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

• The hyperscale data center industry showed 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. HVAC and plumbing contractors are likely to benefit from
construction of new facilities.

• Experts say that intended uses of federal COVID funding for schools may not be clear for a while because school administrators
have three more years to commit the funds to projects. Districts are required to spend at least 20% of the funds on efforts to
address “learning loss.” They have broad discretion for the remaining funds, as long as they can show that their spending is geared
toward recovering from the pandemic. Experts add that spending plans that have taken shape so far could continue to change as
districts adjust to continuously evolving conditions.

• Typical stimulus funding projects underway in late 2021 at schools included replacement of doors and windows, replacement of
carpet with vinyl flooring, and replacement or upgrade of HVAC systems or HV air filtration systems. The Coronavirus Response
and Relief Supplemental Appropriations Act of 2021 generated more funding through ESSER-II funds, and the American Rescue
Plan opened more opportunities for ESSER-III funds for schools.

• Two new studies have found that the coronavirus is evolving to spread more efficiently through air. Most researchers now agree
that the coronavirus is mostly transmitted through large droplets that quickly sink to the floor and through much smaller ones,
called aerosols, that can float over longer distances indoors and settle directly into the lungs, where the virus is most harmful. The
studies found that the ultra-transmissibility of the variants may come down to a mix of factors. It may be that lower doses of the
variants are required for infection, or that the variants replicate faster, or that more of the variant virus is exhaled into aerosols — or
all three. “Given that it seems to be evolving towards generating aerosols better, then we need better containment and better
personal protection,” said Don Milton, an aerosol expert at the University of Maryland who led the research.

• About 82% of school administrators who responded to an American School & University survey said that their facilities need
HVAC and indoor air quality improvements. Some 70% of respondents said that their facilities are eligible for stimulus funding,
while 28% said that they don't know or are not sure if their facilities are eligible. Efforts to better inform administrators about
funding eligibility protocols may boost demand for services.

• HVAC contractors are having difficulty acquiring products needed to install new systems and repair malfunctioning ones. Supply
chain analysts say that copper, steel, aluminum, and ductwork parts are difficult to acquire due to pandemic-related factors
including factory closures, shipping delays at ports, and slowdowns at distribution centers due to pandemic-related safety
measures. Manufacturers report waits of up to 8 weeks for order fulfillment.

• HVAC contractors may benefit from attempts by businesses to improve ventilation systems. Major chains, including MGM Resorts
International and the Four Seasons, have advertised that they are enhancing ventilation systems. A-Lodge Adventure Hotel in
Boulder, CO, says that one of its selling points is that its rooms and suites have no shared ventilation between them. Businesses
are also increasing use of heavy-duty filters to block microbes and installing 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.

• Industry experts are uncertain about the likely benefits of improved ventilation systems. Amesh Adalja, senior scholar at the Johns
Hopkins Center for Health Security, said that most transmission is occurring as a result of close interpersonal contact. “The key
question when going to hotels is not so much the ventilation, but who you’re interacting with there and where you’re interacting
with people,” he said. Brian Castrucci, president and chief executive of the de Beaumont Foundation, a public health philanthropy,
said that there has not been evidence of room-to-room transmission but he believes the potential is there.

• Employment in the specialty trade contracting industry increased 2% year over year in November but was down 0.5% compared
to November 2019.



• Total construction spending was unchanged in value month over month on an adjusted basis but increased 8.3% in value year
over year on an unadjusted basis in October, according to the US Census Bureau. Residential construction spending decreased
0.5% month over month but increased 16.4% year over year in October. Nonresidential construction spending increased 0.9%
month over month and 1.6% year over year in October.



Industry Structure
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The average plumbing and HVAC contractor employs 11 workers and generates about $2 million in annual revenue.

• The HVAC and plumbing contractor industry consists of 260,000 companies (including solo operators), employs more than 1.1
million workers and generates $218 billion annually.

• Just over 60% of HVAC and plumbing contractors are solo operators and generate about $64,700 annually.

