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Prologue

PROLOGUE

PROLOGUE

p
B

Bob

Pond Builder Bob wiped the sweat 
from his cheek with the pad of his 
thumb, leaving a muddy streak 
beneath his left eye, reminiscent of 
Native American war paint. Leaning 
on his shovel, he paused to survey  

his surroundings. Aquablue rocks 
were stacked to his right, bags 
of mulch dotted the corner of 
the yard like buffalo grazing on 

the prairie, and his crew of three 
surrounded the 20’ wide hole that 
flowed in kidney bean formation 
from his feet.

Growing Pains

This would be the sixth 
pond Bob and his crew 
installed this month, yet 
he was barely making 
ends meet with his eight-
year old business, “Gar-

den Vistas.” Water gardening 
was busting at the seams and 
his team could barely keep up 
with the demand.

Bob knew that critical deci-
sions needed to be made in 

the near future. At the rate 
things were going, more laborers 

would need to be hired, which 
meant another truck needed to 
be purchased, not to mention 
additional tools and materials. A 

gnawing ache in Bob’s lower 
back reminded him to pick 
up the shovel and continue 
leveling off the pond shelf 
he was perfecting.

Bob ignored the blister on his right 
palm and continued to let his mind 
drift, while sweat dripped off the tip 
of his nose like a leaky faucet. A mere 
two years ago, Pond Builder Bob got 
his feet wet with pond construction. 
Growing weary with lawn service 
contracts, he knew pond installations 
would allow him the opportunity to 
showcase his creative streak. He’d 
also heard a pond with a waterfall 
could be built in just a day with 
good-to-great financial returns.  
“Who wouldn’t jump on that cara-
van?” Bob wondered.

Taking Business  
to the Next Level

And now, he was at a crossroads. 
Taking “Garden Vistas” to the next 
level was refreshingly tempting. Bob 
wielded his shovel while struggling 
internally with the financial chal-
lenges. Ideally, he wanted to hire a 
foreman so he could spend more time 
on design and sales. But would he 
sell enough ponds to cover his labor 
costs? Could he responsibly man-
age his burgeoning overhead, while 
supporting healthy growth? Short of 
signing up for Accounting 101 at the 
Community College, could he figure 
out a simple solution to his  
financial dilemma?

Pond Builder Bob tugged at his 
shirtsleeve and stretched it toward 
his brow to wipe off beads of per-
spiration. He wasn’t sure if he was 
sweating from the friction of shovel 
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against dirt, or from the stress of 
finances and pending business deci-
sions. He wished someone would just 
tell him what to do.

The Amazing Turn

Later that evening, Bob sat down 
at the kitchen table with the day’s 
mail begging for his attention. In the 
middle of the stack of envelopes, the 
corner of a lime green postcard jutted 
out like oversized lettuce on a sand-
wich roll. Bob thumbed the corner 
of the card and tugged it from the 
midst of the bills and letters. “Empty 
Pockets, But Business Is Booming?” 
The headline jumped off the card and 
lifted Pond Builder Bob’s eyebrows  
in curiosity. 

He ran his fingers through his 
thinning hair and flipped the card 
over. “Accounting degree not needed,” 
the card continued. “Step One: Learn 
the simple system to Break Even in 
your landscape business. Step Two: 
Learn to manipulate Break Even so 
your pockets overflow while business 
is booming.” A smile tugged at one 
corner of Bob’s mouth as he reached 
for his cell phone and dialed the  
800-number to place his order for  
Pond Builders Guide to Break Even. 
Unbeknownst to Pond Builder Bob,  
his life was soon to take an  
amazing turn.

PROLOGUE

PROLOGUE

Bob

B
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CHAPTER ONE

MONiTORiNG FiNANCiAL HEALTH

1Monitoring Financial Health

B

Bob

Do you love getting your hands dirty 
in the great outdoors while being your 
own boss? Do you hate the details of 
finance and bookkeeping, but want 
more money in your pocket at the end 
of the day? Join the forces of a myriad 

of pond builders just like you who 
have a passion for landscaping 
and waterscaping, but hate 
getting bogged down in the 
details of actually having to run 

their business. Just 
like it takes time 
and effort to build 
a pond, it takes 

time and effort 
to maintain the 
financial health 
of your company. 

Jump Start  
Your Business

The good news is … 
you don’t have to be a 

rocket scientist to figure out 
how to put more money in your 
pocket at the end of the day! 

Simply learning the system to 
Break Even will give you a jump 
start over other pond builders 
who leave their finances solely in 
the hands of the accountants … 
without ever taking the time to 
decipher and analyze that valu-

able information.

The first step to master-
ing Break Even is learning 

the value of a basic Income 
Statement. If you’re not familiar 

with this document, make the commit-

ment today to check it often. Breaking 
the Income Statement into manageable 
pieces will help you realize the ease 
and importance of maintaining good 
financial health.

To understand how ample sales get 
whittled down to a smaller amount 
that gets stuffed in your pocket at the 
end of the day, you must first under-
stand the basic Income Statement. 
Every business has an Income State-
ment that can be used as a thermom-
eter to determine the financial health 
of the company. If the bottom line, 
or Net Income, of this statement is 
positive, then the business is in good 
health because it’s making money. On 
the other hand, if the bottom line is 
negative, then the company is ill and 
needs immediate attention because 
it’s losing money. You may also find 
yourself in a precarious position if the 
bottom line is positive, but you still 
don’t have money in your pocket at the 
end of the day. 

You need to take the temperature of 
your business frequently by checking 
your Income Statement on a regular 
basis … at least monthly. Quarterly 
review of the Income Statement will 
not suffice.

Reading and Understanding 
Your Income Statement

The Income Statement is divided 
into three sections: Sales (income or 
revenue), Cost of Goods Sold (COGS 
or Cost of Sales), and Overhead 
(expenses). Very simply, both the  
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Cost of Goods Sold and Overhead 
expenses are subtracted from Sales to 
determine Net Income. Net Income is 
the profit left in your pocket at the end 
of the day.

Sales – Cost and  
Expenses = Income

For a pond installation, Cost of 
Goods Sold includes costs for items 
such as rock, mulch, and direct labor 
(the crew working on the pond, but 
not the bookkeeper who creates your 
Income Statement). Overhead includes 
expenses such as the truck payment, 
gasoline, rent, and indirect labor (this 
is where that bookkeeper’s salary is 
entered). Please note that the truck 
payment and gasoline can be included 
as Cost of Goods Sold. Just make 
sure that if you opt to include vehicle 
expenses as part of what it costs to 
complete the job, always include it in 
this section of your Income Statement. 
In other words, don’t include the truck 
payment as Cost of Goods Sold one 
month, but include it as Overhead  

the next month. However you set 
up your Income Statement, it must 
remain consistent!

Why Good Salesmen Don’t 
Always Make Money

Business is booming and your sales 
are increasing. That’s a good thing, 
right? But at the end of the day, you’re 
struggling to make ends meet. That’s 
not so good. Perhaps you landed a 
$50,000 commercial pond installation, 
but after the job was complete you 
couldn’t even afford a 6-pack of Pabst 
Blue Ribbon to celebrate. On the other 
hand, last week you completed three 
pond jobs under $6,000 each and were 
able to romance your spouse with a 
lobster dinner and $100 bottle of Dom 
Perignon. How did that happen?

Never make the mistake of moni-
toring financial health by merely 
tracking sales dollars. That would 
be similar to assuming the rosy glow 
in your child’s cheeks means he’s 
feeling chipper when, in fact, he’s 
running a fever. If you want to be 
financially successful, you absolutely 
must look at every line item of your 
Income Statement. Failing to do so 
will ensure financial disaster. Make 
the commitment today to become up 
close and personal with your Income 
Statement. You’ll be surprised to 
find that once you’re familiar with 
your Income Statement, maintaining 
financial health isn’t that difficult or 
time-consuming. 

While the Income Statement is 
important, it does not paint the whole 
picture of your company’s financial 
health. Used in conjunction with 
the Income Statement, the Balance 
Sheet and Cash Flow Statement will 

The Balance Sheet 
reports assets (what 
you own), liabilities 
(what you owe), and 
equity (what you’re 
worth). The Cash 
Flow Statement 

reports movements 
of cash: where you 
get your cash, and 
where you spend 

your cash.

CHAPTER ONE

MONiTORiNG FiNANCiAL HEALTH

Bo

B B

Bob

TIPS

The Income Statement  
is also known as the  
Operating Statement,  
or the Profit & Loss  
Statement. It shows  

activity over a period  
of time, such as July 1st 

through July 31st.

