Running head: PRINCIPLES OF ACCOUNTING I UNIT VIII 	1
PRINCIPLES OF ACCOUNTING I UNIT VIII 	2









Principles of Accounting I Unit VIII 
Student’s Name
Institutional Affiliation


[bookmark: _GoBack]Principles of Accounting I Unit VIII 

	COOKIE & COFFEE CREATIONS INC
BALANCE SHEET
OCTOBER 31,2021

	

	

	Assets
	
	

	current assets
	
	Vertical analysis
as % of total assets

	Cash 
	$32,219.00
	21.55%

	Account receivable
	$3,250.00
	2.17%

	Inventory
	$17,897.00
	11.97%

	Prepaid rent 
	$6,300.00
	4.21%

	Total current assets
	$59,666.00
	39.91%

	Property plant and equipment
	
	

	Equipment
	$99,700.00
	66.68%

	Accumulated depreciation
on equipment
	-$9,850.00
	-6.59%

	Total noncurrent assets
	$89,850.00
	60.09%

	Total assets
	$149,516.00
	100.00%

	
	
	

	Liabilities and shareholder’s equity
	
	

	Current liabilities
	
	

	Accounts payable
	$5,786.00
	3.87%

	Income taxes payable
	$18,500.00
	12.37%

	Dividends payable
	$700.00
	0.47%

	Salaries and wages payable
	$2,250.00
	1.50%

	Interest payable
	$250.00
	0.17%

	Notes payable -current portion
	$4,000.00
	2.68%

	Total current liabilities
	$31,486.00
	21.06%

	long term liabilities
	
	

	Notes payable - long term portion
	$6,000.00
	4.01%

	Total liabilities
	$37,486.00
	25.07%

	
	
	

	Shareholders’ equity
	
	

	Paid in capital -preferred stock 2800 shares issued and outstanding
	$14,000.00
	9.36%

	Paid in capital - common stock 25930 shares issued ,25180 outstanding
	$25,930.00
	17.34%

	Retained earnings
	$72,600.00
	48.56%

	Total paid in capital & retained earnings
	$112,530.00
	75.26%

	Less treasury stock 
	-$500.00
	-0.33%

	Total shareholders’ equity
	$112,030.00
	74.93%

	Total liabilities &stockholder’s equity
	$149,516.00
	100.00%

	COOKIE & COFFEE CREATIONS INC
INCOME STATEMENT
YEAR ENDED   OCTOBER 31,2021

	

	
	Amounts
	Vertical analysis
as a % of sales

	Sales revenue
	$462,500.00
	100.00%

	Cost of goods sold
	$231,250.00
	50.00%

	Gross profit
	$231,250.00
	50.00%

	Operating expenses
	
	

	Salaries and wages expenses
	$92,500.00
	20.00%

	Depreciation
	$9,850.00
	2.13%

	Other operating expenses
	$35,850.00
	7.75%

	Total operating expenses
	$138,200.00
	29.88%

	Income from operations
	$93,050.00
	20.12%

	Other expenses
	
	

	Interest expense
	$550.00
	0.12%

	Income before income tax
	$95,200.00
	20.58%

	Income tax expense
	$18,500.00
	4.00%

	Net income 
	$74,000.00
	16.00%



Case information loan calculations
Loan amount -$20000
Repayment period – 4 years 
Installments - $2500 semi annually
Interest rate 5% on remaining loan amount
	period
	Loan amount
	Principle paid 
	Interest paid 
	Outstanding amount

	1
	20000
	2500
	875
	17500

	2
	17500
	2500
	750
	15000

	3
	15000
	2500
	625
	12500

	4
	12500
	2500
	500
	10000

	5
	10000
	2500
	375
	7500

	6
	7500
	2500
	250
	5000

	7
	5000
	2500
	125
	2500

	8
	2500
	2500
	0
	0



Total interest paid for the loan   (875+750+625+500+375+250+125) =3500

Financial ratios analysis
1) Current ratio = current assets/current liabilities
Current assets = $59666
Current liabilities =$31486
59666/31486 =1.89
Current ratio = 1.89
2) Accounts receivable turnover ratio =net credit sales / average account receivable
Since no credit sales are given we will assume all sales are on credit = $462500
Average account receivable =$3250
462500/3250 =142.30
Account receivable turnover ratio = 142.30
3) Inventory turnover ratio = cost of goods sold / average inventory
Cost of goods sold =$231250
Average inventory =$17897
231250/17897 =12.92
Inventory turnover ratio =12.92 
4) Debt to asset ratio= total liabilities/ total assets
Total liabilities= $37486
Total assets = $149516
37486/149516 x 100 =0.25
Debt to asset ratio = 0.25
5) Times interest earned= income before income tax / Interest expense
Income before income tax =$95200
Interest expense = $550
95200/550 =173.09
Times interest earned = 173.09
6) Gross profit margin = gross profit / sales revenue x100
Gross profit =$231250
Sales revenue = $462500
231250/462500 x 100 = 50%
Gross margin profit =50%
7) Net profit margin = net income / sales revenue
Net Income = $74000
Sales revenue = $462500
74000/462500 * 100 = 16%

8) Asset turnover ratio = net sales revenue / total assets
Net sales revenue = $462500
Total assets = $149516
462500/149516 = 3.09
Asset turnover ratio = 3.09
9) Return on common stockholders’ equity = net income / common stockholders’ equity.
Net income = $74000
Common stockholders’ equity = $112030
74000/112030 = 0.66
Return on stockholders’ equity = 0.66

I think the bank would have offered Cookie & Coffee Creations INC the loan since they business has a favorable current ratio and debt to asset ratio. The current ratio of the business is 1.89 which is quite impressive as it indicates the business could comfortably pay its current liabilities using its current assets. Additionally they have a favorable debt to asset ratio of 0.25 which indicates that most of their assets are not are not provided through debt. Their asset to debt ratio also indicates that they are not highly leveraged which is a plus on their side. Besides that their times interest earned ratio is quite high showing that the company could easily pay the interest assuming the used all their net income for clearing the interest (CFI, 2020).
Some other financing options cookie and coffee could opt for include angel equities, leasing some of their equipment, trying out for local and state economic development organizations just to mention but a few. Angle investors could offer Natalie and Curtis the $20000 for a part of their business and would only have to pay dividends to the investor at the end of the year (CFI, 2020). This type of financing is quite popular particularly with upcoming businesses. Leasing some of their equipment out could help them raise the amount needed for the new equipment .One advantage of such a method is that they still get to keep the leased equipment after the laps of the lease period. State and local economic development organizations offer loans to small and upcoming businesses at a very low interest rate. Moreover they are less strict when handing out loans compared to banks. There are numerous options that Curtis and Natalie could explore for financing each with its unique pros and cons.
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