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Gross Sales
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Cost of Sales

Non-Owner Payroll
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Transaction Value
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[resident of] [corporation organized in] [limited liability company organized in]
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The requirements of this Section 7 apply to Approved Products (which include Designated 
Products, as described below) and “Input Items” (which include ingredients, supplies, 
beverages, materials (such as packaging) that you must purchase or otherwise source from 
approved suppliers (Section 7.1), Designated Products (Section 7.2), and Spec Items that you 
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must otherwise purchase or source in accordance with our standards and specifications 
(Section 7.3).
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The transfer of this stock is subject to the terms and conditions of a Franchise 
Agreement with Kilwins Chocolates Franchise, Inc., dated [_______]. 
Reference is made to the provisions of the said Franchise Agreement and to 
the Articles and Bylaws of this [Corporation] [LLC]. 
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(to be signed by franchisee with its  
executive/management staff)

(a)

(b)
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(a)

(b)

(i)

(ii)

(c)

(d)

(e)
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(to be signed by franchisee with its  
non-executive/management staff)

(a)

(b)
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[resident of] [corporation organized in] [limited liability company organized in]

Introduction:

KCF and Franchisee are parties to a “Kilwin’s Chocolate Franchise, Inc. Franchise Agreement” 
entered into as of the Effective Date (the “Franchise Agreement”) for the operation of a “Kilwins” 
store (the “Store”) to be located within the Search Area (as defined below).  

The parties, in consideration of their respective undertakings and commitments to one another as 
specified in the Franchise Agreement and this Addendum, and for other good and valuable 
consideration (the sufficiency and receipt of which is acknowledged) agree as follows: 
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(a)
(b)

(c)
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Introduction: 

Today, you and we are entering into a Kilwins Chocolates Franchise, Inc. Franchise Agreement 
(the “Agreement”) for the operation of a Kilwins Full Line Chocolates, Confectionery & Ice Cream 
Store (the “Store” or “Franchised Business”). Instead of operating full-line a Store, you wish to 
operate a new, smaller-format “Kilwins Ice Cream & Chocolate Shop” (the “Shop”). The parties 
mutually agree to that concept, under the terms and subject to the conditions set out in this 
Addendum.  

In recognition of all of the details noted above, the parties have decided to enter into this 
Addendum, taking into account (and in consideration of) all of the promises and commitments 
that they are each making to one another, and they agree as follows: 

When you sign this Agreement, you must pay us an initial franchise fee in the amount 
of Twenty Thousand Dollars ($20,000) (the “Initial Franchise Fee”). 
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Franchisee Entity: 
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Kilwins

Kilwins
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INDEPENDENT AUDITOR’S REPORT 

Officers and Stockholders 
Kilwins Chocolates Franchise, Inc. 
Petoskey, MI 

Opinion 

We have audited the accompanying consolidated financial statements of Kilwins Chocolates Franchise, 
Inc. and Subsidiaries (a Michigan corporation), which comprise the consolidated balance sheets as of 
December 31, 2022 and 2021, and the related consolidated statements of income, equity, and cash 
flows for the years then ended, and the related notes to the consolidated financial statements. 

In our opinion, the accompanying consolidated financial statements referred to above present fairly, in 
all material respects, the financial position of Kilwins Chocolates Franchise, Inc. and Subsidiaries as of 
December 31, 2022 and 2021, and the results of its operations and its cash flows for the years then 
ended in accordance with accounting principles generally accepted in the United States of America. 

Basis for Opinion 

We conducted our audits in accordance with auditing standards generally accepted in the United States 
of America. Our responsibilities under those standards are further described in the Auditor’s 
Responsibilities for the Audits of the Consolidated Financial Statements section of our report. We are 
required to be independent of Kilwins Chocolates Franchise, Inc. and Subsidiaries and to meet our 
other ethical responsibilities in accordance with the relevant ethical requirements relating to our audits. 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Emphasis of Matter – Change in Accounting Principle 

As discussed in Note 2 to the consolidated financial statements, the Company changed its method of 
accounting for leases January 1, 2022. Our opinion is not modified with respect to this matter. 

