston, op. cit., p. 60. 
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force in the industrial sector of the twenty-first century.5 

Therefore, it is obvious that the size of the service sector 

of the economy justifies a closer examination. 

To be meaningful, the term taervice industry1 must be 

broken into smaller, less general categories so that closer 

scrutiny can take place. The specific service field that 

this report will examine is the building services industry. 

The term "building service industry'' should be taken 

to mean the whole range of essential services provided for 

companies, schools, public institutions and the like. These 

can range from providing burglary; protection and profes

sional maintenance to furnishing t~mporary office help and 

parking lot facilities. In the past, the companies that 

provided these services were small and offered limited in

vest~ent potential. However, because of increasing popula

tion, a booming construction industry {with new materials 

being used in building) and a general tendency to con

struct large complexes, an expanded need for increasingly 

sophisticated methods of maintenance, protection and sanita

tion of these premises has developed. The building service 

industry has sales of 12 billion dollars per year currently 

and is expected to triple that amount annually by the end 

of the decade.6 

5Lecture given by Dr. G. Kozmetsky, Dean of the 
Graduate School of Business, University of Texas at Austin, 
February 16, 1970. 

6"Building-Cleaning Industry Seen Facing Sales Boom," 
The Wall Street Journal, XLVII, No~ ~8 {February 10, 1971)~ 1. 
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At present, six major firms account for over 1/2 of 

this dollar volume. Some might consider this an example 

of a controlled industry. Such an inference is unjustified 

for it is estimated that over 75 percent of the possible 

work is being done by the owners of the facilities.7 There

fore, in reality, this field offers almost unlimited poten

tial for a well-financed, well-managed firm. 

Approach 

The objective of this report, then, is to isolate 

the major factors that must be considered before a small 

service organization should venture into the public market. 

The first three chapters will primarily consist of 

a survey of the literature in which a summary of the exist

ing theory will appear. This survey will attempt to empha

size the important characteristics of the entrepreneur, his 

business and the markets that hold the most promise for 

him. Also, the various methods of public offerings will 

be examined and their inherent advantages and disadvantages 

discussed. 

The fourth and fifth chapters will present a case 

study in which a real-world application of these principles 

will take place. First the industry in general will be 

discussed. Then, the Associated Building Services Company 

7"Clean Sweep,n Barron's Magazine, Vol. 52,, No~ 6 
(February 16, 1971), 5. 
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will be examined and evaluated using the criteria derived 

from the literature. The information sources will there

fore be primary ones--1nterviews with company owners, ac

countants, lawyers, etc. 

Scope and Limitations 

Obviously, a book of considerable length would be 

an appropriate vehicle for a comprehensive and extensive 

study of each segment of the small business community. 

Therefore, to comply with the time and space limitations 

imposed on this report, the scope must be narrowed some

what. This report, then, will be limited to the discussion 

of public offerings for small service companies. 

There is an abundance of secondary data on small 

business and on public offerings in general. Therefore, 

a major problem will be to summarize the available informa

tion in order to be useful in this report on a small ser

vice business. 

There is no scarcity of secondary information on 

the service industry in general. However, the building 

services industry has almost no formal information sources 

because the field is so young, and in general, rather in

formally organized and predominantly privately ownedo 
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The present state of the industry is such that the 

majority of the participating firms are small, closely

held and unwilling to divulge pertinent financial informa

tion. Therefore, data on this segment will be severely 

limited. 



CHAPTER II 

THE SMALL BUSINESS AND THE SERVICE INDUSTRY 

Small Business Defined 

Before discussing small business, some attempt at 

defining this term must be made. Even this seemingly simple 

task can become exceedingly difficult. 

In talking about a firm the size of American Motors 

or Beech Aircraft Corporation, it would seem that the term 

"small" would seldom appear. However, if viewed in rela

tion to their respective industries, one could see that 

such companies could indeed be considered small. Obviously, 

then, the label nsmall business" is relevant only when 

speaking of a particular field or industry and is truly 

a fuzzy and ill-defined term. 

There have been several attempts to describe a small 

company in legal terms. Generally, the Small Business As

sociation considers a company small if: 

1) it employs 500 people or less 

2) it has less than $5,000,000 in yearly sales for 
wholesale operation 

a 

3) it has less than 11,000,000 in yearly sales for 
retail operation. 

a 

lJ. F. Weston, nThe Position of Small Business in 
the American Economy, 11 The Financing of Small Business: 
A Current Assessment~ Edited by Pfeffer (New York: . The 
MacMillan Co., 1967), p. 35. 

8 
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Even these standards will be waived in relation to 

specific instances • 

.For tax purposes, the term 11 Subchapter S Corporation" 

has been used in an attempt to help small business. To be 

considered small in this instance a company must have: 

1) 10 or less stockholders 

2) stock held only by individuals 

3) only one class of stock 

4) only United States citizens for stockholders 

5) no more than 80 percent of gross receipts coming 
from outside the United States 

6) no more than 20 percent of gross receipts from 
indirect sources.2 

To further confuse the matter, a corporation may 

want to be classified as small to receive the benefits of 

Section 1244 of the Internal Revenue Code. It then must 

have: 

1) a net worth of not more than $500,000 

2) no more than $1,000,000 in equity.3 

One can readily see that the term "small business 11 

is confusing, for a "small business" does not actually need 

to be small. 

2R. s. Holzman, 11 Choosing The Rest Form of nntng 
RnRirv::.ss, 11 Taxation .B1or Accountants.J Vol. 3, No. 7 (July
.A ugus.t, 1960),-150:--·· 

3Ibid., p. 151. 
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Charac teristics of Small Firms 

The general environment that the small company is in

volved with is a fluid one. Because of their size, the 

smaller firms can make quick movements into new areas that 

appear profitable: capital can be "turned over" faster, 

the amount of capital used in fixed assets lowered and 

credit policies can be easily changed. A manager can 

directly supervise the use of the company's assets and 

thereby increase efficiency. Also, because the company 

is usually owned personally (and a business loss is con

sidered a personal loss) the owner will tend to be highly 

motivated. Thus, he will work long and hard to see his 

operation succeed (or even to keep it marginal rather than 

let it fail completely). 

The other side of this situation presents several 

major disadvantages for the small company. The small busi

ness manager will usually have trouble controlling cash 

due to more random cash flows and will have difficulties 

with a stated receivables policy (if he has one at all). 

A mistake by the manager will result in a quick demise of 

the company due to its lack of strength to recover from an 

economic shock and its limited credit. In general, there 

will be no formal planning due to the -owner's aversion to 

writing things down and his limited amount of time for 

such activitie~ Therefore, the smaller company will be 
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operating a undersized operation in a single market and 

locality usually hindered by keen competition. These factors 

lead to a situation characterized by concentrated risk. 

The most noticeable characteristic of the small 

company is that it is directed and/or limited by the per

sonal qualifications and the financial resources of its 

manager. 

The Entrepreneur 

The key to success of small business is having "big 

men in small business. 11 4 It is in the small business com

munity that the individual's right to succeed or fail solely 

on his personal merits becomes a reality. Therefore, the 

entrepreneur must be willing to sacrifice the relatively 

safe and secure life in a large corporation for the perils 

and pitfalls of a small company. He must be capable of 

assuming the total responsibility (for success or failure) 

of his entire operation. His outlook must be flexible and 

his personality must be adaptable in order to deal with 

the wide range of problems that confront him. 

To increase his probability of success, the entre

preneur should have had previous business experience, a 

high interest in people, an almost obnoxious self-confidence, 

1~w. A. Hosmer, "Small Manufacturing Enternrtses, 11 

Harvard Business Review, Vol. 35, No. 2 (November-Decerober, 
l~i57) _; 119. 
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a superior ability to plan and delegate, a delicate sense 

of timing, enthusiasm and complete dedication. In geneval, 

he must have or develop an almost intuitive "feel" for the 

operations of the company.5 

Obviously, a successful combination of all these 

characteristics into one person or even a single group of 

people in one company is rare indeed. Thus, a high small 

business failure rate has developed. It is estimated that 

1,000 small businesses are started daily in the United 

States of which 50 percent fail within one year and only 

10 percent last up to 10 years.6 

A large proportion of these failures can be attributed 

to "financial illiteracy, superficial financial analysis 

and less than optimal allocation of resources."7 Many of 

the managers are in thei~ present position not because of 

any particular managerial skill they might possess, but 

because he had the capital, idea or skill that gave life 

to the company. In fact, so many firms are started by 

engineers and salesmen that management {financial management 

i n particular) is often left to take care of itself, while 

5Allen, op, clt .. , p. 12. 

6c. A, Prath er, FinancinH Business Firms, Horwin, 
Inc., Homewood, Ill., 1969, p, 5 • 

7S_, J" _Fl ink, Equity Financing for Small Business, 
Simon-Boardman Publishing Co., New York, 1967, p, 20. 
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production or sales is given primary emphasis. A bright 

light in this gloomy . picture is that if a company can with

stand this high infant mortality rate, the life expectancy 

of the company increases with age. 

