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Coronavirus Update
Jan 4, 2022 -- Pandemic-driven Changes Drive Data Center Construction Surge

• The hyperscale data center industry experienced double digit growth in 2021, according to Kevin Facinelli, Group President for
Nortek Data Center Cooling, a division of HVAC equipment manufacturer Nortek. Nortek expects similar growth in 2022, but the
amount of growth depends on resolving current supply chain commodity and material bottlenecks. Hyperscale developers are
also facing geographic location challenges. Developers are continually looking for locales with favorable climates where water and
power resources are plentiful, especially for cooling the huge heat loads expected of tomorrow’s rack densities. Those three
factors – climate, water and power – can significantly limit location choices. Hardware, plumbing, and HVAC distributors are likely
to benefit from construction of new facilities.

• Hardware, plumbing, & HVAC distributors may have difficulty acquiring sufficient inventory due to pandemic-related logistical
issues. Supply chain chaos will likely persist until the middle of 2022, according to Jim Snabe, chairman of German conglomerate
Siemens and Danish shipping firm Maersk. "The trade of goods has actually gone up, not down," he explained. "There was a short
period when the factories closed when the volumes went down but since the middle of 2020, the demand for physical products
has gone up dramatically. Right now, we have congestion primarily in the West Coast of the US where the ports are full of
containers." One of the main issues, Snabe said, is there aren't enough truck drivers to pick up containers from the ports. Ships
were waiting an average of 18 days in front of ports in late November, Snabe said. "That takes capacity out of the shipping industry
because they are lying there idle," he said. "You have higher demand and lower capacity, not because we don't have enough
vessels, but because they are not sailing because of congestion," Snabe added. "We have to balance that out. We think this will
happen somewhere mid-next year, but maybe not before."

• A computer modeling study of indoor air quality by Honeywell found that mobile HEPA air purifiers can help reduce airborne
contaminants by capturing particles as small as 0.3 microns and even smaller. About 97% of small particles were captured by air
purifiers, which significantly improved air quality. Speaking created smaller and fewer droplets than a sneeze; yet, when the droplet
attaches itself to a particle as an aerosol, dissemination continued as long as a person spoke and traveled approximately 60 feet in
the simulation due to HVAC air flow. The closer a source of contaminants is to the air purifier, the higher the purifier’s
effectiveness; mobile HEPA air purifiers captured particles as small as 0.3 microns (and smaller).

• Demand for HVACR equipment is likely to increase as architecture firms get more requests to upgrade HVAC systems in
commercial buildings. High-density filtration is a common request from office building owners, as are ion technology and UV
lighting in HVAC systems. Landlords are asking for Minimum Efficiency Reporting Values air filters rated between 11 to 13. The
higher the number, the greater the ability for filters to capture small particles. Ion technology in HVACR systems use an ion rod
that spins in the ductwork. The rod ionizes the molecules in the air and neutralizes viruses and bacteria. Much of the work on
HVACR equipment is being done when building leases turn, which happens every 5, 7, or 10 years, depending on the contract.

• Guidance issued by The Occupational Safety and Health Administration (OSHA) recommends that employers work with heating,
ventilation, and air conditioning (HVAC) professionals to look at ways to improve building ventilation as a way to address the
potential hazard of exposure to COVID-19. Specific recommendations include Using HVAC system filters with a Minimum
Efficiency Reporting Value (MERV) rating of 13 or higher where feasible and considering the use of portable high-efficiency
particulate air (HEPA) fan/filtration systems to increase clean air, especially in higher-risk areas. Distributors are likely to benefit
from increased demand for HVAC services.

• HVAC distributors may benefit from increasing use of heavy-duty filters to block microbes and the installation of systems that use
ultraviolet light or electrically charged particles in the ductwork to kill the virus. Many of the methods to reduce pathogens have
been around for years, but were geared more to hospitals than commercial buildings. What we’ve learned is that our previous
standards of air purification didn’t hold up to the test of the pandemic and those need to evolve accordingly, George Oliver of
Johnson Controls said.

• Carrier Global Corporation, which estimates the total market for indoor air-quality improvements at about $10 billion, has identified
$150 million of potential business opportunities for itself. Honeywell International cited a more than $600 million sales pipeline for
its “healthy buildings” offerings.

• The Centers for Disease Control and Prevention acknowledged that the coronavirus can sometimes spread through airborne



particles that can "linger in the air for minutes to hours" and among people who are more than 6 feet apart. The CDC cited
published reports that demonstrated "limited, uncommon circumstances" in which people with the virus infected others who were
more than 6 feet away.



