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Welcome 

Training is often about individual parts of the company. Sales, Product, 
Installation, Service 
 
In this Learning Lab 

• Develop an active working model of YOUR company  
• Goal: Know what to charge in every department 
• Discover “how to” achieve your targeted profit goal 
• Pricing right:  Allows you to do everything else 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________  

Grandy & Associates has been working with 
contractors for over 30 years. For three decades we 
have had one simple goal. Help contractors operate 

profitable businesses. It sounds so simple doesn’t it. When 
you consider however that most contractors operate 
annually with less than 3% profitability, there is still a lot of 
room for improvement.  

 

This class is specifically designed to help you discover what you should charge in each department 
of your company to achieve your goals to today and adequately plan for tomorrow. During this 
two-day workshop, you will build an active company model using your company numbers. When 
complete, you will be able to see the performance of your company at a glance. Let’s get started! 
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The Challenge 
Over 90% of current business owners… 

• What is the first thing you must decide? 
• Even if wrong, typically still make money at this stage 
• Over 70% of companies hit first million in gross sales AT A LOSS! 
• Moving dollars, just not keeping many of them 

Expenses you did not plan on 
• Computer dies, vehicle breaks down 
• Lead guy goes to competition 
• Last job ends at a loss 

I made more money when I was half the size 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

Think about it Across all small businesses, the failure rate is extremely high. Why is 
this. In the trades industry, how long do you think it takes the typical company owner 
to realize they have a serious financial problem? 

You may have heard the story of a frog in hot water. It goes like this:  If you put 
a frog in a pot of hot water, it knows it’s not a good place to be and will jump out. 
If, however, you put a frog in a pot of cold water, life is good for the frog. It can 
swim around and enjoy life.  If you turn the heat up just a little, the water will 
warm up and the frog will never notice a change. If you turn the heat up a little 

more, again the water will warm up a little more and the frog won’t notice. If you continue this, 
the frog will literally boil to death and never realize that there was a problem.  Running your 
business is much like the frog in hot water. It would be easy if it were “do something today and 
go out of business tomorrow as a result”, right? We would just avoid doing that. Instead, running 
our business is much more like the pot of cold water.  
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Three Stages of Going out of Business 
1. Do more work 
2. Put personal savings back into the business 
3. Another mortgage on house, max line of credit, sell 

excess inventory 
Three Stages of GROWING out of Business 

1. Owner moves from filed to the office 
o What just went up?  Adjust rate? 

2. Gross sales between $750K - $1.2 Mil 
o Serious infrastructure expansion 
o Happens again at 2.2M, 5.5M, 7.5M… 

3. Any point of rapid growth 
o 15% or more in one year (cash flow issues) 
o Job pays in stages, your people are paid weekly 

 
_____________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

 
Stop and think about these three stages. It is not uncommon for companies to move up 
and down this list at various stages throughout their history. The key is plan for the 

stages of growth in your company. The planning for profit software tool will help you do just that. 
During this workshop, we will walk you through how to navigate each of these strategic growth points 
successfully. 
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Top Two Reasons Companies Fail 
1. Improper labor pricing 
2. Cash flow management 

What percentage of businesses fail their first year?  -  50% 
• Reason: Poor paperwork 
• Improper Pricing 
• No Business Plan 
• No Clear Budget (Cashflow) 
• After 5 years – 85% 

What percentage of franchises succeed their first year? - 97% 
 
_____________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Tragically, 50% of typical small businesses fail within their first twelve months of 
operation. The reasons for this include: Improper labor pricing, no clear business plan, 
and no clear budget from a cash flow perspective. By contrast, 97% of franchises succeed 

in their first year. Why is the percentage so much higher? In addition to great systems and 
programs, the foundation of their success is due to proper pricing and aggressive cash flow 
management from day one. 

But be encouraged. Over the last three decades we have seen countless contractor attend this 
workshop, apply the principles we will show you, begin to use the software, return home and 
begin to see things move in the direction they have desired from the beginning. No matter where 
you are today, increased profitability is within your reach. 
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Cash Flow Vs Accounting 
There are significant differences in cash flow vs accounting 

• Reason: Poor paperwork 
• Improper Pricing 
• No Business Plan 

 
 

 
 
 
There are two major differences between cash flow vs accounting 

• Equipment replacement costs vs depreciation 
• How loan payments are handled 

Each will show a significantly different bottom-line profit margin! 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
There are significant differences in cash flow and accounting.  The two major 
differences are equipment replacement costs vs depreciation and how loan payments 
are handled.  Cash flow deals with the “real” dollars that flow in and out of a company 

on a daily basis.  Accounting, on the other hand, tends to work with paper dollars.  Accounting 
isn’t bad.  To be very clear, you absolutely need a good accountant! Accounting can tell an owner 
a lot about what is going on within the company.  When it comes to setting hourly rates, however, 
those need to be determine using cash flow dollars.  All the calculations we do over the next 
couple of days will be using a cash flow approach. 
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Equipment Replacement Costs vs Depreciation 
Depreciation 

• Deals with what a piece of equipment cost several years ago 
Equipment Replacement 

• Deals with what it will cost to replace it several years from today 
and builds the costs into today’s pricing 

Must get tomorrow into today! 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Depreciation deals with what a company paid for a piece of equipment several years 
ago.  Accounting then takes the total “cost” and spreads it over whatever number of 
years the government currently allows. Equipment replacement cost, on the other 

hand, asks two questions. “How many more years of active 
service will the equipment provide before it needs to be 
replaced?” and “What will it cost to replace it when it is 
replaced?”  When the cost of future replacement is 
determined, it is then built into today's pricing so that when 
the equipment is replaced, there will be enough money 
available. 
Equipment replacement costs will always be significantly higher than depreciation. 
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Loan Payments Differences 
 
 
 
 
 

 

• $100 interest shows on the Profit & Loss 
• Cash flow shows “all” $500 as flowing out of the company 
• Software Profit & Loss will reflect cash flow model 
• We will show you how to integrate with your accounting software 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

 
Loan payments are the single biggest difference between cash flow and accounting.  If 
you have a $500 loan payment and $100 is interest with the other $400 being principle, 

what do you suppose shows up in the accounting income statement?  The only thing that shows 
up, is the only thing Uncle Sam allows to be counted, the $100 interest.  The other $400 paid out 
in principle simply goes off to never, never land! 
 
Cash flow, however, considers the full loan payment of $500 to be an expense to the company.  
After all, the company wrote a check for $500 and it flowed out of the checkbook. Remember, 
our objective is to determine how much the company needs to charge per hour to cover all of its 
“real” costs of doing business.  We want to determine an hourly rate that will allow money to be 
left in our checkbook when it is all said and done.  At the end of the year, Uncle Sam, in the form 
of your accountant, can decide what he wants to call profit and what he doesn’t. 
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That is a bottom-line difference of $33,000! 

 
 
_______________________________________________________________________ 

 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

               
             

                    
                  

                 
                

                    
   

Cash Flow Vs Accounting 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 13 
   

Benefits of a Budget 
What will a budget do for you? 

• Forces you to understand the “real” costs of doing business 

• Provides accountability within the company 

• Helps you make good economic decisions 

• Helps the company begin to PLAN for the future 

• Tomorrow is ALWAYS in today! 
 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
A budget forces the company to look at all of its “real” costs of doing business. It also 
provides accountability.  It is strongly recommended that others inside the company get 
involved in the budgeting process.  When individuals provide numbers for the budget, 

they also tend to be accountable for what they provide, especially if they are held accountable. 
 
The third reason deals with economic decisions.  Economic decisions are relatively easy to make 
if you have the numbers in front of you.  If three trucks had an annual maintenance cost of $400-
$600 dollars per year and the fourth had an annual maintenance cost of $2,000, guess which 
truck needs to be replaced?  Right, it’s the fourth truck.  Seeing the numbers helps company 
owners make good economic decisions. 
 
The final benefit is that a budget helps the company plan its growth.  When costs are broken 
down by department, management can easily see what is making money and what isn’t.  
Obviously, you want to grow in the areas that are making money! 
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Departmentalization 
• Company starts with a few things 
• Now doing multiple things 
• One department can easily be subsidizing another and the owner 

may not realize it! 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 

 
 
 
 
 
 
 
 
 

 
What often happens is that all the money a company makes goes into one pot and all 
the bills get paid out of the same pot.  If there is money left in the pot at the end of the 
year everything must be going okay, right?  The answer is “maybe.” 

 
When costs are broken out by department, what is often found is that one department is making 
money while another is losing money.  One department may be making a $50,000 profit while 
the other department is losing $20,000.  The bottom line says the company made a $30,000 profit 
for the year.  The reality is that one department is actually subsidizing the other…and no one 
knows! 

 
 

Sales:  $  1,000,000 
  Cost of Materials    -  300,000 
  Cost of Labor     -  200,000 
  Overhead:  
     Fixed and Variable Overhead   -  350,000 
                                     Profit  =   $   150,000 

 

 
 

Department Profit 
Service    $80,000 
New Construction     <$20,000> 
Retro-Fit    $90,000 
  
                                     Profit  =   $   150,000 
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What If A Department Is Losing Money? 
Even if a department proves to be unprofitable… 
DO NOT automatically eliminate it! 
 
It may be ok to lose money in a department if the 
department is: 

• Absorbing a significant amount of fixed overhead 
allowing the other departments to be profitable 

• Creating profitable work for other departments 
 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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It is very tempting to simply shut down a department that is losing money.  The problem 
is that the department that is losing money is usually carrying a significant amount of fixed 
overhead.  It is paying some of the rent, utilities, insurances and many other fixed costs. 

   
If the department is eliminated because it is losing money, guess what happens to the fixed 
overhead costs?  They are not eliminated; they simply shift to the remaining departments.  The 
net result is that profitable departments can suddenly become unprofitable when they pick up 
the additional fixed overhead costs. 
 
It is OK to keep a department that is losing money if it is doing one of two things: 1) If the 
department is absorbing a significant amount of fixed overhead, and is, in effect, allowing the 
other departments to make money; or 2) it is creating profitable work somewhere else in the 
company.   A company may be losing money in new construction, but if the new construction 
work is creating annual Maintenance Agreements and/or profitable service work, that’s fine. 
 
Now, don’t simply leave a losing department alone.  Do everything you can to at least get it to 
breakeven.  If in fact it is losing money, and it is getting worse, then, yes, get rid of it but do it 
gradually.  Phase out the department while, at the same time, you are increasing volume in the 
more profitable areas of the company. 
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How Many Departments Do You Have? 
Contractors say: We are too small to have departments 
A particular type of work is considered a department if: 

• It makes up a minimum of 5% of gross sales 
• Has its own unique hourly rate 
• Look at where people are spending their time 

 
 
 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
 
 

If a type of work makes up at least 5% of the total gross sales of a company, it should 
become a department unto itself. The hourly rate can also determine if it is a 
department.  Assume, for a moment, that the company does residential and 

commercial service work.   
 
If both departments charge the same hourly rate, perhaps 
$50/hour, then they could be considered “the same” 
department.  If, however, the residential department charges 
$50/hour but the commercial department charges $65/hour, 
then they would be considered two different departments. 
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List Your Company Departments 
• List only the departments you have NOW 
• We will do the “what if” process tomorrow 

o Every employee will be assigned to a department 
o Company overhead will be assigned to a department 

 
 
Department 1: __________________________________________________________________ 
 
Department 2: __________________________________________________________________ 
 
Department 3: __________________________________________________________________ 
 
Department 4: __________________________________________________________________ 
 
Department 5: __________________________________________________________________ 
 
Department 6: __________________________________________________________________ 
 
Department 7: __________________________________________________________________ 
 
Department 8: __________________________________________________________________ 
 
Department 9: __________________________________________________________________ 
 
Department 10: _________________________________________________________________ 
 
 

List as many departments as you have at present based on the definition of 
departments we just covered. Please only show departments that are active at the 
present time. We will show you tomorrow how to add departments you want to expand 

to in the future.  
 
Keep in mind that labor, materials, and overhead costs will all be allocated to departments as you 
enter your company data into the software. This will become the basis for your company model 
and department pricing later on, so give this worksheet some serious consideration. 
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Monthly Cash Flow Projections 
Departmentalization is only 50% of the problem 

• Lack of accurate month by month cash flow projections can close 
your doors 

 

 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

There are two things that put contractors out of business.  The first is improper labor 
pricing, and the second is cash flow.  A company can be priced absolutely perfectly and 
still go out of business due to cash flow problems.  There are very few contractors that 

don’t have at least one month during the year when they lose money.   

The key is to project and track when this typically happens. That’s where creating a month-by-
month cash flow budget comes in.  The creation of a monthly cash flow budget will allow the 
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contractor to get keep a close watch on the ebb and flow of the company so they can plan 
according for the hills and valleys that are a natural part of business life.  

To get an idea of what kind of information a budget can provide, let’s look at the sample company 
above.  If the above company’s projected budget was simply looked at for the year, everything 
would look pretty good.  The company is projected to show a $17,000 profit for the year.  Now, 
however, let’s look at what’s happening on a month-by-month basis.  

The budget tells us we are projected to lose $4,000 in January, February and March.  It is telling 
us we will go $12,000 in the hole before things turn around.  That is critical information.  Every 
company needs to know if they are going to have any negative months and if so, how many will 
there be and when will they occur.  

Guess what?  If our sample company doesn’t make it through the first three months of the year, 
they will go out of business BEFORE they get to the profitable part of the year. 

Cash flow projections are critical.  Outside of improper labor pricing, cash flow problems put more 
companies out of business than any other single factor.  

 

The Right Question 
How can I lower my tax bill AND still cover the 1st quarter? 

• New truck may not be the best answer 
• Pre-empt expenses before year ends 
• Employee incentives / Team vs Uncle Sam 
• Charitable donations 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Cash Flow – Lag Days 

 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

This report is part of your Labor Pricing software.  Cash flow is critical to any business.  
The initial model you create “assumes” all work is invoiced when completed and that 
the invoice is paid immediately.  For many contractors, that is often not the case.  

 
This report allows the user to enter the average number of days it normally takes to receive 
payment.  Service might be a week (if not collected right on the job) while commercial can take 
30-60 days.  By entering the number of lag days (days until payment is expected) the software 
can then better project what your cash flow needs are going to look like. 
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Owner Earnings 
Total everything the owner takes out of the company: 

• Base salary 
• Insurance premiums (health, life, car, etc) 
• Club or association dues 
• Bonus, draw, or simply extra cash taken out 
• Anything and everything else the company pays for you 

The question is not: 
1. “What does everyone else make?” 

The real question is: 
2. “What salary do I need to earn to support my lifestyle and 

family?” 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
 

Our budgeting process is going to help you determine what total gross income must be 
earned in order to meet your family needs.  
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Steps for Creating a Family Budget 
1. List and total all weekly expenses 

o (Food, school lunches, gasoline, “fun” money, etc.) 
o X 52 weeks = Annual amount 

 
2. List and total all monthly expenses 

o (Rent, loan payments, phone bill, utilities, etc) 
o X 12 months = Annual amount 

 
3. List and total all annual expenses 

o Property taxes, annual insurance 
o Clothes 
o Birthdays 
o Christmas 
o Vehicle Maintenance 
o College 
o Savings, etc. 

 

 
Often Forgotten Items 

 
To be sure you have all bases covered, get the input of other family members who may 
think of items you are leaving out. Another easy way is to review your checkbook log to 

see what you might have missed.  Include all major expenses in your budget.   
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Don’t Forget Taxes! 
Taxes need to be added to your budget: 

• Federal Income Tax (10%-35%) 
• Social Security / Medicare (8%) 
• State Income Taxes (0%-7%) 
• Local Income Taxes (0%-3%) 

 
 
 

Taxes need to be figured in to determine the “total” gross income that needs to be 
earned and therefore built into the company budget. 

 

Family Budget Resources on Thumb Drive 

 

Be sure to take advantage of the budgeting assistance tools included as a part of this 
workshop. They are located on your thumb drive and will be advantageous in helping 

you establish a clear, accurate budget.  

For additional budgeting resources, we highly recommend www.DaveRamsey.com   
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What Determines Your Hourly Rate? 
What does NOT determine your rate? 

• Competition 
• What you think the customer will pay 
• What you “feel” like charging 
• NADA pricing!! 

What DOES determine your rate? 
• Your “real” cost of doing business 
• Desired salary target 
• Benefits you want to offer employees 
• Desired profit margins 

________________________________________________________________________ 
 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Many contractors will say their rates are determined by what their competition charges 
or what they think the customer will pay.  Others set their rates based on what they feel 

they need to charge or what they would like to charge.  All of the above reasoning is wrong. 

The company's hourly rate needs to be determined by what it costs a company to do business.  
Part of that cost is the family budget we just created.  The hourly rate also needs to include the 
benefits you pay your employees, as well as a profit to fund the growth of the company.  Your 
hourly rate is not determined by what you want to charge, it is determined by what you have to 
charge to cover your costs of doing business. 
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Labor Pricing For Profit Software Installation 
It is now time to begin creating your company model.  

 

Follow these steps please to download: 

• Take the planning for profit thumb drive and insert into 
your device.  
 

 
 

 
• Locate the proper folder and open the Labor Pricing for 
Profit Software tab. 
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New Company Set Up Wizard 
Select new company set up wizard under the set-up tab on the software home screen. 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

Download From the Website if the Flash Drive is an Issue 
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Update to 6.00.34 

 

 

Look for Desktop Icon 

 

 

• Click next when the set-up 
wizard appears on your screen 
and follow prompts. 
• After installation, locate the 
desktop icon and open the 
software.  
• The log in and password are 
defaulted to Admin.  
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Setup Wizard:  Step 1 

 
 

 
 
Step 1 is where you will enter your company name and address plus all the current tax limits (note 
Social Security Tax Limits typically change each year).  The Medicare and Federal UE Tax will tend 
to stay the same each year.  The State UE Tax will differ by state and is also based on your own 
history of employees filing for State Unemployment Benefit. 
Once the data in entered on Step 1, press “Next Step”. 
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State Unemployment Insurance Taxable Wage Base Chart 
State unemployment insurance taxes are based on a percentage of the taxable wages an 
employer pays. The Federal Unemployment Tax ACT (FUTA) requires that each state’s taxable 
wage base must at least equal the FUTA wage base of $7,000 per employee, although most states’ 
wage bases exceed the required amount.  Some states apply various formulas to determine the 
taxable wage base. Others use a percentage of the state’s average annual wage, and many simply 
follow the FUTA wage base.  
 

