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About John Garofalo

• 30 years of industry and consulting experience

• Southern Bell in the early 1970s, John began his dual career 
focusing on marketing and leadership development, with 
stints in sales and sales management, as well as serving as an 
instructor and manager for their Executive Learning Center. 

• Dealer Marketing Manager for Lennox Industries

• General Manager for an $5 million HVAC service business in 
Mobile, Alabama (with 15% net and 7,000 service 
agreements)

• Operations Manager of GroupMAC’s Residential Group

• President for Encompass Residential Services, responsible 
for 35 acquired businesses generating $350 million in annual 
revenue and $35 million in free cash flow. 



Take This Warm Up Quiz:

1. The current assets of the business should always be greater 
than the current liabilities. (true or false?)

2. Investing most of your capital in fixed assets (land, buildings, 
trucks, etc.) is a  good business move. (true or false?)

3. Working capital should be equal to 10% of the company’s 
annual sales. (true or false?)

4. Currents liabilities are debts that must be paid within one year. 
(true or false?)

5. Job mark-up is the same as job margin. (true or false?)

“I’ve Never Met A Contractor Who Failed 
Because of A Lack of Technical Skills” 



1.   Overhead is calculated as a percentage of: 

a. Gross margin

b. Sales 

c. Cost of sales

d. Budget 

2.   In order to get 40% Gross Margin on a job you should mark up job cost by: 
a. 40%

b. 66 2/3%

c. 80%

d. 140% 

3.   The Balance Sheet does not include: 
a. Assets

b. Liabilities

c. Net worth

d. Sales 

Guess Your Best!



4.   The Profit and Loss statement includes: 
a. Sales

b. Cost of Sales

c. Overhead 

d. All of the above 

5.   Bad-debt Expense should never exceed: 
a. 5% of sales

b. 10% of sales

c. 1/2% of sales

d. 25% of sales 

Guess Your Best!



1. Do you have an annual budget? Y N 

2. Do you know your break-even volume? Y N 

3. Do you have a formal job cost system? Y N 

4. Do you receive monthly financial statements? Y N 

5. Do you use a purchase order system? Y N 

6. Do you have a consistent pricing policy? Y N 

7. Do you know your service department overhead? Y N 

8. Do you project your cash flow needs? Y N 

9. Do you have an adequate line of credit? Y N 

10. Are you satisfied with your company’s profitability? Y N 

Are You Paying Attention?



Balance Sheet 
• What we own (assets)

• What we owe (liabilities)

• What we’re worth (net worth) 

The Balance Sheet indicates the financial status of a business 

at a given moment in time. 

Income and Expense Statement 
• What we sold (sales)

• What we spent (cost of sales+ overhead)

• What is left (profit or loss) 

The Income and Expense Statement indicates that financial 

transactions of a business over a specific period of time. 

What is a Financial Statement? 



• Current Assets are assets that can be turned into cash within one year.  They 

include Cash, Accounts Receivables, Inventory and Pre-paid Expenses. 

• Other Assets are those assets that will not turn into cash within one year.  

They include Machinery & Equipment, Furniture & Fixtures, Autos & Trucks, 
Leasehold Improvements and Land & Building (if owned by the Company). 

• Current Liabilities are liabilities that the company must pay within one year.  

They include Accounts Payable, Lines of Credit, Taxes Payable, Service-Agreement 
Deferred Income and that portion of Notes Payable that are due within the year. 

• Long-Term Liabilities are those items that are not payable within one year.  

They include all payments on Loans, or Mortgage beyond one year. 

• Reserve for Depreciation is the amount (allowed by the IRS) to be 

deducted annually from the purchase price of major items to compensate for wear.  
Depreciation may be straight-line or accelerated. 

• Capital Stock is the amount of money initially invested in the company. 

• Retained Earnings are the amount of profits remaining in the company from 

its beginning. 

• Net Worth is the value of the business defined as:  Total Assets - Total 
Liabilities ─ Reserve for Depreciation  + Capital Stock + Retained Earnings 

What is a Balance Sheet? 



