Project Three: Store Level Risk Analysis

**NOTE** you must be knowledgeable in accounting/finance to fully understand this task. If you’re not knowledgeable in accounting/finance, please avoid this posting! |||| **NOTE** Guessing, plagiarizing or “winging-it” may end up with the wrong answers and all answers would be reviewed! **NOTE** Also please respond to any messages from me so I know your working on it** Thanks!

*NOTE* “The Project Two Spreadsheet” contains multiple tabs on the bottom: |||| IS = Income Statement (Horizontal & Vertical Analysis) |||| BS = Balance Sheet (Horizontal & Vertical Analysis) |||| CF = Statement of Cash Flows (Horizontal & Vertical Analysis) + (Total Cash over 3yrs) |||| Ratios = Financial Ratios Calculations (Liquidity, Solvency, Profitability) |||| Charts = Horizontal/Vertical/Cash Flows/Ratios/Bar Charts (Chart data is pulled from its designated title example chart titled “Income Statement – Horizontal Analysis” data is from the “IS” (Income Statement) tab at the bottom.

On page 3 & 4  [Instructions PDF] - Observe Starbucks on a store level using Yelp, Google, Facebook, Glass door, Urban spoon etc.. to view and compare different Starbucks store locations.

1. [bookmark: _Hlk56446475]Examine the risk factors that may be present at the Store Level from an accounting perspective (as opposed to Marketing or Management). Choose 1 out of the 10 risk factors on page 5 [instructions PDF] - (I recommend choosing “#5. Can inventory be stolen? Is there a specific category or single item more susceptible than others?”) explain its adverse effect on the Income, Balance sheet and Cashflows financial statements. How would it effect the vertical, horizontal, ratio, and chart analysis in “Project Two - spreadsheet”?

2. Describe the impacts on financial statements should a store level risk you’ve chosen from page 5 [instructions PDF] come to fruition using a hypothetical “what-if” analysis applied to vertical, horizontal, ratio, and chart analysis from  “Project Two Spreadsheet”. In “Project Two Spreadsheet” in excel go to: Data -> “What-if” -> Scenario Manager -> “Add” -> Create one scenario using default values then create another hypothetical scenario such as example: increasing/decreasing a value by 10% due to stolen inventory and highlight what values gets effected. 

Answer the following essay questions (1-2 paragraphs each):

1. Of the risks that you identify at the store level, 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?

2. What items do you believe have the highest and lowest gross profit margin?

3. If a person steals one of the high gross profit margin inventory items, how many more of these items does Starbucks have to sell to make up the cost of the stolen item?  How many for the lowest gross profit margin inventory items? Demonstrate your understanding by provide calculations to support your claim. For example, if you believe a certain drink is the highest (or lowest) gross profit margin item, and one bottle is stolen that normally sells for $1.89 and cost $1.59 per bottle, 5.3 bottles have to be sold to make up the loss ($1.89 - $1.59 = $0.30).  Then, ($1.59/$0.30 = 5.3 items).

a. Demonstrate your understanding of theft of inventory on the gross profit margin and how that is connected at the Store and Firm Level to the financial statements.

4. To see a practical effect on Starbucks financial statements, imagine one of the lowest profit margin refrigerated items is stolen once per day in every Starbucks store worldwide for an entire year. How much would that affect Cost of Sales? How many more of those items would Starbucks have to sell to make up the loss? (You need to know approximately how many Starbucks owned company stores there are worldwide. If you do not know, estimate it). Would it make a difference if LIFO, FIFO or average inventory cost flow systems are used?  If you believe so, briefly explain how.

a. Refrigerated items are normally displayed openly. What items do you believe have the highest and lowest gross profit margin? Why do you believe so? Provide some evidence 

b. Demonstrate your understanding of the profitability of refrigerated inventory on the gross profit margin and how that is connected at the Store Level to the financial statements.

5. Starbucks has many fixed assets in its stores. For example, they have various machines to make drinks or cook food. Identify one of those pieces of equipment, conduct internet research to estimate a replacement cost if the equipment were to be destroyed today, assuming it is January 1st (cost).

a. How many years do you estimate it will be functional and useful to help Starbucks produce revenue (estimated useful life)? In that time period in the future, how much do you think Starbucks can sell it for (salvage value)?
b. Once you have the cost of a machine, an estimated useful life and a salvage value, calculate the item’s depreciation expense for its first year.  Extrapolate your results over all Starbucks stores and determine the affect on the balance sheet and income statements by comparing if the item were to be depreciated using the straight-line verse double-declining balance methods, over the estimated cost, estimated useful life and estimated salvage values you choose. You must show calculations. To answer this question, you may have to conduct research to determine the make/model machines they use. If you cannot figure it out, use a close substitute.
c. Discuss its depreciation accounting effects at the Store and Firm Level.

6. What would you change that would help it increase revenue, control its expenses, or make its assets more efficient? Show how that beneficial change would affect at least  one ratio in the next year that financial statements would be produced.

7. Based on how much you determined the financial statements could be altered if the risk(s) you identified came true, do you feel that management adequately discussed the store level risks? Did they say enough? Too much? A perfect description? 
a. In this virtual visitation, choose one (or more) consumer and employee feedback platforms and compare how customers perceive operations in comparison to management assertions made by  in the "Starbucks 10-K 2019 report" PDF. Note both the positive and negative reviews, the photos of the location and products, and the possible responses from Starbucks employees.