State 2021 Wage Base 
Alabama $8,000 
Alaska 43,600 
Arizona 7,000 
Arkansas 10,000 
California 7,000 
Colorado 13,600 
Connecticut 15,000 
Delaware  
District of Columbia 9,000 
Florida 7,000 
Georgia 9,500 
Hawaii 47,400 
Idaho 43,000 
Illinois 12,960 
Indiana 9,500 
Iowa 32,400 
Kansas 14,000 
Kentucky 11,100 
Louisiana 7,700 
Maine 12,000 
Maryland 8,500 
Massachusetts 15,000 

 
 

*States left blank are still being verified 
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State 2021 Wage Base 
Michigan * 

Minnesota 14,000 
Missouri 11,000 
Montana 35,300 
Nebraska **9,000 
Nevada 33,400 
New Hampshire 14,000 
New Jersey 36,200 
New Mexico 27,000 
New York 11,800 
North Carolina 26,000 
North Dakota  
Ohio 9,000 
Oklahoma 24,000 
Oregon 43,800 
Pennsylvania 10,000 
Rhode Island 24,600 
South Carolina 14,000 
South Dakota 15,000 
Tennessee  
Texas 9,000 
Utah 38,900 
Vermont 14,100 
Virginia 8,000 
Washington 56,500 
West Virginia 12,000 
Wisconsin 14,000 
Wyoming 27,300 

 
Michigan - $9,000 for contributing employers that are not delinquent on UI payments 
Nebraska – New for 2020, $24,000 for employers assigned to rate category 20. 
Rhode Island - $26100 for employers in the highest UI tax rate group 
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Setup Wizard: Step 2 & 3 

 
This is where you will enter each department within your company.  During the workshop, we ask 
each company to select current hourly rate for our calculation method. Later, you can enter 
Return on Income (what net profit would you like to earn) and Desired Profit (total dollars you 
would like to earn in that department for the year). When completed, click next step.  
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Equipment Replacement Costs 
• All companies have some type of 
equipment 
• Someday each piece of equipment will 
wear out and need to be replaced 
• How are you going to pay for it? Buy it 
& pay for it? OR pay for it & buy it? 
• Equipment replacement is a large cost 
of doing business! 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Every company has some type of equipment.  Even if you are a one-person operation, 
you still have a pickup truck, a van or some means of transportation. Someday, each 

and every piece of equipment is going to wear out.   It is not a matter of whether it will be replaced 
but when it will be replaced! The question then becomes “How are you going to pay for it when 
it does need to be replaced?”   Most owners are told by their accountants that they will replace 
their equipment out of the profits of the company.  What you will quickly notice is that most 
companies, perhaps yours included, don’t generate enough profit to replace their equipment and 
still make a profit. 
 
A quick check in terms of whether your equipment replacement cost is currently covered in your 
pricing is this: When you last replaced a piece of equipment, did you pay cash for it or did you get 
a loan?  If your answer is that you got a loan, take it as a big red flag that your cost of replacing 
your equipment is probably not included in your current pricing. Typically, equipment 
replacement cost is the second highest cost of doing business in the entire company.  It is more 
than rent, utilities or insurances.  The only cost higher than equipment replacement is your cost 
of non-billable time! 
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Leased Equipment 
• DO NOT put the leased equipment on the equipment replacement 

list 
• Normal lease dollars will be covered as overhead 
• If there is a large buy-out at the end of the lease, then DO put that 

cost on the equipment replacement list 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
If you lease equipment, do not place that equipment on this list.  The lease payment will 
be picked up later on as an overhead cost.  If you typically have a large buy-out at the 

end of the lease, because of excess miles or abuse, you may want to put that amount on the list 
for later enter to the system. If you are going to continue to lease equipment, and have to come 
up with a large down payment at the beginning of the lease, you may want to enter that number 
as well so you will be properly funded when the time comes. 
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Equipment on Loan Now 
• Loans will be picked up in overhead costs 
• Equipment replacement cost is in addition to the loan 
• Costs divided over all billable hours is less of an impact than you 

may think 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Loans will be picked up in overhead later today. Equipment replacement costs must be 
entered here in addition to the loan. Overhead will show the existing loan which we 
must pay off and this section will show how much in addition to the loan must be set 

aside for the replacement purchase when the time comes. Why would you take this approach? 
Companies with the least amount of debt weather the most storms.  *Please note the software 
will divide any upcoming purchase over a minimum of two years.  
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Unique Situations 
Equipment That Needs To Be Replaced Within 1 Year 

• If the total cost were spread over the next 12 months, it would 
create an unrealistically high hourly rate 

• The software will spread the cost over at lease 3 years, if you enter 
1 year 

• You may also select 2 years as an option 
 
 
 
 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

If you are a normal contractor, you probably have at least one piece of equipment that 
will need to be replaced within the next twelve months.  If it’s going to cost you $30,000 
to replace the equipment this year, that’s a lot of cost to throw into one year.  Putting 

your total cost into one year would make your cost of doing business unrealistically high.  
 
From a common sense standpoint, any piece of equipment that will be replaced within the next 
twelve months needs to have its cost spread over at least three years to come back to a realistic 
hourly rate.  
 
The software will do that for you – automatically!  Any equipment that is entered with a one year 
replacement will automatically be spread over three years. 
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What Should Be On The List? 
 

 

• Primary target is mobile equipment 

o Trucks 

o Vans 

o Flatbeds 

o Job trailers 

• Include additional pieces of equipment you will need in the future 
($1,000 or more in value) 

o Computers, copy machines, shop equipment, server, etc 

• By putting these items on your list, you will be putting money 
aside so that when equipment is purchased, you will have the 
money available to buy it 
 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Equipment Replacement Costs Impacts Your Hourly Rate 
Example 

• 3 men who charge an average of 30 hours/week to the customer 
• Total billable hours charged to the customer for the year: 

3 men x 30 hourse per week x 52 weeks = 4,680 hours/year 
• Total equipment replacement costs for the year: $42,000 
• Equivalent dollar per hour figure (of the final hourly rate): 

$42,000/4,680 hours 
• $8.97 of my hourly rate is dedicated to equipment replacement 

 
               

 
 
 
 
 
 

If you wish, you may include any piece of equipment valued at $1,000 or higher that 
you will need to replace or add in coming years. Perhaps, you have three technicians in 
the field today, but your business plan calls for adding a fourth technician in three years.  

When you add that fourth technician, he or she is going to need a truck to drive.  If you wish--and 
again it’s optional--you can add the truck you will need in three years to today's list so that when 
you do need to buy the additional truck, you will have the money available to purchase it.  
 
The goal is to get tomorrow into today in every area of your company. Most contractors are very 
pleasantly surprised to see how little this impacts your hourly rate once it is divided among all of 
the billable hours in a particular department. While it will raise your rate, it is well worth it for 
the minimal difference and feeling of satisfaction of being prepared for the stages of growth 
within your company.  
 
By the end of the workshop every cost of doing business will eventually relate back to some dollar 
amount of the final hourly rate for each department of your company. Tomorrow we will see this 
illustrated in the labor rate analysis report.  
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Enter Equipment Replacement Cost into The Software 
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Equipment Description:   
Enter a description of the piece of Equipment. 
 
Future or Existing Purchase:   
F for future purchase, E if it has already occurred.  
 
Year to Start and Years to Replace:   
Enter the date to begin saving and the proposed date of equipment replacement.  
 
Net Cost to Replace:  Enter the expected cost or the equipment including set up costs.  
 
Include in Allocation %:  
Select this option for all gas burning vehicles and pieces of equipment. This will include these 
items in your fuel allocation costs later today.  
 
Department Allocation: 
Select the proper allocation for each piece of equipment based on where it spends its time among 
your company departments. For example, a truck may spend 20% of its time in service and 80% 
of its time in new construction. Be as accurate as possible with all department allocations as this 
will ultimately impact the rate for each department of your company.  

Where does this 
vehicle spend it’s 

time? 

Be Specific. 
Allocation Affects 

Rates 

Include lettering, 
racks, shelves, etc. 

Allow for trade value 
conservatively!  
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When Should Equipment Be Replaced? 
Based upon one of these criteria 

• Functional replacement decision 
• Economic replacement decision 

Functional Replacement - Consider 
• It’s more than just the cost to repair 
• Lost income (could not get to job) 
• Increased non-billable time (technician is idle) 
• Office inefficiencies, rescheduling, angry clients 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
A vehicle should be replaced on a functional basis when it gets to the point that it is 
randomly breaking down and no longer dependable. The cost of breakdown includes 

the cost of the repair itself, plus lost or at least delayed income not to mention the customer 
frustration on the other end. 
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Economic Replacement  
 

 

 

 

 

 

 
 
 
 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Most equipment will be replaced on a functional basis. For older functional equipment, 
here is an equation of replacement. Take the initial cost of the vehicle and add the repair 
costs each year.  Divide the cumulative total by the number of years you have owned 

the vehicle.  When the average annual cost starts going up instead of down, it is time to consider 
replacement.  
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Field Labor 
These are the employees who are actually 
doing the work and whose hours are 
charged DIRECTLY to the customer 

 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

______________________________________________________________________________ 

The most critical cost area of the entire labor pricing process is the area of field labor.  
Field labor refers to those employees whose time is charged directly to the customer.  
That can be the service technician making the repair or the installation technician who 

is installing a new piece of equipment.  In both cases, the technician’s hours can be charged 
directly to the customer.   
 
Field labor DOES NOT include office help or supervisors (unless the supervisor’s time is charged 
directly to the job).  Field labor may include the owner, if the owner works in the field.  If the 
owner works in the field full time, ALL his/her time will be considered field labor.  If the owner 
spends half his/her time in the field and half in the office, then half his/her time will be considered 
field labor with the other half going into overhead later on. 
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Non-Billable Time (Or Lost Hours) 
#1 biggest expense for most companies!!!  
These are the hours that you pay field labor but 
cannot charge the customer directly! 

 
This includes:  

• Shop time 
• Travel time 
• Vacation, sick days, holidays 
• Company meetings 
• 45-minute cup of coffee 

 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

______________________________________________________________________________ 

Non-billable time refers to the time field labor is paid for that cannot be charged 
directly to the customer.  The key word here is “directly.”  All costs of operation 
eventually are paid for by the customer.  It is just a matter of whether the customer 

pays for it directly or indirectly.  

Non-billable time is not necessarily non-productive time.  The technician may be working on a 
vehicle or putting up stock, both of which are productive.  The key is that the time cannot be 
charged to the customer directly, and therefore is considered non-billable. 
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Typical Non-Billable Time 

Vacation – Holiday - Sick 

• 80 hours: Two weeks’ vacation (3.8%) 
• 72 hours: Nine paid holidays (3.5%) 
• 40 hours: Five sick days (1.9%) 

= 192 hours / 2080 hours year 
= 9.2% Non-billable time 

Model Employee 

• Assume the model employee has a minimum of only 1 hour a day 
that is non-billable 

• 1 hour per day x 47 working weeks = 235 hours per year (11.3%) 
• Model employee’s non billable time: 

o 3.8%..........Vacation 
o 3.5%..........Holidays 
o 1.9%..........Sick Pay 
o 11.3%........One hour a day 

• 20.5% Non-Billable time 
 
 

If you’re not tracking it…it is 
much higher than you think! 

______________________________________________________________________ 

________________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Calculation of Field Labor Rate 
Be conservative 

• Don’t over estimate the number of billable hours 
• Most think they bill out more hours than they really do 

This is where “billable hours” are determined 
• Effects monthly cash flow 
• Determines “cost” of non-billable time 
• Significant factor in calculating your hourly rate  

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

It is not unusual to get to the end of the process and find out that the hourly rate you 
are currently charging is higher than what the process says you need to charge.  The 
reality is that you are not making any money with your current price. Nine times out of 

ten the problem can be found in the area of billable time.   
 
Typically, contractors over estimate the number of hours that were really charged to the customer.  
For instance, you may think you are charging out 6 hours a day on the average when the real 
figure may be 4-5 hours a day.  If your numbers seem way off at the end of our session, check 
your estimated billable hours against your actual billed hours and see if they are realistic. 
 
Field labor estimates, by the month, have a dramatic effect on monthly cash flow.  Monthly labor 
sales are based on how many hours were built in as billable each month during the year.  If the 
technician takes two weeks’ vacation in May, only half his/her time is available for sale. If a lot of 
overtime is worked in July, sales will increase because more billable hours are built into the model 
for that month. 
 
Non-billable time is the company’s single highest cost of doing business.  The more non-billable 
time is built in, the higher the overhead cost.  The higher the overhead, the higher your hourly 
rate will need to be. 
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Field Labor Comments 

• Owner – If significant field time, then DO include this 
• Field Supervisors - Is their time charged directly to the job? 
• Shop Labor – Is their time charged directly to the job or general 

overhead? 
• New Technicians – you may want to build in “extra” lost hours to 

cover training 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Shop labor is handled just like field supervisors.  If they are charged to the job, they are 
direct labor.  If they are not charged directly to the job, their time will be considered as 
indirect labor and, therefore, will be built into the overall hourly rate. 

 
Often new technicians are not as productive at first as they will be later on.  When you enter the 
monthly hours for each new technician into the computer model, simply put more time in non-
billable time and less time in productive time.  In effect, the training time becomes part of the 
overhead cost of running the company. 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 49 
   

As You Enter Field Labor  
• Hourly rate - Base rate unless union 
• Overtime (significant & consistent) 

o Preferred: Cover overhead in 40 
o Consistent seasonally, show where it occurs 

• Slow periods: Reflect real life pattern 
• Lost hours = Non-billable 
• Place vacations where they actually occur 
• You may revise vacations and sick hours per employee 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Unlike non-union technicians, union technicians have a significant benefit package tied 
directly into their hourly rate.  The “base rate” for a union technician should include the 
fringe package.  Non-union technicians “base rate” is just that; it includes no benefits as 

part of the rate. 
 
Don’t forget we are projecting costs for the coming twelve months.  If you have raises planned 
for the next year, be sure to adjust the basic hourly rates to reflect that. 
 
Like our equipment costs, proper allocation by department is very important! Resist the urge to 
generalize in this area. Be accurate so that your pricing for each department is truly reflective of 
your company.  
 
Only build overtime into the model if overtime is consistent and significant. If the normal work 
week is 45 hours, you would want to enter the information that way which will include five hours 
of overtime a week. If certain months of the year are always busy, and usually include overtime 
hours, build that into your model. If overtime happens “on occasion,” don’t build it into the 
model. The software will view overtime hours as part of the necessary hours to cover overhead.  
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Enter Field Labor in the Software 
 

 
 

Salary / Hourly:  
Input (S) for Salary, (H) for Hourly. If the User Selects Salary as the Pay Method, they can then 
decide how to spread the employee's salary. The Salary can either be spread evenly over the 
year based on the number of paydays in each month or can be spread based on the number of 
hours worked in a particular month. 
 
Annual Salary / Hourly Rate:  
Depending on the response to the Salary/Hourly box, the user should either enter the employee’s 
annual salary or hourly rate. 
 
Input Hours:  
The hours for this employee are pulled from the Default Hours in the Model Year setup. They can 
be modified here. Note the hours input screen must be accessed in order to save a Direct Labor 
employee. 
 
Direct Labor Allocation:  
You must allocate this employee to various departments. The allocation percentage must total 
100%. Note too that Direct Labor Hours cannot be allocated to a Retail Only Department. 
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Enter Field Labor – Input Hours 
 
The hours for this employee can be modified in this screen. 
  

 

Regular Hour - The total number of hours you paid the employee.  

Overtime Hours – The total overtime hours per month.  

Lost Hours – The hours monthly you pay this employee that you can’t bill to a customer.  

Sick Hours – Enter the sick hours allowed for this employee each year.  

Vacation Hours – Enter the vacation hours allowed for this 
employee for the year.  

Holiday Hours – The company paid holiday hours for this 
employee. 
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Indirect Labor 
• Office workers 
• Owner (if he/she does not work in the field) 
• Field supervisors (if time is not charged 

directly to the job) 
• Shop help 
• Sales people 

Earlier we said direct labor must bill out enough to cover overhead 
Don’t forget about overtime in this section, if hourly 
Sales People 

• Estimate their annual income (previous year) 
• Cover commissions as a cost of doing business 

 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Shop Now let’s look at the rest of your staff. Everyone whose time cannot be billed 
directly to the customer is considered Indirect Labor. We have already discussed the 
owner, field supervisors and shop help in terms of how to apply their time. Office 

workers will always be considered indirect labor (overhead) as will sales people. 
 
When you are entering indirect labor, be sure to include overtime if they routinely earn it.  Some 
office staff is on a standard 45- or 50-hour work week. 
 
We are going to consider sales people as part of our overhead cost.  This will require estimating 
what their income will be.  Some sales people are paid a salary but most receive commission or 
a combination of salary and commission. 
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Comments on Indirect Labor 
• Enter each person in by name or position to easily identify on all 

reports 
• Allocate time accurately 
• This will impact the rate in each department 
• Add in any planned raises for the coming year 
• The software is a tool to help you project and plan for where you 

want to go! 
 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Each indirect labor person will be entered, by name, into the software.  This will allow 
their taxes to be figured accurately.  Another advantage is that when the reports are 
printed, each indirect labor person (owner, office worker, shop person or sales person) 

will be listed as a separate line item under the fixed overhead heading.  Separate listings will allow 
the cost of these people to be easily identifiable. 
 
When it comes to allocating each person’s costs to the different departments, the best thing to 
do is to ask them.  They know where they spend their time.  They will be able to allocate their 
time much more accurately than you will be able to. 
 
Don’t forget to build in any proposed hourly or salary increases for the coming year.  It will affect 
overall costs and cash flow. 
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Enter Indirect Labor into The Software  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Indirect labor entry is just like the one used for field labor (direct labor).  The only practical 
difference is that you will not have to estimate non-billable time nor will you have to consider 
vacations, holidays or sick days since all the indirect labor cost will go directly to fixed overhead. 
 
Indirect Labor Entry 
Enter in each of the indirect labor employees. You will need to enter each employee 
individually.  
 
Salary / Hourly: Input (S) for Salary, (H) for Hourly 
 
Annual Salary / Hourly Rate: Depending on the response to the Salary/Hourly box, the user 
should either enter the Employee's Annual Salary or Hourly Rate 
 
Monthly Allocation: 
The user can either let the system allocate the hours based on the number of weeks in each 
month or can manually allocate the amount as he sees fit. 
 
Enter – Direct and Indirect Labor (same person) 
Sometimes an employee can be both direct and indirect. If this is the case with your company 
simply check both the direct and indirect boxes and split the employees time as needed.  The cool 
part about this situation is that the direct and indirect time can have different departmental splits. 
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Labor Rate Breakdown 
$19.00 – Average base hourly rate 
$76.01 – Fixed overhead rate/hour 
$18.75 – Variable overhead rate / hour 
$20.00 – PROFIT per hour 
$133.76 – Hourly rate charged the customer 

 
 
 
 
 

• What happens if LESS than 6,000 man hours 
are charged out during the year? 

• What happens if MORE than 6,000 man 
hours are charged out? 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

If the company bills out exactly 6,000 man-hours, it will absorb all of its overhead costs. 
If it bills out less than 6,000 hours, it will NOT absorb all the overhead.   
 
What if the company bills out MORE than 6,000 man-hours during the year?  Once 

6,000 man-hours are billed out, all the FIXED overhead will have been absorbed.  That means all 
hours billed out over the estimated 6,000 will become extremely profitable work.  The fixed 
overhead cost drops out after 6,000 hours, which means the company could potentially reduce 
its bid price and still make a very good profit.  That doesn’t mean you should or have to. It is nice 
to know exactly where you are in your total hours billed which gives the greatest flexibility if or 
when you need it on a particular job. 
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Example 
• It’s late November and the company has worked 5,500 of its 6,000 

man hours 
• They now have an opportunity to bid on a job with 800 man hours 

int it, and it can be completed by the end of the year. 
 