B

TIPS

Bob
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portray an accurate summation of 
overall financial health. Think of it 
this way: A thermometer tells you 
that your child with the rosy cheeks 
is ill. Include a trip to the doctor and 
perhaps a few medical tests, and his 
prognosis will be more complete.

When Is a Sale a Sale?

Sales get recorded on the first line  
of the Income Statement, when a com-
pany has shipped product or completed 
a service to the customer. When you 
ring up a pond kit on the cash register, 
you’ve made a sale. When you finish 
installing Mrs. Jones’ Pondless®  
Waterfall, you’ve completed the sale.

Don’t make the mistake of counting 
an order as a sale! For example, you 
visited Mrs. Jones and she loved your 
idea to transform the barren corner 
in her backyard with a water feature. 
She enthusiastically signed on the 
dotted line and installation was slated 
for November, and she may have 
even given you a deposit. Inclement 
weather moved the installation date 
to March of the following year. 

If you enter the order as a sale in 
November instead of March, 
when the installation is 
completed, your financial 
statements will be skewed. 
The order doesn’t become 
an actual sale until the job 
is complete and Mrs. Jones 
can sit by her Pondless® 
Waterfall sipping a martini 

while watching the sun set. Simply 
receiving the order does not result 
in any income. Mrs. Jones could pass 
away before you even break ground in 
her backyard. Therefore, no sale. 

Cost of Goods Sold  
(Or Cost of Sales)

Cost of Goods Sold appears directly 
under Sales on the Income Statement.

Cost of Goods Sold means exactly 
what it says. What did it cost you to 
sell your goods? In the case of Mrs. 
Jones, you charged $6,000 to install 
her Pondless® Waterfall. Before 
starting the job, you purchased the 
kit, rock, mulch, and plants. You also 
needed to pay your construction crew 
for the time they spent installing the 
waterfall. Your total cost for the sale 
added up to $2,950.

Cost of Goods Sold:

Pondless® Waterfall Kit $1,200
Rock $700
Mulch $50
Plants $200
Labor $800
Total $2,950

After subtracting Cost of Goods Sold 
from the sale of Mrs. Jones’ Pondless® 
Waterfall, you’re left with $3,050  
(also known as Gross Profit or  
Gross Margin). 

Sale – COGS = Gross Profit
$6,000 – $2,950 = $3,050

Income Statement
for the period July 1 - July 31

Sales $30,500.00

Cost of Goods Sold $21,000.00

Gross Profit $9,500.00

Overhead $6,400.00

Net Income $3,100.00

Income Statement
for the period July 1 - July 31

Sales $30,500.00

Cost of Goods Sold $21,000.00

Gross Profit $9,500.00

Overhead $6,400.00

Net Income $3,100.00

CHAPTER ONE

MONiTORiNG FiNANCiAL HEALTH
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CHAPTER ONE

The same scenario holds true if you 
own a retail store. Suppose you sell a 
barrel kit to Abby Hayworth, a local, 
renowned do-it-yourselfer. You ring 
up her barrel kit purchase for $250. 
You bought the fountain from a local 
distributor for $100. You’re left with  
a Gross Profit of $150.

Sale – COGS = Gross Profit
$250 - $100 = $150

Unfortunately, the $3,050 (or $150 
for the sale of the fountain) doesn’t go 
in your pocket just yet. You still need 
to subtract any Overhead (expenses) 
that you incur to run your business, 
such as rent, the truck payment, 
gasoline, and that bookkeeper’s 
salary. Overhead is a critical piece of 
the Break Even equation, and can be 
directly controlled by decisions you 
make on a daily basis. Identifying and 
controlling Overhead is discussed in 
more detail in Chapter Three.

Notes:

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Bob

B
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Exercises:

1.  What is used like a thermometer to determine the financial health  
of your business?

 

 

 

 

 

 

2.  What three sections comprise the Income Statement?

 

 

 

 

 

3.  What equation is used to determine Net Income?

 

 

 

 

4.  Besides the Income Statement, what other two documents are needed  
to give a full prognosis of your company’s financial health?

 

 

 

 

CHAPTER ONE

MONiTORiNG FiNANCiAL HEALTH
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2Gross Profit 
Money Left Over to Pay the Bills

CHAPTER TwO

B

Bob

By now you should have a pretty 
good grasp of sales and what it costs 
to make those sales. You learned that 
by subtracting Cost of Goods Sold 
from Sales, you’re left with Gross 
Profit Dollars (also known as Gross 
Margin). Basically, Gross Profit is 
what’s left over at the end of the day 
to pay bills such as rent, utilities, and 
expenses not directly related to mak-
ing the product or service (such as the 
bookkeeper’s salary).

So, When Will  
You Break Even?

You received a $6,000 payment 
for Mrs. Jones’ Pondless® Waterfall, 
which cost you $2,950 to install from 
the minute you broke ground to the 
last planting of perennials along the 
border of the waterfall. Your Gross 
Profit dollars from the job totaled 
$3,050. You know you have Overhead 
expenses that will take a good chunk 
of that $3,050 profit. This clearly 
makes sense, but how do you know if 
you’ll Break Even by year’s end? Why 
are sales hopping, but you’re strug-
gling just to get by? And once you 
Break Even, how do you determine the 
amount of money you’ll continue to 
make with future pond installations?

In order to determine when you’ll 
Break Even and how that affects your 
Net Income, you need to learn how to 
calculate your Gross Profit Percent. 

Don’t groan… there’s no need to 
sign up for Math 101 just yet as the 
process is really quite simple. Using 

the Jones job as our example, let’s 
figure the Gross Profit Percent  
by dividing the Gross Profit Dollars 
by Sales.

Gross Profit Dollars ÷ Sales  
= Gross Profit Percent

$3,050 ÷ $6,000 = 51%

Try that same  
exercise for Abby 
Hayworth’s barrel 
fountain purchase.

 Gross Profit  
 Dollars ÷ Sales  
 = Gross Profit Percent
 $150 ÷ $250 = 60%

Bo

B B

Bob

TIPS

Gross Profit Percent  
is also known as  

Gross Profit Margin,  
or GPM.
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Which transaction ended up with 
a greater profit margin, the Jones or 
Hayworth sale? Although you had 
$3,050 Gross Profit Dollars from the 
Jones transaction, the Hayworth sale 
actually had a better Gross Profit Per-
cent because you ended up with 60% 
of the sales dollars from the barrel 
fountain, as opposed to 51% of the sales 
dollars from the Jones installation. 
Obviously, $3,050 is a lot more money 
than $150, but the valuable lesson here 
involves understanding the importance 
of your Gross Profit Percent.

Does this mean you should increase 
the price of the pond installations to 
create a greater Gross Profit Percent? 
Not necessarily! Don’t use the Break 
Even system as a pricing strategy! If 
you overprice yourself in your market, 
you could begin to lose installation jobs 
to your competitor down the street. 

Notes:

 

 

 

 

 

 

 

 

 

 

 

Raising prices in 
order to increase 
your Gross Profit 
Percent needs to 
be done thought-
fully. Be careful 
not to overprice 

your service 
and products! 

Another way to 
increase Gross 
Profit Percent is 
to control your 
Cost of Goods 
Sold. Can you 

negotiate better 
prices for rock 

and mulch? Can 
you install a 

basic pond in the 
same amount of 
time with four 
people instead  

of five?

Here’s your Math 101 lesson for the day! Divide 
$3,050 (Gross Profit) by $6,000 (Sales) on a calculator 
and you end up with 0.508. During your school years, 

you learned that when converting a number into a  
percent, you have to move the decimal point to the  

right two places before adding the percent sign:

0.508 = 050.8%

Simply drop the unnecessary 0 in the front, round  
up and drop the .8 decimal, and you have 51%.

B

Bob

TIPS

B

TIPS

Bob

CHAPTER Tw0

GROSS PROFiT
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Exercises

1.   How do you compute Gross Profit Percent?

 

 

 

 

 

2.  How do you convert a number into a percent?

 

 

 

 

 

3.  If you sell a pond kit for $750, and it cost you $400 to purchase that kit  
from a distributor, what’s your Gross Profit Percent?

 

 

  

4.  If you install a standard pond for $7,500 and your total Cost of Goods Sold  
for the job is $3,900, what’s your Gross Profit Percent?