• Major customer segments include single family homes (20% of industry business), office buildings (10%), manufacturing and
industrial buildings (5%), educational buildings (8%), commercial buildings (7%), health care and institutional buildings (6%), and
apartment buildings (4%).

• Large companies include EMCOR Group, Comfort Systems USA, Johnson Controls, and ARS Rescue Rooter.



Industry Demographics
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How Firms Operate
Products and Operations

HVAC and plumbing contractors provide installation, repair, and maintenance services for air handling and water management systems.
HVAC contractors service systems that control a building’s temperature, humidity and air quality. Plumbing contractors service a
building’s water, waste disposal, drainage, and gas systems.

• New construction accounts for about 47% of industry work; maintenance and repair, 23%, and additions, renovations and
alterations, 25%.

• Contractors may specialize in residential, commercial, institutional, or industrial service.

• Contractors may provide or assist in the design phase of a new building.

HVAC & Plumbing Contractors Revenue

Contractors generally submit an estimate of the time, labor, materials, and equipment needed to complete a project. Customers often
solicit multiple bids to get the best price. For large commercial projects, the bidding process may be by invitation and is open only to
firms with the necessary resources. Once a contract is signed, contractors order materials and equipment and schedule labor.
Contractors work with equipment distributors to coordinate delivery with construction schedules. Large or specialty equipment, such as
commercial HVAC systems, may have long lead times. Working with construction blueprints, contractors place equipment and install
connecting ductwork or piping.

HVAC contractors install air conditioning units, furnaces, heat pumps, and thermostats. Standard materials and components include
motors, pumps, chillers, compressors, ductwork, steel, and sheet metal. Heating systems may involve oil, gas, electric, or multiple types
of fuel. Contractors install fuel and water lines and connect control systems that allow customers to monitor and change temperature
and other settings.

Plumbers install fixtures (bathtubs, showers, sinks, and toilets), and appliances (dishwashers, garbage disposals, and water heaters).
Materials include copper, steel, and plastic pipe. Common equipment includes pipe cutters, saws, and pipe-bending machinery.
Plumbers must work around obstructions, such as electrical wiring. Once the piping is installed, plumbers connect the system to
outside water sources.

Contractors generally provide replacement, maintenance, and repair services. Customers may place service calls for a one-time
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Maintenance and Repair (23.0%)

Additions, Renovations &
Alterations (25.0%)

Other (5.0%)
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problem or purchase service agreements, which cover repairs and maintenance for a fixed period of time. Repairs may require
contractors to cut holes in walls, ceilings or floors to access piping or ductwork. Technicians use special tools and equipment to
diagnose and correct problems.

In many states, HVAC technicians and plumbers must pass tests and obtain a license. Workers may also gain experience through
apprenticeships or informal training. HVAC technicians must be certified to work with refrigerants and pass an EPA exam. Master and
journeyman plumbers have extensive training and experience and command higher wages. Master plumbers take on managerial roles
at construction sites by supervising plumbers and advising on site plans. Workers may belong to unions.

Revenue per Employee by Firm Size

Profit Drivers

Effective Local Marketing

Most HVAC and plumbing contractors face stiff competition for new commercial and residential business. They must develop good
relationships with general contractors to secure business for new construction sites and also develop general awareness among
homeowners in the local community. They often rely on word-of-mouth referrals from satisfied customers, but are increasingly using
local advertising, direct mail, and Internet marketing to build awareness and provide targeted promotions.

Technician Productivity

HVAC and plumbing contractors are limited in how much work they can take on by the number of technicians on staff. They increase
their revenue potential by increasing the number of jobs performed per week by each technician. Technician productivity can be
improved through additional training programs, improved tools and equipment, timely availability of needed parts, and better routing
and scheduling of jobs to reduce travel times.