Responsibilities of Management for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of 
America, and for the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of consolidated financial statements that are free from material 
misstatement, whether due to fraud or error. 

In preparing the consolidated financial statements, management is required to evaluate whether there 
are conditions or events, considered in the aggregate, that raise substantial doubt about Kilwins 
Chocolates Franchise, Inc. and Subsidiaries’ ability to continue as a going concern within one year after 
the date that the consolidated financial statements are available to be issued. 
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Auditor’s Responsibilities for the Audits of the Consolidated Financial Statements 

Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and to 
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of 
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in 
accordance with generally accepted auditing standards will always detect a material misstatement 
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than 
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. Misstatements, including omissions, are 
considered material if there is a substantial likelihood that, individually or in the aggregate, they 
would influence the judgment made by a reasonable user based on the consolidated financial 
statements. 
 
In performing audits in accordance with generally accepted auditing standards, we: 
 

 Exercise professional judgment and maintain professional skepticism throughout the audits. 

 Identify and assess the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error, and design and perform audit procedures responsive to those 
risks. Such procedures include examining, on a test basis, evidence regarding the amounts and 
disclosures in the consolidated financial statements. 

 Obtain an understanding of internal control relevant to the audits in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of Kilwins Chocolates Franchise, Inc. and Subsidiaries’ internal 
control. Accordingly, no such opinion is expressed. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluate the overall presentation of the 
consolidated financial statements. 

 Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, 
that raise substantial doubt about Kilwins Chocolates Franchise, Inc. and Subsidiaries’ ability to 
continue as a going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audits, significant audit findings, and certain internal control related 
matters that we identified during the audits. 
 
 
 
 
Beene Garter 
A Doeren Mayhew Firm 
Grand Rapids, Michigan 
April 13, 2023 
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2022 2021

ASSETS
 
Current Assets

Cash 6,498,482$   5,006,194$   
Accounts receivable

Trade and royalties 655,752        684,238        
Construction 394,972        53,775          
Related party -                    43,008          
Other 6,161            245,298        

Refundable taxes 130,315        -                    
Note receivable - current 37,000          26,000          
Inventories 501,869        415,583        
Contract assets 53,673          30,629          
Prepaid expenses and other assets 128,301        17,944          

 
TOTAL CURRENT ASSETS 8,406,525     6,522,669     
 
Property and Equipment 607,336        642,271        

Deferred Income Taxes 216,000        161,000        

Other Assets
Right-of-use asset, operating leases 1,891,590     -                    
Lease deposits 57,218          44,718          
Note receivable - long-term, net of current portion 251,373        111,482        
Goodwill 27,967          27,967          

 
 2,228,148     184,167        

 
TOTAL ASSETS 11,458,009$  7,510,107$   
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CONSOLIDATED BALANCE SHEETS 
 
 

December 31, 2022 and 2021  
 
 
 

2022 2021

LIABILITIES AND STOCKHOLDERS' EQUITY
 
Current Liabilities

Accounts payable 1,155,961$   949,644$      
Lease liabilities - operating, current portion 294,509        -                    
Accrued liabilities 711,989        760,613        
Income taxes payable -                    577,605        
Deposits and advances 65,590 97,590
Contract liabilities 1,778,272     990,100        

 
TOTAL CURRENT LIABILITIES 4,006,321     3,375,552     
 
Long-Term Liabilities
Lease liabilities - operating, net of current portion 1,619,951     -                    

TOTAL LIABILITIES 5,626,272     3,375,552     

Stockholders' Equity
Controlling interests

Common stock 1,164,486     1,164,486     
Treasury stock (266,541)       (266,541)       
Retained earnings 4,947,933     3,234,287     

5,845,878     4,132,232     

Noncontrolling interest (14,141)         2,323            
 

5,831,737     4,134,555     

TOTAL LIABILITIES AND 
STOCKHOLDERS' EQUITY 11,458,009$  7,510,107$   
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CONSOLIDATED STATEMENTS OF INCOME 
 
 

Years Ended December 31, 2022 and 2021  
 
 
 