 

 

 

GROSS PROFiT

CHAPTER TwO
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3Factoring in Overhead

CHAPTER THREE

B

Bob

After a hard day’s work in the 
Jones’ backyard, you beam with pride 
behind the wheel of your pick-up 
truck, knowing you just made a Gross 
Profit of $3,050. Visions of shiny new 

tools dance in your head as you 
consider stopping by the hardware 
store on your way home. But then 
your bookkeeper’s face invades 

the dream and you submit to the 
fact that your truck payment and 

other bills need to 
be paid. When 

all is said and 
done, the 
only shiny 
new tool 
you’ll be 
able to 

afford is a 
spade or hand 

hoe. You promise 
to review all the 

monthly bills with the 
bookkeeper … sometime 

next week when you’re not so busy.

What is Overhead?

Overhead includes expenses such 
as rent, utilities, insurance, truck 
payments, and indirect labor. Also 
known as Fixed Expenses, it can 
suck a good chunk of change from 
your Gross Profit. If your profits 

aren’t hefty enough to cover 
your Overhead, then you start 
treading on shaky ground. 
By checking your Income 

Statement on a regular basis, 
you’ll help ensure that Overhead 

doesn’t run away with all your hard-
earned profits. In addition, you’ll be 
able to identify areas of improvement in 
your Overhead. So don’t panic just yet 
if you currently find yourself in a state 
where Overhead exceeds Gross Profit.

To determine your Overhead each 
month, simply total all monthly Fixed 
Expenses. An example is shown below:

FACTORiNG iN OVERHEAD

Overhead Calculation
total all monthly Fixed Expenses

Owner Salary/Draw $5,000.00

Garage Rental $600.00

Truck Payment 
(leased or financed)

$350.00

Truck Insurance $75.00

Bookkeeper Salary 
(part-time)

$1,000.00

Gasoline  
(truck and mowers)

$1,000.00

Business Insurance $50.00

FICA and  
Payroll Taxes

$100.00

Cell Phone $100.00

Office Supplies $30.00

Credit Card Payments $150.00

Tools $50.00

Equipment  
Maintenance

$50.00

Postage $50.00

Advertising $50.00

Electricity (garage) $25.00

TOTAL $8,680.00
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B B

Bob

TIPS

FACTORiNG iN OVERHEAD

CHAPTER THREE

You’ll need several jobs like the 
Jones’ installation before you start  
to see improvement on your bottom 
line (Net Income). You can also be 
creative in determining how to  
lower Overhead expenses. Maybe  
you can negotiate lower insurance 
payments. Or maybe you can forego 
print advertising in lieu of press 
releases. Overhead is a key piece in 
determining when you’ll Break Even 
for the year. Always remember that 
too much Overhead over an extended 
period of time will always be detri-
mental to your business. 

Truck payments and 
gasoline expenses can 
be grouped in Cost of 
Goods Sold instead of 

Overhead, if you want to 
apply these directly to 

the cost of a pond instal-
lation. Once you decide 
where to categorize an 

item on the Income State-
ment, be consistent and 
always keep them in the 

same spot.

Bob

B
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4Find Your  
Break Even Date

B

Bob
September

4

The moment you’ve waited for has 
arrived! Mastering the Break Even 
formula will empower you to make 
informed business decisions. You’ll 
no longer be throwing darts at your 
target, wearing a blindfold. If you 
Break Even for the year, you’ve nei-
ther lost money nor made a profit. 

You’ve simply made enough money 
to cover your bills. 

A Simple System

Running your own business 
is a tough job, and you obviously 

want to make a profit. Lucky for 
you, there’s a simple system for 

determining 
when you’ll 
Break Even. 
The two 
numbers 
you need 

from your 
Income Statement 

to determine Break Even are 
Gross Profit Percent and Overhead. 

Take a moment to dig out your 
financial statements from last year 
after a high level review of how you 
classified expenses, and make any 
adjustments based on what you now 
know. You can use the information 

from your Income Statement to 
calculate when you broke even last 

year. This will be a good exer-
cise before you determine 
when you’ll Break Even in 
the current year. Let’s use a 

sample Income Statement to practice 
running through the calculations. You 
may be surprised to find this is easier 
than algebraic equations.

Let’s start by looking at Gross Profit 
Dollars and Gross Profit Percent. 

Remember, you determine Gross 
Profit Dollars by subtracting Cost of 
Goods Sold from Sales.

Sales – Cost of Goods Sold  
= Gross Profit Dollars

$175,000 - $89,000 = $86,000

Using the sample Income Statement 
above, we find that our Gross Profit 
Dollars equal $86,000. The next step 
is to determine Gross Profit Percent by 
dividing Gross Profit Dollars by Sales.

CHAPTER FOUR

FiND YOUR BREAk EVEN DATE

Sample Income Statement
for the period January 1 – December 31

Budgeted Sales $175,000

Cost of Goods Sold $89,000

Gross Profit $86,000

Gross Profit % 49%

Overhead $58,000

Net Income $28,000

Break Even is the point  
in time when you’ve  

made enough money to  
pay all your planned  

bills for the year.

B

Bob

TIPS
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CHAPTER FOUR

Gross Profit Dollars ÷ Sales  
= Gross Profit Percent

$86,000 ÷ $175,000 = .491 or 49%

The Gross Profit Percent from our 
sample Income Statement is 49%. 
Take a moment to figure your own 
Gross Profit Dollars and Gross Profit 
Percent using your Income Statement 
from last year. 

We can see that Overhead shown 
on the sample Income Statement is 
$58,000. Divide Overhead by Gross 
Profit Percent. These are the two 
all-important numbers in calculating 
Break Even! Consider the formula 
below using numbers from the sample 
Income Statement:

Overhead ÷ Gross Profit Percent = 
Break Even Sales

$58,000 ÷ 49% = $118,367

There you have it! You now know 
that you need to generate $118,367 in 
Sales in order to pay your bills for the 
year! Insert numbers from your own 

Income Statement to determine how 
much money you needed to pay your 
bills last year.

It’s all fine and dandy to determine 
how much money you need to pay 
your bills for the year, but we need 
to take this one step further and 
determine the actual date when you’ll 
Break Even. Once you’re armed with 
this bit of information, you’ll be able 
to make better business decisions. 
Don’t forget to share the information 
with your staff so they too can make 
better decisions on the job.

Going back to our sample Income 
Statement, we know that our Break 
Even Sales number is $118,367. Before 
identifying the date when Break Even 
occurs, we first need to figure out 
what our Average Daily Sales are. To 
compute Average Daily Sales, divide 
Budgeted Sales for the year by Budget 
Days (the number of days in your 
working budget, or 365 if you work 
the entire year).

Our Budgeted Sales (or Sales) from 
the sample Income Statement is 
$175,000. We’ll assume the business 
is open year-round and divide by  
365 days.

Budgeted Sales ÷ Budget Days 
= Average Daily Sales

$175,000 ÷ 365 = $479.45

Based on the budget, you now know 
that the Average Daily Sales need to 
be $479.45. Every night you close the 
cash register, you’ll know if you’re 
on track with your budget. Looking 
at your Income Statement from last 
year, plug in your own numbers to 
determine your Break Even Sales and 
Average Daily Sales.

Some calculators 
have a percent 

sign on them. To 
arrive at Break 

Even Sales on the 
calculator, you 
simply need to 
divide $58,000 
by 49, hit the 

percent sign, and 
you’ll wind up 
with $118,367. 
If your calcula-
tor doesn’t have 
a percent sign, 

move the decimal 
point two places 
to the left before 
dividing. You’ll 

divide 58,000 by 
.49 and arrive at 

118,367.

49% becomes .49

Bo

B B

Bob

TIPS

When converting a  
number to a percent,  

simply move the decimal 
point two places to  

the right.

B

TIPS

Bob
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We’re coming to the really exciting 
part of this chapter! Now that we’ve 
determined Break Even Sales and 
Average Daily Sales, we can actually 
take the next step and identify the 
actual date when you’ll Break Even! 
Divide Break Even Sales by Average 
Daily Sales, and you’ll find how many 
days it takes to Break Even.

Break Even Sales ÷ Average  
Daily Sales = Days to Break Even

$118,367 ÷ $479.45  
= 246.88 (round up to 247)

Since our business is open year-
round, we’re working with a 365-day 
calendar. All you need to do at this 
point is count the days and find the 
247th day of the year. September 
4th is the 247th day of the year and 
the Break Even Date for our sample 
Income Statement. Take a minute to 
look at your Income Statement from 
last year to determine what day you 
broke even!

Based on the sample Income State-
ment, we know our Break Even Date 
is September 4th. Our Gross Profit 
Percent is 49%. That means for every 
dollar made after September 4th, 49 
cents is profit! If Average Daily Sales 
remain at $479.45, then your profit 
is $234.93 each day after the Break 
Even Date.