Profitable Job Pricing

To achieve their gross margin goals, HVAC and plumbing contractors must accurately estimate labor hours and parts’ costs for fixed
price job bids and ensure that labor rates and parts markups fully reflect their overhead costs. Small contractors often underestimate
their costs and set rates too low due to fears of “sticker shock” by customers. Many contractors are moving from time and materials
pricing to flat rate pricing for common jobs to overcome customer concerns about unexpected costs and to make labor rates less
obvious. Flat rate pricing puts pressure on firms to operate efficiently in order to earn expected gross margins on jobs.
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Managing Overhead Costs

To keep pricing competitive, HVAC and plumbing contractors must manage overhead costs, including fuel and vehicle maintenance,
the cost of tools and equipment, and billing and administrative functions. Contractors need strict accounting systems and procedures
to accurately track and report spending and quickly identify unfavorable trends.



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.

Optimism For New Installations

As the construction market strengthens, contractors are seeing more opportunities to install new equipment. Shipments of new
equipment increased 8% in 2016, 6% in 2017, 6.9% in 2018, 1.6% in 2019 and 10.1% in 2020. Contractors who specialize in new
installations supplement their income with maintenance and repair of existing units.

More Efficient HVAC Systems

Increased customer awareness, environmental concerns, and government incentives are driving interest in more efficient HVAC
systems. Heating and cooling can account for almost half of an average household’s energy bill, according to the EPA. New HVAC
systems use less energy, which result in lower bills and decreased emissions. Tax credits for HVAC systems with high SEER (Seasonal
Energy Efficiency Ratings) ratings provide financial incentives to replace or upgrade existing equipment, and could be a catalyst for
industry growth.

Water Conservation

The green trend has affected the plumbing market, with customers seeking ways to use less water. Environmentally-friendly fixtures,
such as low flow toilets, faucets and showerheads, reduce everyday water use and lower bills. Some plumbing companies are offering
rainwater tanks and solar water heaters, allowing customers to save both water and energy. Electronic controls in public bathrooms
prevent wastage by sensing a person’s presence or absence. In addition, “grey water” systems reroute wastewater from washers,
showers, and sinks for use in gardens, landscape irrigation, and toilets.

Increasing Sophistication Of HVAC Systems

Demand for improved efficiency in the non-residential market has led to increasingly complex HVAC systems and automated
monitoring programs. Automated monitoring and control systems give contractors remote access, allowing companies to improve
system efficiency and diagnose and solve problems faster. Installing and maintaining newer systems is complicated and requires a
higher level of skill. Many customers are outsourcing service and maintenance to trained HVAC contractors instead of relying on in-
house property managers and building engineers.

Air Quality Opportunities

The trend toward healthier living has extended to the HVAC industry, with residential and commercial clients looking for systems that
improve air quality. The number of people who suffer from allergy and asthma is growing and poor air quality can aggravate symptoms.
HVAC contractors are recommending air cleaners, humidifiers, and special filters to improve indoor air. In addition, proper maintenance
of HVAC systems and ductwork help control humidity and minimize the occurrence of mold problems.

Employment and Wage Trends

Employment by HVAC and plumbing contractors increases

Overall employment by HVAC and plumbing contractors changed 3.9% 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/


HVAC & Plumbing Contractors Employment

Wages at HVAC and plumbing contractors rise

Average wages for nonsupervisory employees at HVAC and plumbing contractors were $33.46 per hour in November, a 5.5% change
compared to a year ago.

Average Wages for Nonsupervisory Employees

Price Trends

Producer Prices for nonresidential HVAC and plumbing contractors rise

The Producer Price Index for nonresidential HVAC and plumbing contractors changed 8.47% 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 nonresidential HVAC and plumbing contractors
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Credit Underwriting and Risks
Business Exit Rates: 5.5 Comparable to US average for all businesses

Cyclical Sensitivity: 6.5 High sensitivity

Barriers to Entry: 5.1
Low initial capital; low regulatory/technical barriers; very
low concentration

External Risk: 5.0 Moderate external risk

Industry Outlook: 5.3 Comparable to GDP; high cyclical risk

Financial Summary: 5.0 Low margins; high liquidity; low leverage

Key Metrics

METRIC VALUE COMPARISON

Business Exit Rate 2019—2020 9.66% 9.0% All Industries

Compound Annual Growth Forecast (2020—2025) 6.55% 6.1% GDP

SBA 7(a) Default Rate by Number of Loans (2010–2019) 3.42% 3.82% All Industries

SBA 7(a) Default Rate by Gross Loan Amount (2010–2019) 1.76% 1.21% All Industries

Underwriting Considerations

• How concentrated is the company’s client base?