Industry Structure

Hardware, Plumbing 
& HVAC Distributors 
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A typical hardware, plumbing, HVAC and refrigeration distributor operates out of a single location, employs about 27 workers, and
generates $17.5 million annually.

• The hardware, plumbing, and HVAC/R distributor industry consists of 10,100 companies, employs 277,400 workers, and generates
about $178 billion annually.

• Most distributors are small, independent operations - 52% operate out of a single location and 79% have fewer than 20 workers.

• Customers include building contractors, residential and commercial builders, dealers, hardware retailers, government accounts,
and industrial and institutional customers.

• Large companies include Ace Hardware, Ferguson, MRC Global, Hajoca (EMCO), Watsco, DistributionNOW, and HD Supply.



Industry Demographics

Female Owned

13.0%
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Partnerships (8.0%)

Non-profit/Other (1.0%)
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How Firms Operate
Products and Operations

Hardware, plumbing, and HVAC/R distributors consolidate a variety of products from many different manufacturers to offer customers
wide selection, reasonable prices, and a single point of contact.

• Major product categories include plumbing and hydronic heating equipment (33% of industry sales); hardware (bolts, nuts, rivets,
fasteners, hand tools - 35%); forced air heating and air conditioning equipment (28%); and refrigeration equipment and supplies
(4%).

• Distributors may sell a combination of product categories or specialize. HVAC distributors often sell plumbing supplies or
refrigeration equipment.

• Distributors may offer maintenance and repair services (MRO). Some distributors sell private label products, which typically have
lower price points.

Hardware, Plumbing & HVAC Distributors Revenue

Relationships with suppliers can involve contractual agreements, which may be exclusive. Because most manufacturers have minimum
order quantities, small distributors participate in buying groups to leverage volume discounts. Purchasing can be complex since
products from offshore suppliers have long lead times.

Customers place orders through sales representatives or websites. Some distributors have showrooms in which they display a limited
selection of products. Inventory is catalogued and stored in warehouses, where workers assemble orders for delivery. Distributors
transport orders by truck or third party carrier, with some companies offering daily delivery. Distributors may have counters where sales
staff provides expertise and customers pick up orders.

Inventory management is a critical part of operations, since most distributors carry wide varieties and large quantities of equipment
and parts. Most distributors rely on information management systems to automate processes (such as purchasing and billing) and
monitor inventory levels. Technology helps distributors both maximize product availability and minimize carrying costs.

Distributors employ inside and outside sales staff with technical expertise. Compensation is often based on commissions. A constant
flow of new products requires regular employee training.

Hardware (35.0%)

Plumbing & Hydronic Heating
Equipment (33.0%)

Forced Air HVAC Equipment (28.
0%)

Refrigeration Equipment (4.0%)

35%

4%

28%

33%

Source: US Census Bureau



General support services include purchasing, receiving, billing, warehouse management, shipping, showroom operations, and counter
help. For a small distributor, single staff members may support multiple functions.

Revenue per Employee by Firm Size

Profit Drivers

Effective Inventory Management

Distributors typically carry a wide variety of products and parts from multiple manufacturers. They must balance keeping enough
inventory to quickly fulfill customer orders with tying up cash in idle inventory and incurring higher costs for storage and handling.
Seasonal demand for some products, such as HVAC systems, impacts inventory levels, as do rebates or incentives from manufacturers.
Accurate sales forecasting and use of inventory management systems help firms optimize their inventory levels throughout the year.

Managing Supplier Relationships

Distributors must maintain good relationships with large suppliers, particularly for HVAC equipment and other big-ticket items.
Distributors may have exclusive contracts with suppliers and depend on them for advertising and marketing support. They also rely on
them for prompt deliveries to minimize inventory levels and may take advantage of special discounts and incentives offered by
manufacturers. Distributors also rely on manufacturers for sales training on new products and, if they are exclusive, for manufacturers
to maintain competitive products and pricing. Losing a relationship with a major supplier can have a big impact on a distributor’s
revenue and reputation.

Maintaining Knowledgeable Staff

Distributors rely on knowledgeable sales and service staff to win both new and repeat business from customers. With multiple
distributors carrying the same products, the effectiveness of the sales and service staff is often the differentiator in winning the
business. Firms invest in product training to keep staff up-to-date on new products and must provide competitive compensation and
benefits to retain key staff.
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Industry Trends
Trends are affected by the COVID-19 pandemic.

Changes in revenue, employment, business practices, trade and forecasts are occurring rapidly and data reporting by the government
lags the changes. We are tracking changes in the “Coronavirus Update” chapter for those industries most affected and on our Covid-19
Updates Webpage.