 
 

 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
 
Can The Contractor Lower His Or Her Price On This Job? 

The answer to the first question is yes, you can lower your bid price and make a good 
profit.  Why? Because 300 of the 800 hours on the job will not have any fixed overhead 
on them. 

 
In the second case, the contractor can again lower his/her pricing if he or she knows how many 
hours should have been billed out year-to-date and how many hours have actually been billed 
out to date.  Again, it will require creating a budget and tracking the numbers. 
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Material Sales 
Materials, Equipment and Spare Parts: 
Materials are normally sold in one of three ways 

1. Wholesale 
2. Retail 
3. Some combination of the two 

 
 
 
 
 
 

Overhead is usually covered in some combination of labor rate and 
material markup.  

• Lower labor rate raise material or vice versa 
• Discount material without adjusting labor rate 
• Just gave away some profitability 

Installation jobs – 20% to 50% markup 
Service – Varies with the price of the part 

• Over 100% on smaller items 
• Significantly less on larger items 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

In most trades, equipment and spare parts are marked up significantly.  The norm ranges 
from 20% to 50% markup on major pieces of equipment with an average markup of 
about 100% on smaller spare parts.   However, this will vary by trade.    
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Data Entry for Materials  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

• Enter one line item for each department. 
• Select direct labor hours. 
• If you are unsure, use the rule of thumb of $25k per tech annually.  
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Mark-up vs Margin 
Two of the most misunderstood terms in the industry today 

• Mark-up – Profit is shown as a percentage of cost 
• Margin – Profit is shown as a percentage of sell 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Mark up and Margin are two of the most misunderstood terms in the industry today. 
Many times, they are used interchangeably but they are not interchangeable. Let’s 
cover what they are, how they differ, and why you need to know about it. If you are 

using Markup, profit is shown as a percentage of cost.  If you are using margin, profit is shown as 
a percentage of the sell price. There are two different reference points between the two items 
and each will give you a different sell price.  
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Why Does This Matter? 
Your Profit & Loss 

• P&L shows gross profit for your company 
• Gross Profit – Dollars 
• The amount depends on your calculation method 

 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

The reason you need to be aware of these differences is that your profit and loss statement 
shows you “gross profit” dollars. Regardless of the calculation method you use, you will have 
gross profit dollars. The real question is are you generating enough gross profit dollars to cover 

all of your costs of operating your business plus generate a reasonable net profit.  
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Your Profit & Loss Shows Gross Margin 
Margin Method on P&L 

Profit Target 40% 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Let’s look at a typical profit and loss statement and see how this fits together. In this 
example, we are shooting for a gross profit of 40%. If your sales are $500,000 and your 
cost of goods sold is $300,000, then that will leave you with a gross profit of $200,000. 

You can’t just keep all of this. You have to pay your overhead expenses first. If these total 
$180,000, then you have to subtract this from the gross profit leaving a net profit of $20,000. 

You can calculate your profit percentage by taking the profit and dividing it by the total sales. In 
this case, that’s $200,000/$500,000. That shows you that you have a gross profit of 40%. This 
means that your gross profit of $200,000 is 40% of sales. If you do the same with the net profit, 
you will see that net profit is equal to 4% of gross sales.  

Cost/.6 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 63 
   

Markup Method on P&L 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Now let’s look at this same example as if we are pricing a job using a markup.  Your cost 
of goods sold are still the same $300,000. If you typically price jobs using a multiplier of 
1.4 in order to get your 40% profit, then you will find that your total sales will not be 

$500,000. instead, you would sell these jobs for $420,000. ($300,000 x 1.4 = $420,000).   
 
Remember the formula that we used to calculate the actual profit. That was profit / total sales. 
When you perform that calculation here, you will see that your profit was not 40%.  $120,000 / 
$500,000 – 28.5% Now you have to subtract your over-head expenses form that gross profit. Here 
you find that instead of making $20,000, you will actually be losing $50,000. That’s a big 
difference.  
 

Cost/.6 
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Mark-Up Calculation 
• Mark-Up – Profit is shown as a percentage of cost 
• Can be misleading 
• Multiplier 

o i.e. 10% profit = Cost x 1.1 
 
 
 
 

 

 

 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

As we said earlier, if you are using markup, then profit is shown as a percentage of 
cost. This can be misleading. While you are generating gross profit dollars, it may not 
be enough to cover your overhead and it will not line up with your profit and loss 

statement.   
 
With markup, you multiply your cost times a markup multiplier. For example, if I am looking for a 
10% markup, I would multiply my costs x 1.1. If my material costs are $1000 and I am looking for 
10%, then I would multiply the cost x 1.1 to come up with a sell price of $1100. The problem is 
that this does not give me a 10% profit – it gives me a 10% markup. There is a difference. 
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______________________________________________________________________ 
 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

Let’s check to see what our real profit actually was. We can calculate the profit earned 
on a job by subtracting the cost of the product or service (labor, materials and 

overhead) from the retail selling price to the customer and then dividing the result by the retail 
selling price.  We can simplify this just a bit. If you subtract costs from the sell price, that gives us 
profit. In this case, if we are just subtracting the cost of the job, then this will give us gross profit.  
 
On this previous job, our profit was $100 and the sell price of the job was $1100. When you take 
$100/1100, that shows that the actual profit on this job was 9.09%, not 10%.  
 
Now, you can say that this is pretty minor. It’s less than 1%. While that is true, when you spread 
it over a million dollars in sales, it adds up-especially when it’s all coming out of your pocket.  
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Margin Calculation 

• Margin – Profit is shown as a percentage of sell 
• Divisor 

 
 
 
 

 
 

 
 

 
 
 

 
 
 

Remember, if you are using margin, the profit is shown as a percentage of the total sell 
price. The reference number is larger. It’s the total sell versus just the parts cost for 
markup.  To calculate pricing using margin, you would use a divisor.  
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How To Actually Earn a 10% Profit 
• Divide by the reciprocal of the percent of profit 
• GP Divisor = 1.00 - % profit desired 

= 1.00 - .10 
= .90 

• Margin – Profit is shown as a percentage of sell 
• Divisor 

o i.e. 10% profit = Cost / .90 
 

 
 
 

 
 
 

 
 
 
 

 
______________________________________________________________________ 
 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

To determine the proper selling price to actually generate a 10% profit requires you to 
divide your cost (labor, materials and overhead) by the reciprocal of the profit you are 
looking for. To find out what this is, you simply subtract your target profit percentage 

from 1. In the example here, you are looking for a 10% profit. When you take 1-10% (.10), I get a 
reciprocal of .9. This is your divisor. If you are looking for a 20% profit, your divisor would be .8 
etc. In our example, if you are looking for a true 10% profit, your formula would be cost / .9. If 
you take $1000/.9, you will see that your sell price to hit a true 10% profit would be $1,111. 
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Mark-Up Vs. Margin 

Verify That Profit 

• To Determine Profit % 
• = Profit 

Sell 

= $111 ($1111 - $1000) 
 $1111 

 = 10% gross profit 

• Mark-up – Profit is shown as a percentage of cost 
• Margin – Profit is shown as a percentage of sell 

 

______________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

You can verify that profit by using the same formula we did earlier to calculate profit. 
Total gross profit / total job sell price. In this example, the total profit is $111. that being 

the case, $111 / 1111 = 10%.  That verifies that we ended up with a true 10% profit.  
 
Remember, when using markup, profit is shown as a percentage of the cost. When using margin, 
profit is shown as a percentage of the sell price. The reference point is different and there for the 
profit will be different.  
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Mark-Up Vs Margin Discrepancy 
 

 

 

 

 

 

 

 

______________________________________________________________________ 
 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
The examples we have been using were targeting a 10% profit and when calculating true 

profit, there was less than a 1% discrepancy between what we thought we were getting 
and what we were actually getting. The greater the multiplier, the greater the discrepancy. This 
chart shows the discrepancy at various markup levels. As you can see, it can become substantial.  
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Mark-Up Vs Profit Table 

We have taken the work out 
of the calculations for you. This 
table will show you various markup 
multipliers for the various profit 
margin targets. As you are entering 
material costs in the Labor Pricing 
software, we also show the value 
that you need to enter into the 
software.  
 
Bottom line, if you are going to 
continue to use a multiplier, make 
sure you are using the correct 
multiplier to generate the profit 
that you are looking for.  
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Software Requires you Enter a Mark Up 

• Select desired profit margin 
• Find equivalent mark up 
• Input that number into the program 

 

 

 

When you click on “The difference between 
Markup and Margin”, this white table will 
show up.  DO NOT USE.   

Use the table on the prior page. 
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Overhead 
What do we know about estimating 
overhead? 

• Field labor: Be conservative 
o Most think they bill out more 

than they actually do 
• Overhead expenses 

o Be liberal to ensure its covered 
 

______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

When we estimated field labor, we said we wanted to be conservative.  If we thought 
we billed out 6 hours a day we put in 5 or 5 1/2.  When it comes to estimating overhead, 
however, the opposite is true. We want to be as accurate as possible, but if we are going 

to be off, we want to be off on the high side.  We would rather estimate overhead to be $100,000 
a year (and calculate our hourly rate based on that) and have the actual overhead come in at 
$80,000 than to estimate our overhead cost at $80,000 (and set our hourly rate based on that) 
and have the actual come in at $100,000.   
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What is Overhead? 
• What is costs the company to do business  
• What it costs to simply “open the doors” 

Two types of Overhead 
• Fixed overhead 

o Does not vary with productivity 
• Variable overhead 

o Directly tied to productivity 
o If the company does more work, they go up 
o If they do less work, they go down 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Overhead includes whatever it costs the company to run the business.  It is everything 
from gasoline to the insurance on your vehicle.  Whatever it costs the company to open 
its doors on a daily basis is part of what is known as overhead.  

 
There are two types of overhead.  One is called fixed overhead and the other is called variable 
overhead. Fixed overhead includes items that must be paid each month whether you sell anything 
or not.  
 
Variable overhead on the other hand is DIRECTLY tied to productivity.  Variable overhead includes 
things like gasoline, vehicle maintenance and small tools.  If more work is done, these items go 
up.  If less work is done, these items decrease. 
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Forgotten Overhead Costs 
• Spouse working in the office 
• Bad debt 
• Cost of customers using credit cards 
• Loan payments: Cash flow shows entire payment not just interest 
• Owner’s retirement 
• Equipment replacement:  Plan for it 
• Past due balances: Create a plan to get current 

 
______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
There are several overhead items that are often forgotten and/or are underfunded. 
 
It is not unusual, especially in a small company, for the spouse to be working in the office 

for little or no pay.  The spouse is an employee, and their salary needs to be built into the cost of 
doing business.  Remember, the customer needs to pay all of your costs of doing business, 
whether they are charged directly or not. This item should be entered as indirect labor in the 
labor entry section of the software.                                 
 
The owner’s salary is often much like their spouses.  The owner often “takes what is left” when 
in reality their salary needs to be built into the cost of doing business just like the rent and utilities.  
Remember what we did first thing today; we created a family budget to see what income you 
need to earn.  Be sure to include your salary as an overhead cost.  Do not, however, put the 
owner’s salary in as overhead if they work in the field and were entered as field labor.  The owner 
should be entered as indirect labor unless they work in the field in which case they would be 
entered as direct labor. 
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Methods of Spreading Overhead Costs 
1. Department specific 
2. Square footage 
3. Number of employees 
4. Number of vehicles 
5. Managerial discretion (logical guess) 
6. Gross sales 

 

Method 1: Department Specific 
• Only exist if a particular department exists 
• Marketing expenses 

o Direct mail, yellow pages, etc 
• Office personnel assigned to a specific department  

o Dispatcher, etc 
• Loans for specific vehicle and / or equipment 

 
_________________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

These are cost that can be directly allocated to a specific department.  The acid test is 
this:  If that specific department did not exist, would the cost disappear?  If it would 
disappear, the cost would be considered department specific. An example would be the 

dispatcher of the service department.  If there were no service department, the dispatcher would 
be not needed; therefore, that cost would be considered department specific. Items that are 
often department specific include specific marketing dollars, vehicle loans (if the vehicle is only 
used in one department), small tools used in specific departments and some office personnel.  
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Method 2: Square Footage 
Space Related Overhead Expenses 

• These overhead costs are directly allocated based on the number 
of square feet in the building 

The five common space related expenses are: 
• Rent 
• Utilities 
• Building maintenance / repairs 
• Building insurance 
• Property taxes 

Example 
• Building square footage is 3,000 Ft2 
• Service occupies 1,000 Ft2 
• Rent is $750/month 
• Rent allocated to service? 

Formula 
1,000 SF / 3,000 SF = 33.3% 
= $750 / month x 33.3% 
=$249.75 / month  

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Many overhead costs are space related.  Things like rent and utilities plus things like 
building maintenance, insurance and property taxes. The company will need to review 

what departments they have and then determine how many square feet each one occupies.  The 
above costs can then be spread based on the percentage of square feet each uses. 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 77 
   

 

Method 3: Number of Employees 
• Medical insurance or expenses 
• Uniforms 
• Bonuses 
• Cell phones 

Example 
• 2 Service Technicians 
• 6 Installers 
• 4 New Construction Employees 
• All wear uniforms, each @ $30/month 

 
Uniform expenses allocated as follows: 

• Service =   $60/month - (2 technicians x $30/mo.) 
• Install = $180/month - (6 technicians x $30/mo.) 
• New Const. = $120/month - (4 technicians x $30/mo.) 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Some costs are better spread by the number of employees.  Medical insurance is a good 
example.  If the company has ten employees and the medical premium for each one is 

$300 per month, the assignment would be simple.  If three technicians worked in the service 
department, then the service department would pick up $900 of the insurance premium ($300 x 
3 technicians).  Uniforms can be prorated this way as can bonuses or retirement dollars.  Keep in 
mind that some employees may split their time between two or more departments.  If they spend 
half their time in service and half in installation, then their premium costs will need to be allocated 
in a like manner. 
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Method 4: Number of Vehicles 
Several overhead costs can be prorated based on the number of vehicles 

• Insurance 
• Maintenance 
• Licenses 
• Vehicle tracking systems and / or radios 

 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

 
Most vehicles are used in one department but some may be used in multiple 
departments.  Normally, insurance, maintenance, licensing and vehicle tracking system 

costs can be directly allocated to a specific truck, and therefore, to a specific department.  
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Method 5: Managerial Discretion 
Logical guess 

• Use only if the first 4 methods don’t work 
• When in doubt, ask those involved 

 
Method 6:  Gross Sales 

• Use only if the first 5 methods don’t work 
• Bank charges 
• Professional fees 
• Conferences, travel and entertainment 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
 

Managerial discretion is often the type of allocation used for office employees.  When 
an employee is shown a list of departments, he can usually tell you roughly how much 
of his/her time is spent in each one.   

 
One area that will need to be subjected to the “educated guess” is usually the owner’s salary.  The 
owner typically does several things. But with a little thought, they can usually give a pretty good 
accounting of where they spend their time and, therefore, how their salary needs to be allocated. 
It should be noted that the owner’s vehicle and direct benefits will need to be allocated in a 
similar manner as their salary.   
 
No matter how hard you try, there will always be a few items that simply can’t be allocated to a 
department based on the methods just described.  Items like bank charges, professional fees, 
conferences, training and travel often fall into this category.  These remaining items need to be 
allocated based on gross sales.  If service makes up 12% of the company’s gross sales, then 12% 
of the above items will be allocated to service. 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 80 
   

Two Parts to Estimating Overhead Costs 
1. Projecting the cost affects the final hourly rate 
2. When the cost occurs affects projected cash flow 
You will be doing both in this software entry section 

 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

There are two things to consider when estimating overhead costs for the coming year.  
The first is what the cost is projected to be, and the second is when it will occur. What 
the cost will be affects your total cost of doing business.  Your hourly rate is directly 

related to your cost of doing business; therefore, the closer you can estimate the cost, the more 
accurate your pricing will be.  As a general rule, overestimate rather than under estimate 
overhead costs. 
 
The second aspect deals with when it is paid.  The “when” affects cash flow.  Our income is going 
up and down because of the seasonality of the business.  On the other side are costs.  Some costs 
occur every month, and some only occur once or twice a year.  When they occur dramatically 
affects cash flow. Remember, you can be priced absolutely perfectly and still go out of business 
because of cash flow problems.  Making accurate cash flow projections is critical to the health of 
the company. 
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How To Estimate Overhead Costs   
• Look at your Income Statement 

o Note:  Which items are “F” fixed and 
which are “V” variable 

• Ask yourself 
o Will this cost go up, down, or stay the same next year? 
o What current items will no reoccur next year? 
o What “new” costs will you have next year that were not part 

of this year’s overhead? 
o When will the above costs be paid – what month(s)? 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
Your initial source for projecting overhead costs is your current Income Statement.  The 
first step would be to look at the list and note which items are fixed overhead items and 
which are variable. Next ask yourself if the cost listed is likely to go up, down or stay the 

same over the next twelve months.  Some things, such as rent, you know will be the same.  Other 
items, like health insurance, you know will increase. 
 
Some items will not reoccur the next year while other new items will need to be added.  Perhaps 
you are anticipating a new benefit or an additional overhead cost, like more cell phones, for the 
coming year. “When” they are paid is critically important.  Although many items will be the same 
each month, some will just kind of pop up once or twice during the year.  Pop up items are things 
like marketing costs, conventions, training, insurance payments and many taxes.  When these 
kinds of items are paid is very important as their payment dramatically affects your monthly cash 
flow. 
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Items to Note on Your Profit / Loss Statement 
• Payroll Taxes 

o Already taken care of in the software 
• Interest Expense 

o Only enter interest on a line of credit 
• Loan Payments 

o Enter full monthly loan payments of principle and interest 
• Depreciation 

o Equipment replacement costs take the place of depreciation 
 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
All payroll taxes are automatically calculated by your software program based on the 
setup data you entered. 

 
Delete interest as a line item unless it is interest on a line of credit.  The line of credit interest 
suggests you estimate how much of the line you want to pay off during the coming year and then 
enter that as an overhead cost.  For example, assume you owe $50,000 on a line of credit and it 
is your desire to pay off $20,000 of the line over the coming year.  Enter $20,000 as an overhead 
cost which will make this cost part of your hourly rate; therefore, it WILL get paid off! 
 
Be sure to list individually each and every monthly loan payment you have.  The payment is for 
interest and principle.  Loans are entered individually because loans usually represent equipment 
and differing pieces of equipment should be allocated to different departments. 
 
DO NOT enter deprecation into the software; delete it as a line item.  Equipment replacement 
costs will take its place and equipment replacement costs are automatically created based on the 
equipment you enter into the software. 
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Quick Overhead Reference Guide Allocation 
As you enter overhead into the software, be sure to use the Quick Reference Guide we 
created for you.  This is a laminated hand out and it is also on your thumb drive for easy 
access. We have done the work you and this will make this data entry section go a lot 

smoother.  

Simple look at each category of overhead and follow the recommended method to apply and 
allocation method. You may have some categories not listed in the reference guide. Simple look 
at similar categories and make a determination of the best method to apply and allocation for 
that overhead item.  

