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FINANCIALS AND YOUR SALES PRICE 
 
     Normally preceding a long rant, I would apologize for the verbose nature of my 
writing.  Not this time.  If you are planning to start your on business or have already 
started and do not know exactly what your hourly rate should be, then sit down and 
read.  Business is not easy.  If you expect, need, or want your business to be easy, then 
get out now...PERIOD. 
 
     Business is not for wimps, cry babies, children, weaklings, softies, slackers, 
wannabes, or overly defensive people.  It is for grown ups that can handle finding out 
they are wrong and when it happens (it WILL happen) are mature enough to do 
something about it.  If you are an ego maniac, easily offended, cannot control your 
temper, or cry foul every time someone disagrees with you, then get out 
now...PERIOD. 
 
     First and foremost the laws of accounting will govern your profitability.  Those laws 
are as rigid and unforgiving as the law of gravity.  If you think you can succeed and 
progress in business by rewriting them or ignoring them, then get out now...PERIOD. 
 
     Life is not fair.  Business is not fair.  Taxes are not fair.  Insurance rates are not fair.  
Paying $300 per hour to get a value meal at McDonalds is not fair.  Being fair is related 
to the results, the product, or the completed service, not what you charge to provide 
them.  So if you think being "FAIR" is part of the calculation of your selling price, then 
not only are you an idiot, you should definitely get out now...PERIOD. 
 
     Understanding your own Financials and determining the right sales price for your 
service is critical for EVERY Plumbing Business Operator.  The following is a brief 
outline of both. 
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WHAT DOES A FINANCIAL REPORT SAY? 
 
     This will be the part of the lesson that is briefer than it should be.  Why?  Because 
one of the most concise and effective presentations of the matter is already available.  
Contact Ellen Rohr at www.barebonesbiz.com and get her book, "Where Did the Money 
Go?"  Read it about twenty times as a warm up. Now read it one more time but this time 
pay attention.  You will thank her for the rest of your life.  In the mean time, here is a 
brief outline of what a financial report does for you. 
 
     The financial report (sometimes called the Financials) is the score keeper.  It lets you 
know on a daily, weekly, monthly, and annual basis whether you are winning or losing.  
If you think you can be successful in business without being able to read and 
understand your own financial report, then get out now...PERIOD. 
 
     Your Financials consist of 3 main reports: 
 
 1.  Income Statement (often called Profit & Loss Report or P&L for short) 
 2.  Balance Sheet 
 3.  Cash Flow Statement (or Statement of Cash Flows) 
 
     The P&L report is the main score keeper.  It tells you exactly how much cash you 
kept or lost over a given time frame.  It starts with your sales revenue, subtracts your 
material and labor costs to tell you your gross profit (or gross margin).  Then it subtracts 
all of your other expenses (overhead) to arrive at your Net Profit (or Net Loss). 
 
     The Balance Sheet lets you know what you did with your profit and with any money 
you used to start the business.  It will be a snapshot at any given time of your Assets 
(things you have), your Liabilities (money you owe), and the Owner's Equity 
(accumulated profit).  The all important "Accounting Equation" is reflected in the 
Balance Sheet.  The equation is: 
 
 Assets = Liabilities + Owner's Equity 
 
     For instance if your business has $25,000 in assets, and $15,000 in liabilities, then 
the owner's equity is $10,000.  There have never been nor there ever be an exception 
to the rule of the Accounting Equation. 
 
     There is much for you to learn about preparing, reading, and understanding your 
Financials.  You must take the time to do it.  Ellen Rohr is a great source but not the 
only one.  If you think you do not have time or do not want to get this done, then get out 
now...PERIOD. 
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WHAT IS MY HOURLY RATE? 
 
     That is the question all Plumbing Business operators must be able to answer.  Some 
do it by shaving a few bucks off the rate their last employer charged.  Others use a 
much more scientific method.  They call ten or twelve (or usually just two) other 
plumbers and pick a number in the middle of their rates.  Then there are a precious few 
that actually make an accurate business decision.  If you did not accurately base your 
rate on a predetermined budget of overhead expenses, then you have no business 
being in business.  You must accurately calculate your hourly rate or get out 
now...PERIOD. 
 
     Here is the magic formula: 
 
 Overhead / Billable Hours = Billable Hour Rate  
 
     Sounds simple right?  Well you would think so but many small plumbing business 
startups find it near impossible.  This budget illustration will be based on a One-Man-
Band plumbing business with no other employees.  The numbers are also just for the 
illustration.  They are not real.  You have to use numbers that are relevant for you.  
They might or might not be similar to other business budgets but no two will be identical 
so pay attention to the format, not the actual dollars. 
 