• Sales - The revenue that is generated during a specific period of time 
(one month or one year or year to date 

• Cost of Sales - the direct costs incurred in completing the work 
Equipment Materials Direct Labor Commissions Subcontracts Permits Other 
miscellaneous costs 

• Gross Margin - revenues minus Cost of Sales.  This is the amount of 
money remaining to pay for overhead and profit 

• General & Administrative Expenses (Overhead) - The costs 
incurred in running the business.  Generally, Overhead is broken into two 
categories: 

• Fixed Expenses - Those expenses that are the same every period 
( rent, clerical salaries, etc.) 

• Variable Expenses - Those casts that fluctuate depending on 
sales revenue ( fuel expense, workers compensation, etc.) 

• Net Operating Profit - The amount of money that remains (or is lost) 
after all cost of sales and overhead are calculated. 

What is an Income & Expense Statement?



Working Capital = Current Assets – Current Liabilities 10% of Sales 
Where… 

Current Assets = Cash, Accounts receivable, Retention, Inventories, 
Work in Process, and Prepaid Expenses. 

Current Liabilities = Those liabilities due this year: Accounts Payable, 
Notes Payable, Taxes Payable, accrued expenses and billings on 
uncompleted contracts. 

• Determines whether the company has adequate liquidity to meet 
current debts as they come due. 

• Working capital is used for normal increase in operations and for 
emergencies. The larger the working capital, the better the company 
will be able to meet emergencies. 

• Don’t expand fixed assets at the expense of the working capital.

Liquidity Ratios Measure Your Ability 
to Pay Bills When They Are Due



• Debt Equity Ratio = Total Liabilities 1:1 Net Worth 
General rule is not to have more in Total Liabilities than Net Worth.       
However, leverage properly utilized allows for better growth. 

• Total Assets to Net Worth = Total Assets 2:1 Net Worth 
A sign of the average total leverage employed by the firm. 

Leveraging Ratios Compare What You 
Have Invested In Firm Compared to  
What Your Suppliers/Bankers Have 



• Age of Accounts Receivable =
Acct’s Receivable X 365 days 
-------------------------------------
Days Annual Sales 

Guide is 30-45 days.  Has effect on total capital requirements. Age depends on 
strength of credit policy, collection effort and use of discounts, charge cards, and sales 
financing. Also, builder accounts typically are slow pay.  Receivables should be aged 
30-60-90 days.Past due amount should not exceed 20% of total receivable.

• Average Age Accounts Payable =
Average Accounts Payable  X 365 days 
-------------------------------------------­
Annual Equipment and Materials Cost Sales 

Guide is 30 Days Less than 30, if discounts are available.   Shows to some extent the 
capitalization of the firm or its credits. A good firm takes discounts, if available.

Activity Ratios Measure How Well You 
Use The Firm’s Assets



• Gross Operating Margin =
Gross Operating Profit 
---------------------------

Sales 

Determines whether markup procedure covers costs and allows adequate 
margin to cover expenses and allow for profit

• Operating Income Percent =
Net Operating Profit Before Taxes
---------------------------------------­

Sales 

Guide is 5% minimum

Profitability Ratios



• Gross Operating Margin =
Gross Operating Profit 

Sales

• Operating Income Percent = 
Net Operating Profit Before Taxes 

Sales 

Profitability Ratios



Monthly Cash Flow Sales

[go to Worksheet A in Workbook]

ATTACHMENT F 9/21/2009

DEALER NAME: HONEST JOHNS

TM NAME: STAN
MONTHLY CASH FLOW SALES

DATE COMPLETED: 

FILL IN YELLOW AREAS

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec TOTALS

8% 6% 9% 9% 11% 11% 10% 10% 8% 8% 6% 6%

RESIDENTIAL INSTALL SALES $42,000 $42,000 $63,000 $63,000 $77,000 $77,000 $70,000 $70,000 $56,000 $56,000 $42,000 $42,000 $700,000 

NEW CONST. - TRACT 

SALES?
$0 

NEW CONST. - CUSTOM SALES? $0 

COMMERCIAL REPL SALES? $0 

TOTAL INSTALL SALES $42,000 $42,000 $63,000 $63,000 $77,000 $77,000 $70,000 $70,000 $56,000 $56,000 $42,000 $42,000 $700,000