Sales Where to Enter Method to apply Allocation Method 

Installation Sales - Commercial Do Not Enter 
  

Installation Sales – Residential Do Not Enter 
  

Service Sales - Commercial Do Not Enter 
  

Service Sales - Residential Do Not Enter 
  

Miscellaneous Do Not Enter 
  

Cost Of Goods Sold Where to Enter Method to Apply Allocation Method 
Purchases - Commercial Install Materials 

  

Purchases - Residential Install Materials 
  

Purchases - Commercial Service Materials 
  

Purchases - Residential Service Materials 
  

Purchases - Subcontractors Materials 
  

Expenses Where to Enter Method to Apply Allocation Method 

Note: Do NOT enter any employee wages in this section. 

401K or Retirement Fixed Monthly Manual or Employee 
Advertising Fixed Manual or Monthly Manual 
Bad Debt Variable 

 
Manual 

Bank -Service Charges Fixed Monthly Sales 

Bank - Interest on LOC only Fixed Monthly Sales 
Bank - Loan Payment-full amt Fixed Monthly Manual 

Building Repairs Fixed Manual Building Sq. Footage 
Business Permits & Licenses Variable   Manual 

Cell Phones Fixed Monthly All Employees 
Charitable Contributions Fixed Manual Sales 

Computers / Software Fixed Monthly Manual 
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Depreciation Expense Do Not Enter     

Dues & Subscriptions Fixed Monthly Sales 

Employee Incentives  Fixed Annual or Monthly Manual or Monthly 

Freight & Delivery Variable   Sales 
Insurance - Building Fixed Annual Building Sq. Footage 

Insurance - Commercial Fixed Monthly Sales 

Insurance - Health Fixed Monthly All Employees 

Insurance - Liability Fixed Manual or Monthly All Employees 

Insurance - Life Fixed Monthly All Employees 

Insurance - Vehicles  Fixed Manual or Monthly Equipment 

Insurance - Workers Comp Fixed Manual or Monthly All Employees 

Meals & Entertainment Fixed Monthly Manual 

Merchant / Credit Card Fees Variable Monthly Sales 

Miscellaneous Expense Fixed Monthly Sales 

Office Supplies Fixed Monthly Manual 
Permits Variable Manual Manual 
Postage Fixed Monthly Manual 

Professional Fees Fixed Manual Sales 

Rent Fixed Monthly Building Sq. Footage 

Small Tools Variable   Sales 

Spiffs Variable   All Employees / Field  

Taxes - FICA Do Not Enter     

Taxes - FUTA Do Not Enter     

Taxes - Property Fixed Annual Building Sq. Footage 

Taxes - SUTA Do Not Enter     

Taxes - Use Tax Fixed Annual Sales 

Telephones / Internet Fixed Monthly All  Employees 

Training Fixed Manual Field Labor 

Travel for office Fixed Monthly Sales 

Uniforms Fixed Monthly All  Employees 

Utilities Fixed Monthly Building Sq. Footage 

Vehicle - Maintenance Variable   Equipment 

Vehicle - Gas Variable   Equipment 

Vehicle - GPS Fixed Monthly Equipment 

Write-offs Variable   Sales 
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Data Entry for Fixed Overhead 
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Enter your fixed overhead expenses from you Profit & Loss statement.  
 

Description: Enter a description of the cost 
 
Method to Apply Cost: Select the method that you want to apply this expense. Your options are 
Monthly, Quarterly, Semi-Annual, Annual or Manual. 
 
Cost starts in: Select the month that the cost starts in. If you select Manual as Method to Apply 
Cost, this prompt is not available 
 
Amount: The user should enter the periodic amount (not the annual amount) of the cost. 
 
Allocation Method Manual - Manually enter the amount to Allocate to each department  

• All Employees - The system will automatically allocate to each department based on the way 
All Labor has been allocated to departments  

• All Field Employees - The system will automatically allocate to each department based on 
the way All Direct Labor has been allocated to departments  

• Equipment - The system will automatically allocate to each department based on the way 
equipment has been allocated to departments  

• Sales - The system will allocate to each department in the same ratio that sales were entered 
in the Department Setup screen  

Enter overhead exactly as 
shown on your P&L 

Makes life much easier later! 
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Data Entry for Variable 
As mentioned earlier, you simply have to estimate the total cost for the year.  The software will 
prorate the cost on a monthly basis based on direct labor hours. 

 
Description: Enter a description of the Variable Overhead Item 
 
Annual Cost: Enter the Annual cost of the Item. This amount will be allocated based on the 
percent of Billable Direct Labor hours that occur in each month  
 
Allocation Method Manual - Manually enter the amount to Allocate to each department  
• All Employees - The system will automatically allocate to each department based on the way 

All Labor has been allocated to departments  
• All Field Employees - The system will automatically allocate to each department based on 

the way All Direct Labor has been allocated to departments  
• Equipment - The system will automatically allocate to each department based on the way 

equipment has been allocated to departments  
• Sales - The system will allocate to each department in the same ratio that sales were entered 

in the Department Setup screen  
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Subcontractors 
Subcontracting can “subsidize” your hourly rate 
It is typically NOT recommended to enter 
subcontracting unless 

• You sub out a lot of work / over $25,000 
• Your overall markup is in excess of 15% 
• This would generate enough profit to 

impact overhead 
 

 

 
 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
If subcontracting work is done and generates a significant profit, it is still not 
recommended to enter it into the computer model.  The reason you don’t want it in the 
rate is that it will tend to subsidize the hourly rate you develop. 

 
If your company subs out over $25k annually with a markup of 15% or higher, it is suggested that 
you set up a separate department for that kind of work.  By doing so, you will be able to include 
the cost and profit in your model without allowing it to subsidize your hourly rates. 
 
Like variable overhead, all you need to do is enter the annual amount and the system will spread 
the cost monthly based on when your direct labor hours are worked. Some companies have a 
particular sub that does a specific job at a particular time during the year.  If you are in a situation 
like that, note when the job(s) are done – in what month(s).  You will have the ability to place 
your costs in particular months when you enter the data into the software. 
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Data Entry for Subcontractors 
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If you are entering subcontracting into your computer model, use the above data entry 
worksheet.  You will need to estimate the cost of subcontracting for the year as well as your 
average markup. 
 
Like variable overhead, all you need to do is enter the annual amount and the system will spread 
the cost monthly based on when your direct labor hours are worked.  
 
Some companies have a particular sub that does a specific job at a particular time during the year.  
If you are in a situation like that, note on the worksheet when the job(s) are done – in what 
month(s).  You will have the ability to place your costs in particular months when you enter the 
data into the software. 
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Other Income  
• Diagnostic fees 
• Occasional sale of retail parts or equipment 
• Earned income from savings or CD’s 
• Trip charges created by service department 
• Rental income / office space 
• Weekly pool maintenance if pool and spa 

If entered, it will “subsidize your hourly rate 
• If you have miscellaneous income coming in, it is usually clear 

profit.  Keep it that way by NOT entering it into the software 
• If you always (or most of the time) charge a “trip charge” or for 

service work you may want to consider entering it 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

Other income is any money that flows into the company other than by the sale of labor 
or materials.  It could be cash from the sale of a piece of equipment, interest on a CD or 
savings account or occasional trip charges.  Although other income is very real, entering 

it into the computer will tend to “subsidize” the hourly rate just as the subcontracting did.  If you 
have miscellaneous income coming in, it is usually clear profit.  Keep it that way by NOT entering 
it into the software.  
 
The exception, if there is one, would be trip charges.  Some companies charge a standard trip 
charge on most, if not all, calls they make.  It that is your situation you may want to play with the 
trip charge a bit.  The first time you model your service department enter the amount for trip 
charges.  The result will be the hourly rate you will need to charge the customers in addition to 
the trip charge. Step two would be to use the same model but take the trip charge out.  The end 
result will be what you could charge the customer on a straight hourly rate to make the same 
profit you would above without the trip charge.  It’s one of those fun “what if’s” you can do with 
the software. 
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Enter Other Income into The Software 
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Be aware if you do enter data here, it will be spread monthly based on direct labor hours just 
like materials, variable overhead costs and subcontractors. Use the Other Income section 
sparingly and typically reserved on for trip charges or diagnostic fees.   
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Preliminary Look 
Our goal at this point is to give you a first look at your company through the Net Profit Analysis 
Report. We will cover this report in depth tomorrow. To make our time as productive as 
possible, we want to get your numbers tweaked in this section so you get an accurate look as  
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Sales Total 
Current Dept Rates 
X Billable Hours 
Plus, Mark Up on Materials, Subs and Other 
 
Sales Too High 
Add Lost Hours 
 
Sales Too Low 
Subtract Lost Hours 
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_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
The sales total is the result of your current department rates multiplied by the 
number of billable hours in those departments plus markup on materials, subs, and 

other income if listed. If this number appears too high, you will need to add lost hours to your 
model. If this number appears too low, you will need to subtract lost hours from your model. 
This can easily be done by visiting the labor input tab and adjusting the employee profile for 
each field labor employee.  

Net income reflects the amount left over after all other obligations are completely satisfied.  That 
means overhead is covered, you are paid, suppliers are paid, you have saved for trucks and 
equipment replacement, etc.  

Profit percentage reflects the net profit for your company as a whole. You many have individual 
department with a higher or lower percentage individually than what you see here.  

This date represents the day of the year when overhead and all other items you have projected 
in the software have been completely covered. This is where you maximize profitability. For most 
companies, this date usually lands within the last six weeks of the year.  
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Day One Homework 
• Enter all remaining data 
• Review Lost hours 

o Adjust lost hours if needed 
o Overhead allocation percentages 
o Watch for duplicate entries and key errors 

• Communication Style Assessment:  
www.GrandyAssociates.com/survey  
o License Number: 395116WLS 
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DAY 2 
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Day Two Agenda 
• Communication style assessment review 
• Analyze your company reports 
• Maximize your profitability through the “What if Process” 
• Monthly Money Matters overview 
• Review the five profit killers in the Service Department 
• PFP alumni benefits 

 

Communication Styles 
DISC Scores Defined 

• D score reveals: How you deal with 
problems and challenges. 

• I score reveals: How you deal with people and contacts. 
• S score reveals: How you deal with pace and consistency. 
• C score reveals: How you deal with rules and procedures.  

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

DISC is an assessment tool that measure how a person interacts with others. Part of 
running a successful business is finding and keeping good people. Before you can 
communicate with your people, you need to understand how you communicate. Grandy 

& Associates offers assessments and analysis for your entire team. We would be delighted to assist 
you further.  
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Hammer       Glass 1/2 full, hope its beer 
Hurt feeling, get over it!    Not detail people 
Get things done      Love shiny objects 
Dominance      Influence 

 
 
 
  
 
 
 
 
 
 
 
 

 
Customer Service     Love details/Analytical 
Really want to help     High quality standards 
Hate controversy     Research is the best way 
Steadiness       Compliance 
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Bridge Project - Perspective 

D: Grab those supplies, wood, nails, steel, lets go! 
 We will figure it out as we go… 
 
I: Awesome!  Social media blast food, music, sell ideas to others… 
 
S: Hand pick small team, get on the same page, delegate, elimnate 

confusion… 
 
C: What kind of bridge?  What will it be used for? People or 

equipment? Permits? Who else should meet us there so we can 
coordiate together?... 
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Individual DISC Characteristics 
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Company Reports 
Billed Hours Tracking Report 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

One of the most common requests we have received over the years during the Planning 
for Profit Workshop is how to accurately track billed hours. The software provides a way 
for you to track your billed hours each month of the year.  

Accurate tracking in this key area is absolutely paramount to ensure you are on track to hit your 
profit goals each year. We have created the chart below to make this step easier than ever. Simply 
enter your departments and the subsequent data to determine the billed hours you have in each 
department of the company.  
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Billable Hours Calculator 
 

 

 

Video tutorial available on the PFP alum page at 
www.Grandyassociates.com/pfpalum   

 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

This spreadsheet will be covered in class. It will help you keep track of your actual billed 
hours throughout the year.  It is available on your thumb drive, as well as on the 
www.grandyassociates/pfpalum page, along with a tutorial video. 
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What If Scenario – Add a Technician 
 
Rate 
$25 Hourly Rate 
2 Weeks (80 Hours) Vacation 
6 Paid Holidays (48 Hours) Paid Holidays 
5 Sick Days (40 Hours) Sick Time 
20 Lost Hours Per Week 
 
Truck  
$35,000 Branded, shelves, ladder rack, etc. 
5-year replacement schedule 
 
Materials 
$25,000 Annual Cost 
100% Mark Up 
 
Overhead 
Uniform   $500   
Health Insurance $5000 
W. Comp   $2500 
Liability Insurance $2500 
Truck Insurance   $3000 
Training   $2000 
Communications $2400  
Fuel    $6000 
Maintenance  $1500 
Tools    $2500 
Truck Loan   $7000 
Merchant Fees  $3500 
Miscellaneous   $2500 
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Category Totals: 
Wages   $52,000  
Truck    $35,000  
Materials   $25,000  
Overhead   $40,900  
Total    $152,900 
 
BEFORE Any Changes Please Note: 
Current Rate 
Current Department Profit 
Current Breakeven 
 
Example shown in class available on the alumni page: 
www.GrandyAssociates.com/pfpalum 

 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Profit 
Why Do You Need to Generate a Profit? 
Profit funds the growth of the company: 

• Expansion to new markets 
• Increased employee wages & benefits 
• Increase in receivables and inventory 
• Capital expenditures and growth 

o More computers 
o Communication equipment 
o Move to new location, etc. 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
 

Now we get to ask a great question. What do you do with the profit your company 
generates? We must be strategic with these dollars and give every dollar an 
assignment.  

Profit funds the growth of the company.  As the company creates new locations or expands into 
other markets, money will be needed.  When it comes to adding employee benefits or increasing 
their wages, something has to pay for it.  The company’s net profit will bridge the gap until you 
can include those costs in the hourly rate. 
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What Are Realistic Expectations of Profit? 
A well-run company should shoot for these profit minimums.  

• New Construction  1% - 3% 
• Retrofit    10% - 12% 
• Remodel   10% - 12% 
• Service   15% - 20% 
• Flat Rate   20% - 25% 

 
 
 
 
 
 

 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

I would suggest you create your computer models along the above lines to see what you 
would have to charge in order to actually earn those kinds of profits.  It’s easy to do.  
Simply enter the profit margin you “want” to earn in each department and the software 

will tell you what you need to charge per hour to make that profit.  It’s that simple! 
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What to Do With the Profits? 
• 5%  Team Profit Sharing 
• 40% Debt Reduction 
• 40%  Hill and Valley 
• 15% Checkbook 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
The above numbers are a suggestion only. It is the model that we follow at Grandy 
Associates. We submit it for your consideration. It has served us very well and believe 
it is a worthy model. 

 
Whatever model you may ultimately choose, the last item may be the most important to 
remember. Money that just sits in the checkbook unassigned will always find a place to go. Make 
sure to give every dollar an assignment that flows through your company.  
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Monthly Money Matters Overview 
Who Should Be Included? 

• Owner 
• Office Manager 
• Bookkeeper 
• Any key managers 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

In order to know if you are on track with your financial planning throughout the year, 
you need to review your progress. The monthly financial review will start to tell you a 
story that you will never hear just by following your gut. The monthly financial review 

can be conducted in about 30 minutes each month.  
 
By reviewing your numbers every month, you will start to see patterns that would not otherwise 
be seen. Another advantage of reviewing your financials each month is that you will find errors. 
It is likely that you will find several items that were miscategorized when they were entered. This 
gives you a chance to fix these few small items right away. This way, when you get to the end of 
the year, your books are clean and you don’t have to panic to get them in shape in order to do 
year end.  
 
Who should be involved in the financial review? Well, that’s up to you, however, we recommend 
that the owner, the office manager, the book keeper and any key managers be a part of this 
meeting. The key thing to remember is that not one person has all the answers to the questions 
that will likely come up as a result of reviewing your month financially. By having all key people 
involved, you will be able to get the answers you need, fix any issues that are discovered and 
make informed decisions as to any changes you want or need to make.  
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What Should You Review? 
• Profit & Loss statement 

o Tutorial to integrate PFP model with your accounting 
software on alumni page 

• Hill & Valley account 
o Be prepared in advance 

• Balance sheet 
o The balance sheet is a summary of the financial state of the 

company 
• Payables 

o What you owe others 
• Receivables 

o What others owe you 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
We have a gift for you. Another benefit of being a PFP alum, is that you will receive 
access to the Money Matters Self-Paced Online Learning Course that walks you 
through this process. This is free to you for the next six months. Watch your email for 

the link to connect to this great learning opportunity.  
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Service Department Profit Killers 
1. Under billing 
2. Cost of non-billable time 
3. Poor maintenance agreement productivity 
4. Lost sales leads 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Under Billing 
Time & Material Under Billing 

• 9:55 am / 11:05 am 
• What does the typical technician record for time on that call? 

Upfront Pricing Under Billing 
• Tech should average 2.3 flat 

rate codes per call 
• Average tech writes down 1.7 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Across the trades industry, 95% of all service technicians under bill the customer by at 
least $10 to $30 per hour and don’t even realize it! When charging by time and material 
the under billing occurs when the technician rounds the time from perhaps 2 ¼ hours 

to “simply two hours”. Under billing can also occur by not charging for all the parts used or not 
marking up the part as instructed. The technician may only mark it up 50% when it should have 
been 75%. Under billing occurs in upfront pricing also. The technician performs perhaps three 
tasks, but only bills for two! Under billing is usually not intentional, but it costs the average 
company thousands of dollars a year for work that was actually preformed, but was not billed. 
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Impact of Lost Materials 
• $50 part / 3% (.03) 
• $250 part / 3% (.03) 
• $75 cup of coffee / 3% (.03) 
• $2500 loss on a job / 3% (.03) 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

This is a great exercise to share with your team. It illustrates the impact of lost materials 
on profitability.  

How much more would you have to sell to recover a $50 part that was damaged? Many if not 
most of your team members will say you only have to sell another $50 to recover the loss. Let’s 
do the math to see who is right. The typical trades company operates around 3% net profit. Yes, 
this should be higher but we will use this number for our illustration here.  

Here is the formula to use to calculate.  $50 lost part / 3% (.03) net profit = $1,666.66.  That 
means I would have to sell another $1,666.66 to make $50 at 3% net profit. Oh, by way, that next 
$1,666.66 will be a zero profit because the $50 profit I would have made must now go to recoup 
the cost of the damaged part I cannot sell. 
Ouch! 

