Essay Question 1: Of the risks that Starbuck’s management discloses, which one do you think could most adversely affect the income statement, balance sheet, and cash flow statement and give an example of how it could adversely affect the financial statements?

Starbucks discloses material risks that may affect its operations. Of all the material risks identifies, a change in the financial conditions in the United States and global markets may undesirably affect Starbuck businesses and economic results. The United States economy is the largest in the world, therefore, offering the largest market for Starbucks Corporation. The company depends highly on consumer spending. Consumer expenditure is affected by various factors including consumer income, availability of finance, saving rates, inflation and cost of living, confidence in the product, interest rates, and welfare benefits among many other factors. 
If a consumer in the future stops using Starbucks products due to changes in preference, job loss, reduced access to credit services, and shift to competitor's lower priced-products, Starbucks' financial activities will be adversely affected. A decrease in consumer traffic without a change in the cost of sales would cause downward pressure on the margins. If this uncertainty persists for long periods, consumers might make a permanent change in their purchasing behaviors causing a general downturn of the company.
Consumers are the lifeblood of any business organization. without them, the business does not have revenue, and in turn nor profits. Revenue plays a vital role in the financial statements of a company. Normally it appears on the income statement but has a related impact on the balance sheet. If for instance Starbucks losses customers due to inflation, then the net revenue decrease. Then there is a corresponding decrease in Gross profit provided the cost of sales remains constant. 
A decrease in Gross profit results in to decrease in the Net profit both of which are aspects of the income statement. Owners' equity on the balance sheet will decline. The decline in revenue lowers investments in equipment and facilities and inventories. This affects negatively the assets on the balance sheet. A decrease in revenue causes a resulting decrease in net income. The decline in net income results to a decrease in the cash flow from operating activities, therefore, causing an impact on the Cash Flow Statement.


What if Analysis (using Excel Scenario Manager) 
For instance, when Company Operated Stores on the income statement for the year 2019 decreases by 10%, the Scenario as indicated on the Excel worksheet occurs. (Check the Attached Excel worksheet “ Deliverable Two – What if Analysis spreadsheet” and follow the steps below) 
i. Open Excel Worksheet Attached (IS), 
ii. Go to ‘Data, What-If Analysis, Scenario Manager, Current Value, Show’. 
iii. Select ‘New Values, then Show’ 
(NOTE; All Value in ‘Yellow’ are the Affected Values Plus the corresponding values in the Horizontal/Vertical Analysis and charts while the one in ‘Red’ is the Scenario)
A similar scenario is seen when the decrease in revenue causes a corresponding decrease in inventories. If say inventories for the year 2019 decreases by 20%, then the same scenario as above is seen in the balance sheet. (follow the step above to see the changes in the scenario. Use Excel Worksheet labeled BS and observe changes in ‘Yellow’ Cells). Note that the Shareholders’ equity decreases from $19,219.6 to $18,913.72. (Charts will reflect the change once ‘New Values, then Show’ in scenario manager is selected for balance sheets).
Decrease in revenue causes a resulting decrease in net income. The decline in net income results to a decrease in the cash flow from operating activities, therefore, causing an impact on the Cash Flow Statement. For instance, if there is a Decrease of 30% in Depreciation and Amortization for the year 2019 of Starbucks operating expenses, then: the net cash provided by operating expense reduces from $5047.0 to $4612.2 and the net increase in cash and cash equivalents reduces from $2686 to $2251.81. Following the same procedure as above, check the Excel worksheet labeled CF and observe changes in the ‘Yellow’ cells as scenarios in the ‘Red’ cell change. (Charts will reflect the change once ‘New Values, then Show’ in scenario manager is selected for Cash Flow).
Finally, Starbucks 10-K report highlights revenue recorded from licensed store in France, Thailand, and Netherland among other countries as 11% of total revenues. If consumers fail to purchase products like coffee, and certain equipment like coffee brewers, the retail stores may have lower revenue, and therefore, lose value with time, causing a net depreciation in Starbucks properties. Besides, the licenses are responsible for operating costs and capital investments. When the stores revenues decrease, the licensed stores net value decreases.



Essay Question 2: Which ratios could be adversely affected if increases in cost or supply chain disruptions occurred for arabica beans? Explain why and provide an example with hypothetical figures of at least one ratio.

Increases in the cost of Arabica coffee due to supply chain disruptions may cause an increase in the prices of coffee commodities. An increase in the price of coffee causes a decrease in net sales on financial statements. Therefore, all financial ratios that depend on the cost of sales will be impacted. Such ratios are; 
· Gross profit margin = Gross Profit ÷ Net sales
·  Return on sales = Net Income÷ Net Sales
· Total Asset Turnover = Net Sales ÷ Average Total assets
For Instance, if we again use the What-if Analysis on the Excel worksheet containing financial ratios, then, if the Net Sales for the fiscal year 2019 decrease by 20%, then 
· Gross profit margin increases from 0.136 to 0.17
· Return on sales increases from 0.154 to 0.192
· Total asset turnover reduces from 1.379 to 1.103
· Receivables turnover ratio reduces from 33.72 to 26.98
Check the data from the Excel worksheet attached. Go to 'Excel (Ratios), Data, What-If Analysis, Scenario Manager, New scenario, Show' the changes appear on the highlighted Yellow cells. (Charts will reflect the change once ‘New Values, then Show’ in scenario manager is selected for Ratios).





Essay Question 3: How do you think management interprets and informs the public of one thing, but your analyses find information that is inconsistent, misleading, contradictory, or absent, leading you to believe the reported figures on the income statement, balance sheet, cash flow statement and related disclosures reveals a side of the financial story management in not focused on?

The Starbucks management instructs the public on selected entries in the financial statements. Major areas like assets, liabilities, shareholders’ equity, net revenues collected, operating expenses, and net earnings and profits are not discussed or the discussion is not detailed and correct. Minor entries that are difficult to track in the financial statements are the main areas of discussion in the management report and some are not correctly entered as they appear in the financial statements. Starbucks for instance has reported inventory as primarily moving cost. Inventory reserves are recorded for obsolete and slow-moving inventories. As per the management report, the values for inventory were $33.7Million and $41.5Million for the year ending Sept. 29, 2019, and Sept. 30, 2018, respectively. According to the financial statement in the Statement of Cash flows, the value for inventory is ($173Million) and ($41.2Million) for the year ending Sept. 29, 2019, and Sept. 30, 2018, respectively which is contradicting information (p.54 of Starbucks 10-K Report). Generally, inventory is used to determine inventories, gross profit, and net earnings of a company. As discussed earlier, an increase in inventory results in a corresponding decrease in gross profit margins. The management report has equally provided wrong information about the Net earnings attributed to Starbucks as $3,196.8 in 2018 and $ 4,209.0 in 2017 (pg. 63 of the 10-K Report). The income statement data shows the company's Net Earnings as $4,518.3 and $2,884.7 in 2017. Such discrepancies may show a huge problem in the company that the management is hiding from the public, investors, and shareholders. 
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