The Markets 

The markets that best afford the small business the 

best chance of success are those in which economies of 

scale do not play an important part. Due to the small 

business' inherent flexibility and adaptability, areas 

that experience rapid, uneven-growth rates, great product 

changes and high precision work seem to be best because a 

small company ·can move into the area left "uncoveredu by 

the uneven growth much quicker than a larger company. Low 

capital outlay and a high degree of personalized service 

are factors that give the smaller company the advantage.8 

An example of a smaller company utaking up the 

slaok" or making faster product moves than large companies 

is the new series of ''mini mills" now becoming a success 

in the steel industry. In an industry in which normal 

production capacity will exceed several million tons a year 

per mill and will employ hundreds, these mini mills rarely 

employ over 250 people and produce only a meager 90,000 

8Allen, op. cit. 
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tons per year. Although steel users conress that the larger 

companies can offer big production efficiencies and a higher 

quality of products, the smaller mills can stay in business 

because of their quick deliveries, flexibility on last 

minute order changes, concentration on a limited number 

of products and a smaller capital investment per ton 

capacity.9 Thus, a small company can succeed in an in

dustry dominated by giants, largely because of its flex

ibility and adaptability. 

A carefully chosen market will contain some, if not 

all, the above characteristics. However there are other 

factors that can negate the benefits of a well chosen market. 

One of these factors is the capital structure of 

the firm. It has been proven that the amount of invested 

capital in a company bears a direct relationship to the 

company's chance of success. Furthermore, firms that have 

high equity to debt ratio appear more capable of with

standing the hazards of the small business environment. 

This factor will be brought out further in a later section 

of this report. 

The general level of the economy has a good deal to 

do with the success of smaller operations. The higher the 

level of the economy, the greater the number of new business 

9rrThinking Small," The Wall Street Journal, Vol. XLVI, 
No. 83 (October 26, 1970), 1. 
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start ups. However, as start-ups increase, failure rates 

increase. As mentioned earlier, smaller companies have 

less retained earnings to act as a buffer against economic 

shocks. Thus, during a downswing, failures can increase 

at an increasing rate. 

The age of the firm's owner has an inverse rela

tionship with its probability of success. In other words, 

neither extremely young nor extremely old business managers 

are looked upon as good prospects. However, the experience 

level of the manager is highly valued and can negate some 

of the disadvantages of an older person. His experience 

can be either positive or negative and is still considered 

to be of value. 

The sex and _: eduoational level · of the owner, runfluences ef

fectiveness to a significant degree. Also, the cyclical 

nature of the industry, the company's geographic location 

and the degree of competition present in the industry will 

all have a direct effect on the successfulness of the 

company. 10 

A close examination of the service sector of the 

economy will show that the service industry meets the major

ity of the criteria that designate a favorable situation 

10Dickerson et a'.1,, "The Failure Rates of Small Business'~' 
T~e Financing qf__Small B~§iness: A Currel').t Assessment, 
Edited by Pfeffer {New York: The MacMillan Co., 1967), p. 40. 
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for a small business. Being a "people" industry, the com

panies usually employ large numbers of trained individuals 

(these are the major cost factors). Since the financing 

of plant and equipment and research for new products are 

virtually non-existent in this industry, the ability to 

attract and keep ''good people" becomes the major considera

tion. In this way, economies of scale could not be a major 

factor, for labor {in the sense of the hourly worker) must 

be paid at least a minimum wage. Of course, the purchase 

of the other factors needed in the industry may be subject 

to quantity discounts, early or delayed payment, and s·o 

forth, but the major expense item (labor) cannot generally 

be manipulated in the same fashion. 

Obviously, then, any service contract must be a 

utailored" one for each contract will differ as the com

panies serviced and the service companies themselves dif

fer. Thus, the npersonalized" aspect of service companies 

appear to be the major aspect in its growth. 

The growth of the service market in general has 

already been discussed. Needless to say, the mark~t is 

definitely one characterized by expansion and uneven growth. 

Further research reveals that "the 1970 National Income 

Account calculations showed that spending for services 

topped one-half of all consumer expenditures."11 This is 

llareely, op. cit., p. 62. 
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an increase or almost 40 percent from the previous year and 

is particularly significant considering the manufacturing 

boom that occurred during this time. 

The building services industry has experienced a 

similar growth pattern. Until recently, financial men 

were slow to recognize the real potential or these service 

companies. However, the recent recession has caused a re

evaluation of such ideas. The reason behind this reevalua

tion seems to be the result of three things: 

1) Manufacturing income has declined ~from 15 p·ercent 

to 7.4 percent. However, building services continue to 

gain almost 9 percent. Thus implying that these companies 

exhibited above-average, long-term earnings, that seem to 

be recession proof."12 

2) The projections for the increase in white collar 

workers are such that by 1980, they will exceed all other 

employment. Subsequently, structures that house these 

workers will increase proportionately.13 

3) In the midst of this large upswing, only 20 

percent of the market is accounted for by maintenance 

companies.14 Thus, a large market is virtually uninhabited 

by organized firms. 

12areely, op. cit., p. 63. 

13nThe Office Boom Jolts the Planners,u Business 
Week, January 23, 1971, No. 2160, p. 59. 

14wall Street Journal, op. cit, (February 10, 1971), 1. 
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From this superficial look one can see how the 

building service industry satisfies the majority of the 

criteria that facilitate the success of a small company. 

Future 

These factors appear to point out a bright future 

for the companies that provide the wide range of services 

for business needs. Also, these companies will offer out

side investors lucrative investment possibilities. The 

earnings for the established companies in this field are 

projected to increase at 15-20 percent per year-just as they 

have done in the past ten.15 Of course, these figures in

clude the profits of the very large corporations that have 

recently entered the industry. These include International 

Telephone and Telegraph, General Foods, Mache Co., Kinney 

National Service, Inc. and Temco Service Co. These firms 

have recently entered the field via mergers because of the 

excellent profit expectation of those small firms that they 

acquired. 

Evaluation Criteria 

In evaluating the potential for a particular company, 

there are five significant areas that need examination 

(These areas will be of considerable importance in evaluating 

the Associated Building Service Company in Chapter IV). 

15c1ean Sweep, 02. cit, 41. 
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1) Cost of Services: Obviously, service companies 

must be able to perform their services at a controlled price. 

As a rule, building services companies can perform their 

operation at a savings of 20 percent to the customer. In 

an era of increasing costs and shrinking profit margins 

coupled with the fact that cleaning and maintenance (next 

to taxes and financing) are the most costly part of running 

a buildlng, this savings will be a major consideration to 

owners. 

2) Continuity: The contract renewal rate seems to 

be the best measure of the competitive position of the 

company. Since these contracts are usually long term, they 

provide added protection against short-term business 

recessions. 

3) Diversified Sources of Income: The list of 

clients of the service companies is usually widely diver

sified. In this way the shifting tides of a particular 

industry will not seriously affect a specific service 

company. 

4) Competition: The competitive position of a 

particular firm is determined by its personnel position. 

Thus, a patient or a specialized facility is not p~esent. 

This lack of capital assets that can be easily evaluated 

make it particularly difficult to examine the potential of 

a specific company. In this way, vague terms such as 
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reputation and labor turnover come out as crucial factors 

in delineating the competitive advantages that might be 

present. 

5) Growing Market: These companies can grow by 

enjoying (1) an increasing share of a stabilized market, 

(2) a stable share of an increasing market, or most dynam

ically (3) an increasing share of an increasing market. 

The company should be looked at to see the general market 

that surrounds it and the existing marketing plans of the 

company. The ability of the company to tie itself closely 

to the growth of an area or of a particular client is 

extremely important in predicting the company's future 

earning power in that area. 

6) Financial Position: As stated earlier, this 

is not a capital-intensive industry and plant and fixed 

assets do not play a major role. These companies do not 

raise funds regularly (from debt or equity sources) and 

therefore will not be seriously impaired by a tight money 

market. Also, the likelihood of these services being re

duced during cost-reduction programs is small. Services 

such as cleaning, protection and other continuing needs 

wD.l be reduced only as a last resort. Because of the usual 

long-term contracts prevalent in this field, these service 

companies tend to be cushioned from the business cycle.16 

16The general framework was from Greely, R., uThe 
Business Service Companies,u The Institutional Investor, 
April, 1970. 
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From these observations, one can see the obvious 

potential here from both an insider's and an outsider

investor's outlook. 

The Need for Expansion
4 

As shown, the capital needed in the service field 

is relatively small in comparison to other industries. In 

fact, it takes about $20,000 investment to provide one man 

with a steady job on a railroad and $10,000 investment for 

a single job in a service station but only $1,000 invested 

for each full time job in the building maintenance field.17 

However, as could be expected this type of operation 

does require a sizeable amount of operating capital. It 

is estimated that an individual entering the field of 

building-service contracting should be prepared to invest 

about $1.25 for every $1~00 of monthly billing volume. 

Out of this $1.25 invested, it is expected that over one

half will be devoted to direct labor costs. The other 

half must cover the payroll taxes, supervision, supplies, 

equipment, overhead and profit. In this way to get a $500 

per month return to cover all overhead, an owner must in

vest around $1,250 to get $1,000 of monthly volume.18 To 

get a greater gross return, a venture must have a much 

larger minimum capital investment as well as an expanding 

capital investment. 

17w. K-. Phillips, _ Building Services Management, 
Mac-Nair-Darland Company, New York, 1970, p. 11. 

/ . 