Here is another alumni benefit. We have this 
entire exercise on the alumni page just for you. 
Feel free to review this exercise again or even 
share the video with your team.   
www.GrandyAssociates.com/pfpalum 

http://www.grandyassoicates.com/
http://www.grandyassociates.com/pfpalum


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 116 
   

Under Billing Example 
Hourly rate     $75.00 
+ Parts cost     $21.00 
+ Parts x markup ($21 x 100%)  $21.00 
+Trip charge or      N/A 
+Diagnostic fee x .33 ($49 x .33)  $16.17 
Revenue / Billable Hour Goal  $133.17 
 

 
 
 
 
 
 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
The first step is to determine what your company should be charging out per hour. It is 
called your “Target Revenue Billable Hour” or your R/BH. This is the result of taking your 

hourly rate plus material cost and markup, plus trip charge or diagnostic if applicable.  This reveals 
your R/BH goal. 
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Have a conversation with your technician 
1. Calculate your R/BH together ($133.17) 

o Show target of where it should be 
2. Total gross sales and divide it by billable hours 

o For a period of time (week or two) 
3. Compare the two rates and multiply the difference by the number 

of hours worked….that is what it costs the company through under 
billing 

 
 
 
 
 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Now the question is: “Is that happening?” Set up a one on one with each technician 
and go over this vital area. Celebrate those who are on target and use this as a coaching 
moment for those who are not. Keep a close eye on the critical area moving forward.  
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Cost of Under Billing 
= (“Target RBH” – “Actual RBH”) x Billed Hours 

= ($133.17 - $112.94) x 1,135 Billed Hours 

= $22,961 / year 

 

 

 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Non-Billable Time 
• Travel time between jobs unless port to port 
• Holidays / Vacations / Sick  
• Shop time 
• Company meetings 
• Work around the shop or office 
• Warranty work 
• Call back hours 
• Customer no-show hours 

_______________________________________________________________________ 

____________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
The subject of non-billed time has been discussed at length. Suffice to say that the 
average service technician is costing the company over $20,000 per year  

 
If the company’s billing rate was $100 per hour, with no materials or markup on materials, a 
savings of two hours a week of non-billable time just became billed hours at $100 per hour. With 
only two additional hours a week, the result would be an additional $10,400 in profit per year – 
per technician! 
 
Lost billing opportunities is another HUGE area of potentially increased profit. Every hour that is 
saved in non-billable time (as we discussed earlier) then becomes a billed hour at your normal 
billing rates. It is a win-win! 
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Non-Billable Time 

• Must keep your arms around this critical area 

• No measure = no manage 

• Physically track billable and non-billable time 

• Use the new billable hours calculator 
 
 
 
 

 
 
 

 
_______________________________________________________________________ 

____________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

Your Labor pricing Software contains a report that is titled Cost of Non-billable Time. 
This report is designed to show you how much non-billable time is costing your 
company. You will see your revenue per billable hour by department at the top. On the 

bottom half, you will see the impact of getting your team to bill out an extra 10 minutes, 20 
minutes, etc. per day. The impact is huge and remember, the numbers you see here are per 
technician. This is 100% profit and all flows to the bottom line. 
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Poor Maintenance Agreement Productivity 
• Benefit of Maintenance Agreements 

o Helps to fill in slow days of the year (90) 
• Danger of Maintenance Agreements 

o Mindset of technician 
 
 
 
 
 
 
 
 

 
_______________________________________________________________________ 

____________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 

Contractors have been trained over the years to see multiple benefits of having a 
maintenance agreement program. One of those benefits is the ability to use 
maintenance agreements as a fill in on slow days. The average contractor will have 

about 90 slow days per year.  
 
The downside of this thinking is that we have inadvertently trained the technicians to “think” of 
maintenance agreement work as a “fill in” work. The end result is that the technician thinks there 
is little work when he or she is assigned to perform a maintenance agreement. 
 
The technician then stretches out the time when performing a maintenance agreement thinking 
they will be sent home when they return for lack of work. That kills any profit built into the 
maintenance agreement. Tracking the actual time, a technician uses to perform a maintenance 
agreement is critical to the overall profitability of the maintenance agreement program. 
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Example 
• 500 Maintenance Agreements 
• Extra 10 minutes on each one 
• 83 hours a year at $133.17/hour 

 

 

 

• Work with service team to determine proper time guidelines 
• Once established, is it good or bad to finish early? 
• Perceived value is lowered when we finish too early 
• KPI:  Early finish on MA correlates to higher call back ration for 

that technician 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Maintenance Agreement Impact 
• Maintenance agreements are typically valued at 6-7 times their 

face value 
• General profits and assets pale in comparison for increased 

valuation 
• Company with 5,000 MA valued at $179 with above multiplier 

equals 5.5 M. 
• Target: 1,000 Maintenance Agreements per Million in Gross 

Sales Residential 

 
 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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Lost Sales Leads 
 
 

_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 

 
There are thousands of dollars’ worth of potential sales left on the table each year simply 
because the technician did not make the effort to identify the age of the equipment, they 
are working on. It is the technician’s responsibility to inform the customer of newer, more 

efficient equipment that is currently available on the market. Failure to inform the customer and 
the company sales team of the possible need for replacement is a disservice to the company and 
to the customer. 
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Qualified Sales Lead 
• Technician notes equipment is old OR poor condition 
• Technician educates & informs customer about options 
• Technician asks if they would like to talk to someone from his 

company about possible replacement of the equipment 
• If they say yes…..technician calls office while there to set the 

appointment 
• When should this happen? 

 
 
 
 
 
 
 
 
 

 
_______________________________________________________________________ 

______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
 
______________________________________________________________________________ 
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KPI Qualified Sales Lead 

 
A qualified sales lead is defined as the technician noting the customer’s equipment is 
either old (defined by you) or in very poor condition. The technician then informs the 
customer of the situation and asks the customer if they would be interested in having 

someone from his/her company come out to talk to them about the advantages of perhaps 
upgrading their equipment. If the customer says “yes” then the technician calls the office and 
hands the phone to the customer so an appointment can be set. 
 
If the appointment is set while the technician is in the home, 97% of the time the customer is 
there when the sales person arrives. If the technician waits to call the office while going to his 
next job the sales person can expect the customer to be home at the appointed time 67% of the 
time!  
 
Have the technician set the appointment while he/she is in the home and pay them a spiff for 
setting the appointment and another spiff if the sale is made. It’s a win-win for everyone! 
 
By entering a few simple numbers in this calculator in the software, you will quickly realize how 
instituting the process of Qualified Sales Leads can turn on retrofit sales full blast. If you instituted 
the program and only hit half your goal, retrofit sales will still have increased dramatically! 
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PFP ALUMNI BENEFITS 
www.GrandyAssociates.com/pfpalum 

• “What if” scenario 
• Effect of lost materials 
• Software tutorials / also on thumb drive 
• Adding cash flow budget to QuickBooks 

 
 

Quarterly Live Classroom 
• Always register to get the link to watch later 

o Maintenance Agreements 
o Cashflow and Collections 
o Tax Tips 
o Year End Roll Over 

 
 

Money Matters Self-Paced Online Training 
o Free for 6 months 
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MONTHLY FINANCIAL MATTERS SELF-PACED LEARNING NOTES 
 

Part of your alumni benefit is full access to the self-paced online learning modules for the 
Monthly Financial Review. Access to these modules is gained through a sign in code sent to 
your email.  

Who should be involved in the financial review? Well, that’s up to you however we recommend 
that the owner, the office manager, the book keeper and any key managers be a part of this 
meeting. Remember, it’s only 30 minutes long.  

Owner 
 
Manager 
 
Bookkeeper 
 
Key Department Personnel 
 
 
 
The key thing to remember is that not one person has all the answers to the questions that will 
likely come up as a result of reviewing your month financially. By having all key people involved, 
you will be able to get the answers you need, fix any issues that are discovered and make 
informed decisions as to any changes you want or need to make.  
 
The monthly financial review consists of reviewing 5 items.  
 
Profit & Loss statement 
Hill and Valley account  
Balance sheet 
Payables aging 
Receivables aging 
 
Before we can get into the reports, there are a few things that we need to review. 
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Cash Flow vs Accounting Differences 
 
 
If you recall, we talked about the difference between cash flow and 
accounting. There are significant differences between the two.  Cash 
flow deals with the “real” dollars that flow in and out of a company 
on a daily basis.  Accounting, on the other hand, tends to work with 
paper dollars. 
 
 
Accounting isn’t bad.  It can tell a company owner a lot about what is 
going on within the company, but when it comes to setting hourly 

rates, those need to be determined using cash flow dollars. When you are doing your monthly 
financial review, accounting can also give you some bad information. You need to adjust your 
Profit & Loss statement for cashflow to make sure you have a complete picture.  
 
 
Accounting Reports 
 
Also recall we covered how a company can show a profit when looking at the Profit & Loss 
statement from an accounting perspective, but still be losing money from a cash flow 
perspective. See the next few pages to refresh yourself on this information again. It’s important.  
You have to run your company based on the real money flowing into and out of your accounts.  
NOT NUMBERS ON A REPORT.  To review, the two major difference between cash flow and 
accounting were depreciation vs Equipment Replacement costs, and How loan payments are 
handled. 
 
 
Depreciation vs. Equipment Replacement Costs 
 
Depreciation deals with what a company paid for a piece of equipment several years in the past.  
Accounting then takes the total “cost” and spreads it over whatever number of years the 
government currently allows. 
 
 
Equipment replacement cost, on the other hand, asks two questions: 
 
“How many more years of active service will the equipment provide before it needs to be 
replaced?” and “What will it cost to replace it when it is replaced?”  When the cost of future 
replacement is determined, it is then built into today's pricing so that when the equipment is 
replaced, there will be enough money available. Equipment replacement costs will always be 
significantly higher than depreciation 
 
 

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 130 
   

Loan Payments 
 
 
Loan payments are the single biggest difference between cash flow and accounting.  If you have 
a $500 loan payment and $100 is interest with the other $400 being principle, what do you 
suppose shows up in the accounting income statement?  The only thing that shows up, that is 
the only thing Uncle Sam allows to be counted, the $100 interest.  The other $400 paid out in 
principle simply goes off to never, never land! 
 
 
Cash flow, however, considers the full loan payment of $500 to be an expense to the company.  
After all, the company wrote a check for $500 and it flowed out of the checkbook. 
Remember, our objective is to determine how much the company needs to charge per hour to 
cover all of its “real” costs of doing business.  We want to determine an hourly rate that will 
allow money to be left in our checkbook when it is all said and done.  At the end of the year, 
Uncle Sam, in the form of your accountant, can decide what he wants to call profit and what he 
doesn’t. 
 
 
The example above vividly points out the difference in cash flow and accounting.  Note that 
accounting shows $20,000 in depreciation.  From a cash flow perspective, however, the 
company will be required to put aside $35,000 in order to be properly funded when it comes 
time to replace the current pieces of equipment. 
 
 
The company also has five loan payments.  The interest portion of the loan payments (the only 
part Uncle Sam allows you to show as an expense) totals $6,000.  The total loan payments, 
including principle and interest, is $24,000.  Now ask yourself, how many dollars actually flowed 
out of the company?  Right, checks were written for $24,000, not simply the $6,000 accounting 
is allowed to show. 
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When it is all said and done in our above example, what do we see?  We see an accounting 
income statement that says we made a $14,000 profit, when in reality the company lost 
$19,000 from a cash flow perspective.  That is a total difference of $33,000.  That’s a big 
difference!  Now, you may understand why contractors sometime “appear” to be profitable 
from an accounting standpoint when in reality they are in the process of going out of business. 
 
 
Since about 85% of contractors use QuickBooks™, we will show you how to run the reports with 
that accounting software tool. Every decent software has these same capabilities.  
Before we can get into running the reports, we have to make sure we are clear on terms. Your 
accounting program will likely have the ability to run your reports on an accrual basis or a cash 
basis.  
 

 
I want to be very clear here. Cash Basis accounting is STILL ACCOUNTING! It is not the same as 
cash flow that we have been referring to throughout this program.  
 
Let’s look at the differences.  
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Accrual Basis Accounting 
 

 
  Accrual basis accounting records revenue at   
 the time the invoice is generated. For   
 example, if you generate an invoice in your   
 accounting program on October 8th and the   
 customer pays you on  
 
 
 
 
 

 
 
 
 
 
November 27th, accrual-based accounting will record 
this as an October sale. That means that your sales 
reports will show you had revenue in October even 
though no money came in. Having $100,000 in sales 
doesn’t mean anything if there is no money to back it 
up.  
 
 

 
 
 
Cash Basis Accounting 
 
 
Cash basis accounting is different. In this format, revenue is not recorded until the money 
arrives. For Example, if you generate an invoice in your accounting program on October 8th and 
the customer pays you on November 27th, cash-based accounting will record this as a November 
sale. Now you are looking at sales only when the money arrives.  
 
 
Keep in mind, both accrual-based accounting and cash-based accounting are both accounting. 
They just report the revenue at different times. Neither one of these is cash flow. We still need 
to adjust these to get true numbers. As long as you are relatively current, the difference 
between these two bottom line profits is often an indication of your receivables.   
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Profit & Loss Statement 
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The Profit & Loss statement is also referred to as the Income Statement. These terms can be 
used interchangeably.  To run your Profit & Loss statement in QuickBooks™, you will find it 
under Reports, then Company & Financial, then Profit & Loss Standard.  
 
Most accounting programs will default to generating reports using accrual-based accounting. 
Before you start looking at your report, you need to adjust it for cash basis accounting.  
 
To do this in QuickBooks™, click on Customize Report in the upper left of your QuickBooks™ 
window. Then choose a Report Basis of cash. It may also help to turn on comparisons to the 
previous year as shown here.  
 
As you look over the profit & loss statement, don’t just look at the numbers. Look over each 
category. If you don’t know what something is, find out. If you don’t have enough detail in your 
reports, add more general ledger accounts to give you the detail you need.  
 
As you compare this year with last year, strive to understand why there are differences. If sales 
are up, do you know why they are up? If you don’t know what you did to increase sales, you 
can’t replicate it. If they are down, do you know why? 
 
Do the same for each account category.  
If there are items that don’t make sense, or are in the wrong account, correct that immediately. 
If your book keeper is involved, they can just log the errors and correct them after the meeting.  
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Equipment Replacement costs – This takes the place of depreciation and will always be higher 
than depreciation. Go to the Monthly Cash Flow report and find your monthly equipment 
replacement costs for All Departments.  
 
 
Line of Credit – Your profit & loss statement will only show the interest that you paid towards 
your line of credit. You need to adjust for any principle payments you made.  
 
 
Loan Principle – Your P&L statement will only show interest paid towards loans. Total all 
principle payments made on all loans.  
 
 
Hill & Valley – You will have slow times. During good times, when you have a profit, you should 
be putting money aside to cover those slow times. Make a transfer to a separate account. When 
you are short on cash flow, you can draw money from the Hill & Valley account. Subtract the 
subtotal of these items form the accounting profit. This is your true cash flow profit. Makes a 
difference, doesn’t it? 
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Balance Sheet 
 
The balance sheet is a summary of the financial state of the company. In short, it is a summary 
of what you own, what you owe, and what is invested by the shareholders. The balance sheet is 
divided into three sections. These are Assets, Liabilities, and shareholder equity.  
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Assets 
 
 
Your assets are what you own. This included all your bank accounts including checking, savings 
and money market accounts. It also includes receivables. Sure, this money is not in yet but it is 
owed to you and therefore is considered an asset.  
 
 
Your inventory is also an asset. The value of what you have in stock is something you own. For 
this reason, you want to make sure what is listed is accurate. If you’re not sure, maybe it’s time 
to do a physical count to see what the value of your inventory really is. If you have any prepaid 
expenses, this is also an asset.  
 
 
Last, if you have any other current assets. This would include your tools and trucks, any stocks 
or any other items the company owns.  
 
 
 
On your balance sheet, your assets will be listed 
first. In the example here, you can see that there are 
several bank accounts, receivables and fixed assets 
(trucks & equipment) that the company owns.  
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Liabilities 
 
 

Liabilities are what you owe. This would include any loans, credit 
cards, and balances owed to your suppliers.  
 
 
Wages that are due to your employees are also a liability. Payroll may 
not hit until later this week but you still owe your team for the hours 
they have already worked. Also, any withholding and company 
matching taxes are a liability that is due.  
 

 
Last, any customer prepayments. You may recall that customer prepayments also showed up as 
an asset but if they paid you and you have not done the work yet; you owe the customer for 
this. It’s a liability.  
 
 
Equity 
 
Equity is what the shareholders own. If you are a sole proprietor, then you are the only 
shareholder. This includes stock in the company and any retained earnings.  
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Retained Earnings 
 
Retained earnings are earning from previous years left in the company. These funds serve three 
purposes. They are intended for maintaining cash flow during slow times. Earlier I we covered 
the Hill and Valley account and that you needed to be intentional about building this account.  
 
 
Retained earnings are also intended to fund future growth of the company as well as take 
advantage of opportunities that may come up. Very often companies will have a large balance 
that has built up over the years, but in reality, there is no money sitting in an account. It has 
been spent. Pay attention to this number. Know where your dollars are going.  
 
 
A second line item in the equity section is Member Distributions. Distributions are profit dollars 
that the owner is taking out of the company. These should be tracked as the IRS states that any 
moneys taken in the form of dividends or rent are not subject to FICA withholding. You will 
notice that the distributions is a negative number meaning the money was taken out of the 
company. At the end of the year, your accountant should be making an adjustment to zero out 
distributions and debit, or take the money out of retained earnings. In the example above, there 
is not $326,958 in retained earnings but only $130.846 since $196,112 was taken out in the 
form of distributions.    
 
 
The final line on the balance sheet is Total Liabilities and Equity. This is the total of all liabilities 
plus the total of all equity. This amount must equal your total assets. If they don’t, you have an 
error somewhere in your books. Start digging to find where this is. If you are doing this each 
month, it will be much easier to find the error. You know it has to be something that happened 
over the last few weeks.  
 

 
The balance sheet is a snapshot in time. It’s does not give you trends as to whether things are 
getting better or worse. You will want to compare this to previous months to see the changes.  
There is one more great number to look at on your balance sheet. That is the Debt to Equity 
Ratio. This is the comparison of the company’s total debt compared to what you own.  
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Debt to Equity Ratio is calculated by dividing your 
total liabilities by your total equities. In the case 
above, the D/E ratio is 1.4 or 140%. If you are 
looking to borrow money, all commercial lender will 
look at your D/E ratio. It gives them an indication of 
how aggressive you are in financing the growth of 
the company. It’s an indication of how much risk 
there is related to your company.   
 
Most people think that the most important thing to 
provide a lender is proof of collateral. While that is 
important, it’s not the most important thing.  Most 
lenders will want to know three things. Do you have 
the cash flow to support the loan, how much risk in 

involved and then do you have collateral?  
 
 
Depending on your D/E ratio, bankers will give you a point score. If your D/E ratio is less than 1, 
you are given 1 point and rated “super strong”. If your D/E ratio is between 1 and 1.5, you are 
given 2 points. This continues up to a D/E ratio of 4 or higher. In this case you receive 8 points 
and are seen as high risk.  
 
 
I want this number to be as low as possible. Remember, debt adds risk to the company and adds 
pressure to the cash flow. When things slow down, it’s those companies that are least leveraged 
that will weather the storm the easiest.  
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Payables 
 
 
Payables are who you owe money to. As with the balance sheet, it’s a snapshot in time. It does 
not give you a trend over time. Your payables report should have categories for Current, 1-30 
days, 30-60 days and 60-90 days. Keep the majority of your payables in the first three columns. 
The farther out you get, the harder it will be to get this balance paid off.  
 