2022 2021
 
Operating Revenues

Royalties 6,320,755$   5,891,688$   
Sale of franchises 603,500        536,000        
Marketing fund revenue 1,256,870     1,170,594     
Sale of goods 3,370,409     3,522,592     
Construction revenues earned 2,150,899     2,339,463     
Technology fees 190,800        167,650        

Total Operating Revenues 13,893,233   13,627,987   

Cost of Revenues Earned
Cost of goods and services 2,630,274     2,502,273     
Cost of construction revenues earned 1,921,726     2,096,034     

Total Cost of Revenues Earned 4,552,000     4,598,307     
 
GROSS PROFIT 9,341,233     9,029,680     
 
Selling, General and Administrative Expenses 7,358,811     6,662,352     
 
OPERATING INCOME 1,982,422     2,367,328     
 
Other Income 

Paycheck Protection Program forgiveness -                    679,776        
Interest income 12,085          1,459            
Gain on sale of Company owned store 68,007          -                    
Miscellaneous income 149,668        111,018        

 
NET INCOME BEFORE TAXES 2,212,182     3,159,581     
 
Provision for Income Taxes 515,000        605,000        

NET INCOME 1,697,182     2,554,581     

Net Loss Attributable to the 
  Non-controlling Interest (16,464)         (7,118)           

NET INCOME ATTRIBUTABLE TO 
 CONTROLLING INTEREST 1,713,646$   2,561,699$   
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CONSOLIDATED STATEMENTS OF EQUITY 
 

 
Years Ended December 31, 2022 and 2021 

 
 
 

Common Treasury Retained Non-Controlling Total
Stock Stock Earnings Interest Equity

Balance - January 1, 2021 1,164,486$   (266,541)$   1,675,226$   9,441$                2,582,612$   

Dividend -                    -                  (1,002,638)    -                         (1,002,638)    

Net income (loss) -                    -                  2,561,699     (7,118)                2,554,581     

Balance - December 31, 2021 1,164,486     (266,541)     3,234,287     2,323                  4,134,555     

Net income (loss) -                    -                  1,713,646     (16,464)              1,697,182     

Balance - December 31, 2022 1,164,486$   (266,541)$   4,947,933$   (14,141)$            5,831,737$   

Controlling Interest
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CONSOLIDATED STATEMENTS OF CASH FLOWS  
 
 

Years Ended December 31, 2022 and 2021 
 
 

2022 2021

Cash Flows from Operating Activities
Net income 1,697,182$      2,554,581$      
Noncash items included in net income

Gain on sale of company owned store (68,007)            -                       
Depreciation 125,609           109,630           
Deferred income taxes (55,000)            (78,000)            
Changes in operating assets and liabilities

Accounts receivable (30,566)            (173,337)          
Refundable taxes (130,315)          -                       
Inventories (86,286)            (240,403)          
Contract assets (23,044)            (30,629)            
Prepaid expenses (110,357)          61,647             
Lease deposits (12,500)            -                       
Leases - right of use asset and liabilities 22,870             -                       
Accounts payable 206,317           493,396           
Accrued liabilities (48,624)            311,708           
Income taxes payable (577,605)          516,524           
Deposits and advances (32,000)            (378,715)          
Contract liabilities 788,172           325,854           

 
NET CASH PROVIDED BY OPERATING ACTIVITIES 1,665,846        3,472,256        
 
Cash Flows from Investing Activities

Purchase of property and equipment (205,095)          (56,189)            
Collections on notes receivable 31,537             26,280             

NET CASH USED BY 
INVESTING ACTIVITIES (173,558)          (29,909)            

Cash Flows from Financing Activities
Dividend paid -                       (1,002,638)       

NET INCREASE IN CASH 1,492,288        2,439,709        
 
Cash at Beginning of Year 5,006,194        2,566,485        
 
CASH AT END OF YEAR 6,498,482$      5,006,194$      

Supplemental Cash Flow Disclosures

Note receivable in exchange for sale of Company 
owned store 182,428$         -                       

Cash paid for taxes 1,276,376$      165,453$         
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
 

December 31, 2022 and 2021 
 
 
 
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Business Activity 

Kilwins Chocolates Franchise, Inc. and Subsidiaries (“KCF”) franchises and operates Kilwins 
stores primarily in the eastern United States. All Kilwins stores are operated either by the 
Company or by franchisees under a franchise agreement. As of December 31, 2022, there were 
149 total Kilwins stores, of which 145 stores were franchised and 4 were Company owned. As 
of December 31, 2021 there were 150 total stores, of which 146 were franchised and 4 were 
Company owned. 