RESIDENTIAL AUDIT SERVICES $18,000 $18,000 $27,000 $27,000 $33,000 $33,000 $30,000 $30,000 $24,000 $24,000 $18,000 $18,000 $300,000 

RESIDENTIAL MAINTENANCE? 0 $0 

COMMERCIAL 

MAINTENANCE?
$0 

COMMERCIAL SERVICE? 0 0

TOTAL SERVICE SALES  $18,000 $18,000 $27,000 $27,000 $33,000 $33,000 $30,000 $30,000 $24,000 $24,000 $18,000 $18,000 $300,000

GRAND TOTAL $60,000 $60,000 $90,000 $90,000 $110,000 $110,000 $100,000 $100,000 $80,000 $80,000 $60,000 $60,000 $1,000,000



Building a Proforma

[go to worksheet B in workbook]

11/6/2009

DEALER NAME: HONEST JOHNS ATTACHMENT A

Fill-in all yellow boxes with appropriate valuesCOMPLETED BY: 

DATE COMPLETED: 

HONEST JOHNS 2009 PRO FORMA

Residential Installation Sales % of Sales Residential Audit Services % of Sales Residential Maintenance TOTALS % of Sales

Actual Budget Actual Budget Actual

Sales Income $700,000 $300,000 $500,000 

Direct Costs

Equipment $175,000 25% 25% $- 0% 2% $10,000 

Parts & Supplies $84,000 12% 12% $60,000 20% 20%

Labor Costs $84,000 12% 12% $60,000 20% 20%

Sub Contractors $14,000 2% 2% $- 0% 0%

Commissions $35,000 5% 5% $15,000 5% 5%

Warranty $14,000 2% 2% $6,000 2% 2%

Sales Tax $7,000 1% 1% $6,000 2% 2%

Permits $7,000 1% 1% $- 0% 0%

Other $- 0% 0% $3,000 1% 1%

Total Direct Costs $420,000 60% 60% $150,000 50% 52% $10,000 

Gross Profit $280,000 40% $150,000 50% $490,000 $- #DIV/0!

ESTIMATED OVERHEAD DEDUCTIONS

Marketing

Media Advertising

TV $- 0.00% $15,000 5.00%

Newspaper $5,000 0.71% 0.00%

Radio 0.00% 0.00%

Yellow Pages $2,000 0.29% 0.00%

Other $- 0.00% 0.00%

Direct Mail $8,000 

Mailer Cost $10,000 1.43% $5,000 1.67%

List Cost $2,000 0.29% $- 0.00%

Postage $3,000 0.43% $2,000 0.67%

Subtotal $22,000 3.14% 0% $30,000 10.00% 0% $-

Office Expenses

Supplies $2,000 0.29% $1,000 0.33%

Stationary 0.00% 0.00%

Equipment Rental $2,000 0.29% $1,000 0.33%

Postage $2,000 0.29% $1,000 0.33%

Phones $3,000 0.43% $1,000 0.33%

Other 0.00% 0.00%

Subtotal $9,000 1.29% 0% $4,000 1.33% 0% $-

Insurance Costs

Workman's Comp $10,000 1.43% $2,000 0.67%

Medical $12,000 1.71% $3,000 1.00%

Liability $4,000 0.57% $2,000 0.67%

Property 0.00% 0.00%

Keyman 0.00% 0.00%

Vehicle $6,000 0.86% $3,000 1.00%

Umbrella $2,000 0.29% $1,000 0.33%

Subtotal $34,000 4.86% 0% $11,000 3.67% 0% $-



Residential Installation Sales

[go to Workbook C in Workbook

DEALER NAME: HONEST JOHNS

FILL IN 

YELLOW 

SPACES

ATTACHMENT D TM NAME: 
Monthly Residential

DATE COMPLETED: 
Installation Sales, O/H $ B/E  Budget vs. Actual  SUMMARY

Residential Installation Sales $700,000

Average Sale: $8,000

Closure Rate: 35%

Annual Department 

O/H 
$228,200

Annual Dept B/E Sales $570,500

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec TOTALS

8% 6% 9% 9% 11% 11% 10% 10% 8% 8% 6% 6%

Budgeted Monthly Sales $56,000 $42,000 $63,000 $63,000 $77,000 $77,000 $70,000 $70,000 $56,000 $56,000 $42,000 $42,000 $714,000 