 
If you are falling behind, call your supplier and have a conversation. Just like when a customer 
doesn’t call you when they don’t pay a bill, your supplier gets nervous if you’re not paying your 
bill and not talking to them.  
 
 
To run the payables report in QuickBooks™, click on Reports, then Vendors & Payables, then AP 
Aging Summary. Below is an example of the aging summary. Try to keep balances in the first 
three columns.  
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Receivables 
  
Receivables are the monies your customers owe you. Just like the last two reports, it’s a 
snapshot in time and does not give you trends. Pay attention to these total balances to make 
sure things are not getting out of hand.  
 
Your receivables report should have categories for Current, 1-30 days, 30-60 days and 60-90 
days. Keep the majority of your customers in the first two columns. The best thing you can do 
for your customers is to help them stay current. You have to pay your suppliers and the only 
place you have to get money from is your customers. It will get pretty hard to pay your suppliers 
if you're not collecting the money from your customers.  
 
To run the receivables report in QuickBooks™, click on Reports, then Customers & Receivables, 
then A/R Aging Summary.  Here is an example of a receivables report. Keep the majority of your 
customer balances in the first two columns.  
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Time Value of Money Eats Up Your Profits! 
 
Based on the time value of money, the U.S. Department of Commerce says your money is only 
worth 97 cents after 30 days.  After 90 days, it is only worth 83 cents which means you have not 
only lost your profit, but you are probably in the position to lose some of your cost as well. 
You need to collect your monies as quickly as possible.  If you don’t, it can literally put you out 
of business! 
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Now that you have reviewed your financials, hopefully you ended up with a profit for the month. Be 
intentional about what happens to these profit dollars.  

 
Some contractors will throw every extra dollar at debt. Reducing debt is a good thing but 
remember that any principle that is paid off is looked at as profit by the IRS and you will need to 
pay taxes on those dollars. In other cases, some try to follow the suggestion of building a Hill 
and Valley account. There too are challenges. How do we pay off debt while building a hill and 
valley account and while having the money to pay taxes?  
 
 
It’s also important to remember that the success you realized last month was not a solo effort. 
Your team played a part in it as well. What if you shared some of the success with them? 
Following is an idea what that might look like.  
 
 
Profit Sharing Bonus 
 
 
The company is successful because of the work that everyone involved did. Consider rewarding 
everyone when there is a profit.  Many companies will look at a year-end bonus. The problem 
with this is that the carrot is too far down the road to be motivating for most people. It’s for this 
reason that we recommend doing something on a monthly basis.  
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If you will recall, when we did our review of the profit & loss statement, we adjusted the 
accounting profit that was shown at the bottom for cash flow. This gave us our true cash flow 
profit. Notice in our example, we accounted for our regular monthly loan payments, past due 
payments to our suppliers and a monthly payment into the hill and valley account. Be 
intentional here. We ended up this month with a cash flow profit of $59,521.  
 
 
For the profit-sharing bonus, consider giving 5% of the cash flow profit back to the team. The 
5% just goes into a profit-sharing pool. In our example, that’s a total of $2,976.  
How you split up the pool is totally up to you. In the example above, every person in the 
company received a percentage of the pool. Not all are equal. Percentages are based on 
responsibilities and motivation, but everyone from the owner on down receives a piece of the 
profit bonus pie.  
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The profit-sharing bonus accounts for 5% of the monthly cash flow profits. For the other 95% 
consider this.  
 
 
Pay 40% of the monthly cash flow profit towards debt reduction. This is on top of your regular 
monthly payment already accounted for in your monthly expenses.  
 
 

 
 
 
Next pay another 40% of the monthly cash flow profit into your hill and valley account. This will 
help you build a hill and valley account in balanced way. Go a little slower in paying off the debt 
but remember you will need some moneys to maintain cash in the slow times and to pay the 
taxes on the principle for the debt you paid off.    
 
 
The remaining 15% can stay in the check book for day to day operations.  
 
 
 
This entire review should take you no more than 30 minutes per month. Don’t get stressed over 
it but don’t forgo it either. It’s important to keep your finger on the pulse of the financial side of 
the company. Make sure you do it! 
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QUARTERLY LIVE CLASSROOM - MAINTENANCE AGREEMENTS  
 
Now it is time to develop a maintenance agreement program for your company.  Maintenance 
agreements are literally the foundation stone for profitable growth. We will discuss how 
maintenance agreements add value to the eventual sale of the company.  Each company will 
learn how to market maintenance agreements while developing pricing using the software 
program.   
 
 

 

 

 

 

The Benefits of Having A Maintenance Agreement Department 
 
 
A well-run maintenance agreement program will create consistent, month-by-month cash flow 
since each customer’s renewal lands at different times during the year.  Maintenance 
agreements also reduce non-billable time since you, the company, determine when the work 
will be done.  This transforms non-billable time to becoming profitable (and billable) time 
instead. 
 
 
Part of the maintenance agreement program includes a 5% to 20% discount on labor and/or 
materials if repair work is needed during the year.  Guess who your customer is going to call if 
service is needed – right, your company!  And when the time comes to replace equipment, the 
maintenance agreement provider is normally the one who gets the job, usually at above 
average profit margins and often without competing bids. 
 
 
 
With a maintenance agreement program, technicians have greater job security and happier 
customers since calls are made on a routine basis, not because of emergency breakdowns.  
Once your technicians learn how to sell maintenance agreements, their confidence often 
improves to the point they are able to sell other products and services as well. 
 

The company’s customer base also grows.  On those hot days and cold nights, when everyone's 
phone is ringing, the maintenance agreement company is able to take the calls since their 
maintenance agreement customer’s equipment is running in tip top condition. 
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Increases the Selling Price of the Business 
 
 
Selling a company requires the ability of the company to run without the owner.  Future owners 
are also looking for significant, profitable, nearly guaranteed income, which is just what 
maintenance agreements provide. 
 

 

 

 
 
 
 
 
 
 
 
 
 
 
Placing A Value on Your Company 
 
 
Take the net pre-taxed company profit. 
 
 
Add owner’s base salary. 
 
 
Add owner benefits (i.e. insurance, car, life insurance, retirement, etc.) 
 
 
Take the total and multiply it by two or three, add the market value of equipment and building - 
that’s the rough value of your company if you want to sell it. 
 
One method of determining the selling price of a company is to add the pre-taxed net profit to 
the owner’s base salary plus any direct, or indirect, benefits the owner may receive.  The total 
of the above items is then multiplied by a factor of 2 or 3 after which the market value of the 
equipment, and/or building, is added in.  That figure is the rough value of your company on the 
open market. To clarify the company valuation, let’s look at an example. 
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ABC Company Valuation 
 
 
ABC Company has gross sales of $750,000 
per year.  They generate a 6% pre-taxed 
profit of $45,000, and the owner’s base 
salary is $50,000 a year.  The owner’s 
indirect benefits (things paid for by the 
company but used by the owner) include a 
monthly vehicle payment plus insurance. 
 
 
Additional owner benefits include vehicle gas and maintenance, life and medical insurance, and 
$500 a month into a retirement plan.  In addition to the normal perks, the owner also takes out 
an average of about $300 a month for everything from club dues to entertainment. 
The value of the owner’s annual benefits, in addition to his salary, is $23,400 a year. 
 
 
Real Profit 
Real profit is what the new owner might expect to take out of the company on an annual basis.  
Our example shows an adjusted owner income of $73,400 plus a 6% net profit equaling $45,000 
a year.  The total “equivalent profit” for the company is $118,400 for the year. 
 
 
Owner’s Income 
Based on several studies, the average trades company owner takes out a cumulative total of 
about 10% of gross sales.  How does our sample company owner compare?  With gross sales at 
$750,000 a year, the 10% mentioned would equal $75,000 a year.  Our sample owner takes out 
$73,400 and, therefore, is right in line with the norm! 
 
 

Estimated Selling Price of The Company 
 
 
The company profit (owner’s income, owner’s benefits and normal profit) is $118,400.  If we 
multiply that figure by 2.5 that creates a value of $296,000. Now, if we add in the market value 
of the equipment and building, the total estimated selling price for the business is $406,000, 
plus something for the customer base.  
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Maintenance Agreements Greatly Impact the Value of The Company 
 
 
Unlike normal profit, maintenance agreement profit is 
considered to be much more valuable since it is 
essentially what we would call “guaranteed” income. 
Normal profit is valued at 2 to 3 times its face value.  
Maintenance agreement profit, on the other hand, is 
normally valued at 6-7 times its face value.  That is a big 
difference! 
 
 
 

 
Value from Maintenance Agreements 
 
Let’s carry our example a step further.  Let’s 
assume a company has 500 maintenance 
agreements in place and each agreement 
creates a $50 profit.  That means the 
estimated profit for the year would be 
$25,000. 

 
 
 
 
If the maintenance agreement profit were “normal profit” it would generate an additional 
$62,500 in selling value for the company.  It is not, however, considered “normal profit”.  As we 
stated earlier maintenance agreement profit is typically valued at 6-7 times its face value.  
 
  
 
The bottom line is that the $25,000 of annual profit from maintenance agreements will create 
$162,500 in additional value for the company if you decided to sell. It is well worth the effort to 
create as much maintenance agreement profit as possible. 
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Added Maintenance Agreement Benefits 
 

Consistent cash flow 

You schedule work (less non-billable) 

Guarantees service work during year 

Eventual replacement of equipment (sales and labor)  

Employee job security 

Happier customers 

Technician who learns to sell M/A - can sell anything 

Ability to increase customer base 

 

Should It Be A Separate Department? 
 
 
It is suggested that the initial service agreement work be part of the normal service 
department.  As more and more maintenance agreements are sold, you will want to create a 
separate maintenance agreement department. 
 
 
A good rule of thumb is to create an additional department when the maintenance agreement 
sales volume reaches 5% to 10% of the company’s total gross sales.   
Don’t forget how dangerous it is not to break out costs by department!   
 
 
As the maintenance agreement work grows, you will want to create a separate department to 
be sure it is not subsidizing the normal service work.  The opposite could also be true!  
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Three Things Affect the Selling Price of The Maintenance Agreement 
 

What services will be included in the agreement 
 
How much time it will take? 
 
What overhead costs will increase or be added? 
 
How the program will be marketed? 
 
What other costs will increase? 

 
 
The first consideration is what will be covered by the maintenance agreement.  The procedures 
performed will have a direct impact on the amount of time spent on a service call. The amount 
of time the technician spent maintaining the equipment (once or twice a year) will be a 
significant factor in the final retail price to the customer.  
 
 
Additional overhead costs are the next consideration.  If we do additional service agreement 
work, some overhead costs will stay the same such as rent.  Others however, like gasoline, will 
increase. How the maintenance agreement program is marketed will also have a major impact 
on pricing.  Getting the program off the ground will require a substantial investment in 
marketing.  As we all know by now, costs have a direct impact on what we charge.  Thus, the 
number of dollars invested in marketing will have a substantial impact on the eventual selling 
price to the customer! 
 
 
Time Spent on The Job 
 
 
HVAC            1 hr.         twice/year               2.0 hours/year 
 
Plumbing       2-3 hr.       once/year               2.5 hours/year 
 
Irrigation       2 hr.       once/year               2.0 hours/year 
 
Electrical       2 hr.    once/year               2.0 hours/year 
 
Chimney       1 hr.      once/year              1.0 hour/year 
 
Pool & Spa    1 hr.     once/year               1.0 hour/year 
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Many trades will be represented in the class.  Each company must determine what specific 
duties will be performed when their technician performs the annual, or semi-annual, 
maintenance.  The above chart represents “rough” industry norms.  Your times may vary 
depending on the specific tasks performed. 
 
 
Estimating the Time It Will Take To Perform The Annual Agreement 
 
 
The first step is to create a detailed list of what tasks you want the technician to 
perform.  Take a blank piece of paper and make a list. 
 
 
Once the list of tasks has been created, it is time to estimate how long it will take the technician 
to perform them.  The objective here is to come up with the actual time on the job.  Do not 
include travel time.  Keep in mind the number of times you will be in the customer’s home each 
year.   
 
 
A plumbing maintenance agreement generally is done once a year while most HVAC companies 
will work on the customer’s furnace in the fall, and then will return to maintain their air 
conditioning system in the spring.  How often you are at the customer’s home has a direct 
impact on the “total” annual time needed to maintain the agreement. 
 
 
 
Additional Overhead Costs 
 
 
More gasoline 
 
More vehicle maintenance 
 
Less “non-billable time”  
 
Commissions  
 
Marketing  
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Most companies will begin their program gradually, using existing technicians.  Fixed overhead 
should remain about the same, but some variable overhead costs will increase. Items like 
gasoline and vehicle maintenance will go up.   
 
The overhead cost called “non-billable time” should, however, go down since some of the 
previously non-billable time will now be filled doing maintenance agreements. There are two 
more major, additional, overhead items in the areas of commissions and marketing costs.  We 
will cover them shortly.  
 
 
Sales Commissions 
 
It is suggested that every maintenance agreement sold have a sales commission built into it.  
Most companies provide from $10.00 to $15.00 in commissions for the sale of the agreements. 
 
 

Estimating Total Commissions for The Year 
 
To develop accurate pricing for our maintenance 
agreements, we will need to estimate the cost of 
commissions.  The commission cost is, of course, 
directly linked to how many maintenance 
agreements you estimate will be sold over the 
next 12 months. 
 
 
Estimate high!   
 
It is always better to overestimate costs than it is 
to underestimate them.  If pricing is developed 
on higher costs, and the costs don’t come to 
fruition, then the company makes more money.   
If costs are underestimated when developing 
pricing, and they do occur, then the company will 
be in trouble. 
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Paying Commissions 
 
Get everyone involved in selling maintenance agreements.  Pay commissions to everyone in the 
company.  The person answering the telephone talks to people all day long.  Every employee 
has friends, neighbors and relatives – all of whom could use maintenance agreements.  Get 
everyone involved. 
 
 
Require Something Before You Pay 
 
Many companies require some type of follow up prior to paying the seller a commission (I.e., 
calling the customer that evening to thank them personally or writing a personal thank you 
note).  Try requiring something from the seller that will positively impact the customer who 
bought it. 
 
 
Make Payment A Big Deal 
 
Don’t just put the commission in the employee’s check.  Presenting the money at a company 
meeting or other company event would also give them recognition.  
 
Your Labor Pricing for a Profit Software contains a Maintenance Agreement Pricing Calculator to 
help you properly price your maintenance agreements based on your cost of operation.  
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Maintenance Agreements MUST Fill the Slow Times! 
 
Most technicians have 90 slow days a year.  Based on the above example, the average 
technician must fill 240 hours a year with maintenance agreement work.  Use the following 
formula to calculate how many maintenance agreements your company needs to fill the slow 
time. 
 
 
Step one:  Each teach needs to fill 240 hours a year with maintenance agreement work. 
 
 
Step two:  Actual time on the job, not travel, to perform your maintenance agreement? 
 
 
Step three: Divide 240 hours by the total time it takes to perform one maintenance agreement.  
        That will tell you how many maintenance agreements must be sold to keep each  
        service technician busy all year. 
 
 
 
Maintenance Agreement Calculator 
 
 
 
This calculator is part of your Labor 
Pricing software.  After your data is 
entered, the calculator will tell the 
user how many maintenance 
agreements must be in place in order 
to fill the 90 slows days a year that 
each company experiences.   
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Marketing in General 
 
 
Most of us are familiar with the fact that the customer has to see, or hear something at least 
nine times before they will buy.  That means the company needs to develop a marketing plan.  
 
 
 
 
 
 
 
 
 
Marketing Plan 
 
 
A marketing plan involves three major steps.  First, you have to decide what marketing vehicle 
you are going to use.  Will it be newsletters, radio, online, social media,  and/or direct mail etc.?  
How will you get the message out? 
 
Second, when will it take place?  Will it be done monthly? Twice a year? What specific dates do 
you want the marketing vehicle to address in order to reach your target customer?  Timing is 
important. But equally important is “who” will be responsible to see that it gets done.  If 
assignments are not made, with built in accountability, the job never gets done. 
 
The final step is to determine the cost.  This is important since the total cost will help define the 
final pricing to the customer. 
 
 
How Long Before You Will See Results? 
 
 
Most marketing plans take at least 9 to 12 months before the company will see any really 
positive results.  Keep in mind your customer doesn’t normally need your product, or service, 
every month.  They may not have a need for a year.  
 
  
The important thing is this.  When your customer does have a need, who do they remember?  A 
marketing plan is designed to keep your company’s name in front of the customer so that when 
they do have a need, it’s your company that comes to mind! 
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Suggestions 
 
Develop a lead tracking method so the person answering the phone can record “why” people 
called your company.  It is vitally important that you understand what type of marketing is 
working and what isn’t.  You will really know your marketing program is working when the 
customer can’t tell you why they called, they just remembered your name.  Then, you will know 
your plan is working! 
 
Design your marketing plan to be continuous and overlapping.  As one program is phasing out, 
the next one needs to be starting.  Stay in front of your customer on a regular basis. 
 
 
Marketing Tools 
 
 
Give some serious thought to developing a newsletter.  
Newsletters are by far your most effective marketing tool.  
Newsletters allow you to convey to your customers all kinds of 
information from moving to a new location, to special deals 
and/or new product offerings. 
 
 
Also, consider a company brochure.  Company brochures convey 
to the customer a certain degree of “professionalism”.  Like 
newsletters, it conveys what the company does.  Include one 
with every presentation you make. 
 
 
Unless you are large and can hire someone full time for 
marketing, get your materials developed and printed by an 
outside agency.  In most cases they will do a higher quality job, 
and often at a lower cost.  Best of all, outside agencies get the 
job done!  We all have great expectations, but somehow things get in the way and the what 
suffers the most is often our marketing efforts.  Outside firms are paid to “get the job done!” 
 
 
Remember, principles are timeless, but methods continually change and improve the way we 
do things. All of the ideas in this section work if you send physical copies or move to a 
“Greener” approach and send them digitally.  
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What Is Important? 
 
 
Consistency is what is important.  Keep in the back of your mind 
that the customer only needs your products and/or services 
every few months, or perhaps, years.  When they do need 
service, however, it is who they remember that counts.  
Consistency pays off – eventually! 
 
 

When the customer is ready to buy it’s who they REMEMBER that counts! 
 

Marketing Maintenance Agreements 
 
 
Marketing begins at home (or in this case at the office).  Begin your marketing program by 
giving each employee an annual maintenance agreement.  Put them right on the normal 
schedule to be sure it gets done.   
 
 
You cannot impart what you don’t possess, and your employees cannot sell what they don’t 
believe in.  The theory is simple.  Let your employees experience, first hard, the benefits of an 
annual maintenance agreement.  
 
 
Then, when the customer asks, “Do you have an annual maintenance agreement on your 
equipment?” they can respond with great enthusiasm.  “Yes, I do have one….and let me tell you 
what it has done for me!”   
 
 
Enthusiasm always makes up for selling skills that may not be polished.  People buy from people 
that are excited about what it is they have to offer. 
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People Buy for One Of Two Reasons 
 
 
Nearly all sales are made based on the customer’s 
understanding of what they will lose if they don’t 
buy, or what they will gain if they do buy.   
 