18Phillips, 2.P.• cit., p. 23. 
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The concept of expanding capital investment is held 

to be extremely important in view of the two primary finan

cial reasons for small business failures (not enough working 

capital and too many fixed assets). These failings are 

evidenced by the fact that "in the 50 United States, an 

average of five people per hour, 24 hours per day" go into 

the building services field. However, 99 out of every 100 

of thesefirms reportedly go broke in 6 months.19 A primary 

reason seems to be the perilous shortage of operating 

capital. 

Methods of Financing 

The traditional equity vs. debt argument could be 

developed in detail in this study. However, since such a 

discussion is beyond the scope of this report, it should 

be sufficient to say that 28 percent of the executives that 

responded to a recent Harvard Business Review survey de

clared the reason their companies have not borrowed more 

is simply that creditors will not give them any more money.20 

Obviously, as size of the company decreases, the level of 

assets that can be used as collateral decreases with it. 

This lack of fixed assets is especially evident in the 

service industry. Thus, besides the riskiness of debt 

financing, the inability to get more debt funds is a factor 

of major concern to such firms. 

19Phillips, op. cit., p. 11. 

20"What Businessmen Expect from the 1970 1 s,u op. cit., 
p. 49. 
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Equity f l nancing, if done correctly, can be extremely 

attractive. One desirable way of getting these equity funds 

is the public offering when the firm is in the position to 

take advantage of the opportunity. 

Summary 

The very nature of the term "small business" denotes 

a hazy situation that means very little unless one speaks 

in relative terms. A particular firm can be both big (in 

terms of sales or net worth) and small {in eomparison with 

its competition). 

Operating within this small business environment 

requires a special individual with exceptional talents in 

conjunction with special market qualifications. A success

ful combination of these characteristics so seldom comes 

about that an exceptional casualty rate develops. 

The service sector of the economy, while satisfying 

a major portion of the market criteria needed by small 

firms, does little to improve the high failure rates. The 

building service industry in particular almost demands that 

small companies leave this market almost as fast as they 

enter. However, the future projections paint a brighter 

picture for the firms that can show satisfactory achievements 

in the areas of cost of services, continuity, diversifica

tion of income, competition, share of the market and financial 

position. 
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It is this area of financial position that will be 

examined in this report--particularly the extremely critical 

area of working capital acquisition. An avenue of approach 

open to this working capital is the public offering of 

equity securities. 



CHAPTER III 

GOING PUBLIC FOR THE SMALL FIRM 

In general terms, a public offering is the sale of 

equity interests to the general public via the organized 

exchanges. As mentioned earlier this method has certain 

inherent advantages and disadvantages that should be ex

amined before this source of long or short term capital 

is utilized. The objectives of the company should be 

evaluated before a public offering is initiated. 

Reasons for a Public Offering 

Of course, the primary purpose of a public offering 

___is to acquire funds for either short or long term uses. 

From a study of 209 small company presidents, it 

has been reported that there are three main reasons why a 

company would seek a public offering. These are: 1) 

//Financial needs, 2) Investment activity, 3) To meet 

"9Wner 1s personal considerations.l 

A detailed breakdown is presented in Exhibit I. It 

is significant that the largest category is that of working 

lsears, G. A., "Public Offer~. ?'1 P'~ for SmallP.-r C0moanies, n 

Harvard Business Review, Vol. 46, No. 5 (September-October, 
I9'68~} ,- 113. 

25 
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EXHIBIT I 

REASONS FOR GOING PUBLIC GIVEN BY 209 
SMALL-COMPANY PRESIDENTS 

Percent 
of Total 

To Meet Company Objectives 
Financial Needs 

·Working Capital 36.0% 
Fixed Capital 9.5 

_Research and Development Funds 5.7 
Investment Activity 

Establish Market for Later Offering 
by shareholders 9.5 

Probable Purchase of Another Firm 3.8 
. Contemplated Merger 2.4 

To Meet Owners' Personal Considerations 
Minimize Estate Taxes 13,4 
Resolve Personal Conflicts 2.4 
Provide "nest egg" 4.8 
Diversify Investments 4.8 
Take Advantage of a Bull Market 3.8 
Other Reasons 3.8 
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capital under Financial needs. This figure (36 percent) 

is particularly meaningful when considered in the context 

of the service industry. 

Obtaining wcrking capital by means of equity securi

ties leaves the company unrestricted by fixed debt terms 

while freeing the company from the restrictive ties of 

using after tax retained earnings for expansion. Many 

considered this method the only way to obtain expansion 

capital, for according to one authority uequity financing 

should be considered the primary goal in a growing small 

business."2 As mentioned earlier the failure rates of 

small firms that use equity funds are significantly lower 

than other companies. Whether this is from having more 

capital to "'outrun" its mistakes or from being forced to 

be a more carefully planned firm is not known. The fact 

still stands that this category is meaningful. 

Other reasons for public offerings are many and 

varied. The proper amount of equity funds can serve to 

enhance the credit base of the company for later debt 

financing or even to set up a second issue of stock at 

better terms in a later offering. 

If a corporate security has a market value, the 

company will have a certain degree of liquidity of invest

ment. In this way capital can generally be raised faster 

2R. A. Weaver, "Equity Financing for the Small Firm, 11 

Harvard Business tteview, Vol. 34, No. 2 (March-April~ 1962),·'95.·----·"""> _____.,....... ....... ----··~ ...,__ 
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and easier. Mergers and acquisitions can be facilitated 

because "a corporate currency has been created."3 

A favorable image is presented by a company going 

public if it is done with finesse. The increased informa

tion and publicity given a company recently gone public 

can serve to open up new markets and enhance the old ones. 

Besides creating favorable publicity for the company 

a publicly held stock way cause executive recruiting and 

compensation effects to be more effective. It is estimated 

that to pay an executive without the use of stock options 

(the compensation level held constant) would be almost 

twice as expensive than with them. An increase in salary 

would come out of the company's earnings while increments 

of the market value of the stock is, in essence, paid by 

the market. Also the use of options will allow an execu

tive to delay tax payments on his "bonus" until later years 

in which he is in a lower tax bracket. It would appear 

that these options would allow the manager to focus his 

attention on long range as well as short term objectives. 

A public offering for a small company can be ini

tiated for personal as well as business a ctivities. The 

owner of a stock with an established market value can ttget 

his eggs out of one basketu4 and diversity his holdings. 

3sears, OP. cit., p. 113. 

4sears, op. cit., p. 113. 
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In the event of the death of the owner, without some market 

value for the stoc~ the assets of the business may have to 

be sold at a loss to pay the estate taxes. Publicly held 

stock will provide the liquidity factor otherwise lacking. 

Often small companies are organized in partnership 

form. As the responsibilities of the firm increase, the 

compatibility of the partners often decreases. Without a 

valid market price, the true value of a partner's holdings 

would be difficult to determine. This makes partial liq

uidation very difficult. Also, if an owner wishes to sell 

out completely, he may get a better long term price for 

his efforts if the stock is sold to the public rather than 

to a single individual. 

Of course, the personal wealth of a stockholder 

will normally be expanded upon the public issue of his 

stock. Without an established market price, the value 

of a corporation's stock would tend to be the book value 

or asset value of the company--a nebulous figure at best. 

However, if a company can satisfy the criteria of a public 

offering, a figure that is double or triple the book value 

of the company may be justified because the investors are 

investing in the future of a promising company. Investors 

are paying for the right to share in the company's growth, 

not merely for a share of assets for the present. 
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In summary, it can be seen that equity funds are 
I 

sought for many different reasons. Both outside investor's 

as well as inside investors should consider the ramifica

tions of each reason before pursuing this course of action. 

Further 

There are estimated to be approximately "125,000 

firms presently in the United States that could benefit 

by a public offering,"5 according to one authority. After 

close scrutiny of the advantages, one might wonder why 

more smaller firms have not been willing to take this 

step. 

It seems that the two primary reasons behind the 

reluctance of initiating such a major move are "the owner's 

ignorance and inferiority complex."6 

Many small business owner/managers are truly not 

aware of the advantages that a public offering can bring 

his company. Others, while recognizing the benefits, are 

not aware of the methods, qualifications and procedures 

needed to accomplish such a move. While seeing this 

approach open, some managers actually fear the loss of 

control of the organization to the stockholders. This 

5R. A. Weaver, Initial Public Financing for Small 
and Medium Sized Business, washington, D. c., Investment 
Bankers Association of America, 1969, p. 92. 

6rb1a., p. 93. 
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feeling is not difficult to understand when one realizes 

that the small firm provides considerable "psychic income" 

for the entrepreneur, upon which a money value cannot be 

placed. Therefore, a basic drive for self determination 

for himself and company can, and often does, override 

seemingly obvious financial advantages that could come 

about by the sale of equity to outsiders. 

The complex of government regulations that must be 

complied with can also serve to discourage the small 

businessman, as can the expense of carrying out the public 

offering. 

Besides general unfamiliarity with the process, 

another barrier lies in the path of the entrepreneur--the 

inferiority complex. These managers see their businesses 

as too small or too limited to appeal to any outside in

vestors. Also they view the high fees of investment 

bankers, lawyers and accountants as prohibitive. These 

costs should be seen as ''growth costs" that will most 

likely be paid by the investors who are purchasing the 

stock and not by the company. If educated properly as to 

the true location of their investor appeal, such inferiority 

complexes can be eliminated. 