• Some HVAC owners lack business savvy. How well is the business run?

• How does the company manage through stiff competition?

• A Field Exam and Borrowing Base Certificates are recommended for larger Lines of Credit.

Industry Risks

Dependence On Construction Industry

Demand for HVAC and plumbing services is highly dependent on trends in the construction industry. The construction sector is cyclical
and segments can be vulnerable during a weak economy. Residential and commercial customers may delay or cancel construction
projects when money is tight. Credit restrictions can jeopardize a customer’s ability to secure financing or pay contractors. While new
installations are the most sensitive to difficult economic conditions, maintenance and repair can be affected as customers look for
ways to cut back on expenses. Reduced demand can lead to more intense price competition and lower margins across the industry.

Seasonality

Cash flow can be uneven, particularly in areas with extreme temperatures. Construction activity generally drops off in the winter due to
inclement weather conditions. In addition, demand for AC systems and service is lower during colder months due to reduced need for
cooling. Unseasonably low summer temperatures can also result in decreased demand for services. Contractors may offer
maintenance agreements which generate steady cash flow and help compensate for seasonality.

Competition From Alternative Service Suppliers

HVAC and plumbing contractors face competition from a variety of sources. Large multi-disciplinary contractors are able to offer a

5.3
Industry Risk Rating:

Stable/Satisfactory



broad range of construction services through a single point of contact and may offer project financing. HVAC equipment
manufacturers, which have historically provided start-up technicians for large jobs, offer repair and maintenance services, as well.
Utilities compete with HVAC contractors by leveraging existing infrastructure, including truck fleets, customer listings, and advertising
campaigns. Facilities management firms are adding HVAC services to their mix. In addition, customers looking to cut costs may hire
unlicensed handymen or attempt do-it-yourself jobs.

Variable Material Costs

The cost of materials and supplies can fluctuate and affect margins for HVAC and plumbing contractors. Copper, iron, plastic, and steel
are used in ductwork, piping, fittings, and other components used by contractors. Commodity costs can be volatile and manufacturers
usually pass increases through to suppliers and contractors. For a large job, a small increase in costs can significantly affect profitability.
During periods of rapidly rising commodity prices, fixed price bids can expose contractors to great risk and some suppliers only
guarantee quotes for a few months out.

Refrigerants Require Special Handling

The federal Clean Air Act prohibits the release of hydrochlorofluorocarbons (HCFC), specifically R-22, while installing or servicing HVAC
systems. HCFCs contain substances hazardous to the ozone layer and international efforts to phase-out HCFCs have been ongoing for
the last two decades. All HVAC technicians who handle refrigerants receive special training and must be certified. Contractors must
recycle, reclaim, or destroy any R-22 involved in servicing operations.

Company Risks

Customer Concentration

Some HVAC and plumbing contractors are highly reliant on a few general contractors for the majority of their work. For small
contractors, a major project with a general contractor can be a short-term success, but will leave little time for developing new
business. Without a solid backlog of jobs, contractors may have problems maintaining revenue over the long term. Lack of a diversified
customer base makes contractors more vulnerable to their customer’s problems.

Poor Business Management

Small contractors and solo operators often possess technical expertise but lack business management skills. Activities such as
planning, budgeting, costing and pricing can be a challenge for those with limited resources. One of the biggest problems for small
firms is collections – HVAC and plumbing contractors generally carry high receivables and many lack the time and staff to enforce
collection. Delays in collection reduce cash flow, and are especially problematic for small firms with limited access to funding.



Industry Forecast
Sales for the US HVAC and plumbing contractors industry are forecast to grow at a 6.55% compounded annual rate from 2020 to 2025,
greater 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

HVAC & Plumbing Contractors Industry Growth
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80% of HVAC and plumbing contractors
said they go to their accountant or
bookkeeper for cash flow advice, while
36% turn to their banker, 22% go to an
industry colleague, and 19% do not seek
advice, according to a survey of small
businesses by Barlow Research
Associates.
Source: Barlow Research Associates.