 
When we start developing your tri-fold brochure, 
it is important to phrase things in a way that 
invokes one of the two reasons they purchase.  
They buy because of “fear of loss” or “hope of 
gain!” 
 
 
What Will Your Customer Gain or Lose? 
 
 
Gain: 

 
 

Discount on labor and materials 
 
Equipment lasts longer 
 
Lower energy bills 
 
Consistent operation 
 
Priority service 
 
Routine maintenance 
 
Safety 
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Lose: 
 
Must pay normal repair pricing 
 
Must replace equipment faster 
 
Higher energy bills 
 
Can’t get serviceman when you need them 
 
 
The above list shows several items the customer needs to consider if they are considering an 
HVAC Maintenance Agreement.  Each trade has its own points, and they need to be clearly 
conveyed as marketing materials are developed. 
 
 
When all is said and done, what the customer is really buying is peace of mind.  They are 
purchasing an annual maintenance agreement in the hope that their equipment will run trouble 
free over the coming months (gain). 
 
 
Why Haven’t People Purchased Maintenance Agreements in The Past? 
 
 
One reason customers do not purchase maintenance agreements is because the presentation 
materials are too complicated.  The lengthy small print looked more like a legal document than 
a service agreement.  If the customer cannot understand the program, or if it looks “legal”, they 
won’t commit.  Keep things simple, and clear. 
 
 
Sometimes customers don’t believe they are really 
getting the discounts they deserve.  Upfront 
pricing removes that obstacle since the savings are 
printed right before the customer, in black and 
white. Others have not purchased an agreement 
simply because they have not been offered one.  
That is changing, and changing fast.  Your customer 
will buy an agreement sooner or later.  The 
question is who they will buy it from! 
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Keep It Simple! 
 
 
Your maintenance agreement should offer three things, period!  The customer should receive 
annual maintenance on their equipment, a discount on labor and/or materials, if work is 
needed during the year, and priority service if a breakdown does occur.  
 
 
Offer Three Things:  
 
 
Annual or semi-annual maintenance of equipment 
 
Discount on labor and/or materials if additional work is needed during the year 
 
Priority service if a breakdown occurs 
 
If the customer cannot understand your maintenance agreement program in 30 seconds or less, 
it is too complicated.   
 
 
Guidelines for Your Brochure 
 
 
Your brochure must clearly state the benefits the customer will receive.  It must clearly show 
the cost of the program (not 16 different options), and it must have a simple way to enroll. 
Design your brochure on “bug level” --which means you need to keep it simple.  After you have 
finished your design, ask yourself the question “So What?”  In other words, “What’s in it for 
me?” 
 
The USA TODAY newspaper is written at a 5th grade reading 
level. Why do they write it at this level? Most Americans read, 
and comprehend on a 6th grade level, or below. When you have 
completed your design show it to a 6th grader and see if they 
understand it.   If they don’t, it’s time to redesign! 
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Sample HVAC Maintenance Agreement Brochure 
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Plumbing Example: 
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Electrical Example: 
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Brochures 
 
 
Company brochures have several uses.  Their initial use should involve a direct mailing to your 
company’s current customer base.  This is an excellent way to begin marketing since your 
current customers know you, like you, and will be the most receptive group in terms of 
purchasing the agreements. 
 
 
Secondly, the brochure should become part of the standard presentation packet for customers.  
Sales people generally quote options with each proposal.  Maintenance agreements should 
simply become another option for the customer to consider. 
 
 
The third use involves the technicians.  Service technicians should leave a brochure with every 
customer they visit during the day.  If the customer is at home, the information should be 
presented to them.  If they are not home, the brochure should be left in an area where it will be 
easily seen by the customer upon their return.  Brochures also make great handouts at trade 
shows, fairs and malls.  
 

Sample Letter 
 
 
First, the letter has a header statement.  
Every letter to your customers should 
quickly tell the customer what the letter 
is about. 
 
 
The letter also has a P.S.  If the customer 
reads nothing else, they will read the 
header and the P.S.  Be sure each one 
clearly conveys the message you want 
your customer to receive. 
 
 
The last thing is the coupon.  People love 
coupons.  If you will remember, we built 
in a $10.00 commission for the sale of 
each maintenance agreement.  Since the 
letter is the “seller” in this case, the 
coupon represents the commission, and 
therefore costs the company nothing!  
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Sample Letter 
 
 
This is a sample mailing from Culligan 
Water.  Notice on the letter “that they 
provide a link to sign up for a 
maintenance agreement right on-line.   
 
 
Does A Direct Mailing to Your Customer 
Base Make Economic Sense? 
 
 
The cost of the letter, tri-fold brochure, 
envelop, bulk postage and stuffing cost is 
about $.65 each.  Assuming the company 
has a customer base of 3,000, the total 
investment will be about $2,000. 
 
 
A 5% return (which is not unrealistic for 
one’s own customer base) would produce 
150 sales at a cost of $129.95 each.  This one mailing would generate sales of nearly $20,000 
not to mention the repair work that will be generated by inspecting 150 homes.  The economics 
work! 
 
 
Keep in mind how valuable your current customer base is.  Mailing to strangers usually 
generates a .5% to 1.5% return, which is not too good.  A mailing to your current customers 
typically generates a 3% to 5% response.  If the mailing to your customers is followed up by a 

phone call, the response can easily top 15% or more.  You do 
the math – it works! 
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Postcards Work Too! 
 
 
Another great marketing tool is postcards.  
Use colorful card stock (bright orange, 
yellow or green are great) and divide it 
into four sections.  One section will be a 
cartoon, or joke, just to be sure the 
customer looks at it.  Two more sections 
will offer products, or services.  The final 
quarter of the card will contain a coupon 
good for the two items listed. 
 
 
 
Be sure to use the same color stock each time.  Over time the customer will see the “color” in 
their mail and will immediately associate the colored postcard as a message from ABC Company. 
Mail postcards at least four times a year.  Remember, we are not so much selling here, as we are 
marketing (keeping the company name in front of the customer). 
 
 
 

Cost of Cards 
 

 
The cost of the card and postage should 
be no more than 65 cents each.   
Send them out four times a year 
 
 3000 cards x .65 x 4 per yr.  = $7,800 yr 
 
Even if the cards were sent out first class 
mail, the cost for four mailings a year will 
be less than $5,000.  If bulk mail is used, 
the cost will be significantly less. 
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Telephone on Hold 
 
 
This is another great marketing tool.  A professionally produced 
system will cost about $400/year. With Commercials on Hold, the 
$400 includes professional scripting/recording and the machine. 
You can customize your messages and change them anytime. For 
slightly more, they will record a custom message specifically for 
you.  You may not be busy, but put the customer on hold anyway.  
Your message will be conveyed perfectly every time! 
 

 

 

More Maintenance Agreement Marketing Ideas 
 
 
Insert brochure with each proposal 
 
Section on your Customer Response Card 
 
Mention in your quarterly newsletter 
 
Printed block on your standard invoice 
 
Furnace or Equipment Stickers 
 
 
Insert a brochure with every proposal made.  Also, dedicate a small portion of your Customer 
Response Card for promoting service agreements. 
 
 
Dedicate a quarter page of each newsletter to promote maintenance agreements (always offer 
the $10.00 off coupon).  Also, the next time you print your invoices, and/or envelops, dedicate a 
portion to promoting service agreements. 
 
 
Furnace stickers are a wonderful promotional tool.  Use big stickers with a place to record when 
the maintenance agreement was performed.  It will become a constant reminder to your 
customer that “they need to purchase a service agreement.” 
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Incentive Programs Are Like Marketing Plans 
 
 
Incentive programs need to be continuous and 
overlapping, just like your marketing plan.  Give a 
bonus to the top individuals, groups or departments 
that sell the most.   
 
 
Set department goals and create unique incentive 
programs such as gifts, ball tickets, dinners out or 
vacations.  Keep something going all the time to keep 
the interest.   
 
 
Whenever possible, make the giving of the reward a “public” presentation, before other peers 
in the company.  Public recognition goes a long way. 
 
 
Pricing Strategy 
 
 
Now, it’s time to consider your overall pricing strategy.  Some companies price low with the idea 
of simply getting into the customer’s home to “find work that needs to be done”.  It is kind of 
like the old service stations when they used to check your oil.  Sooner or later someone would 
need a quart of oil and/or an oil change. 
 

 
Did you know you can even sell maintenance agreements at a loss – 
and make money!  Here’s how.  Assume you want to price your 
service agreements $20.00 below your competitors.  If you sell 500 
service agreements a year, that would be a loss of $10,000!  To make 
up the difference you simply build the $10,000 in as an “additional” 
overhead cost in the other departments so that it becomes part of 
their hourly rate. 
 
 

My preference is to Price for a Profit.  I don’t mean gouge the customer. Provide a reasonable 
service, at a fair profit, based on your actual cost of doing business. 
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Your Final Price 
 

 
Before you set your final maintenance agreement 
price, consider this.  Many studies have been done 
that prove the typical customer thinks in $5.00 
increments.  That means the customer sees no 
difference, mentally, in $53.00 versus $54.95.  They 
see no difference in $116.00 versus $119.95!  With 
that in mind, round your maintenance agreement 
price up to the nearest $4.95. 
 
 

 
By the way, it works in the service department as well.  If you are charging $72/hour, change it 
to $74.95.  If you have three service technicians, each with 1,000 billable hours, it will make a 
big difference in the bottom-line profit.  Actually, it increases the profit margin by $8,850 (3000 
billed hours x $2.95/hour). Make this one change and you just paid for your workshop and will 
go home with money in your pocket! 
 
 
Upfront Pricing Is “The” Tool for Selling Maintenance Agreements! 
 
 
Upfront pricing is a great tool for selling maintenance agreements since the customer gets an 
immediate savings.  They can “see” what they are saving since the normal price and the service 
agreement price are printed in black and white! 
 
 
Easy for the technician to talk about 
 
Easy for the customer to understand 
 
Customer sees REAL savings 
 
Customer gets immediate savings! 
 
Technician earns a commission for selling the agreement! 
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How You Bill Makes A Difference 
 
 
Invoicing is kind of like making a proposal to your customer.  You never make a proposal (or 
shouldn’t) with only one option – “take it or leave it”.  Give the customer choices. 
Invoicing is like that.  Some customers want to pay annually, while others want to pay quarterly.   
 
 
Some will want to put it on their credit card while others will want to pay cash. 
Your best option is to have their payment automatically charged to their credit card (monthly, 
quarterly or whatever the customer chooses).  Why? People are creatures of habit. They tend 
not to change. To stop the service, they would have to call you, explain why, etc.  In most cases, 
they won’t call; therefore, automatically agreeing to continue your service. 
 
 
Offer many billing options 
 
Bill monthly 
 
Quarterly 
 
Semi-annually 
 
Annually 
 
Charged directly to the customer’s credit card 
 
 
 
Renewals 
 
 
When it comes time for renewal, assume they are going to renew and handle it accordingly.  
Simply invoice them for the renewal cost and/or schedule the maintenance telling them “it’s 
that time again.” 
 
 
Commissions on Renewals? 
 
 
Some companies pay commission on renewals, and some don’t.  If you are not going to pay a 
renewal commission, then you can offer the customer $10.00 off for renewing, since they have 
been a loyal customer.  Remember, it won’t cost the company anything since the commission is 
built into your pricing! 
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If you are going to pay for renewals, then once a month give each person who sold the original 
service agreement a list of “their” customers that are coming up for renewal.  Suggest they call 
each person about renewing.  If they say yes, and most will, they will again earn the 
commission.  Again, the money is built into the cost and the personal contact is great customer 
relations.  
 

The Law of Money 
 
 
The law of money states that any significantly sized budget, whether business or personal, will 
absorb every dollar that is deposited in it.  If you had a great month, you tend to spend the 
money.  If you had a bad month, somehow you made it.  People tend to spend what they have, 
whatever the amount. 
 
 
Put the New Profit Aside 
 
 
Hopefully, your company was making a profit before you started selling maintenance 
agreements.  If that is true, all your costs of doing business are already being covered.  The 
profit you make on your new maintenance agreement program is just that – profit!   
If we start selling maintenance agreements, and leave the money in the checkbook, guess what 
will happen?  Right, the law of money kicks in and you spend it.  Consider depositing your 
service agreement checks into your checkbook each day, but the same day, write a check for the 
profit portion of the agreement and put it in a savings account.  Have the person who writes the 
checks do this, since you will make excuses, and it will never get done.  Over time, the money 
grows and you will actually begin to “see” the fruit of your labor! 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

http://www.grandyassoicates.com/


Planning for Profit Workshop 
 

 
© 2002-2021 Grandy & Associates, LLC                                www.GrandyAssoicates.com             Page 173 
   

QUARTERLY LIVE CLASSROOM - TAX TIPS 
 

 
Objective 
 
 
Our objective is to find deductions you were not aware of, to 
reduce your taxes.  We will talk about shifting income to rent 
and dividends and ways to accelerate depreciation.  Children 
are another great deduction.  Did you know the government 
even encourages you to use your kids to reduce taxes?   
 
 
We want to do all of the above to reduce our taxes, while 
increasing our benefits and nearly eliminating the possibility 
of getting audited!  You are going to like this section.  And it’s 
all 100% legal.  You will probably learn enough in this section 
to pay for your trip! 
 
 

 
 
 
Lower overall taxes paid by: 
 
 
The benefits of Incorporation  
 
Finding additional deductions  
 
Shifting income to rental and dividends 
 
Increasing depreciation 
 
Using your children as a tax deduction 
 
Understanding audit triggers 
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The Structure of Your Company Greatly Affects Taxes! 
 
 
We all know the self-employed person, or partnership, pays the most taxes.  The good news is 
that if you are one of the above you can now structure your company properly right off the bat. 
 
 
Being Incorporated Has Some Wonderful Benefits 
 
 
Corporations are “required” to have an annual meeting.  The meeting, however, can be held 
anywhere in the 48 states (not Alaska or Hawaii – sorry).  Plan your meeting around your 
vacation and write a bunch of it off! 
 
 
A corporation also must have a physical location for its corporate office.  You can have several 
company locations, but make the corporate office your home.  It opens up all kinds of home 
deductions! Keep in mind that a home office is now on the “dirty dozen” when it comes to red 
flags. Make sure you are working with your accountant to make sure that this makes sense for 
you. The space you designate for home office must be dedicated to a home office and not 
shared space.  
 

Self Employed/Partnership – Pays most taxes  

 

Incorporated: 

Annual meeting required anywhere in US 

Take minutes 

Write off travel expenses  

 

Corporate office can be anywhere 

Make your home the “corporate office” 

Opens home deductions  

Deductions based on square footage 
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Do Not Depreciate Your Home 
 
 
If you depreciate your home you are no longer eligible for the $500,000 deduction the 
government allows on the profit you make on the home.  You are eligible for this deduction 
every two years. 
 
 
You Can Deduct Home Improvements 
 

 
If you do any maintenance (painting, light fixture, furniture, etc.) to 
the room you are using as the office, it is 100% deductible.  Any 
maintenance to the home, in general (painting, landscaping, 
roofing, etc.), is deductible as a percentage of the total square feet 
your office space occupies compared to the total square footage of 
the home.  

 
 
Set Up More Than One Corporation 
 
 
Set up a separate corporation, with only you and your family in it, as employees.  Now you can 
offer any benefits you wish to “all” the employees.  The company can pay all the medical, vision 
and/or dental expenses.  The company can even have a policy that it will pay for all education 
expenses (including college) for its employees!  
 
 
Credit Cards 
 
Use separate credit cards for personal use and corporate use: 
 
Personal use – Interest NOT deductible 
 
Corporate use – Interest IS deductible 
 
 
Have totally separate credit cards for the company.  Interest on your personal credit card is not a 
tax deduction – but interest on a company credit card is deductible! 
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Keep A Vehicle Log Book 
 
 
I realize few of us want to keep log books on our company vehicles.  Most simply take a 
percentage as business use.  But be sure you keep log books for other family vehicles.   
When your wife goes to the grocery to get food, but buys paper towels for the office, the 
mileage is deductible.  The same holds true when cleaning is picked up or coffee is purchased 
for the office. How about when she picks up office supplies or parts for one of your jobs?  It is 
all deductible and it adds up quickly.  
 
 

Dividends and Rent 
 
 
 
Did you know that money you receive 
from a corporation for dividends, or rent, 
is not subject to the 15.3% social security 
and Medicare tax?   
 

 
 
 
If you received $20,000 from the corporation for rent and dividends, you just saved $3,060.   I 
always wondered why people bought buildings and equipment and then rented it back to the 
company.  Now, we both know! 
 
 
Depreciation 
 
 
A normal vehicle purchase (under 6,000 pounds) is subject to a maximum first year write-off 
limit of $11,060.  Guess how much the larger SUV’s weigh?  Right, over 6,000 pounds. Vehicles 
over 6,000 pounds are considered “commercial vehicles” and, therefore, qualify for the 
accelerated depreciation.  Section 179 of IRS Code.  
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Kids Make Great Deductions 

 
 
In 2019, children can earn $12,2000 per year and 
only pay social security and Medicare taxes (no 
federal tax).  You can have your kids mow the lawn 
and pay them $200 an hour if you wish.   
 
As long as they are performing some service, it is 
legal.  A baby can even earn money by posing for 
one of your advertisements.  You don’t even have 
to use the picture.   
 
 
After age 5, the government seldom asks what 
function they perform. Every dollar you can funnel 
through in this way saves you 15% to 40% in 
federal and/or state taxes, depending on what tax 
bracket you fall into. 
 

 
 
 
 
You Can Keep Their Earnings? 
 
 
Up until age 18, parents have the legal right to collect 100% of what Johnny or Suzie earns.  It 
may not be fair, but it’s legal!  So, what does that mean to you? 
 
 
Pay Johnny his $4,450 a year for some service he performs and keep his check.  Take the money 
and put it back for college.  You just saved 15% to 40% of your money.  I wish I had known this 
before my kids when to college! 
 
 
Better yet, remember the separate company we set up earlier with the family as employees?  If 
the “company policy” is to pay for education, Johnny can have the company pay for college, and 
it’s all deductible!  
 
 
Stay Out of Jail 
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Your position needs to be that you are very aggressive on deductions but that you report all of 
your income. Failure to report income is a federal offense that can put you in jail.  Be wise. 
 
Did You Know? 
 
 
Did you know your Social Security income 
is based on your best eight years of work, 
not your last eight, or necessarily your 
highest income years?  The maximum 
limits for Social Security have gone up each 
year.  Twenty years ago, a salary of $16,000 may have paid out the maximum for social security 
tax.  
 
 
If you have hit the max eight times in your lifetime, you are now eligible for maximum Social 
Security benefits, even if your income is low over the next few years.  Once you have eight max 
years, it is time to begin taking small salaries and to begin receiving as much of your income as 
possible as rent and dividends. 
 
 
Max Out Rates for Social Security: 
 
 
As was said earlier, once you hit the maximum limit for social security limit for the year, you are 
no longer subject to the social security tax for that year.  How to you know when that happens? 
 
 
How Much Did You Earn in Past Years? 
 
 
The government sends to every citizen a statement of their past earning, usually 30-60 days 
before their birthday each year.  Now you know how much you have earned in each and every 
past year.  
 