49% x $479.45 = $234.93

You may have found from last 
year’s Income Statement that you 
didn’t Break Even during the year, 
but actually lost money! To keep this 
from happening again, you’ll need to 
identify how to effectively manipulate 
your Break Even Date to your advan-
tage so you can start making money!

Notes:

 

 

 

 

 

 

 

 

 

 

 

 

 

CHAPTER FOUR

FiND YOUR BREAk EVEN DATE

September 4th  
is the Break  
Even Date if  

seasonality is  
not figured into 
the date. Most 
pond builders 
will install the 

majority of their 
ponds during the  
summer, which 

means sales 
during January 
through April 
will be slower. 
Remember to  

factor in  
seasonality when  

determining  
your true Break 

Even Date. 

Bo

B B

Bob

TIPS

In the appendix of this 
manual, you’ll find some 

fun Lemonade Stand 
exercises to help you 
practice calculating 

Break Even. You’ll also 
find a Break Even Cheat 
Sheet to help you answer 
the questions at the end 

of this chapter.

B

Bob

TIPS
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CHAPTER FOUR

Exercises

1.     What is the formula for calculating Gross Profit Dollars?

 

 

 

 

 

2.  What is the formula for determining Gross Profit Percent?

 

 

 

 

 

3.  What is the formula for determining Break Even Sales?

 

 

 

4. What is the formula for calculating Average Daily Sales?
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Whew! If you survived Chapter Four 
with all those formulas and calcula-
tions, you can survive anything! If 
you had trouble with the formulas to 
calculate Break Even, read Chapter 
Four and keep practicing! You can 
further hone your Break Even skills 
by working through the fun Lemonade 
Stand exercises found in the appendix 
of this reference manual.

Practicing the Principle

As with anything in life, practice 
makes perfect! Just like you find 
that each pond you create becomes 
more beautiful, so too, you’ll find 

that Break Even becomes easier the 
more you practice the principle. 

Hopefully you pulled out your own 
Income Statement from last year 
to help you better understand 

calculating Break Even. And 
hopefully you found that 
you actually broke even 

early enough in the year 
to leave you with a profit 
by year’s end. If not, don’t 

despair! You can use Break 
Even to ensure that you make 

informed business decisions in 
the future so that you move your 

Break Even Date forward and become 
more profitable (and less stressed!).

Using our sample Income Statement 
in Chapter Four, we found that our 
Break Even Date is September 4th. 

That’s certainly good news, but 
what if you want to hire a full-
time sales person to generate 

more pond installations? Can you 
afford it? What will happen to the 
Break Even Date? Let’s take another 
look at that Income Statement:

Let’s assume you’ll pay the salesper-
son $40,000 per year. You need to add 
the salary to the Overhead, resulting 
in the revised Income Statement:

For the time being, we’ll say that 
Sales, Cost of Goods Sold, Gross Profit 
Dollars, and Gross Profit Percent 
remain the same, while Overhead 
increased by $40,000. The Net Income 
now shows a negative number. So 
what happens to Break Even Sales 
and the Break Even Date when you’re 
losing money? 

Sample Income Statement
for the period January 1 – December 31

Budgeted Sales $175,000

Cost of Goods Sold $89,000

Gross Profit $86,000

Gross Profit % 49%

Overhead $58,000

Net Income $28,000

Sample Income Statement
for the period January 1 – December 31

Budgeted Sales $175,000

Cost of Goods Sold $89,000

Gross Profit $86,000

Gross Profit % 49%

Overhead $98,000

Net Income ($12,000)

B

Bob

5Manipulating Break Even

MANiPULATiNG BREAk EVEN

CHAPTER FiVE

Pond Builder Guide to Break Even22   22 4/16/07   11:19:00 AM



23MANiPULATiNG BREAk EVEN

Overhead ÷ Gross Profit Percent  
= Break Even Sales

$98,000 ÷ 49% = $200,000 

By adding the salesperson, Break 
Even Sales increased by $81,633 from 
$118,367 to $200,000. You can see 
that it will now take much longer to 
reach Break Even.

Average Daily Sales remain the 
same, since our Budget Dollars and 
Budget Days have not changed. Let’s 
next determine our new number for 
Days To Break Even by using the  
new Break Even Sales figure calcu-
lated above.

Break Even Sales ÷ Average  
Daily Sales = Days to Break Even

$200,000 ÷ $479.45 = 417

Yikes! If you add a salesperson with 
a salary of $40,000 per year, it will 
now take 417 days to Break Even, 
reflected in the negative number for 
Net Income! Since there are only 365 
days in the year, you won’t even Break 
Even by hiring the salesperson, right? 
Wrong! Your overall sales dollar 
will increase with the addition of a 
full-time person dedicated to selling 
ponds. If sales don’t increase, you 
need to find a new salesperson! Let’s 
be conservative and assume that your 
new salesperson can sell an average 
of three ponds a month, at $6,000 per 
pond. That totals $18,000 per month. 

If you live in a climate where you 
can only build ponds eight months out 
of the year, then sales will increase 
by $144,000 ($18,000 x 8 months). 
Add $144,000 to the original sales 
amount of $175,000 and you arrive at 
$319,000. Cost of Goods Sold will also  
 

increase since you’ll need to buy more 
products to build more ponds. Using 
the same Gross Profit Percent of 49%, 
we can calculate Cost of Goods Sold  
to $162,690.

The sample Income Statement now 
reads as follows (note the change in 
Net Income):

If sales increase, Overhead will 
certainly increase by more than the 
salesperson’s $40,000 salary. You’ll 
have more administrative work with 
billing and bookkeeping. You’ll also 

Sample Income Statement
for the period January 1 – December 31

Budgeted Sales $319,000  
($175,000 + $144,000)

Cost of Goods Sold $162,690

Gross Profit $156,310

Gross Profit % 49%

Overhead $98,000

Net Income $58,310

Did you think 
that Break Even 

Sales would  
simply increase 

by $40,000? This 
is a mistake 
many savvy 

business owners 
make! You still 

need to remember 
that all-impor-

tant Gross Profit 
Percent number 

and how it  
factors into  
calculating  
Break Even.

B

Bob

TIPS
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TIPS

To calculate a new Cost 
of Goods Sold figure, 

multiply the new Sales 
amount by 51%, which 
is $319,000 x .51. If our 
Gross Profit Percent is 

49%, then Cost of Goods 
Sold consumes 51% 

of Sales, simply 100% 
minus 49% = 51%.

CHAPTER FiVE
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need to purchase additional tools 
and equipment to accommodate the 
increased installation of ponds. Let’s 
adjust the Overhead expense and 
revise the Income Statement:

Now that all numbers are revised, 
we can determine our new Break 
Even Date.

Overhead ÷ Gross Profit Percent  
= Break Even Sales

$108,000 ÷ 49% = $220,408

Budgeted Sales ÷ Budget Days  
= Average Daily Sales
$319,000 ÷ 365 = $874  

(round up from $873.97)

Break Even Sales ÷ Average  
Daily Sales = Days to Break Even

$220,408 ÷ $874 = 252 

Translate 252 days to a calendar 
date and you arrive at September 9th. 
Your Break Even Date increased by 
five days, but your Net Income is now 
$48,310 as opposed to the original 
$28,000. So you make the call. Is it 
worth increasing your Break Even 
Date by five days in order to add 
an additional $20,000 to your Net 
Income? Is hiring a full-time sales-
person worth the investment?

Making Informed Decisions

These are the types of informed 
decisions you can now make using the 
Break Even formula. Likewise, you 
can also manipulate Cost of Goods 
Sold and your Gross Profit Percent by 
negotiating with vendors. As men-
tioned earlier, you can probably lower 
product costs when you start buying 
larger volumes. Likewise, you should 
be able to find creative ways to con-
trol and reduce Overhead. 

Put your pencil to paper and 
calculate various scenarios. Do you 
need to buy a new truck? Change the 
numbers on your Income Statement 
to reflect the purchase and see what 
happens to your Break Even Date. If 
the purchase of a new truck extends 
your Break Even Date too far out, 
then you may want to wait until the 
following year to add the expense. Or, 
you can offer your new salesperson a 
commission on ponds sold and watch 
your overall sales increase by a large 
enough percentage to pay for that 
truck with little effect on the Break 
Even Date.

Notes:

 

 

 

 

 

 

 

 

 

Sample Income Statement
for the period January 1 – December 31

Budgeted Sales $319,000 

Cost of Goods Sold $162,690

Gross Profit $156,310

Gross Profit % 49%

Overhead $108,000

Net Income $48,310

When you start 
building more 
ponds, your 

Cost of Goods 
Sold may con-
sume a smaller 

percentage 
of your sales. 
This proves 

true when you 
start buying 

larger quanti-
ties with greater 

discounts 
on products! 
In addition, 
your instal-
lation crew 
will become 

more efficient 
pond builders 
because they’ll 

have more prac-
tice, thereby 

reducing labor 
costs.