Push To Go Green

Growing customer demand and government incentives have encouraged distributors to carry more environmentally-friendly products.
Tax rebates have motivated customers to replace aging HVAC systems with energy-efficient models. High efficiency plumbing fixtures
and controls (low flow shower heads, low flush toilets, waterless urinals) help reduce water bills. Some distributors have issued green-
focused catalogs. Despite overall weakness in the housing market, participation in the Leadership in Energy and Environmental Design
(LEED) certification programs is growing.

Growing Replacements Market For HVAC

As the economy strengthens, demand for residential air conditioning and heating equipment is growing. A stable replacement market,
government rebate programs, and higher price points for new energy-efficient models have helped HVAC distributors survive the
downturn in new construction. Home remodeling and expansion projects often involve replacing or upgrading AC units. Penetration of
AC systems in US homes is high, and with an average life span of 8 to 20 years, a percentage of installed units is always reaching end of
life.

Internet Sales More Important

E-commerce is projected to become a more significant part of hardware, plumbing, HVAC and refrigeration distributors’ marketing mix.
Internet sales are 25% of total industry revenue. While many large distributors still rely on catalogs and direct mail, many companies
are revamping websites and placing their product catalogs online to give customers faster access to product information. Leveraging
online capabilities allows small distributors to broaden their reach without having to increase sales staff.

Evolving Customer Base

The demise of the US manufacturing industry, combined with fluctuations in the construction market, has driven many distributors to
seek out customers with more stability. Many distributors are targeting government accounts and institutional customers, such as
schools and hospitals, which are viewed as customers with a less cyclical type of demand. Recent federal stimulus programs involving
construction or renovation of government buildings provide fresh opportunities for distributors looking to diversify.

Consolidation Continues

Distributors continue to expand into new industries and geographical markets or gain market share via acquisitions. By expanding
product offerings or diversifying into an adjacent product line, distributors provide a wider range of options in the hopes of serving
customers better and getting them to buy more. In particular, large distributors are acquiring medium-size distributors and successfully
integrating them into existing infrastructure. Small distributors have been able to survive by focusing on specialty products or a niche
market.

Employment and Wage Trends

Employment by hardware, plumbing, and HVAC distributors increases

Overall employment by hardware, plumbing, and HVAC distributors changed 4.9% in November compared to a year ago, according to
the latest data from the Bureau of Labor Statistics.

https://verticaliq.com/covid-19/
https://verticaliq.com/covid-19/


Hardware, Plumbing & HVAC Distributors Employment

Wages at hardware, plumbing, and HVAC distributors fall

Average wages for nonsupervisory employees at hardware, plumbing, and HVAC distributors were $25.43 per hour in November, a
-1.3% change compared to a year ago.

Average Wages for Nonsupervisory Employees

Price Trends

Producer Prices for hardware, plumbing, and HVAC distributors rise

The Producer Price Index for hardware, plumbing, and HVAC distributors changed 29.01% in November compared to a year ago,
according to the latest data from the Bureau of Labor Statistics.
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Producer Price Index for hardware, plumbing, and HVAC distributors
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Credit Underwriting and Risks
Business Exit Rates: 3.5 Lower than US average for all businesses

Cyclical Sensitivity: 7.0 High sensitivity

Barriers to Entry: 6.2
Low initial capital; low regulatory/technical barriers; high
concentration

External Risk: 4.3 High external risk

Industry Outlook: 6.1 Lower than GDP; severe cyclical risk

Financial Summary: 4.6 Low margins; high liquidity; low leverage

Key Metrics

METRIC VALUE COMPARISON

Performance During 2007—2009 Recession -20.4% 0.0% GDP

Business Exit Rate 2019—2020 7.1% 9.0% All Industries

Compound Annual Growth Forecast (2020—2025) 5.64% 6.1% GDP

SBA 7(a) Default Rate by Number of Loans (2010–2019) 4.35% 3.82% All Industries

SBA 7(a) Default Rate by Gross Loan Amount (2010–2019) 1.03% 1.21% All Industries

Underwriting Considerations

• How has the company managed with the ever-evolving technology based HVAC systems?

• Working Capital Lines of Credit are typically secured by AR and inventory. Review AR and inventory Day trends and compared to
industry average. Review a current AR Aging for concentrations and over 90 Days.

• Due to the cyclical nature of the industry, companies should have stronger balance sheets (lower leverage and higher liquidity) in
order to manager through economic turns.

• A Field Exam and Borrowing Base Certificates to manage Line borrowings are recommended.