KCF also provides construction and equipment management services related to franchise 
activity. These services are provided in various states and contract length varies by project. 

Principles of Consolidation 

The accompanying consolidated financial statements include the accounts of Kilwins 
Chocolates Franchise, Inc. as well as its wholly owned subsidiaries, Kilwins Chocolate Kitchen, 
Kilwins Harbor Springs, Kilwins Gettysburg (2021), Columbus Short North (2022), Kilwins 
Petoskey Downtown (2022), and its 91.6% owned subsidiary Princeton Confections LLC 
(collectively, the “Company”). 

All significant intercompany transactions and balances have been eliminated. All Companies 
included in the consolidated financial statements are under common management and control. 

Revenue Recognition 

Revenue from the sale of franchises is recognized as certain benchmarks are achieved. The 
Company recognizes a certain percentage of franchise fee revenue when the franchisee signs 
the franchise agreement and secures a store lease, and the remaining percentage is recognized 
on the date the store opens. Payment is due at the signing of the franchise agreement, and a 
contract liability is recorded until the benchmarks are achieved. The Company has a 
commissions program in place surrounding the sale of franchises and the opening of the related 
store. Because store opening generally occurs within one year (or less), the Company has 
elected the practical expedient to expense commissions as incurred. 

Franchisees are required to pay a royalty of 5% of sales to Kilwins Chocolates Franchise, Inc., 
as the franchisor. Royalty revenues are recognized by the Company when earned, as sales are 
made by the franchisees, and are billed monthly. Royalty receivables are due from the 
franchisee within 10 days after the close of each month. Franchisee sales were approximately 
$129,000,000 and $120,000,000 for the years ended December 31, 2022 and 2021, 
respectively. Related royalty revenues were approximately $6,300,000 and $5,900,000 for the 
years ended December 31, 2022 and 2021, respectively. 
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Marketing fund revenues include franchisee contributions to a marketing fund billed on a 
monthly basis, as required under the franchise agreements. Contributions are based on a 
percentage of sales and recognized as earned. The Company uses these funds to pay for 
franchisee advertising and other marketing expenses. 

The Company operates three wholly owned and one majority owned retail store. Revenue is 
recognized at the time the sale occurs as most of these transactions are point of sale. For online 
orders the Company recognizes revenue at the time of shipment. The Company has elected to 
account for shipping and handling as activities to fulfill the promise to transfer the goods. Since 
revenue is recognized for the related goods before the shipping and handling activities occur, 
the Company records the related costs at the time revenue is recognized. Gift cards, upon 
customer purchase, are recorded as a contract liability and recognized in revenue as they are 
redeemed. The Company assesses the likelihood of redemption based on periods of inactivity, 
and unredeemed card balances may then be recognized as revenue. 

Revenues from construction contracts are recognized as costs are incurred over time. Progress 
toward completion of these contracts is measured by the percentage of costs incurred to date to 
estimated total costs for each contract. This method is used because management considers 
expended costs incurred to be the best available measure of progress on these contracts. 
Because of the inherent uncertainties in estimating costs, it is at least reasonably possible that 
estimates of costs and revenues will change in the near term. Contracts typically require 
progress billings to be made over time, in most cases, once per month. Payment terms for these 
billings are generally thirty days. 

Costs of construction include all direct construction related costs. Direct costs include material, 
labor, subcontractor, equipment costs, and various other job specific expenses. Selling and 
general and administrative expenses are charged to expense as incurred. Provisions for 
estimated losses on uncompleted contracts are made in the period in which such losses are 
determined. Changes in job performance, job conditions, and estimated profitability may result 
in revisions to costs and income and are recognized in the period in which the revisions are 
determined. 