B

TIPS

Bob
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Exercises

1.     If Sales decrease, and Cost of Goods Sold remains the same,  
what will happen to Gross Profit Dollars and Gross Profit Percent?

 

 

 

 

2.  If Sales and Cost of Goods Sold remain the same, but Overhead increases,  
what will happen to Net Income?

 

 

 

 

3.  Is it a good or bad thing if Gross Profit Percent increases? Why?
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6Enhancing Your Bottom Line

B

Bob

Net Income can be easily defined 
as the difference between how much 
you’ve sold and how much you’ve 
spent. If you’ve earned more than you 
spent, you have Net Income. However, 
if you’ve spent more than you earned, 
you have Net Loss. Many investors 
gauge the profitability of a company 

by tracking Net Income. Let’s look 
at our most recent version of the 
sample Income Statement from 

Chapter Five.

Sales – (COGS + Overhead)  
= Net Income (or Loss) 

$319,000 – ($162,690 +  
$108,000) = $48,310

Net Income  
or Net Loss

Hopefully, 
your own 
Income State-

ment shows 
Net Income 
rather than 

Net Loss. If your Income Statement 
continues to show a Net Loss, your 
business is in trouble and needs  
an overhaul. If sales are trending 
down, you can eliminate the effect  
of lost revenue on the bottom line  
by controlling Overhead or reducing 
Cost of Goods Sold. Many compa-
nies employ this technique during 

sales slumps. 

Be careful, however, not  
to eliminate Overhead 

expenses that are necessary for doing 
business, or the decision could have 
a continued negative effect on the 
bottom line. Implementing the Break 
Even strategy will help you become 
more aware of how decisions impact 
your Net Income.

Effects on Your Bottom Line

You know that your salesperson’s 
performance has a direct impact on 
Net Income, since he or she is increas-
ing revenue. But how do you know 
what effect your construction crew 
has on the bottom line? Obviously 
they need to build ponds in order to 
complete the sale, but consider train-
ing them to become more efficient in 
order to reduce labor costs, which in 
turn reduces Cost of Goods Sold.

Suppose it takes two days for three 
crew members to complete installa-
tion on a 6’ x 8’ pond. After attending 
a Build-A-Pond seminar, you learn 
that it should only take one day to 
install a pond of this size. You work 
with the crew on a couple jobs and 
train them to more efficiently install 
the pond. Now, instead of paying 

CHAPTER Six

ENHANCiNG YOUR BOTTOM LiNE

Sample Income Statement
for the period January 1 – December 31

 Sales $319,000 

Cost of Goods Sold $162,690

Gross Profit $156,310

Gross Profit % 49%

Overhead $108,000

Net Income $48,310
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three employees two day’s worth of 
wages to finish the pond, you only pay 
them one day’s worth of wages. You’ve 
just reduced the cost (COGS) associ-
ated with the sale of that pond, and 
you now have the ability to build more 
ponds per week, thereby increasing 
your bottom line. 

In order to keep the crew motivated 
to work smarter and more efficiently, 
you can reward their performance 
by giving them a small cash bonus 
for each pond they complete in a day. 
They now have the ability to positively 
affect Net Income, and at the same 
time are rewarded for doing so! Let’s 
adjust the Cost of Goods Sold to reflect 
more efficient construction and see 
what happens to the Net Income.

Sales – (COGS + Overhead)  
= Net Income (or Loss) 

$310,000 – ($142,690 + $108,000)  
= $68,310

Net Income increased by $20,000. 
It’s great to see Net Income increase, 
but you can take this one step further 
and compare Net Income from year 
to year by using a profitability ratio 
called Return On Sales. Also known 
as Profit Margin, Return On Sales 
(ROS) compares what is left over after 
all expenses and costs are subtracted 
from sales. We can use the figures 

from our sample Income Statement  
to determine Return On Sales.

Net Income ÷ Sales  
= Return On Sales
$68,310 ÷ $319,000  

= .21 or 21%

Let’s compare the  
above Return On Sales 
number with the Income 
Statement from the begin-
ning of this chapter, prior 
to teaching the crew how  
to build a pond in one day 
as opposed to two days.

Net Income ÷ Sales  
= Return On Sales

$48,310 ÷ $319,000 = .15 or 15%

When the construction crew took 
two days to build a pond, the ROS 
was 15%. After the crew was trained 
to build a pond in one day, Return 
On Sales grew to 21%. You can see 
that the additional training was well 
worth the investment of attending a 
Build-A-Pond seminar and training 
the staff to follow the 20-Step installa-
tion system.

Tracking the ratio of Net Income 
to Sales is important as it provides a 
percentage number that lets you eas-
ily relate profits to sales data. You can 
also compare Return on Sales from 
year to year to determine how your 
business fares as time marches on.

Notes:

 

 

 

Sample Income Statement
for the period January 1 – December 31

 Sales $319,000 

Cost of Goods Sold $142,690

Gross Profit $176,310

Gross Profit % 55%

Overhead $108,000

Net Income $68,310

Sample Income Statement
for the period January 1 – December 31

 Sales $319,000 

Cost of Goods Sold $162,690

Gross Profit $156,310

Gross Profit % 49%

Overhead $108,000

Net Income $48,310

Net Income is 
also known as 
the bottom line,  

earnings, or  
Net Profit. 

ENHANCiNG YOUR BOTTOM LiNE

CHAPTER Six
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CHAPTER Six

ENHANCiNG YOUR BOTTOM LiNE

Exercises

1.   What’s the equation used to calculate Net Income?

 

 

 

 

2.  What’s the equation used to calculate Return On Sales?
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CHAPTER �

SHARiNG FiNANCiALS

7Sharing Financials 
and Teaching Break Even

B

Bob

Becoming familiar with your 
Income Statement and keeping track 
of your Sales, Gross Profit Percent, 
and Overhead, will certainly enable 
you to make informed business 
decisions. You no longer need to feel 
as though you’re throwing darts at a 
target while blindfolded. So why not 
take the blindfold off your employees 
too, and let them play an effective 
game of darts?

Sharing Break Even

Let’s say your construction crew has 
been clambering for an additional 
crew member to help with pond 
installations. Rather than make the 
decision for them, why not share your 
Break Even Date with them and let 
them assist you in determining when 
to add another salary to the budget?

Based on your financial statements, 
determine an amount that can be set 
aside for an employee bonus pool. 
Inform the construction crew that 
if the business hits Break Even on a 
specified date, they will each receive 
a portion of the bonus pool. Teach 
them the Break Even formula so they 
can calculate whether the addition of 
another crew member is a profitable 
decision. Will the addition of another 
salary have a negative effect on the 
Break Even Date? If their bonus is  
tied to Break Even, and the addition 
of another salary pushes the Break 
Even Date out too far, they’ll probably 
stop asking you to hire additional 
personnel, and will be creative in 
finding ways to work smarter to get 
the job done.

Acting as Owners

However, if the addition of another 
crew member means that more ponds 
can be installed over a shorter period 
of time, revenue will increase and 
may offset the expense of an addi-
tional salary. Take them through the 
formulas to determine what affect 
another staff person will have on the 
Break Even Date. Your staff will begin 
to act as owners rather than employ-
ees, since their reward is directly tied 
to the success of the business. In the 
process, you just might be surprised 
at the ideas and innovations they 
create to help grow the business!

When sharing financial informa-
tion, you’ll need to decide how much 
data you’re comfortable sharing. 
You may simply want to share 
only the numbers involved in 
calculating the Break Even 
Date, or you may choose 
to share the entire Income 
Statement with them. 
Whatever you decide, 
remember to keep 
them abreast of the 
numbers on a regular 
basis and train them 
thoroughly to make 
sure they understand 
the information. Be 
mindful to celebrate 
successes often, and emphasize 
points that enhance learning.  
If you decide to tie rewards 
to the Break Even Date, 
keep the date posted in a 
prominent location, and 
track it often!
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Pond Builder Bob read his Pond 
Builders Guide to Break Even cover-
to-cover several times in order to fully 
grasp the concept and feel comfortable 
with the formulas. Back at his kitchen 
table, he fished out his latest Income 

Statement for “Garden Vistas,” and 
practiced calculating Break 

Even. With calculator in hand, 
it came as no surprise that he 
didn’t Break Even until the 

final month of the previous 
year. Sales dollars were great, 
but Cost of Goods Sold and 
Overhead were pushing the 

ceiling, keeping his Net Income 
close to zero. He grew nervously 
restless but continued on. How 

could he possibly afford to hire 
a foreman so he could focus 
on pond sales and design? 
He was barely making ends 
meet without the addition of 
another staff member.