Industry Risks

Construction Drives Demand

Hardware, plumbing, and HVAC distributors depend on construction projects as major sources of revenue. New construction and
remodeling in the residential construction market are especially sensitive to economic conditions and consumer spending. While
commercial and government construction markets generally tend to be more stable, both have experienced weakness during difficult
economic times. The ability to obtain financing, which depends on reasonable interest rates and credit availability, is critical to the
viability of construction projects.

Commodity Pricing Affects Costs

Fluctuations in the price of raw materials involved in manufacturing hardware, plumbing, HVAC and refrigeration products can affect
the cost to distributors. The prices of steel, PVC, plastic, copper, aluminum, nickel, and other raw materials are variable and affected by
a range of factors, including supply and demand dynamics and government regulation. Inability to pass along cost increases to
customers can result in lower profitability.

5.5
Industry Risk Rating:

Stable/Satisfactory



Dealing With China

China is the top source of imports for hardware and HVAC/R equipment and the second largest source for turned products (bolts, nuts,
screws, rivets) and plastic pipes and fittings. Fundamental differences in business philosophy and the general risks of international
procurement make working with Chinese suppliers a challenge. Low-cost Chinese imports may come with quality problems, placing an
additional burden of quality control on the distributor. Legal recourse for faulty products or broken contracts is complicated and
generally very limited. In addition, fluctuations in currency rates can affect purchase costs.

Shrinking Manufacturing Customer Base

Many distributors who specialized in the manufacturing sector have been forced to diversify into other industries. The long-term trend
towards offshore production was exacerbated by downsizing during the most recent recession; the result is a smaller manufacturer
customer base for many distributors. Reduced domestic manufacturing has affected both new product sales and MRO (Maintenance
and Repair Operations) sales and services.

Regulated Environment Evolves

Hardware, plumbing, HVAC and refrigeration distributors must carefully monitor evolving government environmental and safety
standards, particularly in the HVAC and refrigeration markets. At the start of 2020, R-22 refrigerant became legal to produce in the US
or import. The phase out the refrigerant R-22 has complicated service requirements for older HVAC/R units and may eventually result
in supply shortages. Regulations which established minimum SEER (Seasonal Energy Efficiency Rating) ratings generally increased the
cost of new AC units and forced distributors to minimize their inventory of low SEER units. Distributors also encounter problems when
local building codes conflict with requirements for new technology.

Company Risks

HVAC Suppliers Concentrated

Distributors with HVAC sales are heavily reliant on a limited number of large manufacturers. In addition, some HVAC manufacturers
operate their own distribution facilities that may compete with independent distributors in certain areas. Production issues or problems
with distribution agreements with a key supplier can disrupt operations and jeopardize sales.

Staying Current With Environmental Technology

Increasing demand for environmentally-friendly products and systems is forcing distributors to dedicate time and resources to new
learning. Widespread interest and government incentives have resulted in new product proliferation, and many distributors are
struggling to stay knowledgeable on the many alternatives. Successfully selling “green” products can be tricky, since some can be
significantly more expensive than traditional alternatives. Investing time in products related to alternative energy, such as solar power,
can be costly and distributors and customers may have to wait to see a payout.



Industry Forecast
Sales for the US hardware, plumbing and HVAC distributors industry are forecast to grow at a 5.64% compounded annual rate from
2020 to 2025, slower than the growth of the overall economy.

Vertical IQ forecasts are based on the Inforum inter-industry economic model of the US economy. Inforum forecasts were prepared by
the Interindustry Economic Research Fund, Inc.

Last Update: August 2021

Hardware, Plumbing & HVAC Distributors Industry Growth
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46% of durable goods wholesalers said
they go to their accountant or
bookkeeper for cash flow advice, while
6% turn to their banker, 20% turn to a
colleague or industry partner, and 44% do
not seek advice, according to a survey of
small businesses by Barlow Research
Associates.
Source: Barlow Research Associates.

Working Capital
Sell and invoice

Hardware, plumbing, HVAC and refrigeration distributors generate business
through relationships with a variety of customers, including building
contractors, hardware retailers, dealers, and industrial and institutional
customers. Customers place orders through sales representatives or websites.

Collect

Most distributors offer their customers some form of credit, and collection
periods average 42 to 44 days. Accounts receivables account for about
30-31% of total assets. Distributors may stop shipping or demand cash on
delivery for customers who are consistently late to pay. Some distributors sell
direct to consumers through showrooms and require a significant deposit
when placing orders.