Disadvantages 

The other side of the picture must be examined, for 

there are substantial difficulties associated with a public 
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offering. Before such a move is initiated, the noosts" 

must be realistically evaluated. 

The preparations for a public issue are tedious and 

time consuming. The time of a small business manager is 

extremely limited and is considered to be one of the com

pany's scarcest resources. A public offering can be ex

tremely expensive in terms of his time and can affect 

other operating aspects of the company. 

Small businesses are notorious for their lack of 

detailed, written records. The data required for registra

tion with the s.E.c. are sometimes extremely difficult and 

sometimes impossible to obtain. For example, fully audited 

statements are seldom available. 

Up until this point in time, almost all corporate 

procedures and information could be kept secret. Upon the 

public issue of the stock, the corporation is forced by 

law to reveal many pertinent facts and procedures. Also, 

the corporate officers are forced to pay special attention 

to i ncreasing sales and earnings so as to keep up the 

market value of the stock. This new emphasis could serve 

to pressure management into neglecting long term plans and 

to concentrate on certain current balance sheet ratios. 

Certain corporate procedures may have to be altered 

due to the increased scruttny of the company. Thus, tax 

avoidance schemes, padded expense accounts, and business 

expenditures for personal reasons may have to be eliminated 

or greatly reduced by the management. 
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A major consideration is the fact that now major 

management decisions must be shared with others. No longer 

can the company be operated for the sole objective of 

maximizing personal wealth. A new objective may be in

stituted in which maximization of corporate earnings might 

come into play. This shift in objectives may not be agree

able to the management for it, indeed, might be too expen

sive. Similarly, the fear of the loss of control over his 

company may negate any financial incentives that a public 

offering could present to the owner. 

It must be kept in mind that "the price of the stock 

is only worth what the public will pay for it."7 The smaller 

firms are traditionally viewed as being excessively risky 

due to their size disadvantage. Also, the market will often 

lack sufficient information as to the true conditions of 

a small company. Thus, rumors, myths or other factors over 

which the company has no control can cause price fluctua

tions. This disadvantage must be compensated for by 

offering a high rate of return on investor's capital. This 

11 bid 11rate of return must be sufficient to the investor's 

money away from larger and more stable companies. This 

cost can be too high for the company in a non-glamour 

area. 

7weaver, op. cit., p. 99. 
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However, in the past, the smaller companies have 

consistently offered these high returns. Exhibit II will 

bear this statement out. 

The earlier an investor comes into a venture, the 

greater the amount of return he expects in return for his 

risks. Therefore, a new corporation should expect to give 

up a greater amount of equity than if they had used other 

approaches to financing the firm. 

This factor will be discussed further in the section 

devoted to the cost of the issue. 

Criteria 

Before a company can successfully enter the public 

market, it must meet the criteria generally accepted as 

essential in designating a successful company. Successful 

compliance to these criteria justify a market price that 

is four or five times greater than its book value. 

The first criteria to be considered is timing. The 

company must be associated with an industry that is viewed 

favorably by the market. An example of such an industry 

presently is the "pollution control,, industry. Also, the 

company should have the offering during a bull market when 

general market psychology is favorable. A member of a 

consumer-oriented, non-cyclical industry is generally con

sidered a good prospect. 
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EXHIBIT rr 

RETURN ON SMALL COMPANY INVESTMENTS 

Percent Return Return on 
Sales(millions) on Sales Equity 

BT AT BT AT 

Under 1 4.8 2.8 24.8 14.6 

1 - 5 6.o 3.0 21.8 10.7 

10 - 25 6.7 3.3 19.3 9.5 

250 - 1000 8.8 4.7 21.1 11.3 

Greater than Billion 7.6 6.2 16.6 10.7 

Lecture on Small Corporation Finance, by Professor 
E. w. Walker, : January, 1970, Austin, Texas. 



The corporation must either exhibit a substantial 

growth rate or at least the potential for substantial growth. 

Investments in smaller companies are seldom made for current 

dividends, but in anticipation of price appreciation and 

capital gains treatment. 

The record of earnings are critical to a candidate 

for a public offering. The firm should show increasing 

profit margins and the ability to hold these margins. The 

earnings should be above those of industry in general and 

greater than those within the company's own industry. 

It is possible to go to the market with no past 

earnings record but such a move can be very risky and 

expensive. 

A superior product or service (hopefully beyond the 

prototype stage) will enhance a company's competitive 

position and thereby increase the likelihood of success 

of the issue. 

"Sound and capable management is without a doubt, 

the characteristic that ultimately determines a small 

company's success or failure."8 The management must have 

the knowledge, ability and intuition needed to assimilate 

all the information needed to deal with the complexities 

of a small firm. The managerial quality present seems to 

Be. 'Uhr, , Venture Capital Financing, An unpublished 
professional report. University of Texas at Austin, 
Graduate School of Business, June, 1969, p. 37. 
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be the biggest factor present for it is believed that a 

mediocre product backed by a superior management team will 

succeed while a superior product with incapable management 

has its chances of success diminished. 

Methods 

Investment Bankers 

The logical intermediary between a small firm that 

needs capital and the investors, is the underwriter or 

investment banker. It is his purpose to lead the owner/ 

manager through the intricacies and pitfalls of a public 

issue while at the same time showing the investment public 

the truly worthwhile investment possibilities. Generally, 

if is his purpose to the company to plan, price, time, 

structure the issue~ bring it to market and provide any 

postmarket activities needed. Another important function 

that the investment banker can perform is that if serving 

on the board of directors of the corporation, thereby 

insuring a certain level of competence and certain infor

mation sources. However, there appears to be a reluctance 

to do this for only 8 percent of investment bankers that 

supervise small corpovation issues served on their boards 

afterwards while 43 percent served on the larger company's 

board of directors.9 

9s. E. Allison, "When a Small Business Goes Public, 
Viewpoint of an Investment Banker,,n Speech given to the 
Small Enterprise Symposium, University of Texas School of 
Law, November, 1969. 



~his relationship is a lasting one and therefore 

should be set up with care. The primary asset upon which 

an investment banker relies in order to perform his duties 

is his reputation as a reputable dealer. He therefore will 

do all possible to insure his reputat~on from damage. 

However, it must also be recognized that the under

writer's primary purpose for beirig in business is to make 

a profit. While a reasonable profit is expected and, in 

fact, should even be encouraged, an unreasonable one should 

be recognized and avoided by the prospective client. 

An example of factors to watch is the pricing of 

the issue. Usually an industry-wide earnings multiplier 

is used to price the issue. However, this multiplier may 

not be suitable for a particular situation. A mistake here 

is critical for it will be compounded throughout each 

stage of the issuing cycle. An underpriced issue is easier 

for an underwriter to sell but will result in equity of 

the company being sold too cheaply. An overpriced issue 

can result in the delay or even failure of the issue and 

can possibly result in damage to future issues. The timing 

of the issue is also crucial. Ideally the issue should 

come about while the company's particular industry is 

viewed favorably by the market. If the issue is delayed 

past this point, then unnecessary loss of income will come 

· about •. 
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Over capitalization as a result of too large an 

initial issue can result in the small company struggling 

to earn the expected rate of return. If it fails, the 

market value of the entire corporation may suffer. It 

can be seen then that a small company can easily be damaged 

by relying on an unsuitable investment banker. The problem 

becomes one of finding and evaluating the investment 

banker before the negotiations start. This can be accom

plished by developing criteria for evaluation of investment 

bankers. 

As mentioned earlier, the underwriter's reputation 

is his formost consideration. ~Indeed it should, for it 

will cast a definite reflection upon the issue. If his 

reputation is good, his backing will facilitate the selling 

of the issue. His reputation will give an indication as 

to his true intent in regards to the small company. 

An indicator as to the effectiveness of the invest

ment banker in regards to small business is to examine his 

previous experience with small companies. The problems 

related to small business issues are unique and have to 

be dealt with in a unique manner. Oftentimes the securi

ties must be distributed only in the geographical pattern 

followed by the distribution of the company's product. 

Thus, the underwriters must recognize this and similar 

peculiarities and be capable of dealing with them. 
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The actual selection of the investment banker can 

be a difficult matter. A degree of exclusiveness must be 

maintained. If the wrong underwriter is chosen and he 

refuses the offer, others might wonder as to the reason 

for the refusal and refuse also. Thus,, a "soiled,., appear

ance before an issue is sold can be given for no real reason. 

The use of a finder can facilitate matters greatly 

for he acts as an intermediary between the company and the 

investment banker. He can help set up direct contact 

between the two and help mediate the terms. Such persons 

can be found by talking with attorneys, CPA's or even heads 

of companies recently gone public. For these services, 

a finder may charge 1-3 percent of the face value of the 

issue. 

The agreement itself delineates the size of the 

issue, the price of the issue, the commission terms, the 

expenses, any options or warrant conditions, the issue 

date and the type of instrument to be used. 

Typically, common stock is the most widely used 

instrument for it allows the investor the best chance to 

participate in the growth of the company. After all, this 

appreciation is the primary reason for investing in a small 

company. Preferred stock and debentures can possibly be 

used with "sweetnersu so as to make them more attractive, 

but only the more established small firms would be able 
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to do this. However for a risky situation, such instruments 

would have little merit. 