Taking a closer look at 
Cost of Goods Sold and 
Overhead, Bob found some 
creative ways to reduce these 
expenses, thereby increas-
ing his Gross Profit Percent 

and Net Income. The numbers 
started looking better, but he was 
still nervous about adding a full-
time foreman. He didn’t want to 

make a foolish decision and wind 
up with a Net Loss at the end of 

the year. How could he be 
assured that water garden 
sales would increase if he 
focused on sales and design 

while leaving construction supervision  
in the hands of someone else?

Pond Builder Bob wrestled with the 
question and decided to talk to his 
lawn maintenance customers about 
water gardens. He picked up the phone 
and started making his customary 
service calls to his customer base. 
Much to his surprise, more than 50% 
were interested in adding a pond to 
their landscape. Bob took his research 
further and visited local garden centers 
over the weekend to inquire about 
their pond product sales. He found that 
water garden sales were growing for 
most of the nurseries. Bob also found 
that while some of the garden centers’ 
pond customers were do-it-yourselfers, 
a good chunk of them preferred to have 
someone install the pond for them.  
An alarming majority of the garden 
centers didn’t have staff to handle 
pond installations.

The light bulb turned on and Pond 
Builder Bob struck a deal with some of 
the garden centers. If the garden center 
referred customers to him for pond 
installations, he in turn would refer 
his customers to them for perennials, 
annuals, and peripheral water garden 
products. The garden centers were 
happy to oblige. Bob felt goose bumps 
crawl over his skin in a rush of excite-
ment over this new opportunity!

Bob returned to his Income Statement 
that waited patiently for him at the 
kitchen table. Using the information 
from his lawn customers and the 
garden centers, Bob put pencil to 

eEpilogue

EPiLOGUE

EPiLOGUE
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paper and revised his budget for the 
year. He knew his crew could install 
2 to 3 ponds per week at $6000 to 
$7000 each, and still maintain the 
lawn service accounts, which meant 
an average of $18,000 additional rev-
enue per week. In his climate, ponds 
could be installed at least 6 months 
out of the year. Add it all up and Pond 
Builder Bob realized he could gener-
ate approximately $108,000 in pond 
installations the first year alone. If he 
paid a foreman $40,000 per year, what 
would happen to his Break Even Date? 
Bob added the additional revenue and 
foreman’s salary to his Income State-
ment. He didn’t forget to increase his 
Cost of Goods and Overhead accord-
ingly. He then plugged the new num-
bers into the Break Even formulas.

Overhead ÷  
Gross Profit Percent  
= Break Even Sales

$98,000 ÷ 51% = $192,156

Budget Sales ÷  
Budget Days  

= Average Daily Sales
$283,000 ÷ 365 = $775.34

Break Even Sales ÷  
Average Daily Sales 

= Days to Break Even
$192,156 ÷ $775.34 = 248

Pond Builder Bob realized that his 
Break Even Date would be September 
5th. He rubbed his eyes in disbelief 
over this good outcome. He checked 
the numbers again and performed the 
calculations three more times. The 
numbers didn’t lie … and they didn’t 
change. Bob was ecstatic with the Sep-
tember 5th date and felt like a school-
boy who just hit his first home run. He 
made the decision to start looking for a 
trustworthy foreman immediately. 

What overjoyed Bob the most was that 
he now felt he could make informed 
business decisions while relying on 
the numbers to guide him through the 
process of growing his business. While 
he realized that Break Even was not a 
quick fix to his business problems, he 
knew that he could analyze decisions 
and situations more effectively.

In addition to hiring a new foreman, 
Pond Builder Bob set to work training 
his staff to learn Break Even, and tied 
a bonus pool into their ability to keep 
the Break Even Date on track. Although 
Bob wasn’t sure what the future would 
hold, he felt more confident and sure of 
himself. He noticed too, that his con-
struction crew began to offer solutions 
to problems and took greater pride in 
their work. Every Friday while handing 
out paychecks to his crew, Bob shared 
information on how the Break Even 
Date was tracking. He found they were 
genuinely interested in how business 
was faring… especially since they each 
had a bonus tied to the results.

Pond Builder Bob’s enthusiasm for the 
future swelled inside him. Anxiety was 
beginning to subside, he was sleeping 
better, and he no longer feared the 
numbers on his Income Statement. 
Life was good again.

Revised Income Statement
for the period January 1 – December 31

 Budget Sales $283,000 

Cost of Goods Sold $138,000

Gross Profit $145,000

Gross Profit % 51%

Overhead $98,000

Net Income $47,000

The numbers 
didn’t lie… 

and they didn’t 
change. Bob was 
ecstatic with the 
September 5th 

date and felt like 
a schoolboy who 
just hit his first 

home run.

Bo

B B

Bob

TIPS
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REFERENCE TOOLS

Appendix
Answers to  
Chapter Questions

Each chapter has exercise questions. 
This page gives you the answers.

Break Even Cheat Sheet

Use this page as a quick reference 
to the Break Even formulas. Copy it 
and post it on your desk, or distribute 

to your employees when you train 
them on Break Even.

Lemonade Stand 
Exercises

These fun exer-
cises will help 

hone your Break 
Even skills. 
Copy them and 
share them 
with your 

staff to help them 
learn Break Even. 

You’ll see how the 
Lemonade Stand prob-

lems relate directly to your 
pond building business.

Income Statement Template

If you don’t already have an Income 
Statement, you can use this template 
to get you started in monitoring your 
company’s health. You can also use 
it as a worksheet when computing 
Break Even.

Break Even Calculation

This is another worksheet to help 
you and your employees become 
familiar with Break Even. Simply 
fill in the slots with the appropriate 
numbers to compute Break Even.

Break Even Action Plan

Commit to using Break Even by cre-
ating an action plan to incorporate it 
into your company’s regular financial 
monitoring. If you plan to train your 
staff on Break Even, make them part 
of the Action Plan too!

Answers to Lemonade  
Stand Exercises 

We wouldn’t leave you high and  
dry without answers to the Lemonade 
Stand exercises! Answers are pro-
vided so you can check your math. 
Make sure not to peek ahead without 
first figuring the answers yourself!

This appendix has handy reference tools to help 
you understand and practice Break Even. The 
following is a brief description of each section.

B

Bob

a

Pond Builder Guide to Break Even32   32 4/16/07   11:19:12 AM



33

APPENDix

ANSwERS TO CHAPTER qUESTiONS

Chapter One

1.  What is used like a thermometer to determine the financial health  
of your business?  

 The Income Statement

2.  What three sections comprise the Income Statement?
  Sales, Cost of Goods Sold, and Overhead

3.  What equation is used to determine Net Income?
 Sales – Cost and Expenses = Net Income

4.  Besides the Income Statement, what other 2 documents are needed  
to give a full prognosis of your company’s financial health?

  The Balance Sheet and The Cash Flow Statement

Chapter Two

1.  How do you compute Gross Profit Percent?
  Gross Profit Dollars ÷ Sales = Gross Profit Percent

2.  How do you convert a number into a percent?
  Move the decimal point two places to the left and add a percent sign

3.  If you sell a pond kit for $750, and it cost you $400 to purchase that kit  
from a distributor, what’s your Gross Profit Percent?

  47%. Subtract $400 from $750 to arrive at $350 Gross Profit Dollars. Divide $350 (Gross 
Profit Dollars) by $750 (Sales) and you have .466 or 47% (round up).

4.  If you install a standard pond for $7,500 and your total Cost of Goods  
Sold for the job is $3,900, what’s your Gross Profit Percent?

  48%. Subtract $3900 (Cost of Goods Sold) from $7500 (Sales) and you arrive at $3600 
(Gross Profit Dollars). Divide $3600 (Gross Profit Dollars) by $7500 (Sales) and you 
arrive at .48 or 48%.

Chapter Three

No exercises.

Answers to Chapter Questions
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ANSwERS TO CHAPTER qUESTiONS

Chapter Four

1.  What is the formula for calculating Gross Profit Dollars?
  Sales – Cost of Goods Sold = Gross Profit Dollars

2.  What is the formula for determining Gross Profit Percent?
  Gross Profit Dollars ÷ Sales = Gross Profit Percent

3.  What is the formula for determining Break Even Sales?
  Overhead ÷ Gross Profit Percent = Break Even Sales

4.  What is the formula for calculating Average Daily Sales?
  Budget Sales ÷ Budget Days = Average Daily Sales

5.  What is the formula for determining Break Even Days?
  Break Even Sales ÷ Average Daily Sales = Break Even Days

Chapter Five

1.  If Sales decrease, and Cost of Goods Sold remains the same,  
what will happen to Gross Profit Dollars and Gross Profit Percent?