 
What were Social Security “Maxed Out” Numbers in the Past? 
 
Social Security maximums change each year, normally increasing.   
 
To get the current and past years rates go to the following website: 

 
http://www.ssa.gov/OACT/COLA/cbb.html 
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Tracking Trends 
 
 
Many individuals are concerned 
about sudden changes in their 
income, from the standpoint of the 
government “watching” and asking 
questions.  That should not be a 
concern.  The government processes 
over 280 million tax returns a year.  
They neither have the capability, nor 
the time or resources, to track individual trends from year to year! 
 
 
 
How to Avoid Being Audited 
 
 
There are three conditions the government uses to trigger audits.  We will discuss each and how 
to be sure you are NOT audited. 
 
 
Compliance Audits 
 
 
Most individuals receive envelopes from the government to send their returns back in.  That is 
very thoughtful of the government, and it guarantees we, as American citizen, place the correct 
address on the front.  Besides, it saves us time and money, so we use them. 
 
 
DO NOT USE THE ENVELOPES THE GOVERNMENT SENDS YOU! 
 
 
What they did not tell you is that each envelope is randomly “pre-coded” for audits.  That’s 
right, the envelope you receive may be pre-coded for you to be audited.  If you want to 
guarantee you will not be selected for a random audit…don’t use their envelopes! 
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Audit Due to A Red Flag 
 
 
The government has what they call a Red Flag system.  Each business 
category has a percentage range based on your volume of business. For 
example, a company doing “x” amount of gross sales should have not more 
that “x”% of its dollars in the office supply category.   
 
 
Each return is checked for red flags.  One or two red flags generates a letter 
saying: “Your return was checked and we find you owe us an additional 
$xxx.xx”.  If you are like most Americans who get the letter you are a bit 
concerned about Uncle Sam watching you.  The letter, says you owe an 
additional $230.00 so you pay it, no questions asked.”  In fact, 98% of the 
population pays it, no questions asked. 
 
 
The reality is that most could fight the extra charge……and win.  But, most simply pay the 
invoice and heave a sigh of relief that it wasn’t worse. If they find 7, 8 or more red flags, it will 
generate an audit.  Avoiding this audit is easy.  Simply be sure you and your accountant break 
cost into lots of different catalogs so no one category will seem out of line! 
 
 
Audit Triggered by The Economic Reality Test 
 
 
The government uses an economic reality test, which basically says the individual seems to be 
living a lifestyle that would not seem to be supported by their reported income.  Again, the 
government has a red flag test for economic reality. 
 
 
Red Flag 
 
 
To determine your economic reality, the government adds up your reported mortgage interest, 
real estate taxes, and property tax.  They are aware that most banks lend money based on a 5 to 
1 ratio of your income, if the total interest and taxes grossly exceeds the 5 to 1 ratio, it creates a 
“red flag” and then you get audited. 
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The IRS Is Coming – Be Prepared! 
 
 

Has your business ever been audited by the IRS? Just hearing 
those words can send a shiver of fear down any 
entrepreneur’s spine. Unfortunately, small business owners 
have more reason than usual to be nervous about opening 
their mail for the next few years thanks to the IRS’s 
Employment Tax National Research Project (NRP). 
 
 
The NRP is a comprehensive audit that will hit 2,000 small 
companies each year at random. The goal is to see how well 
businesses are complying with employment tax regulations. 
The last NRP was conducted 25 years ago, and with the 
federal government seeking all possible sources of revenue it 
can, the IRS is looking to make sure it’s getting all the money 
it’s owed by small business taxpayers. 

 
 
Be Sure You Are in Compliance 
 
The IRS has stated these audits will be “comprehensive,” and, if you are hit with one, be ready 
to open all your records. However, you don’t have to get audited to be affected by the NRP: The 
results of the completed study will be used to adjust tax regulations and tighten up compliance 
in these four areas above. Don’t wait to get audited—make sure your company is in compliance. 
Have your accountant take a look at your finances and ensure any problems are corrected 
sooner, not later. 
 
 
Big Bottom Line Differences 
 
The example below vividly points out the difference in cash flow and accounting.  Note that 
accounting shows $20,000 in depreciation.  From a cash flow perspective, however, the 
company will be required to put aside $35,000 in order to be properly funded when it comes 
time to replace the current pieces of equipment. 
 
 
The company also has five loan payments.  The interest portion of the loan payments (the only 
part Uncle Sam allows you to show as an expense) totals $6,000.  The total loan payments, 
including principle and interest, is $24,000.  Now ask yourself, how many dollars actually flowed 
out of the company?  Right, checks were written for $24,000, not simply the $6,000 accounting 
is allowed to show. 
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So, when it is all said and done in our above example, what do we see?  We see an accounting 
income statement that says we made a $14,000 profit, when in reality the company lost 
$19,000 from a cash flow perspective.  That is a total difference of $33,000.   
 
 
That’s a big difference!  Now, you may understand why contractors sometime “appear” to be 
profitable from an accounting standpoint when in reality they are in the process of going out of 
business. 
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Debt Reduction Without Going Broke 
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QUARTERLY LIVE CLASSROOM - CASH FLOW & COLLECTIONS  
 
Cash Flow Problems 
 

 
 
Next to improper labor pricing, cash flow is the biggest killer of small 
businesses.  A significant portion of our cash flow problems are often 
rooted in a poor collection’s policies. We are going to take some time 
to talk about cash flow and collections. Cash flow is the lifeblood of 
your company. 
 

 
 
 
The Differences 
 
 
There are significant differences in cash flow and accounting.  Cash flow deals with the “real” 
dollars that flow in and out of a company on a daily basis.  Accounting, on the other hand, tends 
to work with paper dollars. 
 
 
Accounting isn’t bad.  It can tell a company owner a lot about what is going on within the 
company, but when it comes to setting hourly rates, those need to be determined using cash 
flow dollars. All the calculations we do over the next couple of days will be with cash flow 
dollars.  The software program we will be using will also use cash flow dollars. 
 
 

ABC Sample Company 

 

To get an idea of what kind of information a budget can provide, let’s look at the sample 
company.  If the above company’s projected budget was simply looked at for the year, 
everything would look pretty good.  The company is projected to show a $17,000 profit for the 
year.  Now, however, let’s look at what’s happening on a month-by-month basis.  
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The budget tells us we are projected to lose $4,000 in January, February and March.  It is telling 
us we will go $12,000 in the hole before things turn around.  That is critical information.  Every 
company needs to know if they are going to have any negative months and if so, how many will 
there be and when will they occur.  

 

Guess what?  If our sample company doesn’t make it through the first three months of the year, 
they will go out of business BEFORE they get to the profitable part of the year. Cash flow 
projections are critical.  Outside of improper labor pricing, cash flow problems put more 
companies out of business than any other single factor.  

 

Your Budget Assumes 

 

All bills are paid    

 

All customers have paid you 

 

Avoid collections from the start 
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Improve Receivables  

 

Get a deposit 

 

Offer financing 

 

Accept credit cards 

 

Collect at the conclusion of the call 

 

 
Get A Deposit on Every Job  
 
 
Only about 20% of contractors get a deposit on most 
jobs.  The reason they get a deposit is quite 
simple……they ask!  Most have no problem securing a 
deposit and get anywhere from 10% to 50% down! 
 
 
What Do You Do with The Deposit? 
 
 
The deposit allows the contractor to take the 1-3% discounts that are usually available from 
your suppliers.  If the discounts are not offered, ask.  You will be surprised how negotiable 
suppliers are with companies that pay on time. 
 
 
Lose Less Jobs 
 
 
Have you ever sold a job but were so busy you had to put the customer off for a couple weeks?  
Then the day comes to start the job and what has happened?  The job has already been done by 
someone else! I can almost promise you your customer will not have anyone else do the job but 
you……. if you have 10% to 50% of their money in your pocket. 
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Offer Financing 

 

Most won’t ask for it 

 

Will spend 32% more with credit 

 

Many customers do not want to part with the cash even if they have it.  

 

Customers will buy the option they want, not the one they have to settle for. 

 

Credit Cards 
 
 
Believe it or not, fewer than 20% of trades 
contractors offer their customers the option of 
paying by credit card.  That’s a mistake.  Most 
customers today expect the option of paying 
with credit card.  Some will even shop with 
other companies if they can’t use their cards! 
 
 
Use of Cards in The Past and Present 
 
 
In the past, people used credit cards because they didn’t have any money.  Some still use credit 
cards for this purpose today, however, many customers who formerly used cash are now using 
their credit cards.  Why?  Simple--they get perks.  Most credit card companies now offer 
frequent flyer points, cash back incentives and gift catalogs, etc. when you use their card. 
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What Cards Should You Set Up? 
 
 
Set up all credit cards but only advertise the use of Visa and MasterCard.  Visa and MasterCard 
are normally through your local bank.  The discount is lower and you get your money “that 
night”.  With American Express, Discover and others, it can take several days or weeks before 
the money is transferred to your account.  They also have higher discount rates. 
 
 
Purpose of A Line Of Credit 
 
 
Every company needs to set up a line of credit with their bank, even if they don’t need it!  Why?  
Someday you will need it; however, at that point they won’t give it to you!  A line of credit is to 
be used for short-term borrowing against receivables.  If you are using it for any other reason, 
take it as a “red flag” that there is a problem somewhere else in your company. 
 
 
How Much? 
 
 
A “normal” line of credit to ask for is about 5% to 7% of your gross sales.  If you do $500,000 in 
gross sales ask for a line of $25,000 to $35,000.  If you do a million in sales, try for at least 
$50,000 to $75,000. 
 
 
Repayment Goal 
 
 
A bank wants to see you use the line of credit often – but they also want to see it paid back to 
zero at least once or twice a year.   
 
 
Potential Problems 
 
 
Be aware a line of credit is easy to use.  Be 
sure you use it for its intended purpose, or 
you can get into deep trouble! 
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Factor this into the software so you can manage, track, and pay off in timely fashion.  
 
 
A plan is always better than a good intention.  
 
 
Collections Objective 
 
 
Our goal, when it comes to collections, is this:  Collect as much as possible, as soon as possible, 
at the least possible cost, without losing important customers you wish to keep, and with little 
or no stress.  Yes, it is possible.  No, it’s not easy.  You need a plan! 
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Two Concerns 
 
 
Many companies are afraid to tell their customers how they want to be paid for fear of losing 
them.  But guess what?  If you don’t spell out the terms – they will!  Be professional, tell your 
customer what you expect in terms of payment.  It won’t be a problem, and it will increase your 
cash flow. 
 
 
Create A Collections Policy 
 
 
Every company, large or small, needs a written collections policy.  First, have a stated time for 
invoicing.  Make it your goal to have all completed work invoiced within 24 hours.   
If payment is past due, send out a second notice immediately.  Don’t send it at the end of the 
month, but when the original invoice terms are exceeded.  If payment is not received at that 
point, forget the paperwork and have someone in the office call the customer.   
 
Normally 70% of the customers will pay after a call.  You will hear every excuse in the book, but 
they will pay. If they still have not paid, then it is time for the owner, or manager, to call the 
customer.  There is something magical about the owner or manager calling.  They get results no 
one else is able to get. If all else fails, it is time to get a lawyer or collections agency involved. 
 
 
The Time Value of Money Eats Up Your Profits! 
 
 
Based on the time value of money, the U.S. Department of Commerce says your money is only 
worth 97 cents after 30 days.  After 90 days, it is only worth 83 cents which means you have not 
only lost your profit, but you are probably in the position to lose some of your cost as well. 
You need to collect your monies as quickly as possible.  If you don’t, it can literally put you out 
of business! 
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Collections Policy 
 
 
Be sure the customer understands your collections policy. Your 
policy should include the points listed above.  Once you have 
designed your collections policy statement, have it printed up in a 
professional manner. While the job is being sold, explain your 
collections policy to your customer going over the written policy, 
line-by-line.  After you have clearly explained the policy, have the 
customer sign it. 
 
 
When the invoice is presented to the customer, either in person or 
through the mail, enclose a copy of the “signed” policy. Simply 
being professional about collections will avoid a lot of problems 
later on.  If you have a problem up front, the chances are pretty 
good you will have a problem when it is time to collect as well.  If a 
problem is going to occur, it is better to find out before you have 
invested the company’s time and money into the job. 
 
 
Check Lists to Improve Cash Flow 
 
 
We are going to look at several things you can do before a job begins, while it is being done, and 
after it is completed, to help cash flow.  The points to look at before a job begins are listed 
above. If you will notice, most of what is being discussed here involves simply communicating 
with your customer.  Again, if you don’t set the terms, the customer will. 
 
Before the Job Begins 
 
Are all the payment arrangements settled up front while the job is being sold? 
 
Is it clear whether payment will be made by cash, credit card, personal check, or billed to an 
open account? 
 
Does the property owner, or responsible party, fill out a company credit application BEFORE 
credit is extended? 
 
Has a credit limit been set on each open account? 
 
Is the status of an account checked BEFORE additional credit is extended? 
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Have you established a target amount of credit our company will extend? (20% of sales is max.) 
 
Does the contract include a schedule of dates or when progress payments are to be made? 
 
Do we get a deposit?  
 
 
While the Job Is Being Done 

 
Customer authorization in writing before completing repair work? 
 
Are change orders written up and signed within 48 hours? 
 
Are change orders invoiced separately and billed immediately? 
 
Did you tell them delay in staged disbursements will halt production? 
 
 
 
 

One big item on your checklist is change orders.  Be sure all change orders are written up and 
signed within 24 hours of the agreed change.  The actual goal is not to begin the work until the 
change order is signed.  If you start the work without getting the proper signatures, you may 
end up eating a lot of work (and money) that should have been paid for by your customer. 
If they don’t sign – you don’t work.  It’s that simple.  By the way, you can invoice for the change 
order as soon as the work is completed; it is not part of the original contract. 
 
 
When the Job Is Done 
 
 
Service tickets and installation paperwork filled out completely, legibly, and accurately. 
 
Print a promissory note on the back of the Service Ticket to avoid unauthorized charges. 
 
Send charge customers a bill immediately. 
 
Stipulate a finance charge on the bill to motivate timely payment. 
 
Follow-up on monies held in retention rigorously! 
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Paperwork is nearly as important as the job.  If the service technician or installer does not turn 
in the time and materials used on the job, it will be impossible to correctly bill the customer.  It 
is also impossible to cost a job if all the information is not available. Several other suggestions 
are also listed above that will be of concern when the job is completed. 
 
 
Fax Reminders 
 
 
If you have commercial customers, try faxing reminder notices.  Unlike the mail, there is no 
denying it was received.  Fax reminders are faster, and often less costly, especially for local 
customers. 
 
 
Invoices 
 
 
Next time the company has invoices printed have a box, like the 
one above, printed somewhere on the page.  It is not unusual for 
customers to “intend” to pay a bill but before the invoice arrives 
something happens.  The car breaks down, the refrigerator quits 
or a sudden illness occurs that involves unexpected cash outlays. 
 
 
Statements 
 
 
Do you send monthly statements to your customers? If you do 
not, chances are, your customers have forgotten about the 
balance owed. They may also think that if it’s not important to 
you, it’s not going to be a priority for them. Some customers will 
opt to putting their account on a credit card, in lieu of not paying 
it.  Even if only a few more pay via credit card, you are that much 
farther ahead. 
 
 
Cash Discounts 
 
 
Offer cash discounts for invoices paid within a certain period of time.  People love a bargain.  
This doesn’t even have to cost you anything.  Simply build the extra cost into your overhead.  
That way, all customers pay a piece of the expense and it covers any discounts in pricing 
customers may take. 
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Log the time worked 
 

 
Some customers tend to question how long a 
technician was really on the job. If that is a 
problem for you, try this.  Have the technician 
the arrive time and leave time on the work 
order. Before the technician leaves the jobsite, 
have the customer review the time and sign 
the work order.  When the invoice is sent, 
enclose a copy of the signed work order.  All 
questions of this nature will stop.  

 
 If there is a question, it will come up when the technician is reviewing the work order with the 
customer and it can be handled at that point. 
 
 
People Relocate 
 
 
On the average, 20% of the population moves each year.  Be sure to print on the upper left of 
your invoice envelope the words “Address Correction Requested” or “Forwarding Postage 
Guaranteed”.   
 
 
Amnesty 
 
 
Accounts over nine months old have less than a 20% chance of being collected.  For these old 
accounts offer an amnesty plan.  Offer a 30%, 40% or 50% discount if the bill is paid by a certain 
date.  It’s cheaper than a collections agency and may bring in some money that would not have 
flowed in otherwise. 
 
 
Post Dated Checks 
 
 
If the customer wants to make payments, be sure to get posted dated checks from them with 
the agreement that you will call the day before you deposit them. 
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Do Not Negotiate 
 
 
If the customer offers to pay less than the face about of the invoice, simply say “no”.  Blame it 
on your accountant.  Generally, people who make this kind of offer are telling you it is the least 
they will settle for.  Say no! 
 
 
 
State the Facts Firmly 
 

 
“Hi, this is Bill Kinnard calling from Grandy & 
Associates.  Are you Jim Smith, the accounts 
payable manager? Good.  I am calling you about 
the $500 balance due on the job we completed 
on September 14, 2017. The invoice needs to be 
paid in full at this time.   
Would you rather handle payment via check, 
credit card”? 
 
 

 
Use the above suggestions when talking on the phone.  Be firm and nail down the response.   
Use the co-op of “Our account said we….”.  It gets the person off of your back and the blame on 
someone else.  Even if you don’t have an accountant, say it anyway. 
 
 
Nail down the agreement to pay by whatever method agreed: 
If the check goes out that day, it should be in our office by … 
To be sure you are credited properly, put my name on the envelope. 
 
 
If payment does not come that day – call them back and say: 
“Hi, this is Bill Kinnard from Grandy & Associates.  Remember that check you said you were 
going to send me…. we didn’t get it!”   
 
 
Now be quiet and wait for them to respond.  Then nail down the “new promise”. 
If payment still does not come, call again, but finish with “If payment is not received, we are 
required by our accountant to turn it over to collections!” 
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You Can Run but You Can’t Hide 
 
 
Collections agencies are supposed to be good at finding 
people who don’t want to be found.    
That’s the good news.  The bad news is that they will charge 
you 25% to 50% of the balance due.  Use the collections 
agencies as a last resort.  At that point you are looking at 
writing off the whole amount so recouping 25% to 50% of 
what is owed you is not too bad. 

 
 
What If I Am Accused of Harassment? 
 
 
You can call the debtor at home 8 am to 9 pm adjusted for shift work. 
 
Commercial debtors can be called on job. 
 
Consumer debtors may be called at work, but call home first. 
 
If someone else at office answers, you cannot identify why you are calling.  
 
Request the debtor call you at this number. 
 
If you reach them at work – get down to business. 
 
If they tell you Don’t ever call me here again, you can’t. 
 
Handle it quickly! 
 
 
Fear tends to paralyze us.  It is important to know your legal rights since people who do not 
intend to pay will accuse you of all sorts of things, not the least of which is harassment.  Commit 
the above information from the Federal Fair Debt Collections Practices Act to memory so you 
are aware of your rights. 
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