Manage Cash

HVAC sales are seasonal, with peaks during the summer and winter. Severe weather can delay construction projects and affect
distributor revenue. Inventory accounts for about 39-40% of total assets. Inventory levels typically increase prior to key selling seasons
or when suppliers offer rebates or incentives. Long lead times for stock manufactured overseas can complicate inventory management.
Some distributors carry a certain amount of "safety stock" to avoid out-of-stock situations. Vendor-managed inventory programs
require distributors to share information with suppliers and jointly manage inventory levels using assisted replenishment programs.
Inventory turns 4-5 times annually.

Pay

Gross margins average 30% of sales, although specialty items typically have higher margins. Because most manufacturers have
minimum order quantities, small distributors participate in buying groups to leverage volume discounts. Payroll is the single largest
operating expense and averages about 12-13% of sales. Rent averages 2% of sales. Payables average 33 to 36 days.

Report

To manage their business, distributors track fill rate, change in inventory levels, per workday revenue, AR days sales, and headcount.
After-tax net profit averages 3-4% of sales.

Cash Management Challenges

Cash Shortfals Due To Construction Activity

Hardware, plumbing, and HVAC distributors are dependent on residential and commercial construction for most of their business.
Construction activity is cyclical and can drop sharply when the economy is weak. Distributors may face cash shortfalls during periods of
low demand. Severe weather conditions can also affect local construction activity and may cause short-term delays in payments from
building contractors.

Seasonal Demand For HVAC Equipment

Demand for HVAC equipment peaks in the summer and winter, as homeowners replace aging air conditioning and heating systems.



Given long lead times for imported products, distributors must anticipate demand peaks and order sufficient quantities in advance of
actual orders.

Managing Inventory Levels

Most distributors carry a wide variety of equipment and parts, which account for a significant portion of total assets. They may take on
higher inventory to take advantage of price incentives or rebates from manufacturers for volume purchases. Distributors rely on
inventory management systems to help them balance tying up cash in inventory with being able to respond quickly to customer
demand.

Factors Causing Cash Flow Stress: Durable Goods Wholesalers
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Capital Financing
Major assets include inventory, warehouses, showrooms, equipment, truck fleets, and information systems. Hardware, plumbing, HVAC
and refrigeration distributors may depend on lines of credit to finance inventory purchases. Fluctuating materials costs (steel, plastic,
copper, aluminum, nickel) can affect inventory valuation and jeopardize a distributor’s ability to obtain additional credit.

Distributors generally expand into new geographical markets or product areas through acquisitions or new construction, both of which
can require significant capital. In addition, hardware, plumbing, HVAC and refrigeration distributors are highly dependent on
computerized information systems to manage key processes, including purchasing, billing, inventory, accounting, finance, and
transportation. Suppliers or customers may require electronic interaction, forcing distributors to make large investments in technology.

Examples of Equipment Purchases

Forklift Truck
$20,000 - 30,000

Truck used for moving pallets or boxes in a warehouse. Price varies by load capacity and engine type. Electric
forklifts generally cost more than diesel or gasoline-powered forklifts.

Delivery Truck
$20,000 - 30,000

Truck for delivering merchandise to customers.

RFID Equipment
$200 - 4,000

Radio Frequency Identification (RFID) systems consists of tracking tags placed on merchandise, readers to scan
the tags, antennas, and mapping software.

Information Systems
$4,000 - 240,000

Enterprise resource planning (ERP) is used to manage inventories and logistics. Electronic data interchange (EDI)
is used to share inventory information with suppliers and customers. Initial costs vary depending on organization
size and level of support.

https://content.verticaliq.com/capfin/electric%20forklift.png
https://content.verticaliq.com/capfin/delivery%20truck.jpg
https://content.verticaliq.com/capfin/rfid-equipment.jpg
https://content.verticaliq.com/capfin/information-systems.jpg


Business Valuation
This data on business valuations is supplied by DealStats, an online database with the most complete financial details on nearly 36,000
acquired companies. These companies are mostly small and medium-sized private firms.