Working Capital
Sell and invoice

HVAC and plumbing contractors generate revenue from contracts with
customers in the residential, commercial, institutional, and industrial markets.
Companies may work with general contractors or provide services directly to a
project owner. Contractors may have to provide surety bonds to guarantee
performance and their bond capacity can be an important factor in gaining
new sales.

For small projects, contractors generally bill upon completion. Some
contractors require payment when service is rendered, while others may
extend short-term (30 days) credit. Large projects typically involve an
installment plan which ties payments to construction milestones, and may
require a down payment to cover upfront costs. Retainage allows customers
to withhold final payment until work is complete. Accurate cost estimating and bidding is required to ensure projects are profitable.

Collect

Because most contractors are small companies or solo operators with limited resources, collecting payment can be a problem.
Collection periods average 57 to 66 days and receivables account for about 40-42% of total assets.

Manage Cash

Because HVAC and plumbing work is driven by the construction industry, sales and cash flow can be both seasonal and cyclical.
Maintaining staff and covering overhead during slow periods can be a challenge, particularly for small firms. In addition, construction
problems can affect schedules and delay cash flow. Companies that offer maintenance agreements typically have smoother cash flow
since work is spread over a long period of time.

Pay

At about 33-34% of sales, gross margins are moderately low. Labor (excluding owner compensation) accounts for about 12% of sales.
Other costs include materials, fuel, and insurance. Fixed price contracts are based on estimated costs, and materials and fuel expenses
can vary. Sudden changes in costs can affect profitability. Cost overruns happen frequently as contractors often experience unexpected
problems. Whether a customer should pay for cost overruns is a source of debate and often leads to conflict.

Report

Companies typically track project backlog and the value of bids outstanding to anticipate demand. Tracking of accounts receivable
aging is important for cash management. After-tax net profit averages about 5% of sales.

Cash Management Challenges

Managing Collections From General Contractors

Small HVAC and plumbing companies are vulnerable to being “stretched out” by general contractors and project owners when it
comes to payment. They often lack the resources to actively manage collections, even though it is critical to managing cash flow. The
company owner needs to take an active role in staying on top of collections and ensuring timely billing for work performed.



Accurate New Project Bids

HVAC and plumbing contractors often face a competitive bidding process for new projects and want to avoid bidding too high.
However, underestimating costs and contingencies can lead to unprofitable work. The bidding process should be handled by the owner
or a very experienced employee to ensure accuracy and consistency.

Staying Focused On Areas Of Expertise

To avoid cost overruns or unanticipated problems, companies need to closely manage the type, size, and complexity of the jobs they
take on. Successful contractors develop expertise in particular types of jobs and stay focused on their areas of expertise.

Factors Causing Cash Flow Stress: HVAC and Plumbing Contractors
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Capital Financing
Small HVAC and plumbing contractors generally have minimal capital needs, and may opt to lease expensive equipment or work out of
their home to reduce start-up costs. Large firms may require capital to purchase equipment, tools, materials, trucks, or information
systems. Large commercial projects which require prep work may call for an advance materials purchase and could need financing if a
supplier is unable or unwilling to provide credit. Generally, contractors buy materials as needed and hold little inventory.

Trucks are often the biggest capital expense for companies. Companies typically need a truck for every $180,000 to $200,000 in sales.

Many contractors are small companies or solo operators who rely on personal savings, credit cards, and commercial loans for funds.
Because HVAC installations can be expensive, contractors may help customers secure financing through manufacturers or traditional
lenders to secure a sale.

Examples of Equipment Purchases

Pipe and Duct Borescope
$2,500

Camera on the end of a cable is snaked through pipes and ducts to check for obstruction, mold and dirt, and
damage.

Drain Cleaner
$250 - 6,700

Jet of water or wire rope with coil snakes through water and sewer pipes to clear solid blockages and roots. Units
range from small handheld snaking devices to large cart-mounted water jets.