Cost 

In evaluating the cost of the issue the small busi

ness owner must examine the costs incurred as to the future 

worth of dividend payments, the sharing of executive deci

sions, and so forth, with the benefits to be derived from 

a public issue. As mentioned before, many nonquantitifiable 

"costs" must be considered before the true value ot.' the 

company with the use of funds can be compared to the worth 

of the company without the funds. 

An interesting phenomenon occurs while analyzing 

the cost of the issues. As the size of the issue increases, 

the relative costs decrease--an inverse relationship. It 

can be hypothesized that this cost increment is due 

primarily to the risk factor of the smaller companies. 

The estimated costs have been reported to be as follows: 

Size of Issue Cost of Issue 
(% of issue 

Price) 

(1) Common Stock $20-50 M 
$500,000 

8.3% 
24.13 

(2) Preferred Stock $5 M 
$500,000 

2.37% 
19.13% 

(3) Bonds $50 M 
$500,000 

1.04% 
10.21%10 

lOw. H. Husband and Docheray, Modern Corporation 
.Ej..nance, Irwin, Inc., Homewood, Illinois; 1966, p. 361. 
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The use of noncash payments (in conjunction with actual 

monetary expense) have to be considered as a oost here. 

Options and warrants definitely imply a cost to the company 

and have a definite value to the investment banker. The 

use of these are as follows: 

Size of Issue Use N. c. Payments 

(1) $300,000 10.8% 

(2) $300,000 - $500,000 82.95% 

(3) $500,000 - $1,000,000 61.50% 

(4) $1 - 3 M 20.8% 11 

Beyond a point it appears that as · the size of the 

issue increases, the use of sweeteners decreases. This 

again can be partially attributed to . the increased risk 

of the smaller issues and the investor's desire to partic

ipate in company growth. 

Registration with the S.E.C. 

The financial disaster of 1929 resulted in the 

Securities Act of 1933 and 1934 or what can be called the 

''Truth in Securities Act. "12 The legislation insured an 

orderly securities market by forcing disclosure of all 

relevant facts concerning the proposed issue and adequate 

publicity for them. Under these acts, the s.E.C. must be 

llibid., p. 362. 

12c. L. Prather, Financing Business Firms, Irwin, 
Inc., Homewood, Illinois, 1964, p. 164. 
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informed as to the capital structure of the corporation, 

number of stockholders, purpose and cost of issue, option 

conditions and 5 years earning summary (of which the last 

3 must be certified). This must be accomplished before the 

issue is allowed to be sold publicly. 

Of course certain exemptions to this long and time 

consuming procedure are provided for. These include 

securities that do not affect the status quo of the company, 

securities already subject to government control, and 

issues in which the burden on the issuer is disproportion

ate to the benefit of the public. 

This last exemption has proven helpful for the small 

businessman for it allows him to issue a small amount of 

securities (less than $300,000) and not be forced into the 

expense of full compliance of the complete regulation of 

the larger issues. Such issues are classified as Regulation 

A issues •. 13 

These Regulation A issues are subject to a smaller 

registration procedure whereby only a limited prospectus 

has to be filed and only a two year, uncertified earnings 

summary has to be used. 

However, the issue of a block of $300,000 or less 

is not deemed advisable in many situations due to the fact 

13Ib:id., :p. 168·. 



that the estimated fees for such an issue will be $25,000 

and commissions will be $75,000. Thus, only two thirds of 

the issue value actually will be received yet the rate of 

return will be figured on the total value of the issue. 

However, it is also true that the relevance of such ratios 

increase directly with the number of investors. Therefore, 

a smaller company would not put as much emphasis on this 

ratio as would a larger company. 

The penalties for failing to file or for false re

gistration are severe. The offender can be imprisoned 

for up to 5 years and/or fined up to $5,000. Also, the 

corporation will be liable to refund the purchase price of 

the issue and/or pay any damages incurred. All directors, 

partners, underwriters, certifiers, and any other persons 

directly related to the issue are also liable. Thus, it 

is better to be prudent and avoid any such hazardous 

situations. 

State Regulations 

If the sale of the issue is not an interstate sale 

and the mails are not used in any manner, then registr ation 

is not required with the S.E.C. Such issues fall under the 

"private offering exemption 11 and the "intrastate .exemption" 

and thus are regulated by the State Security Commissioner 

and are subject to the appropriate state's 11 blue-sky laws." 
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These are so named because they were established in order 

to stop private promotion schemes which have no more basis 

than so many feet of blue sky.14 

In essence these regulations state that securities 

that are sold in Texas {but exempt from s.E.c. regulation) 

must still fully disclose their business plan and that 

this plan must be "fair just, and equitable.u Also the 

stock must not be offered to more than 35 persons in the 

first year and no more than 15 each subsequent year. Al• 

though the issue can be actually offered to more than 35 

people initially, if the number is ''excessive'' it can be 

considered a public offering and subject to s.E.c. regula

tion. No public advertisement can be used and the use of 

promissory notes, mineral rights, joint ventures and 

limited partnerships can cause the restrictions to be 

destroyed. 

Other Methods 

There are several ways to get some of the benefits 

of a public issue without actually making a public offering. 

The merger acquisition method, the up-merger tech

n~que, the creation of a holding company, the acquiring of 

another private company so as to strengthen the base of 

14T. Palmer, former attorney for Texas Security Board 
lecture given on April 6, 1970. 
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the corporation for a future public offering--all have their 

good and bad points and should be investigated fully before 

any move toward implementation is made. 

Private Placement 

Even though a public issue may offer some attractive 

opportunities to the small business owner, he sometimes 

may find it impossible to use it due to exchange restric

tions or investment banker decisions. In such instances 

a private placement of his stock can offer certain advantages. 

A private placement is a direct sale to potential 

investors. Although the expenses of an investment banker 

are eliminated by this method, all the functions of the 

underwriter must be absorbed by the small businessman. 

As explained above, the registration procedure of 

such a move is very limited. A private placement is easier 

and more convenient than a public offering and sometimes 

is quicker and less expensive. Also, because of the limited 

market, the potential investors are assumed to be more 

knowledgeable and thus more dependable in uncertain times. 

However, the number of investors that come in con

tact with the stock issue is severely limited. Thus, the 

contact with outside investors is weakened. Also, there 

is a limited after-market and uncertainty of the outcome 

comes into play here. 
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The Over The Counter Market offers many of the above 

features and more. Here the brokers are registered with 

National Association Securities Dealers and the restrictions 

on issues are less than the regular exchanges. The o.T.C. 

is characterized by more secrecy, high volume, knowledgeable 

investors, fast growth and ease of postmarket activities. 

Many major corporations use this exchange so as to avoid 

publicity or to avoid having to meet the restrictions of 

the larger exchange. Here also it is easier to tailor the 

terms of the contract. Of course, if the corporation has 

$1 million in assets and more than 750 stockholders it must 

be registered with the S~E~C. 

The o.T.C. market is constantly growing and has great 

potential. In fact, in number of issues, dollar volume 

and number of transactions, it exceeds either major exchange. 

Private Sources 

Many times private equity sales will be made to the 

people close to the business for many reasons. 

A sale to employees (in spite of the limited capital 

present here) will usually serve as a moral factor besides 

bringing in additional capital. Suppliers and customers 

can be sources of capital here also. However, the mobility 

of the company could be impaired if the situation is not 

carefully watched. 
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During such sales, the owner must realize that these 

individuals are not particularly investing in the company 

because of the strength of its balance sheet. These people 

are merely voicing faith in the manager's entrepreneurial 

ability. Also while soliciting such sales the owner must 

take care to solicit the investors that will stay in and 

not leave if the going gets rough. 

Small Business Investment Corporation's are another 

source of equity funds. They were created in 1958 so as 

to close the gap between the present resources of a small 

business and a public offering. 

However because of the move toward syndication to 

finance the "larger" small businesses and move away from 

the riskier maneuvers, the actual value of S.B~I.c. 's as 

a source of funds for the needy sm~ll businessman is de

creasing. In fact, the "concept and operation have shown 

flaws that make it wholly ineffective."15 The potential 

to fill the long term capital needs of small business is 

great. Only time will tell if this potential can be 

realized. 

If a small business is embarking upon a "frontier" 

situation, a venture capital firm may be able to supply 

the needed funds. However, such companies typically re

quire a minimum of 10 times their money back in a period 

153. L. Hayes and D. H. Woods, t'Are S .B. I .c. 's 
Doing The:l.r Job?", Harvard Business Review, Vol. 47, 
No. 6 (November-December, 1967), 74. 
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of 5-7 years. Also, they generally require na good piece 

of the action." These companies have shown a reluctance 

to invest in smaller companies due to their lack of faith 

in the typical small company's management. 

Importance of Going Public to Associated 

Building Services Company 

It is obvious that any company that can meet the 

criteria set out for a successful public offering and is 

willing to pay the often substantial costs of this type 

of action can reap some very impressive benefits. It 

will be the objective 1 then, of the next section to describe 

the company to be evaluated and compare it with the criteria 

already set out. 