Summary Valuation Data for Hardware, Plumbing & HVAC Distributors

MEDIAN MEAN # TRANSACTIONS DATES

Price to Net Sales 0.5 0.64 88 09/09/1997—06/01/2021

Price to Gross Profits 1.44 1.7 85 09/09/1997—06/01/2021

Price to EBITDA 7.46 17.36 65 09/09/1997—06/01/2021

Price to EBIT 7.9 20.09 78 09/09/1997 —06/01/2021

Click on the metric below to see a distribution of transactions for the industry:

Count: 88 Min: 0.01 Max: 4.09 Mean: 0.64 Median: 0.5
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Price to Sales = Selling Price/Net Sales
Date range: 09/09/1997 - 06/01/2021



Count: 85 Min: 0.03 Max: 7.4 Mean: 1.7 Median: 1.44

Count: 65 Min: 1.46 Max: 184.72 Mean: 17.36 Median: 7.46
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Source: DealStats

Price to Gross Profit = Selling Price/Gross Profit
Date range: 09/09/1997 - 06/01/2021
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Count: 78 Min: 1.06 Max: 184.72 Mean: 20.09 Median: 7.9

Selling Price, also known as MVIC (MarkSelling Price, also known as MVIC (Market Vet Value of Invalue of Invested Capital)ested Capital) is the total consideration paid to the seller and includes any cash, notes and/or

securities that were used as a form of payment plus any interest-bearing liabilities assumed by the buyer. The MVIC price includes the noncompete

value and the assumption of interest-bearing liabilities and excludes (1) the real estate value and (2) any earnouts (because they have not yet been

earned, and they may not be earned) and (3) the employment/consulting agreement values. In an Asset Sale, the assumption is that all or substantially

all operating assets are transferred in the sale. In an Asset Sale, the MVIC may or may not include all current assets, non-current assets and current

liabilities (liabilities are typically not transferred in an asset sale).

Source: DealStats 2019 (Portland, OR; Business Valuation Resources LLC). Used with permission. DealStats is available

at https://www.bvresources.com/learn/dealstats
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Financial Benchmarks
The following financial benchmark data is based on annual financial statements submitted by member institutions of the Risk
Management Association from Q2 of the first year listed through Q1 of the following year.

Financial Ratios (Hardware, Plumbing & HVAC Distributors, Industry-wide)

MEASURE 2018-19 2019-20 2020-21

Current Ratio 1.85 1.86 1.86

Quick Ratio .83 .85 .89

Days Inventory 79.0 80.0 85.0

Days Receivables 42 43 44

Days Payables 33.0 35.0 40.0

Pre-tax Return on Revenue 4.16% 4.00% 6.33%

Pre-tax Return on Assets 10.35% 9.78% 14.03%

Pre-tax Return on Net Worth 23.18% 23.82% 35.06%

Interest Coverage 9.79 7.91 12.34

Current Liabilities to Net Worth .93 1.01 1.02

Long Term Liabilities to Net Worth 0.31 0.42 0.48

Total Liabilities to Net Worth 1.24 1.43 1.50

Number of Firms Analyzed 759 596 347

Income Statement (Hardware, Plumbing & HVAC Distributors, Industry-wide)

ITEM 2018-19 2019-20 2020-21

Revenue 100.0% 100.0% 100.0%

Cost of Sales 70.07% 70.02% 69.62%

Gross Margin 29.93% 29.98% 30.38%

Officers Compensation 1.39% 1.29% 1.3%

Salaries-Wages 10.88% 10.99% 9.79%

Rent 1.89% 1.91% 2.0%

Taxes Paid 1.53% 1.55% 1.53%

Advertising 0.72% 0.7% 1.42%

Benefits-Pensions 1.52% 1.55% 1.22%

Number of Firms Analyzed 759 596 347



ITEM 2018-19 2019-20 2020-21

Repairs 0.45% 0.47% 0.62%

Bad Debt 0.12% 0.12% 0.16%

Other SG&A Expenses 5.86% 5.61% 6.14%

EBITDA 5.57% 5.79% 6.2%

Amortization-Depreciation 0.94% 1.12% 1.01%

Operating Expenses 25.3% 25.31% 25.19%

Operating Income 4.63% 4.66% 5.19%

Interest Expense 0.62% 0.69% 0.63%

Other Income -0.44% -0.44% -1.21%

Pre-tax Net Profit 4.46% 4.42% 5.77%

Income Tax 0.3% 0.27% 0.34%

After Tax Net Profit 4.16% 4.15% 5.43%

Number of Firms Analyzed 759 596 347

Balance Sheet (Hardware, Plumbing & HVAC Distributors, Industry-wide)