          The first step to setting your hourly rate is making an overhead expense budget 
for the coming year.  This is simply a matter of realistically estimating everything you will 
have to write a check for within the next twelve months.  If you have been in business 
for more than a year, you should be able to piece together some reasonable numbers 
easily.  If you have yet to start your business, some of this will be no more than a wild 
guess but you have to start somewhere.  That is, somewhere other than the first two 
options mentioned in the previous paragraph. 
 
     Start with your salary.  This is a salary for not just you as a plumber but also you as 
the owner of a business.  It would be reasonable to assume the amount should be as 
high as or higher than any journeyman plumber in your area that can work normal hours 
and then go home at night to be with his family.  If the top dog in your town gets 
$50,000 a year to clock in and out, then I think you should get at least $70,000 to be 
clocked in 24-7, don't you?  Don't forget health insurance.  The best journeyman in town 
is probably getting his health insurance paid as well. 
 
     Now list all the other expenses you expect to incur for the year. This is a seemingly 
never ending list.  Here is the really good news, no matter how many things you think 
you thought of, there will always be things you missed.  Pretty cool huh?  Welcome to 
the world of business.  I am going to list several items (in no particular order) with a 
"guessed" annual cost to give you an idea of what must be included so you can use the 
"What Is My Rate" formula.  The list is by no means complete.  For instance I did not list 
any office supplies, accounting/legal fees, loan interest, work clothes, etc.  Again, this is 
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just so you understand how to go about it.  There is nothing in the overhead budget for 
job materials, permits, or sub-contractors.  These are expenses that get charged directly 
to a customer for a particular job so they are not part of your overhead expense budget. 
 
 Owner Salary  $70,000 
 Self Emp Tax     5,355 
 Vehicle Payment       4,200 
 Liability Insurance      1,000 
      Health Insurance       4,800 
 Initial Inventory     2,500 
 Fuel       6,000 
 License Renewals     1,000 
 Continuing Ed.        500 
 Vehicle Maint.      5,000 
 Tools/Equipment    10,000 
 Cell Phone       1,800 
 Internet Service     1,000 
 Marketing     10,000 
    ----------- 
  Sub Total     $120,655 
 15% Profit      21,292 
    ----------- 
  
 Grand Total 
 Expense Budget    $141,947 
 
     Countless surveys have concluded that the number of hours one man will get to bill a 
customer in the plumbing service business is 4 to 5 hours per day.  For this illustration 
we will pick the lower number of 4 because a new one-man-shop (OMS) will have to 
divide his time between selling, marketing, accounting, budgeting, shop/equipment 
maintenance, preparing estimates, truck maintenance, worrying, and when he finally 
gets around to it, running a service call. 
 
     Now look, I know there will be days that you get to work on a particular job all day 
long.  Those will be the ones you want to remember.  But they are not the ones you 
count on in your budget.  You will also have days when you stare at the telephone and 
then call yourself to be sure the number is still connected.  History can not be ignored.  
If you are an OMS, you will be lucky to maintain a 4 hour average EVERY day.  Unless 
of course you plan on working 10 or 12 hours a day to stay caught up on the actual 
business of running your business.  Surely a 60 hour work week is not your budget plan.  
If it is, then you guessed it, get out now...PERIOD. 
 
     You have 5 work days a week, and 52 weeks in a year.  If you work every day of 
that, you will have amassed 1,040 billable hours.  So in our example above, the 
Expense budget is $141,947 and the Billable Hours are 1,040. 
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 Overhead / Billable Hours = Billable Hour Rate  
 
  $141,947  /  1,040             =  $136.49 per hour 
 
     There you go.  Just a few of the possible overhead items listed and you will have to 
charge $136 per hour to make it work.  Many people reading this that are inexperienced 
in business may say that is too high, above the going rate, nobody will pay that price, or 
even that it is unfair.  Fine.  You have three choices: 
 
 1. Lower your salary (pay cut) 
 2. Lower the other overhead expenses (probably not possible) 
 3. Increase billable hours (goodbye family time) 

 
And of course there is: 
4. Get out now...PERIOD! 

 
     There you go.  It is all mapped out.  All you have to do is plug in your own numbers 
and poof! You have your hourly rate.  There are still some that after all of this, that will 
still want someone else to tell them what the numbers are.  Too bad.  You have to figure 
them out for yourself because they are different for everybody.  The big three unknowns 
are your salary, your desired profit margin, and your number of billable hours.  
 
     You have to be able to figure this out on your own.  If you can not determine these 
three things without someone else telling you what to do, then you guessed it.... 
 

GET OUT NOW...PERIOD. 