Certain states in which the Company has sales impose sales or similar taxes on qualifying sales 
to non-exempt customers. The Company collects the sales or similar taxes from customers and 
remits the entire amount to the respective states. The Company has elected to exclude the tax 
collected and remitted to the states from the measurement of the sales transaction price and 
costs of goods sold. 

Cash  

The Company maintains its cash balances at three financial institutions. Deposits are insured by 
the Federal Deposit Insurance Corporation. From time to time, the Company’s cash balances 
may exceed the federally insured limit.  
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Accounts Receivable 

Trade and royalties accounts receivable are stated at the amount management expects to 
collect from outstanding balances, based on management’s evaluation of individual franchisee 
circumstances. Construction accounts receivable include billed amounts for services provided to 
franchisees for which the Company has an unconditional right to payment. These billings are 
made in accordance with the underlying contract and are stated at the amount management 
expects to collect from outstanding balances.  
 
An allowance for doubtful accounts is established based on specific assessments of invoices 
that remain unpaid following normal franchisee payment periods. All amounts deemed 
uncollectible are written off through a charge to the valuation allowance and a credit to accounts 
receivable in the period that determination is made. Management considers the amounts 
currently recorded to be fully collectible. 
 
Other Accounts Receivable – Employee Retention Credits 

Under the provisions of the Coronavirus Aid, Relief, and Economic Security Act (the “CARES 
Act”) signed into law on March 27, 2020 and the subsequent extension of the CARES Act, the 
Company was eligible for a refundable employee retention credit (“ERC”) subject to certain 
criteria. $239,000 of the December 31, 2021 other receivable on the accompanying 
consolidated balance sheet represents this receivable due from the Internal Revenue Service 
for the ERC. The Company recognized $239,000 of ERC income during the year ended 
December 31, 2020 and received payment during 2022.  
 
Contract Assets 

Contract assets include costs and estimated earnings in excess of billings on uncompleted 
contracts. Amounts are billable according to contract terms and generally are billed and 
collected over the next twelve months. When events or conditions indicate it is probable the 
amounts are unbillable, the associated contract asset is reduced. 
 
Contract Liabilities 

Contract liabilities include billings in excess of costs and estimated earnings on uncompleted 
contracts, deferred revenue on franchise sales, and unredeemed gift cards. Unearned contract 
revenue is generally recognized over the next twelve months specific to progress measured for 
each contract, or as the benchmarks of franchise agreements are achieved. Unredeemed gift 
cards are recorded net of management’s estimate of card breakage. 
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Inventories 

Inventories consist of equipment and fixtures for resale, as well as raw material (ingredients), 
packaging, and product held for sale. Inventories are valued at the lower of cost or net 
realizable value, with cost determined by the first-in, first-out (FIFO) method. 

Property and Equipment 

Property and equipment are stated at cost, net of accumulated depreciation. Depreciation is 
computed using the straight-line method based on the estimated useful lives of the respective 
assets. Costs of repairs and maintenance are charged to expense when incurred.  

Property and equipment are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. If the expected future 
cash flow from the use of the asset and its eventual disposition is less than the carrying amount 
of the asset, an impairment loss is recognized and measured using the asset's fair value. No 
such losses were recognized during 2022 or 2021. 

Goodwill 

Goodwill resulted from the opening of the Harbor Springs location in 2003 and represents the 
excess of the purchase price over the fair value of the acquired tangible and identifiable 
intangible assets over liabilities. Management has evaluated the goodwill recorded on its books 
and has determined that no provision for impairment is necessary at December 31, 2022 or 
2021. 

In 2021, the Company adopted ASU 2021-03, Accounting Alternative for Evaluating Triggering 
Events, to perform goodwill impairment evaluation as of the end of the reporting period. The 
Company has also elected to adopt the alternative accounting standard for identifiable 
intangible assets in a business combination. The Company does not recognize identifiable 
intangible assets separately from goodwill. 