ASSETS 2018-19 2019-20 2020-21

Cash 8.07% 8.34% 13.21%

Receivables 30.8% 31.01% 27.8%

Inventory 39.56% 39.42% 39.03%

Other Current Assets 2.39% 2.17% 2.07%

Total Current Assets 80.82% 80.95% 82.11%

Net Fixed Assets 10.27% 10.52% 8.59%

Net Intangible Assets 4.57% 3.64% 5.15%

Other Non-Current Assets 4.34% 4.9% 4.15%

Total Assets 100.0% 100.0% 100.0%

LIABILITIES

Accounts Payable 19.26% 19.31% 18.82%

Loans/Notes Payable 16.23% 15.02% 13.46%

Other Current Liabilities 10.18% 9.51% 9.76%

Number of Firms Analyzed 759 596 347



LIABILITIES

Total Current Liabilities 45.68% 43.83% 42.05%

Total Long Term Liabilities 12.91% 13.52% 15.79%

Total Liabilities 58.59% 57.35% 57.84%

Net Worth 41.41% 42.65% 42.16%

Total Liabilities & Net Worth 100.0% 100.0% 100.0%

Number of Firms Analyzed 759 596 347

Vertical IQ financial benchmark data is based on data provided by the Risk Management Association (RMA) and Powerlytics,

Inc. RMA’s Annual Statement Studies provide comparative industry financial benchmarks based on financial statements of

small and medium business clients of RMA’s member institutions. Additional detail on income statement line items is provided

using Powerlytics financial benchmarks, which are based on reporting submitted to the IRS. Additional detail on these data

sources can be found at RMA and Powerlytics.

https://www.rmahq.org/annual-statement-studies/
http://www.powerlytics.com/


Quarterly Insight
4th Quarter 2021

Supply Chain Analysis Must Include Resilience Measures

Supply chain optimization in industries including hardware, plumbing, and HVAC distribution has focused primarily on efficiency for
about two decades, using year-over-year cost reduction as the metric for what success looks like. Events of the past several years,
ranging from the COVID-19 pandemic to trade tensions and climate-related disruptions, have changed the risk profile of global supply
chains, according to management consulting firm McKinsey. McKinsey estimates that significant disruptions now occur every 3.7 years,
on average, adding new urgency to supply-chain-resilience questions. As much as 45% of one year’s earnings could be lost each
decade because of disruptions. The critical questions going forward will be how to measure resilience. Resilience metrics, once
determined, must then be balanced with typical cost and growth metrics.

3rd Quarter 2021

Life Science Sector Shows Strong Growth

Construction of life science facilities remains strong in an otherwise weak commercial construction market. The life science sector
consists of the fields of pharmaceuticals, biotechnology, biomedical technologies, nutraceuticals, cosmeceuticals and others. The
recent boom in interest has been driven in part by the COVID-19 pandemic, as the sector exponentially grew due to activity around
vaccine development. "This is like the boom in warehouses, e-commerce and data centers," said Ian Anderson, senior director of
research at commercial real estate services and investment firm CBRE. Lab science buildings differ from typical office construction, as
they have "very specialized infrastructure in them," said Adam Sichol, CEO of Boston-based Longfellow Real Estate Partners, during the
webinar. This includes the need to have space for chemicals and chemical storage, clean room spaces, special ventilation and
fireproofing systems, extra power and emergency generators, among other requirements.

2nd Quarter 2021

Supply Chain is Top Concern

Supply chain issues were the concern mentioned most frequently by respondents to the 2021 Air Conditioning, Heating Refrigeration
News Top Distributor survey. Some distributors are increasing the number of manufacturers that they work with to ensure adequate
supplies, while others have changed firms that they partner with. Some have also extended more aggressively into products explicitly
connected to COVID-related concerns. These have included health-risk survey and screening products, infrared skin temperature
screening systems, and body temperature and mask detection readers with face and palm recognition.

1st Quarter 2021

Schools Receive Funding for Air Quality Improvements

Additional details have been released on the $82 billion in funding for ventilation and air quality improvements at elementary and
secondary schools that was included in the COVID-19 stimulus package signed into law in December 2020. Schools will be able to use
the funding for HVAC system inspections, tests, maintenance, repair, replacement, or upgrade. Filtering, purification and other air
cleaning, fans, control systems, and window and door repair and replacements may also be paid for with the funding.

4th Quarter 2020

Tesla CEO Eyes HVAC Industry

Elon Musk may enter the HVAC industry. Talk about Musk getting into the HVAC sector began in March when he confirmed that his
company could make use of their current heat pump technology to develop a smart HVAC system for home use. Musk said in



September that what he is proposing has already been invented for Tesla vehicles and pointed out that the heat pump in the Model Y
is “really pretty spectacular.” “I mean it’s tiny, it’s efficient, and it has to last for 15 years,” said Musk. He proposed stacking the units,
depending on the size of the house and how much capacity is needed.