Air Testing Equipment
$250 - 3,200

Detects and measures humidity, mold, harmful gases, and air movement.

Van or Truck
$25K - 50K

Contractors use stock or modified trucks, vans, and trailers to transport equipment and employees to job sites.

https://content.verticaliq.com/capfin/Pipe_Borescope.jpg
https://content.verticaliq.com/capfin/drain_cleaner.jpg
https://content.verticaliq.com/capfin/Air_tester.jpg
https://content.verticaliq.com/capfin/Plumbing_Truck.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 HVAC & Plumbing Contractors

MEDIAN MEAN # TRANSACTIONS DATES

Price to Net Sales 0.41 0.46 451 07/13/1993—08/01/2021

Price to Gross Profits 0.83 1.0 394 07/13/1993—08/01/2021

Price to EBITDA 4.07 8.5 279 07/13/1993—08/01/2021

Price to EBIT 4.16 13.17 397 07/13/1993 —08/01/2021

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

Count: 451 Min: 0.04 Max: 3.08 Mean: 0.46 Median: 0.41
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Price to Sales = Selling Price/Net Sales
Date range: 07/13/1993 - 08/01/2021



Count: 394 Min: 0.11 Max: 13.66 Mean: 1.0 Median: 0.83

Count: 279 Min: 0.53 Max: 292.63 Mean: 8.5 Median: 4.07
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Source: DealStats

Price to Gross Profit = Selling Price/Gross Profit
Date range: 07/13/1993 - 08/01/2021
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Price to EBITDA = Selling Price/Operating Profit + Depreciation & Amortization
Date range: 07/13/1993 - 08/01/2021



Count: 397 Min: 0.24 Max: 1230.21 Mean: 13.17 Median: 4.16

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 (HVAC & Plumbing Contractors, Industry-wide)

MEASURE 2018-19 2019-20 2020-21

Current Ratio 1.55 1.62 1.78

Quick Ratio 1.26 1.30 1.47

Days Inventory 9.0 10.0 11.0

Days Receivables 61 66 61

Days Payables 36.0 35.0 33.0

Pre-tax Return on Revenue 5.66% 5.12% 6.23%

Pre-tax Return on Assets 15.16% 13.16% 14.80%

Pre-tax Return on Net Worth 40.25% 35.51% 47.70%

Interest Coverage 19.30 16.92 22.02

Current Liabilities to Net Worth 1.27 1.28 1.45

Long Term Liabilities to Net Worth 0.38 0.42 0.77

Total Liabilities to Net Worth 1.65 1.70 2.22

Number of Firms Analyzed 1,373 1,009 644

Income Statement (HVAC & Plumbing Contractors, Industry-wide)

ITEM 2018-19 2019-20 2020-21

Revenue 100.0% 100.0% 100.0%

Cost of Sales 66.95% 66.87% 65.8%

Gross Margin 33.05% 33.13% 34.2%

Officers Compensation 2.3% 2.23% 2.22%

Salaries-Wages 9.43% 9.51% 9.98%

Rent 1.61% 1.58% 2.21%

Taxes Paid 2.23% 2.19% 2.27%

Advertising 0.65% 0.63% 0.56%

Benefits-Pensions 2.16% 2.15% 1.99%

Number of Firms Analyzed 1,373 1,009 644



ITEM 2018-19 2019-20 2020-21

Repairs 0.32% 0.33% 0.61%

Bad Debt 0.12% 0.11% 0.13%

Other SG&A Expenses 7.04% 7.05% 7.57%

EBITDA 7.19% 7.35% 6.66%

Amortization-Depreciation 1.59% 1.77% 1.75%

Operating Expenses 27.45% 27.55% 29.29%

Operating Income 5.6% 5.58% 4.91%

Interest Expense 0.44% 0.49% 0.46%

Other Income -0.23% -0.2% -1.94%

Pre-tax Net Profit 5.4% 5.29% 6.39%

Income Tax 0.15% 0.14% 0.04%

After Tax Net Profit 5.25% 5.15% 6.35%

Number of Firms Analyzed 1,373 1,009 644

Balance Sheet (HVAC & Plumbing Contractors, Industry-wide)