Equity 

Total authorized capital stock is comprised of 80,000 shares of common stock, including 60,000 
shares of Class A Common Stock and 20,000 shares of Class B Common Stock. Each share of 
each class of common stock has equal and identical rights, preferences, and limitations, except 
for voting rights with respect to the election of directors. A total of 49,000 shares of Class A 
Common Stock and 15,625 of Class B Common Stock are issued and outstanding at 
December 31, 2022 and 2021. 

Treasury stock represents the cost of 6,501 shares of Class A Common Stock held by the 
Company.
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Income Taxes 

Income taxes are provided for the tax effects of transactions reported in the financial statements 
and consist of taxes currently due plus deferred taxes. Deferred income taxes are recognized 
for differences between the basis of assets and liabilities for financial statement and income tax 
purposes. The differences relate primarily to depreciable assets (use of different depreciation 
methods and lives for financial statement and income tax purposes), the tax treatment of the gift 
card liability and reserve, and certain accruals (deductible for tax when paid). The deferred tax 
assets and liabilities represent the future tax return consequences of those differences, which 
will either be deductible or taxable when the assets and liabilities are recovered or settled.  

The Company files consolidated federal and state income tax returns. Substantially all tax 
provisions and benefits are recorded on the books of Kilwins Chocolates Franchise, Inc. 

Princeton Confections LLC is a limited liability company created under the provisions of the 
Internal Revenue Code. Under those provisions, Princeton Confections LLC does not pay 
federal income taxes on taxable income. Instead, each owner is liable for federal income taxes 
on the taxable income. A separate tax return is filed for Princeton Confections LLC.  

Tax positions taken are assessed for uncertainty and a provision may be recorded if a tax 
position is not likely to be sustained upon examination. 

Advertising Costs 

The Company expenses advertising costs as they are incurred. Total advertising costs were 
approximately $66,000 and $70,000 for the years ended December 31, 2022 and 2021, 
respectively. 

Use of Estimates 

The preparation of financial statements in conformity with U.S. generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. Significant estimates include 
the revenue and cost recognition on construction contracts and estimates related to the 
obligation for gift card redemption. Management believes that any future adjustments to these 
estimates would not be material to the accompanying financial statements. 
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Leases 

The Company recognizes right-of-use assets and lease liabilities for leases with terms greater 
than 12 months. Leases are classified as either finance or operating leases. This classification 
dictates whether lease expense is recognized based on an effective interest method (finance 
leases) or on a straight-line basis over the term of the lease (operating leases). The Company’s 
right-of-use assets and lease liabilities primarily relate to retail store locations. Renewal periods 
are included in the expected lease term if they are reasonably certain of being exercised. 

Right-of-use assets and lease liabilities are recorded at the net present value of future lease 
payments and include any initial direct costs incurred at lease commencement. The incremental 
borrowing rate is used to determine the net present value of the lease when the rate implicit in 
the lease is not readily determinable. Right-of-use assets under finance leases are amortized 
over the life of the lease or, if shorter, the life of the leased asset, on a straight-line basis. Right-
of-use assets under operating leases are reduced as lease expense is incurred.  

Short-term leases (initial terms less than 12 months) are expensed on a straight-line basis over 
the lease term. 

Subsequent Events 

Management has evaluated significant events or transactions occurring subsequent to 
December 31, 2022 for potential recognition or disclosure in these financial statements. The 
evaluation was performed through April 13, 2023, the date the financial statements were 
available for issuance. See Note 13 for subsequent event. 
 
NOTE 2 - ADOPTION OF NEW ACCOUNTING STANDARD

On January 1, 2022 the Company adopted new guidance under Accounting Standards 
Codification (ASC) Topic 842, Leases. Under the new guidance the Company recognizes right 
of-use assets and lease liabilities for leases with terms greater than 12 months. Leases are now 
classified as either finance or operating leases which dictates whether lease expense is 
recognized based on an effective interest method or on a straight-line basis over the term of the 
lease. 
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The Company adopted Topic 842 using the modified retrospective method. Accordingly, the 
new guidance was applied retrospectively to leases that existed as of January 1, 2022 (the date 
of initial application). As result, the Company recorded right-of-use assets of $1,658,760 and 
current and long-term lease liabilities of $190,567 and $1,468,193, respectively. The adoption 
did not have a significant impact on the Company’s retained earnings, results of operations or 
cash flows. 
The Company elected the following practical expedients and accounting policy elections: 
 

1) Expired or existing contracts were not reassessed to determine whether they are or 
contain leases upon adoption. 