3rd Quarter 2020

Slightly More Optimistic

In a July 10 survey by Heating, Air Conditioning and Refrigeration Distributors International (HARDI) that tracks the industry’s recovery,
57% of participants indicated their 2020 summer performance would be better than summer of 2019, up from 44% in June. In addition,
19% of participants indicated residential new construction was faring above normal, 48% indicated normal, and 33% indicated below
normal, figures that reflected improving conditions over June. In the commercial construction market, 9% of participants indicated new
construction was faring above normal, 34% indicated normal, and 57% indicated below normal. On average, participants projected
year-end 2020 sales performance to be up 1% compared to year-end 2019 sales, another slight improvement over the previous month.

2nd Quarter 2020

Improving Conditions

While the sharp impact of COVID-19 was difficult, conditions for HVAC distributors continue to improve. In a weekly survey by Heating,
Air Conditioning and Refrigeration Distributors International (HARDI), the percentage of respondents that reported sales decreases fell
from 78% to 47% between the week of April 13 and the week of May 11. The percentage of respondents reporting sales increases rose
from 8% to 38% during the same time period. As part of the construction industry, hardware, plumbing, and HVAC distributors are
considered essential and were allowed to operate during government shutdowns of nonessential businesses.

1st Quarter 2020

Online HVAC Sales Are A Game Changer

Online HVAC equipment sales are changing the entire HVAC supply chain, according to Internet news site Contracting Business. Online
sellers may offer HVAC equipment at significant discounts compared to contractors, and may also act as brokers for installation
services. Distributors may be negatively impacted if HVAC equipment manufacturers become increasingly reliant on online sales,
according to Contracting Business. Distributors that rely heavily on offering discounts to customers are most likely to be negatively
impacted by online sales, while those that rely instead on quality service and product expertise may experience less of an impact.



Industry Terms
BTU

British Thermal Unit: Describes an AC unit’s cooling capacity.

HVAC/R

Heating, Ventilation, Air Conditioning/Refrigeration.

OEM

Original Equipment Manufacturer: Refers to a product purchased directly from its manufacturer.

PVF

Pipes, valves and fitting; refers to plumbing equipment.

SEER

Seasonal Energy Efficiency Rating: Measure of energy efficiency for AC units.



Web Links
Supply House Times
Publication of the American Supply Association; provides news and trends for plumbing and HVAC.

Modern Distribution Management
News, trends, and statistics (most for purchase) for various distributor sectors.

Heating, Air Conditioning, and Refrigeration Distributors International
News, trends, and benchmarks (for purchase) from trade association.

PHCP Pros
News, trends, and statistics for plumbing, HVAC and refrigeration industries.

Air Conditioning, Heating, Refrigeration
News and trends for HVAC/R industry.

http://www.supplyht.com/
http://www.mdm.com/
http://www.hardinet.org/
http://www.thewholesaler.com/
http://www.achrnews.com/


Related Profiles
Electrical Equipment Distributors

NAICS: 423610 SIC: 5063

HVAC & Plumbing Contractors

NAICS: 238220 SIC: 1711

Industrial Supply Distributors

NAICS: 423840 SIC: 5085

All contents of this "Report", including without limitation the data, information, statistics, charts, diagrams, graphics and other material
contained herein, are copyright © 2021 Vertical IQ, Inc. or its licensors, all rights reserved. Use of this Report is subject to the Terms of
Use accepted upon purchase of a license to this Report, and this Report is intended solely for the purchaser’s internal business
purposes as further described in the Terms of Use. Except as expressly authorized in the Terms of Use (which permits the purchaser to
provide a single printed copy of this Report to its bona fide clients and prospective clients at no charge), this Report may not be, directly
or indirectly: shared, resold, transferred, brokered, published, reproduced, displayed publicly, used to create any derivative works or
otherwise distributed. The purchaser assumes sole responsibility for use of this Report and conclusions drawn therefrom. EXCEPT AS
SPECIFICALLY SET FORTH IN THE TERMS OF USE, VERTICAL IQ, INC. MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESS
OR IMPLIED, REGARDING THE CONTENTS OF THIS REPORT, OR USE OF OR RELIANCE ON THIS REPORT, AND THIS REPORT IS
PROVIDED “AS IS”.

If you have received a copy of this Report in electronic format and you did not purchase a license to this Report directly from Vertical
IQ, Inc., please destroy all electronic copies of this Report and contact us at info@verticaliq.com to report a potential violation of the
Terms of Use for this Report.

https://app.verticaliq.com/industries/41-electrical-equipment-distributors
https://app.verticaliq.com/industries/42-hvac-plumbing-contractors
https://app.verticaliq.com/industries/58-industrial-supply-distributors
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