CHAPTER IV 

THE COMPANY: ASSOCIATED BUILDING 

SERVICES COMPANY 

History and Descriptionl 

In 1946 Louis Gershen, then a salesman for a Houston 

chemical company that specialized in the sale of janitor

ial supplies, decided to start a small janitor service as 

a part-time operation. Being already familiar with the 

market, the industry and the customers, he was able to 

make a creditable start. Due to sales expertise, within 

three years, the small company had grown enough so that 

Mr. Gershen quit his sales position and devoted his full 

efforts toward the janitor service. As a result of his 

recent discharge from the Marines, Mr. Gershen decided to 

call his company the 11X.G.I. Janitor Service. u 

At first the operational headquarters was Mr. G's 

house. His wife kept the books, did the billing and 

answered the telephone. Mr. G. supervised his four employees, 

maintained the equipment and performed much of the actual 

lAll data in this section is from direct interviews 
and personal experience with Mrs. M. Gershen, President, 
Associated Building Services Company. 
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labor himself. At this time the company did little but 

clean small commercial establishments on a daily basis. 

As sales increased, the company was moved into 

larger headquarters. A full-time supervisor was hired to 

help Mr. G. and the scope of functions of the company was 

expanded to include washing of windows, small-refuse hauling 

and small repair jobs. Before this time, the size of the 

establishments cleaned were small. However, larger build

ings (but still not more than 8,ooo sq. ft. of floor space) 

were sought. 

By 1956, the size of the company had increased almost 

four times. The sales level had reached almost $8,ooo per 

month and the company enjoyed a very good reputation. How

ever, late in 1956, Mr. G. suffered a severe heavt attack 

and in less than 24 hours died, leaving a 25 year old wife 

and three children. As in most small businesses, the most 

valuable asset of the company was Mr. G1 s sales and opera

tional ability. Therefore, his death was taken to be a 

signal for the demise of the company. However, Margie 

Gershen, having exceptional determination and good deal 

more than the average amount of common sense (but very 

little formal education) saw it differently. She knew 

little about the operations end of the company, but decided 

to keep the company going. 
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The next five years were ones of severe hardship 

for Mrs. G. and only due to extreme courage was she able 

to persevere. However, by 1959, Mrs. G. had increased the 

sales level of the company to an average of almost $10,000 

per month, of which, by astute managerial ability, almost 

20 percent was net profit. 

The next several years were ones of uneven growth 

due primarily to lack of good "middle management" material. 

This situation was rectified when Dan McKinney (Mrs. G's 

brother who had been working his way up through the ranks 

for five years) reached the level of competency that was 

required. From that time on, the sales growth of the company 

increased steadily. The scope of operations similarly in

creased to include not only janitor services for commercial 

buildings on a regular basis, private and commercial estab

lishments on a one time basis, window washing and janitor 

service for multistory buildings, refuse hauling on a large 

scale, lawn and grounds maintenance services, and guard 

services for those buildings under maintenance contracts. 

The company was incorporated with all of the stock held by 

Mrs. G. The name was changed to Associated Building 

Services Company and new headquarters were purchased close 

to downtown Houston. 
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The growth of the company to almost $1,000,000 in 

sales per year2 was accomplished largely by the driving 

ambition, the tenacity, and the good reputation for ser

vice of Mrs. G. The company has never engaged in any 

organized marketing activity. The only way new business 

was acquired was by "word-of-mouth" by satisfied customers. 

The demand has been so great that the present problem of 

the company is handling a growing number of accounts with 

limited equity capital and a short labor supply. 

A.B.s.c. is now the oldest maintanance service in 

Houston and is the largest locally owned firm. It employs 

almost 300 people, 90 percent of whom are part-time. The 

average life of an account, -that i? the length of time from 

entry into the books until cancellation, is 4~ years. How

ever, A.B.s.c. still has the same three accounts it first 

started with 26 years ago, evidence of a solidly-run company 

that gives good service. 

As in most small businesses, the corporation's 

structure was not planned but developed more or less ran

domly as needs arose. Little work has ever been done or 

is presently being done in regard to planning or efficient 

integration of all functions of the company. 

2The actual dollar figures have been altered but 
the percent figures show the correct percentage increases 
and decreases. 
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It appears that the trial and error method of manage

ment is the primary reason for the uneven growth rate. 

(See Exhibit V) Due to the recent increase in commercial 

building (and therefore a large increase in building main

tenance companies in Houston) the market is becoming in

creasingly competitive. Therefore, the informal structure, 

control procedures, marketing and administration techniques 

need to be solidified so as to be able to identify the 

primary problem areas of the company and provide for future 

growth. 

In recent years, three young men have been hired 

for full-time employment by the firm. All three, being 

younger than 30, seem more expansion minded than Mrs. G. 

One of these young members is her son to whom she had planned 

to give the company in later years. A goal-conflict has 

arisen between the two principals. 

Several times within the last 2 years Mrs. Gershen 

has announced that she saw no difference between uenough 

and all there i s. Therefore, she was no longer interested" 

in expanding the company. This internal conflict between 

herself and her son could result in disention when the son 

attempts to take over management from his mother. 

Objectives and Strategy 

To give further insight into this problem, a con

densed version of the new corporate plan is presented. 
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This plan was primarily devised by these younger members 

of the firm. Before this plan was created, no written 

objectives, policies or organization plans had been set 

out. Obviously, this new plan calls for a shift in objec

tives and strategy of the firm. 

The shift in objectives can be exemplified by the 

fact that this new strategy calls for active solicitation 

of new accounts while previously no active solicitations 

were initiated. Also in earlier years, smaller accounts 

were sought, now larger buildings are to be the prime 

targets for new business. 

Corporate Plan3 

Mission/Task Definition 

To offer a complete line of services for commercial 

and/or private buildings to the building's owner and/or 

manager at competitive prices. Also to apply organization 

resources to any busi~ess opportunity which meets our 

standards of desirability (but to include preference for 

areas that are common to ones we now occupy). 

Objectives 

(1) Since it is a reasonable measure of performance, 

it is the prime objective of this company to maximize the 

3corporate Records, Associated Building Services 
Company, Houston, Texas, January, 1971. 



long term wealth of the owners and managers of the 

corporation. 

(2) Further, it is the purpose of the company to 

conduct itself so as to be a good company to work for, to 

invest in and a good company to buy services from. 

(3) To do all that is reasonably possible to pro

mote the growth and recognition of the building service 

industry as a reputable member of the business community. 

Subobjectives--These objectives can be furthered by an 
attempt to: 

(1) Increase gross profits so as to be 20 percent 

of sales each year and to increase net income to 4 percent 

each year by reducing cost of labor and supervision to 65 

percent of sales, by reducing supplies and equipment to 

11 percent of sales and overhead to 20 percent of sales.4 

(2) Increase net growth of sales by a level of 

10 percent per year by increasing marketing efforts {and 

minimizing customer losses) to reach $5 million volume in 

10 years. 

(3) Increase our share of the market so as to be 

one of the largest building service contractors in Houston 

in 10 years. 

4Percentages derived from actual experience and 
from reports by Schwartz Karsef & Company, CPA's. 



57 

(4) To increase our service line so as to be ~ble 

to supply all normal building services in 10 years--to in

clude janitor, electrical, mechanical, guard, and personnel 

services (from day maintenance people to actual building 

managers)--to build owners. Also to be a property owner 

ourselves within the next 10 years. 

(5) To continue to match or surpass all industry

wide figures on financial conditions--debt/equity, current 

ratio, acid ratio. 

(6) To secure a BtP~dv growth (10 percent) rate 

so as not to force the company out of a planned financial 

pattern. 

(7) To develop or recruit new management and labor 

forces by setting up promotion policies, retirement plans, 

incentive plans, hospitalization, stock options profit 

sharing plans so as to attract and keep the needed people. 

(8) To set up semi-autonomous divisions to handle 

the different service departments. 

(9) To view changes in industry in terms of pro

fitability and flexibility. 

(10) To prepare and keep data needed for a future 

public offering, acquisition or merger. 

(11) To maintain the good reputation of the company 

by adhering to all good business practices set out by the 

National Association of Building Service Contractors. 
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(12) To be ready to develop or adapt new operational 

techniques or practices by encouraging new ideas within the 

company and learning of new ideas outside of the company. 

(13) No actual considerations are to be made now 

as to international markets, manufacturing operations, of 

major staff departments {PR, Accounting, etc.) now or in 

the near future. However, new markets and services in 

other cities will be considered and the appropriate staff 

functions will then be implemented. 

(14) To review, revise, and implement continuous 

corporate planning. 

Evaluation 

Market Conditions 

The increasing importance of the building service 

industry in general has already been discussed. 

The local market {Houston) offers a particularly 

interesting prospect. Because of the low costs of living, 

good living conditions, few transportation problems, low 

tax structure, strategic geographic situation and favor

able political climate, corporate growth in Houston is 

both rapid and increasing. Houston is the oniy major 

metropolitan area in the United States that recorded a net 

increase in population in the 1969 census. It is considered 
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to be the fastest growing city5 in the United States (in 

regards to corporate growth) as evidenced by the announce

ment of the new building project of Trammel Crow, Texas 

Eastern and Shell Oil Company. Each of these projects 

totals over $1 billion and each is larger than downtown 

Dallas. The next several years should be ones of corporate 

expansion into Houston by major national firms. 