2) Previous classification of existing leases (operating or finance) was retained as of the 
date of adoption. 

3) Initial direct costs were not reassessed upon adoption. 

4) Hindsight is used in determining the lease term and in evaluating impairment of right-of 
use assets. 

 
NOTE 3 - NOTES RECEIVABLE

2022 2021

Note receivable from a franchisee relating to a 
purchase of a franchise location. Monthly principal 
payments of $1,000 are required, plus interest 
calculated at 6.50%. A final lump sum payment is due 
May 2027 175,428$        -$                       

Note receivable from a franchisee relating to the 
purchase of a franchise location.  The Company will 
recover the balance through an additional 5% of 
franchisee sales through January 2029 112,945          137,482          

288,373          137,482          
Current maturities (37,000)           (26,000)           

251,373$        111,482$        
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NOTE 4 - CONTRACT BALANCES 

Contract balances related to contracts with customers as of December 31, 2022 and 2021, were 
as follows: 

2022 2021

Accounts receivable 1,050,724$    738,013$        
Contract assets

Costs and estimated earnings in excess of 
billings on uncompleted contracts 53,673$         30,629$        

53,673$         30,629$          
Contract liabilities

Billings in excess of costs and estimated
earnings on uncompleted contracts 816,784$       107,282$      

Deferred revenue on franchise sales 339,500 315,731
Unredeemed gift cards 621,988 567,087

1,778,272$    990,100$      
   

 
At January 1, 2021, accounts receivable were $579,964 and contract liabilities were $664,246. 
There were no contract assets at January 1, 2021. 
 
Information with respect to construction contracts-in-progress is as follows: 
 

2022 2021

Costs incurred on uncompleted contracts 597,010$        499,294$        
Estimated earnings 62,204            45,630            

659,214          544,924          

Less: Billings to date 1,422,325       621,577          

(763,111)$       (76,653)$         
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NOTE 5 - PROPERTY & EQUIPMENT 
 
Property and equipment consists of the following: 
 

2022 2021

Equipment 368,093$        345,795$        
Leasehold improvements 791,912          716,506          
Software and web development 154,334          154,334          
Construction in progress 24,792            34,689            

1,339,131       1,251,324       
Accumulated depreciation and amortization (731,795)         (609,053)         

607,336$        642,271$        
 

 
NOTE 6 - OPERATING LEASES 

The Company leases certain office facilities and retail store locations under long-term, non-
cancellable operating leases that expire at various dates through 2029, some of which may 
include options to extend the leases for up to 15 years. Monthly payments range from $3,417 to 
$8,373, with certain leases requiring annual increases based on the Consumer Price Index and 
a monthly charge for common area maintenance based on actual costs incurred.  

The Company also leases office space, equipment and additional retail locations from related 
parties on a short term basis. Monthly payments range from $1,058 to $12,569. Rent expense 
charged under these leases are represented as short-term lease cost in the below table.  

The Company’s lease expense consists of the following for the year ended December 31, 2022: 

Operating lease cost  $    336,706 
Variable lease cost          32,257 
Short-term lease cost        352,583 
Sublease income       (107,488)

Total lease cost 614,058$     
 

 
Total lease expense for the year ended December 31, 2021 was approximately $534,000. 
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Supplemental lease information is as follows for the year ended December 31, 2022: 
 
Cash paid for amounts included in measurement of lease liabilities

Operating cash flows from operating leases 308,636$     
Right-of-use assets obtained in exchange for operating lease liabilities 2,147,669    
Weighted-average remaining lease term - operating leases 5.66 years
Weighted-average discount rate - operating leases 4.50%  
 
Remaining lease payments are as follows: 
 

