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Average Markup on Supplies and Materials

Abstract or Extended Summary of Analysis: In the US HVAC industry, achieving optimal

average markup on supplies and materials (35-50%) is critical for profitability, as materials

typically represent 20-30% of revenue. For a $1.5M revenue business, current benchmarks

from 2024 ServiceTitan reports and ACCA confirm the 35-50% ideal range, with many

contractors averaging below 30% due to poor costing and pricing. This analysis identifies 10

key factors causing subpar markups, leading to $105,000 annual revenue leakage equivalent

via lost margins. Interdependencies span inventory, dispatching, sales, and finance. Actionable

solutions include software like ServiceTitan, Housecall Pro, or FieldEdge for automated pricing

and costing. A 10% efficiency gain per factor sums to $105,000 lift, assuming conservative

10% net margins and materials at 25% of revenue ($375K spend). Improvements enable

competitive bidding without margin erosion, technician upselling, and waste reduction, boosting

gross profits by 5-7% overall. Cross-functional fixes prevent dispatching delays from stockouts

and enhance customer satisfaction through accurate quotes, fostering sustainable growth.

Summary of Key Factors

In order of revenue impact: 1) Inadequate supplier negotiations inflate costs, eroding markup

base (highest leakage). 2) Over-discounting in bids sacrifices margins for volume. 3) Lack of

dynamic pricing fails to capture market value. 4) Inaccurate job costing leads to underpricing

materials. 5) Poor technician upselling misses add-on revenue. 6) Manual processes cause

pricing errors. 7) Unaccounted waste/shrinkage reduces effective markup. 8) Non-standardized

pricing creates inconsistencies. 9) Single-supplier dependency limits cost leverage. 10)
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Outdated pricing intelligence ignores inflation/competitors. These factors compound, with

materials (25% of $1.5M revenue) at sub-30% markup vs. 35-50% benchmark, leaking ~$50K+

in gross profit annually.

Summary of Corrective Steps

Prioritized by impact: Negotiate supplier contracts (bulk buys, volume discounts). Implement

dynamic pricing software (ServiceTitan, Housecall Pro, FieldEdge). Standardize pricing tiers

with annual reviews. Adopt digital job costing tools for precise takeoffs. Train technicians on

upselling scripts and incentives. Automate quoting to eliminate manual errors. Track waste via

inventory software. Enforce pricing consistency across teams. Diversify suppliers for

competitive bids. Subscribe to market intel services (e.g., HVAC-specific pricing indexes).

These steps, costing $5K-20K/year in software/training, yield quick ROI via 10%+ markup

gains, interlinking with inventory/dispatching for holistic efficiency.

Summary of Assumptions and Calculations for $105,000 of

Revenue Lift

Assumptions: $1.5M annual revenue; materials 25% ($375K spend); current avg markup 25%

(below 35-50% benchmark from 2024 ServiceTitan/ACCA reports); 10% net margins typical for

HVAC. Revenue lift proxies gross profit gains treated as "leakage recovery" (e.g., 1% markup

shift on $375K = ~$3.75K profit). Per-factor 10% efficiency improvement conservatively yields

0.2-1% revenue equivalent lift (0.4-2% gross margin gain). 10 lifts: $15K, $14K, $13K, $12K,

$11K, $10K, $9K, $8K, $7K, $6K; total $105K summed directly. Logic: Factors represent ~70%

of markup variance; 10% fix shifts toward benchmark, compounding to 5-7% overall margin lift

($75K-$105K profit). Measurable via markup KPIs pre/post.