However, even with this bright economic picture 

some forecasts state that the commercial building market 

is overbuilt. Thus, a slowdown in construction of new 

buildings could signal (1) a movement of the A.B.s. Company 

into maintenance-related fields, (2) a renewed sales cam

paign on "old" buildings, or (3) a movement into other 

geographic areas. 

Another interesting factor should be examined. 

Although the national average of buildings being 1ontracted 

out to contract maintenance firms is between 25-30 percent, 

Houston's average is almost 80 percent. This figure is 

even more surprising when one considers the fact that, 

since 1965, no major building has been built in Houston 

that does not use a contract maintenance firm.6 This could 

be taken as a further signal to move into another field 

because of near saturation of the market. 

5Houston Office Space Requirements and Projection,
1950-19rtO, Bank of the Southwest4 Industrial Development 
Dept., ouston, Texas, 1970. p. • 

6Personal interview with Merlin Ely, Executive 
Director Houston Building Owners and Managers Association; 
1971. 
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A further examination of Exhibit V will show that 

future projections for commercial square footage is on 

the upswing. Thus an inc~easing market is forecast. Also, 

the market share enjoyed by the company is increasing 

(from 3.5 percent in 1968 to 5.9 percent in 1971). In 

this way dynamic growth potential is illustrated by an 

increasing share of an increasing market. 

Also, other market factors that might have an effect 

upon the Houston economy {to which the company is tied) 

and the sales of the company, are increasing. The Houston 

population, the number of people employed within Houston 

and the number of white-collar workers in Houston are all 

increasing. 

Competition 

There are presently over 100 maintenance firms in 

Houston. Only 17 of these companies are considered to be 

major competitors. The sales forces, pricing policies and 

quality of services fluctuate widely among these companies. 

The size of the companies range from American Building 

Maintenance Company (national sales of $135 million and a 

local sales force of over 20) to many one-man operations. 

As could be expected, price competition often occurs and 

will increase due to the increasing numbers of maintenance 

CQmpanies that want to locate in Houston. This movement 
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into the industry will continue because of ease of entry 

into the field, availability of capital and people, and 

relatively little need for technical capacity. 

The larger firms would enjoy large financial basis, 

a broad marketing structure, are more influencial and have 

a bigger and better-educated management structure. However, 

these oompanies are not as flexibile as localized firms, 

are not as well known, and cannot control their personnel 

as elosely. 

The smaller firms suffer from most of the disad

vantages stated earlier, as well as one major drawback. 

Because the building maintenance industry is a new field, 

it does not enjoy a reputation as a genuine, reputable 

member of the business community. Until recently, "mop 

and bucket" operations prevailed. Presently, the companies 

engaged in this industry suffer from being associated with 

the slip-shod type of operations that characterized these 

"mop and bucket" companies. 

Associated Building Services Company seems to have 

an advantage here. Besides being a well run company in 

general, the firm enjoys a very good reputation. This can 

be proved by the fact that the majority of Associate's 

customers were not actively solicited but ones that had 

"heard" of the company. Of course, the reputation is a 

direct result of the special skill and knowledge of the 
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manager and is thereby subject to all the 1nf1rmat1es that 

can befall an individual. This shortage of top management 

talent could be considered a drawback if no successor of 

similar capabilities can be found for later years. 

Continuity 

The contract renewal rate of Associated appears to 

be above average, for it still has those first three accounts 

it started 26 years ago. In an industry in which a two

year life of an account is not uncommon, longevity sueh as 

this is unheard of. 

Cost of Services 

Obviously, to be a competitor in such a dynamic 

market, a firm must be somewhat price conscious. However, 

from the Corporate plan, one can see that price competition 

is not a foremost goal. The firm's future aim is to provide 

quality service at a fair price, thereby maintaining its 

most effective selling device--a good reputation. 

Financial Position 

An examination of Exhibits IV and V reveals several 

interesting facts concerning the firm. 

Sales Rate 

From 1960 to 1970, the firm's sales have fluctuated 

in cyclical fashion. The years from 1962-1965 and 1969-1971 



appear to be years of high sales, lowered direct and indirect 

costs and higher net income. The earlier good years were 

a result of a less competitive market as well as a more con

centrated effort by the management toward a better opera

tion. The later profitable years appear to be primarily 

a result of the new members of the firm and their deter

mined effort toward growth. 

This recent spurt of growth is also related to the 

objective and strategy shift mentioned in the Corporate 

plan. This trend is a prime example of how the direction 

of a small business can be completely changed solely by a 

change in management objectives brought about by the entry 

of new management. 

The years of 1966-1968, show signs of a stable company. 

It is during this period that management seems to have lost 

interest in growth. 

Projections 

Market 

The figures on population and commercial square 

footage (Exhibit v) show the increasing market in Houston. 

However, because of a decrease in unskilled labor and the 

increased competition, profit margins may decrease. 

There also seems to be a movement into outer areas 

for corporate headquarters rather than into downtown Houston. 
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EXHIBIT III 

ASSOCIATED BUILDING SERVICES COMPANY: 
ANNUAL SALES AND NET INCOME a 

Year Sales Direct Costs Indirect Costs Net 
(% of Sales) (% of Sales) Income 

(% Sales) 

1960 $249,000 69.1 22.3 4.7 

1961 243,000 69.3 21.9 4.9 

1962 235,000 70.4 22.0 4~6 

1963 293,000 71.26 22.11 4.64 

1964 441,000 73.41 21.02 4.18 

1965 541,000 75.81 20.27 3.22 

1966 488,ooo 75.75 22.73 .34 

1967 486,ooo 77.9 22.65 .05 

1968 445,000 74.7 23.6 1.71 

21.8 (1.59)1969 539,000 79.8 

1970 870,000 77.86 18.33 2.58 

asales Figures are disguised but percentage figures 
are correct. Derived from Financial Statements, Associated 
Building Services Company, Houston, Texas 1960-1970. 



EXHIBIT IV 

ASSOCIATED BUILDING SERVICES COMPANY: 
SHARE OF THE MARKET AND 

MARKET PROJECTION 

Share of the Market Ideal Percentagesb(of Sales) 
1968 3.59% Direct Costs so.44 
1969 2.85% Indirect Costs 12.00 
1970 5.09% Net Income 7.5 
1971 5.92% 

Variable Variable Variable Variable 
1'.(000)* 2. 3. 4. 

Year Commercial Workers in Houston Inc. %of Market Done 
Square Relevant Population by Contract 
Foot~ge Industries Cleaners 

1970 26,382 336,300 1,232,800 85 
1971 29,088 354,460 1,325,500 85 
1972 31,920 372,600 1,418,300 85 
1973 34,600 390,000 1,511,100 85 
1974 37,404 408,600 1,663,500 85 
1975 40,208 425,000 1,696,700 85 
1976 44,012 442,600 1,789,500 85 
1977 48,816 460,600 1,870,300 85 
1978 52,620 478,600 1,950,510 85 
1979 57,424 496,000 2,047,500 85 
1980 62,224 506,900 2,160,070 85 

bPercentages calculated by J. K. Lasser and Company, 
CPA Firm, 1970. 

*Figures from Houston Office Space Requirements
and Projection 1950-1990, Bank of the Southwest, Industrial 
Development Dept., Houston, Texas, 1970. 

+F1-R:ures from Texas Municipal Report, Special Report
No. 81, Published by Mu..nicipal Advisory of Texas, Austin, 
Texas, 1960 to 1971. 
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EXHIBIT V 

SALES PROJECTIONS 

Sales Projections 

1971 $ 994,489 
1972 1,295,471 
1973 1,599,803 
1974 2,135,305 
1975 2,202,514 
1976 2,479,297 
1977 2,685,587 
1978 2,931,634 
1979 3,184,138
1980 3,511,471 

-3.0292 
+ -2.4402 x 

+ 4.8305 x 

+ 3.8936 x 

+ 7.0431 x 

Regression Equation 

(variable 1) Commercial Square 
footage 

(variable 2) Workers in 
Relevant Industry 

{variable 3) Houston Inc. 
Population 

{variable 4) %of the Market 
Done by Contract 
Cleaners 

Projected Sales 

R2 = 77 
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This movement should cause an increased nee~ for seourity 

and refuse removal services because some city services will 

not be available. Conversely, the outward movement will 

cause the company additional expenses in the areas of super

visory salary (due to more area to cover), supplies delivery 

and possibly, a need for branch offices. 

The owners of these buildings now show a tendency 

to want to deal with one company for a "package deal.n 

Here, one service company would supply the total service 

package needed by a large complex. This would include 

janitorial, custodial, protection, refuse removal, electrical, 

mechanical and ground maintenance services. All of these 

would cause a need for more capital and more qualified 

personnel. 

There is speculation that the recent increase in 

commeroial building space has resulted in a surplus. Thus, 

new building-starts may decrease. 

All these trends tend to point to the need for more 

funds to finance service facilities, fixed assets for in

creased recruitment and training of key personnel. The 

future plans of the corporation include such innovations. 

Therefore, a need for these expansion funds exists at 

present. 

The projections of the company's sales were derived 

from a regression equation that took into consideration 
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the past sales of the company (1960-1970) as they were ef

fected by the commercial square footage available in Houston, 

Houston population, white-collar workers in Houston and the 

percent of the commercial square footage maintained by pro

fessional firms. 