ASSETS 2018-19 2019-20 2020-21

Cash 18.6% 18.5% 28.73%

Receivables 40.77% 40.85% 31.98%

Inventory 6.38% 6.41% 5.85%

Other Current Assets 5.86% 5.86% 5.0%

Total Current Assets 71.61% 71.62% 71.55%

Net Fixed Assets 18.0% 18.47% 17.26%

Net Intangible Assets 4.31% 3.75% 4.74%

Other Non-Current Assets 6.08% 6.16% 6.45%

Total Assets 100.0% 100.0% 100.0%

LIABILITIES

Accounts Payable 18.77% 18.95% 14.56%

Loans/Notes Payable 12.34% 11.13% 11.02%

Other Current Liabilities 16.69% 16.12% 13.99%

Number of Firms Analyzed 1,373 1,009 644



LIABILITIES

Total Current Liabilities 47.8% 46.2% 39.58%

Total Long Term Liabilities 18.74% 21.41% 29.24%

Total Liabilities 66.54% 67.61% 68.81%

Net Worth 33.46% 32.39% 31.18%

Total Liabilities & Net Worth 100.0% 100.0% 100.0%

Number of Firms Analyzed 1,373 1,009 644

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

HFC Rule Finalized

The Environmental Protection Agency has finalized a rule that largely phases out the use of hydrofluorocarbons (HFCs) in HVACR
equipment. Experts say that HFCs, which are the basis for most cooling technology, have up to 11,700 times the warming potential of
carbon dioxide. The EPA’s new rule oversees the phase-out of HFCs over the next 15 years, giving manufacturers increasingly smaller
allowances each year. There are also safeguards in place to make sure that manufacturers don’t illegally import HFCs beyond the limits
allotted to them, which was a big problem in the European Union, where HFC reduction targets are already in place. The requirement
becomes active in 2022, when the industry is allowed to use 90% of its current allotment of HFCs in producing new appliances and
maintaining old ones.

3rd Quarter 2021

Proposal Would Require Refrigerant Changes

The US Environmental Protection Agency has proposed rules to reduce the use in air conditioners and refrigerators of coolants that
are potent greenhouse gases. The rules are based on new mandates from Congress that require an 85% reduction in the use of
hydrofluorocarbons in cooling appliances over 15 years. The proposal would set annual “allocations” that gradually decline for each
HFC producer and importer in the US. New appliances will use safer refrigerants. If an older air conditioner or refrigerator needs its
cooling gas replenished, the person repairing the appliance will be more likely to use an HFC alternative, according to National Public
Radio.

2nd Quarter 2021

Housing Starts Decrease as Costs Rise

Single-family housing starts decreased more than 13% in April compared with March, according to the US Census Bureau. It's the
sharpest month-over-month decrease since April 2020, when the pandemic shut down the economy. Nearly half of all builders say
they are adding escalation clauses to their sale prices because of rising material costs, according to a recent survey from the National
Association of Home Builders. "I have to blame the difficulty in procuring lumber and other products, along with labor issues for the
miss, in addition to likely cancellations due to skyrocketing costs for single family starts," said Peter Boockvar, chief investment officer
at Bleakley Advisory Group.

1st Quarter 2021

Near-term Contraction Expected for Construction

Contractors surveyed by the Associated General Contractors of America (AGCA) expect 13 of 16 construction categories to shrink in
2021. Only alternative healthcare facilities, warehouses, and water and sewer facilities are expected to show gains. Ken Simonson, chief
economist for AGCA, said that the net reading of most construction categories — the percentage of contractors who expected the
dollar value of projects to shrink versus expand — was overwhelmingly negative.

4th Quarter 2020

Pandemic Puts Focus on HVAC

Increased interest in filtration, disinfection, and other tools for improving indoor air quality will likely create a new revenue opportunity
of multiple billions of dollars across the HVAC industry, Johnson Controls International CEO George Oliver said in early November. The
company is looking at potential projects worth “a couple of hundred million” for just 2021, he added. Similar statements have come



from rivals including Carrier Global, which estimates that the ultimate market for indoor air-quality improvements will reach about $10
billion, including $150 million of potential business opportunities the company has already identified for itself. Honeywell International
cited a more than $600 million sales pipeline for its “healthy buildings” offerings.