  Gross Profit Dollars and Gross Profit Percent will decrease

2.  If Sales and Cost of Goods Sold remain the same, but Overhead  
increases, what will happen to Net Income?

  Net Income will decrease

3.  Is it a good or bad thing if Gross Profit Percent increases? Why?
  It’s a good thing if Gross Profit Percent increases, because it means  

you keep more money from the sales you generate.

Chapter Six

1.  What’s the equation used to calculate Net Income?
  Sales – (COGS + Overhead) = Net Income (or Loss)

2.  What’s the equation used to calculate Return On Sales?
  Net Income ÷ Sales = Return On Sales

Chapter Seven

No exercises.
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BREAk EVEN CHEAT SHEET

Break Even Cheat Sheet

Basic Income Statement

Every business has an Income Statement that’s 
like a thermometer to help the owner determine the 
financial health of their company. Included in the 
Income Statement are:

Sales: Total dollars of services or products sold

Cost of Goods Sold: Total dollars spent to create 
the products or services In other words, you have to 
spend X number of dollars on lemonade mix before 
you can make and sell the lemonade.

Gross Profit: Total dollars remaining after you 
subtract the Cost of Goods Sold (COGS) from total 
Sales. Gross Profit is also known as Gross Margin.

Gross Profit Percent: Divide Gross Profit Dollars 
by Sales to figure the Gross Profit Percent on your 
products. Gross Profit Percent is also known as  
Gross Margin Percent.

Overhead: Includes expenses such as rent, insur-
ance, utilities, etc. These are costs that help keep 
your business running. Overhead is also known as 
Fixed Expense. 

Net Income Before Taxes: Total dollars remaining 
after COGS (Cost of Goods Sold) and Overhead are 
subtracted from the total Sales, but before taxes are 
taken out.  

Other

Budgeted Sales: Estimated Sales dollars an owner 
thinks they will generate for the fiscal (financial 
business) year.

Budget Days: The number of company workdays 
for the fiscal year.

Average Daily Sales: Divide Budgeted Sales by 
Budget Days to figure Average Daily Sales needed.

Days to Break Even: Divide Break Even Sales by 
Average Daily Sales to determine how many days it 
will take to Break Even. Use the answer to determine 
what calendar day matches the number (based on 
company workdays).

Return on Sales: This is an efficiency statistic that 
measures how much of your Sales you bring to the 
bottom line. A bigger % is better on this statistic. 

Formulas

Gross Profit Dollars = Sales – Cost of Goods Sold 

Gross Profit Percent = Gross Profit Dollars ÷ Sales 

Break Even Sales = Overhead ÷ Gross Profit Percent

Avg. Daily Sales = Budgeted Sales ÷ Budget Days

Days to Break Even = Break Even Sales ÷ Avg. Daily Sales 

Return on Sales = Net Profit ÷ Sales 
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LEMONADE STAND ExERCiSES

Exercise One

Last year you ran a lemonade stand from June through August. You made some decent 
money and have decided to open your stand for a second season.

Last year you sold $1500 worth of lemonade. You paid $50 for cups, $150 for sugar, and $175 
for lemonade mix. The water bill to make lemonade for all three months was $25. You also paid 
the neighbor kid $500 to work the stand when you weren’t available. You’re including the labor 
charge as part of cost of goods sold.

The stand was open 7 days a week, June through August, for a total of 92 days.  
Put your thinking caps on, and answer the following questions:

1. What were your total Sales? ____________________________________________

2.  What was your total Cost of Goods Sold?  ________________________________ 
(cups, sugar, lemonade mix, water, labor)

3. What were your Gross Profit Dollars?  ___________________________________ 
 
4. What was your Gross Profit Percent?  ____________________________________   

 

Exercise Two

This year you’re anticipating greater sales because a new subdivision is being built across 
the street, and the construction workers are going to need refreshments throughout the day. 

You predict your sales will be $3000 this summer. You have leftover cups from last year 
and only need to buy $25 worth of cups for the coming season. Because you’ll be making 
more lemonade this year, you’ll need to pay $250 for sugar and $250 in lemonade mix. The 
cost of water will only increase to $30. You’ll still pay the neighbor kid $500. 

1. What are your Budgeted Sales for last year? _________________________________  
 

2. What is your total Cost of Goods Sold? ___________________________________   

3. What are your Gross Profit Dollars? __________________________________   

4. What is your Gross Profit Percent? __________________________________________

Have fun with our Lemonade Stand exercises and become familiar with the concept of Break 

Even at the same time! Answers are shown at end of this Appendix. Remember to use the 

formulas from the Cheat Sheet to help calculate your answers!

Lemonade Stand Exercises
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LEMONADE STAND ExERCiSES

Exercise Three

You’ve just received a letter from the construction company. They plan to start building  
the new subdivision in May and have asked you to open your lemonade stand earlier this 
year, May 1st. They also want you to remain open until the end of September. They’ve asked  
for a $600 rental fee (your overhead) to put your stand on their corner for all 5 months. You 
agree, but realize the neighbor kid will be in school so you decide to hire your grandmother  
to run the stand for you. You don’t need the neighbor kid’s assistance since you’ll run the  
stand yourself on Saturday. 

You agree to pay Grandma a salary of $2500 for all five months. You’re going to include 
Grandma’s salary in your Cost of Goods Sold. You anticipate selling $5000 worth of lemonade 
during the 5-month period because you’re going to slightly raise the price due to market 
demands (construction workers). Grandma found a great deal on sugar and lemonade mix 
through a friend at her Shuffleboard Club. Sugar will cost $450 and lemonade mix $600. 
Cups will cost $200 and water prices should run approximately $50. There are 128 work  
days (budget days).

1.  What’s your total Cost of Goods Sold? ________________________________________________________

2.  What’s your Gross Profit Dollars? ______________________________________________________ 
__________________________________________________________________________________________ 
__________________________________________________________________________________________

3.  What’s your Gross Profit Percent? _____________________________________________________ 
__________________________________________________________________________________________ 
__________________________________________________________________________________________ 
__________________________________________________________________________________________

4.  What’s your Overhead? ________________________________________________________________ 
__________________________________________________________________________________________

5.  What are your Break Even Sales? ______________________________________________________ 
__________________________________________________________________________________________

6.  What are your budgeted Average Daily Sales? __________________________________________ 
__________________________________________________________________________________________

7.  How many days will it take to Break Even? _____________________________________________ 
__________________________________________________________________________________________

8.  How many days will you be operating at a profit? ______________________________________ 
__________________________________________________________________________________________
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LEMONADE STAND ExERCiSES

Exercise Four

You plan to open the Lemonade Stand on May 1st 
and work through September 30th. The stand will be 
open 6 days per week (no Sundays). You’ll be closed 
for 3 holidays: Memorial Day 
(May 28), 4th of July (July 5), and 
Labor Day (September 3). This 
means there are 128 working 
days. Based on the information 
from Exercise Three, if it takes 
64 days to Break Even, what is 
your Break Even Date?

Exercise Five

You’re thinking about all those construction workers that will be drinking your lemonade 
this summer, and decide that it’d be a swift move to add some munchies like home-baked 
cookies for these hungry men. You can purchase already baked cookies at 25 cents each, and 
resell them for 50 cents apiece. You plan to sell 20 cookies per day (average). Since the stand 
is open for a total of 128 days, you’ll need to buy 2560 cookies, which will cost $640. You’ll 
sell $1280 worth of cookies during the season. You won’t incur any additional Overhead costs. 
Your Budgeted Sales for 2004 will now be $6280, and Cost of Goods Sold will become $4440. 
Note how improving Gross Profit Percent and controlling Overhead improve profitability.