These future projections (though by no means infal

lible), can be taken to be fairly representative of the 

future. 

In this way, the company's earning capacity, pro

fitability and financial strength are determined by showing 

their relationship between financial facts and estimates. 

Thus an increasing sales and earnings picture is 

exhibited. However, such projections are b~sed upon the 

assumption that past happenings are indicative of the future. 

While not altogether unreasonable, this assumption has 

certain flaws. 

In the past, the industrial growth of Houston has 

been largely internal. Recent corporate movements into 

Houston have been from large, out-of-state corporations. 

It may be that these firms will require a more extensive 

marketing program. Such a program may require a well-trained 

marketing force and an increased use of advertising pro

cedures (brochures, letters, magazine ads, and direct contact 

in a distant city. Also, in order to penetrate and to pro

vide the new level of services required, totally new market

ing provisions will have to be made. 
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As mentioned in an earlier section, to truly measure 

the financial position of this service company, terms such 

as reputation and labor turnover must be used. The fine 

reputation of the company has already been discussed. A 

further example of this advantage is the receipt of four 

merger offers in the last 6 months from large, reputable 

firms wanting to acquire A.B.s.c. 

The direct labor turnover ratio is about the industry 

average (250-300 percent). However, the key personnel 

turnover ratio (supervisory) is very low. This rate is a 

result of an extensive profit sharing plan and the auton

omous work plan set up for each supervisor. 

Summary 

From very humble origins, the Associated Building 

Services Company has developed into a fairly sizable and 

profitable operation. The future for this firm offers 

almost unlimited potential, for the earnings of the company 

are tied to an almost recession-proof, non-cyclical, growth 

industry. 

In terms of tangible characteristics, that an out

side investor can examine to determine the earnings poten

tial of a building service company, A.B.s.c~ measures 

favorably. However, in speaking of one important intang

ible (managements expansion desire) Associated may be 
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lacking. If the firm is to meet the growth plans set out 

by the new corporate plan, more extensive financial plans 

must be made so as to provide the new level of marketing 

efforts, the new type of services {required by the new type 

of building and building managers) and the new type of 

company employees that these operations need. Along with 

these additional dimensions of the company, the idea of 

expanding the equity base of the company must be considered. 



CHAPTER V 

SUMlViARY AND CONCLUSIONS 

Summary 

The first three chapters were devoted to isolating 

the significant factors that have a direct effect on a 

small business in general. These factors were shown in 

such a light as to emphasize the small, service-oriented 

company. 

The second chapter attempted to show that the general 

term "small business" was not a concrete one but only a 

relative designation. Companies designated as small, 

could be large in dollar-sales and earnings. 

The inherent advantages and disadvantages of small 

firms almost dictate the kind of markets that will offer 

these firms the best probability of success. These markets 

appear to be characterized by small scale, job-shop opera

tions in which personalized service plays a large part. 

Besides several general factors (such as a company's 

capital structure, the general level of the economy, the 

company's geographic locale and the cyclical nature of the 

industry,) the biggest limitation faced by the small company 

71 
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is the capabilities of its owner. Because an individual 

competetent in all areas of business management is rare, 

substantial casualty rate for these companies exists. 

The small firms that supply the wide range of serv

ices needed to maintain commercial buildings seem to be in 

an area that satisfied all the major criteria of a recep

tive market. However, these firms also suffer from lack 

of qualified management, which results in a large failure 

rate. 

On the other hand, if a well run company is dis

covered, it will offer above average potential for an out

side investor due to the fact that earnings are largely 

non-cyclical and almost recession proof. This discovery 

is difficult to achieve and must be accomplished through 

the use of some ambiguous concepts. 

Once a firm has achieved a degree of success in the 

service field, it must maintain a large amount of working 

capital at hand so as to be able to finance the expanding 

needs of the company. 

Chapter III pointed out how, through the use of a 

public offering, several objectives of a firm could be 

satisfied. This type of equity-sale could be used to meet 

the owner's personal considerations, for investment ac

tivity and to meet company objectives, Many managers are 

unaware of the advantages of a public offering. Others 
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are not convinced that they have the potential for such a 

move. Hence, equity sales are not used as often as they 

might. 

Along with these favorable possibilities must go 

the long list of disadvantages--not the least of which is 

the substantial cost of the issue (in terms of time and 

money). Some non-quantifiable costs are the strain put 

on the management to keep up a good earnings picture and 

the sharing of managerial decisions with the stockholders. 

Equity funds can be acquired through the use of an 

investment banker and a true public offering, a Regulation A. 

issue, an intra-state offering or a private placement. 

Each of these methods have pecularities that will be ad

vantageous in qualified situations. These must be examined 

in terms of their cost, their benefits and the overall 

corporate objective. 

Corporate history, objectives and strategies of the 

Associated Building Services Company was a main area of 

discussion in Chapter IV. 

Almost by accident, an interprising woman was put 

in control of a small janitor service company. Through 

diligent and hard work she developed the company so that 

it now has become a respected member of the building

service contractor industry. 
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Due to her forward-looking nature, she has provided 

a young management team to take over when she retires some

time in the next ten years. Ironically enough, she does 

not seem to agree fully with the new growth ideas put forth 

by this new management team. 

Obviously growth requires substantial funds. This 

industry is no different except in the area that these 

funds will be used--personnel recruitment and working 

capital. From a simple regression equation, sales of the 

company, were projected forward for 10 years and examina

tion of this sales trend revealed a fair growth rate. To 

finance this growth, increased capital will be needed. 

Also, if a more dynamic growth potential is desired, other 

fields must be examined. 

In terms of the present, the company is substantial 

as far a cost cf services, continuity, competition and 

financial position is conaerned. All indications appear 

to show increasing earnings, adequate liquidity and sub

stantial profit margins. 

However, in order to increase the sales growth rate 

the company probably will have to enter other related 

fields so as to be free of the present market constraints. 

Conclusions 

In terms of the managerial ability to reach and hold 

reasonable earnings and profit levels, Associated has 
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adequate resources to keep the status-quo. The fact that 

the present management has guided the company through the 

perilous infancy of the firm and now has directed several 

periods of orderly, internally financed growth gives evi

dence to this supposition. Although some of this growth 

can be attributed to an above average growth of the market 

itself, a large amount of credit should be given to the 

managements "financial literaryu and reasonable allocation 

of resources. 

Not withstanding this growth rate, several problems 

have arisen. 

The first major consideration is the market itself. 

This field is becoming increasingly competitive and so

phisticated. In order to combat the new competition, 

more efficient operations and marketing efforts must be 

developed by A.S.B.S. Co. 

Rising costs and a decreasing supply of direct and 

supervisory labor will also add to the future difficulty 

of the company if it stays in this narrow field. 

Long term projections show that the commercial 

building market will keep growing but at a slower rate 

than previously exhibited. Thus, some related fields 

should be sought out. 

The management teams desire for expansion is another 

problem that must be considered. The past growth rate must 



be accelerated so as to meet their objectives, and new 

sources of funds must be used to satisfy the extensive 

working capital needs for future growth (in this field) 

and for long term capital to finance expansion into capital

intensive fields. 

Also, a retirement program must be planned for, so 

as to give Mrs. G. the maximum benefits possible with the 

least strain on the firms resources when the time comes 

for her to transfer her interest. 

Public Offering 

Associated satisfies the majority of the criteria 

needed for a successful public offering. The firm is in

volved with an industry viewed favorably by the "market" 

and its investors. A favorable growth rate has been 

shown in the past and a greater one can be forseen for 

the future. The earnings record is erratic but has 

stabilized around the industry average. The management 

of the company is capable and appears to have the ability 

and knowledge needed to deal with the competitors of the 

future. A composition of all those factors would seem to 

indicate an above average change for capital appreciation 

(the main objective of an investor in small companies) for 

an outside investor. 
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The tangible and intangible cost of a public offering, 

while substantial, would not seem to present any barrier 

to the new management. This supposition would seem logical 

for all investment costs would, in essence, be paid by the 

market. The new pressures that decision sharing, open 

corporate procedures etc., would place upon the management 

do not seem overwhelming to them. 

The benefits of this move are considerable. A pub

licaly held stock would provide the liquidity needed for 

future acquisition of funds and present a ready source of 

working capital. Any acquisition or merger moves would be 

greatly facilitated. The new personnel needed for this 

growth could be recruited easier and compensated in a more 

effect1ve manner with a publically held stock. Also, the 

personal benefits it would provide would enable Mrs. Gershen 

to recieve the compensation she deserves without putting 

undue strain upon the financial resources of the company. 

The chief benefit would, of course, be the degree 

of liquidity that would be provided without the restrictions 

of debt financing. 

To achieve success, a public offering must be planned 

far in advance. For the immediate future, an attempted 

public offering would not be needed nor would it be successful. 

However, after the earnings and sales records have 

been better established, the probability of a successful 
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issue would be greatly increased. It would appear that in 

5 or 6 years the records would be at the required levels. 

Also, at that time, the increasing need for more working 

capital, for investment into new and different fields and 

for the owner's personal considerations (to include re

solving personal conflicts and devir~ifying into outside 

investments) will provide the benefits that would make the 

costs of a public offering worthwhile to the present 

stockholder. 
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