3rd Quarter 2020

Equipment Shortages Expected to Ease

Closure of manufacturing facilities resulted in shortages of some HVAC equipment and supplies, but availability is improving, according
to Heating, Air-conditioning & Refrigeration Distributors International (HARDI). Tim Fisher, market intelligence team leader for HARDI,
said that “trends are generally positive, especially in comparison with the March/April figures.” Fisher noted that “China and Mexico
both still have moderate restrictions at land borders for ground transport” as of the first week of July, but he did not expect that to have
a significant impact on supply.

2nd Quarter 2020

Business Slows for Many

Although HVAC and plumbing contractors were officially designated as “essential businesses” at the federal level, some operators
reported an increase in cancellations and project delays during the COVID-19 pandemic, to the point at which firms laid off workers. In a
May 4 weekly survey by the Heating, Air-Conditioning Refrigeration Distributors International (HARDI), 39% of respondents reported
sales were down less than 20% (up from 36% week prior); 15% were down between 21% and 50% (down from 22% week prior); 16%
reported sales were steady (up from 12% week prior) and 30% reported sales increases (up from 28% week prior). The industry has
strongly recommended inspections of HVAC systems in buildings that were closed for extended periods of time. Water left sitting in
the pipes of closed buildings, such as offices, restaurants, and schools, could contain excessive amounts of heavy metals and
pathogens, and biological growth can occur in cooling towers, drain pans, stagnant domestic water systems, and heating and cooling
water systems, according to ACHR News.

1st Quarter 2020

Labor Woes Continue

HVAC firms may have difficulty filling vacant mechanic and installer positions for some time. Employment of heating, air conditioning,
and refrigeration mechanics and installers is projected to grow 13% from 2018 to 2028, much faster than the average for all
occupations, according to the US Bureau of Labor Statistics (BLS). Industry experts cite industry growth and the 2008 economic crisis
that put a halt to home building and renovations and caused many to leave the HVAC industry as a key cause of the current labor
shortage. Commercial and residential building construction is expected to drive employment growth, according to the BLS.



Industry Terms
BTU

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

HCFC

Hydrochlorofluorocarbons. Also known as R-22, a refrigerant that contains ozone-destroying chlorine.

HVAC

Heating, Ventilation and Air Conditioning.

LEED

Leadership in Energy and Environmental Design: Internationally recognized green building certification system.

OEM

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

PVF

Pipes, valves and fitting – Most common plumbing supplies.

SEER

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



Web Links
Air Conditioning Contractors of America (ACCA)
News, trends, regulatory issues

The Air Conditioning/Heating/Refrigeration News
News, trends, and statistics.

Air-Conditioning, Heating, and Refrigeration Institute
Statistics and equipment sales trends from trade association.

Plumbing-Heating-Cooling Contractors Association
Government issues, training, and trends from trade association.

Plumbing Perspectives
News on plumbing products and trends.

PHCP News
News for plumbing and hydronic contractors.

https://www.acca.org/home
http://www.achrnews.com/
http://www.ahrinet.org/
http://www.phccweb.org/index.cfm
http://www.plumbingperspective.com/#news
https://www.phcppros.com/


Related Profiles
Commercial Building Contractors

NAICS: 2362 SIC: 1541, 1542

Hardware, Plumbing & HVAC Distributors

NAICS: 4237 SIC: 5072, 5074, 5075, 5078

Residential Building Contractors

NAICS: 2361 SIC: 1521, 1522, 1531

Niche Profiles

Fire Sprinkler Contractors

NAICS: 238220 SIC: 1711

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/23-commercial-building-contractors
https://app.verticaliq.com/industries/40-hardware-plumbing-hvac-distributors
https://app.verticaliq.com/industries/22-residential-building-contractors
https://app.verticaliq.com/niche_overview/419-fire-sprinkler-contractors
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