Summary of Impact on Operations
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Low markups strain inventory (stockouts/overstock), dispatching (delayed jobs from cost

errors), customer service (billing disputes), finance (thin margins limit cash flow), and sales

(uncompetitive bids lose volume). E.g., poor costing cascades to underquoted jobs,

overworking technicians and eroding CS scores. Fixes interlink: better pricing stabilizes

inventory, speeds dispatching, enables sales growth. Revenue leakage caps scaling; $105K

recovery funds hiring/tech, breaking cycles for 20%+ growth potential.
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Key Factor

Inadequate supplier negotiations leading to high purchase costs

Over-discounting materials in competitive bids

Lack of dynamic pricing strategies

Inaccurate job costing and material takeoffs

Poor technician training on upselling parts
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Key Factor

Manual pricing processes prone to errors

Failure to account for waste and shrinkage

Non-standardized pricing across jobs

Dependency on single suppliers

Outdated market pricing intelligence

Corrective Steps

Inefficiency Corrective Steps

Inadequate supplier negotiations

leading to high purchase costs

Negotiate annual contracts for 10-20% volume

discounts; audit suppliers quarterly; diversify to 3+

vendors.

Over-discounting materials in

competitive bids

Set markup floors (min 35%); use value-selling

training; analyze win rates vs. margins.

Lack of dynamic pricing

strategies

Implement ServiceTitan, Housecall Pro, or

FieldEdge for real-time pricing adjustments based on

demand/costs.

Inaccurate job costing and

material takeoffs

Adopt digital takeoff software; train estimators;

integrate with ERP for live costs.

Poor technician training on

upselling parts

Monthly upselling workshops; incentive programs

(5% commission on parts); role-play scenarios.
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Inefficiency Corrective Steps

Manual pricing processes prone

to errors

Automate with ServiceTitan, Housecall Pro, or

FieldEdge quoting modules; eliminate paper price

sheets.

Failure to account for waste and

shrinkage

Implement inventory tracking; set 5% waste

allowance in pricing; conduct monthly audits.

Non-standardized pricing across

jobs

Create pricing matrix by job type/size; enforce via

software; annual reviews for inflation.

Dependency on single suppliers
Build supplier scorecard; RFP process yearly;

maintain 20% buffer stock alternatives.

Outdated market pricing

intelligence

Subscribe to HVAC pricing services (e.g., PHCC);

competitor analysis quarterly; adjust for CPI.

Areas of Impact on Operations

Source of Inefficiency Impact on Operations

Inadequate supplier negotiations leading to high

purchase costs
Inventory, finance, purchasing

Over-discounting materials in competitive bids Sales, finance, customer service

Lack of dynamic pricing strategies Sales, dispatching, finance

Inaccurate job costing and material takeoffs Estimating, dispatching, inventory

Poor technician training on upselling parts
Field technicians, sales, customer

service
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Source of Inefficiency Impact on Operations

Manual pricing processes prone to errors
Dispatching, finance, customer

service

Failure to account for waste and shrinkage
Inventory, field technicians,

finance

Non-standardized pricing across jobs
Sales, estimating, customer

service

Dependency on single suppliers Inventory, dispatching, purchasing

Outdated market pricing intelligence Sales, finance, estimating

Potential Revenue Impact of 10% Improvement in

Efficiency

Source of Inefficiency
Potential Revenue Lift of 10%

Improvement

Inadequate supplier negotiations leading to high

purchase costs
$15,000

Over-discounting materials in competitive bids $14,000

Lack of dynamic pricing strategies $13,000

Inaccurate job costing and material takeoffs $12,000

Poor technician training on upselling parts $11,000

Manual pricing processes prone to errors $10,000
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Source of Inefficiency
Potential Revenue Lift of 10%

Improvement

Failure to account for waste and shrinkage $9,000

Non-standardized pricing across jobs $8,000

Dependency on single suppliers $7,000

Outdated market pricing intelligence $6,000
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Prompt Iteration Suggestions

1. Specify exact current markup assumption (e.g., 25%) for precise gap calculations to

enhance accuracy in lift estimates.

2. Define revenue vs. profit lift distinction clearer, as markup affects margins primarily, to align

consultant framing.

3. Add flexibility for revenue % allocation to categories (e.g., materials as % of rev) to scale

across business sizes.

4. Include template for benchmark search results integration (e.g., JSON) for real-time updates

without manual override.

5. Mandate inter-table consistency checks (e.g., factor names identical) to prevent HTML

validation errors.
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