1.  What will be the new Gross Profit Dollars? __________________________________________________ 
______________________________________________________________________________________________________

2.  What will happen to your Gross Profit Percent? _____________________________________ __________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

3.  What will happen to your Break Even Sales? _____________________________________ _____________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

4.  How many days will it take to Break Even? _______________________________________ _____________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

5.  What is your new Break Even Date? _______________________________________________

6.  Is the addition of cookie sales a good business decision? Why or why not?  
______________________________________________________________________________________________________ 
______________________________________________________________________________________________________

May 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

  1 2 3 4 5

6 7 8 9 10 11 12

13 14 15 16 17 18 19

20 21 22 23 24 25 26

27 28 29 30 31

June 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

     1 2

3 4 5 6 7 8 9

10 11 12 13 14 15 16

17 18 19 20 21 22 23

24 25 26 27 28 29 30

July 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

1 2 3 4 5 6 7

8 9 10 11 12 13 14

15 16 17 18 19 20 21

22 23 24 25 26 27 28

29 30 31

august 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

   1 2 3 4

5 6 7 8 9 10 11

12 13 14 15 16 17 18

19 20 21 22 23 24 25

26 27 28 29 30 31

septeMber 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

      1

2 3 4 5 6 7 8

9 10 11 12 13 14 15

16 17 18 19 20 21 22

23 24 25 26 27 28 29

30

Pond Builder Guide to Break Even38   38 4/16/07   11:19:14 AM



39

APPENDix

LEMONADE STAND ExERCiSES

Exercise Five

Business is booming at the lemonade stand! In fact, it’s been so busy, there’s little time  
to look at finances, but since you know you need to “work on your business and not in it,”  
you decide to scour the books again this week. Grandma’s just gonna have to step up to the 
plate and man the fort while you control the present and plan for the future of your business. 
Actually, Grandma’s been doin’ a great job. Cookies were added to the stand this year, and  
if you remember from April’s planning, the forecast changed to the following:

 Budgeted Sales: $6280 Break Even Sales: $2069

 Cost of Goods Sold: $4440 Budgeted Days: 128

 Gross Profit Dollars: $1840  Average Daily Sales: $49.06

 Gross Profit Percent: 29% Days to Break Even: 42

 Overhead: $600 Break Even Date: June 19th

The stand has averaged $58.00 in sales per day. If you continue to rake in $58.00 per day 
for the rest of the season, you’ll need to increase the amount of product purchased to make 
the lemonade and cookies. Your cost of goods sold will increase to $5200. Based on this 
information, answer the questions below (provided you continue to pull in $58.00 per day). 
Note how much everything changes simply because you make a mere $9 more each day!

1.  What will happen to Budgeted Sales? _______________________________________________  
_________________________________________________________________________________________

2.  What will Gross Profit Dollars be? __________________________________________________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

3.  What will your new Gross Profit Percent be (round up)? _____________________________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

4.  What will happen to Break Even Sales? _____________________________________________  
_________________________________________________________________________________________  
_________________________________________________________________________________________

5.  How many days will it take to Break Even? _________________________________________________
_____ ____________________________________________________________________________________  
_________________________________________________________________________________________

6.  What will happen to your Break Even Date? _________________________________________  
_________________________________________________________________________________________  
(The season began May 1st, working Mondays through Saturdays. The stand was closed on Memorial Day.)
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iNCOME STATEMENT

Income Statement

	 	 	 Dollars	 Percent	of	Sales
Sales
 Cost of Goods Sold ___________________	 __________________
	 ___________________	 ___________________	 __________________
	 ___________________	 ___________________	 __________________
	 ___________________	 ___________________	 __________________
	 ___________________	 ___________________	 __________________
	 ___________________	 ___________________	 __________________

 Total Cost of Goods Sold ___________________ __________________

Gross	Profit	Dollars
 (Sales less Cost of Goods Sold) ___________________ __________________

Overhead
 Accounting / Legal ___________________ __________________
 Auto Expense ___________________ __________________
 Auto Insurance ___________________ __________________
 Bank Fees & Merchant Expenses ___________________ __________________
 Depreciation ___________________ __________________
 Equipment Rent / Lease ___________________ __________________
 Fuel & Oil ___________________ __________________
 Indirect Labor / Temporary Services ___________________ __________________
 Insurance—Business Liability & Work Comp ___________________ __________________
 Interest Expense ___________________ __________________
 Marketing / Advertising ___________________ __________________
 Miscellaneous Expense ___________________ __________________
 Office & Computer Supplies ___________________ __________________
 Rent / Utilities ___________________ __________________
 Repairs & Maintenance ___________________ __________________
 Salaries—Clerical & Administrative ___________________ __________________
 Salaries—Officer ___________________ __________________
 Salaries—Sales & Commissions ___________________ __________________
 Small Tools & Supplies ___________________ __________________
 Taxes / Benefits (Med/Dent/Life/401k) ___________________ __________________
 Telephone / Radio ___________________ __________________
 Travel, Meals & Entertainment ___________________ __________________
 Other ___________________ __________________
 Other ___________________ __________________
 Other ___________________ __________________

Overhead	 $___________________	 __________________

Net	Income	Before	Taxes  (Gross Profit—Overhead)	 $___________________	 __________________
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Break Even Calculation

Break Even Sales = Overhead ÷ Gross Profit %

 

 Total Budget Sales _________________

 Days Available to Achieve Goal _________________

 Average Daily Sales _________________

 Break Even Sales _________________

 Break Even Days _________________ =  Break Even Sales ÷ Average Daily Sales

 Break Even Date _________________

 Break Even Action Plan _________________

Overhead

GP%

Break Even Sales = Overhead ÷ Gross Profit %

 

 Total Budget Sales _________________

 Days Available to Achieve Goal _________________

 Average Daily Sales _________________

 Break Even Sales _________________

 Break Even Days _________________ =  Break Even Sales ÷ Average Daily Sales

 Break Even Date _________________

 Break Even Action Plan _________________

Overhead

GP%

BREAk EVEN CALCULATiON

% =÷
Break Even 

Sales
(Overhead) (Gross Profit)

% =÷
Break Even 

Sales
(Overhead) (Gross Profit)
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BREAk EVEN ACTiON PLAN

Use this sheet to develop an action plan to start implementing Break Even in your business.  
Maybe the first activity on your action plan is to create an Income Statement.

Activity  Due	Date  Accountable	Person

Break Even Action Plan
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ANSwERS TO LEMONADE STAND ExERCiSES

Answers to Lemonade Stand Exercises
Exercise One

1.  What were your total Sales? $1500

2.  What were your total Cost of Goods Sold? $900

3.  What were your Gross Profit Dollars? $600

4.  What was your Gross Profit Percent? 40%

Exercise Two

1.  What are your Budgeted Sales for last year? $3000

2.  What is your total Cost of Goods Sold? $1055

3.  What are your Gross Profit Dollars? $1945

4.  What is your Gross Profit Percent? 64.8% (or 65%)

Exercise Three

1.  What’s your total Cost of Goods Sold? $3800

2.  What’s your Gross Profit Dollars? $1200

3.  What’s your Gross Profit Percent? 24%

4.  What’s your Overhead? $600

5.  What are your Break Even Sales? $2500

6.  What are your budgeted Average Daily Sales? $39.06

7.  How many days will it take to Break Even? 64

8.  How many days will you be operating at a profit? 64
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Exercise Four

Based on the information from Exercise  
Three, if it takes 64 days to Break Even,  
what is your Break Even Date?  

Exercise Five

1.  What will be the new Gross Profit Dollars? $1840

2.  What will happen to your Gross Profit Percent?     Increases to 29% 

3.  What will happen to your Break Even Sales?    Drops to $2068.96 

4.  How many days will it take to Break Even?      42 

5.  What is your new Break Even Date? June 19 

 6.   Is the addition of cookie sales a good business  
decision?  Why or why not? Yes 

    
The Break Even Date moved up, so you’ll now make a profit for 86 days instead of 64. 

Exercise Six

1.  What will happen to Budgeted Sales?     Increase to $7424 

2.  What will Gross Profit Dollars be? $2224 

3.   What will your new Gross Profit Percent  
be (round up)? 30%  (29.95%) 

4.  What will happen to Break Even Sales? Drop to $2000 

5.  How many days will it take to Break Even? 34.5 

6.    What will happen to your Break Even Date?  Moves up to June 11

July 16

ANSwERS TO LEMONADE STAND ExERCiSES

July 2007
Sunday Monday Tuesday Wednesday Thursday Friday Saturday

1 2 3 4 5 6 7

8 9 10 11 12 13 14

15 16 17 18 19 20 21

22 23 24 25 26 27 28

29 30 31
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NOTES

Notes
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He ran his fingers 
through his thinning hair 

and flipped the card over. 
“Accounting degree not 

needed,” the card continued. 
“Step One: Learn the 
simple system to Break 
Even in your landscape 
business. Step Two: 
Learn to manipulate 
Break Even so your 
pockets overflow while 
business is booming.”

© 2007 Aquascape, Inc.  
All Worldwide Rights Reserved.

Pond Builders Guide
to Break Even

Unbeknownst to Pond 
Builder Bob, his life  

was soon to take an 
amazing turn.

Your paradise.
Our passion.
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