Actual Monthly Sales $0 

Actual Monthly Direct Costs $0 

Actual Gross Margin $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

Actual O/H Expense $0 

Actual Profit/Loss $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

Monthly Sales Difference ($56,000) ($42,000) ($63,000) ($63,000) ($77,000) ($77,000) ($70,000) ($70,000) ($56,000) ($56,000) ($42,000) ($42,000) ($714,000)

# of Leads Needed 20 15 23 23 28 28 25 25 20 20 15 15 255

Lead Generation: 35% 7 5 8 8 10 10 9 9 7 7 5 5 89

Service Leads: 10% 2 2 2 2 3 3 3 3 2 2 2 2 26

Referrals: 55% 11 8 12 12 15 15 14 14 11 11 8 8 140

Break Even Analysis

Monthly Break Even Sales $45,640 $34,230 $51,345 $51,345 $62,755 $62,755 $57,050 $57,050 $45,640 $45,640 $34,230 $34,230 $581,910

Break Even Sales Diff -$45,640 -$34,230 -$51,345 -$51,345 -$62,755 -$62,755 -$57,050 -$57,050 -$45,640 -$45,640 -$34,230 -$34,230 -$581,910



Residential Audit Services

[go to Worksheet D from Workbook]

DEALER NAME: HONEST JOHNS

FILL IN 

YELLOW 

SPACES

TM NAME: 
Monthly Residential 

DATE COMPLETED: 
Energy Audit Services, O/H $ B/E  Budget vs. Actual  SUMMARY

Residential Energy Audit Sales $300,000

Average $ Invoice: $350

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec TOTALS

6% 6% 9% 9% 11% 11% 10% 10% 8% 8% 6% 6%

Budgeted Monthly Sales $18,000 $18,000 $27,000 $27,000 $33,000 $33,000 $30,000 $30,000 $24,000 $24,000 $18,000 $18,000 $300,000 

Actual Monthly Sales $0 

Actual Monthly Direct Costs $0 

Actual Gross Margin $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

Actual O/H Expense $0 

Actual Profit/Loss $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

Monthly Sales Difference ($18,000) ($18,000) ($27,000) ($27,000) ($33,000) ($33,000) ($30,000) ($30,000) ($24,000) ($24,000) ($18,000) ($18,000) ($300,000)

# Invoices Needed 51 51 77 77 94 94 86 86 69 69 51 51 857

Leads (10% of # Invoices) 5 5 8 8 9 9 9 9 7 7 5 5 86

Break Even Analysis

Annual Dept O/H Budget $97,800

Annual Dept B/E Sales $195,600

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec TOTALS

6% 6% 9% 9% 11% 11% 10% 10% 8% 8% 6% 6%

Monthy Break Even Sales $11,736 $11,736 $17,604 $17,604 $21,516 $21,516 $19,560 $19,560 $15,648 $15,648 $11,736 $11,736 $195,600 

Actual Monthly Sales $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

Break Even Sales Diff ($11,736) ($11,736) ($17,604) ($17,604) ($21,516) ($21,516) ($19,560) ($19,560) ($15,648) ($15,648) ($11,736) ($11,736) ($195,600)



We Reviewed Today
• Proforma

• Monthly Cash Flow

• Residential Break Even Worksheets

• Installation Sales

• Audit Services

Others We Won’t Cover Today (but are available at no cost)

• Residential Break Even Worksheets

• Custom Construction

• Tract Homes

• Commercial Break Even Worksheets

• Replacement

• Service /Repair

• Maintenance

Templates in the Workbook



To Learn More…..

California Contractor Exchanges
January 11-12 and 26-27

www.utilityexchange.org/california
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