Operating
Leases

Years ending December 31
2023 373,413$      
2024 387,604        
2025 397,850        
2026 401,470        
2027 340,881        
Thereafter 267,442        
Total minimum lease payments 2,168,660     
Less: imputed interest (254,200)       
Present value of lease liabilities 1,914,460$   

 

NOTE 7 - RELATED PARTY 

Kilwins Chocolates Franchise, Inc. is related to Kilwin’s Quality Confections through partial 
common ownership and management. Related party transactions with Kilwin’s Quality 
Confections for the years ended December 31, 2022 and 2021 are as follows: 

2022 2021

Accounting and management services purchased 526,432$        614,112$        
Insurance reimbursement paid 49,002            49,306            
Purchase of resale products 1,249,677       1,246,257       
Maintenance 30,612            27,042            
Equipment rental 60,842            49,584            

1,916,565$     1,986,301$     
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Amounts payable to Kilwin’s Quality Confections at December 31, 2022 and 2021 related to 
these goods and services were $17,181 and $34,549, respectively. 
 
In addition, Kilwin’s Quality Confections owes the Company $0 and $43,008 as of December 31, 
2022 and 2021, respectively. This is shown as accounts receivable - related party in the 
accompanying consolidated balance sheet.  
 
NOTE 8 - INCOME TAXES 

The provision for income taxes consists of the following: 

2022 2021

Federal income taxes currently payable 464,000$        551,000$        
Change in deferred taxes due to timing differences (55,000)           (78,000)           
State taxes currently payable 106,000          132,000          

515,000$        605,000$        
 

 
The effective tax rate for 2021 differs from statutory rates principally because of certain 
nondeductible expenses and the Paycheck Protection Program forgiveness income (not 
taxable). 
 
Amounts for deferred tax assets and liabilities are as follows: 
 

2022 2021

Deferred tax asset 231,000$        168,000$        
Deferred tax liability (15,000)           (7,000)             

Net Asset 216,000$        161,000$        
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NOTE 9 - BUY AND SELL AGREEMENT 

The Company’s stockholders have a buy and sell agreement which stipulates restrictions on the 
purchase and disposition of shares of the Company’s stock. Under the terms of the agreement, 
in the event of the death of the majority stockholder, a certain minority stockholder shall have 
the first right to purchase the shares. If the minority stockholder does not purchase the shares, 
the Company then has the option. Upon death of a minority stockholder, the Company shall 
purchase the shares. Upon termination of employment, the Company shall have the option to 
purchase the stock. The remaining stockholders have the second option. The purchase price for 
the stock is to be determined by appraisal at the time the option is triggered. 
 
NOTE 10 - 401(K) RETIREMENT PLAN 

The Company has a Section 401(k) retirement plan which covers substantially all employees 
who meet certain eligibility requirements. The Company may elect to match a portion of the 
employees’ contribution and may make a discretionary contribution to the plan. For the years 
ended December 31, 2022 and 2021, the Company made contributions of approximately 
$174,000 and $146,000, respectively.  

NOTE 11 - COMMITMENTS AND CONTINGENCIES 

The Company guarantees lease payments for certain franchisees under sublease and lease 
guarantee arrangements. The guarantees are in connection with sales or anticipated sales of 
Company stores to franchisees. The Company remains secondarily liable for rents under these 
leases with primary responsibility for the leases resting with the franchisees and/or sub-lessees. 
The lease agreements terminate at various dates through December 2029. The maximum 
contingent lease obligation is not determinable as the lease agreements often provide for rent 
escalation clauses. The liabilities associated with these leases were recorded on the Company’s 
balance sheet with the implementation of ASC 842. See Note 6.  

NOTE 12 - PAYCHECK PROTECTION PROGRAM LOAN  

During 2021, the Company secured two additional notes with a bank and the U.S. Small 
Business Administration totaling $679,776 pursuant to the PPP of the CARES Act and 
Economic Aid Act.  
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The Company used the entire proceeds for qualifying expenses during the year ended 
December 31, 2021 and received full forgiveness in December 2021. In accordance with the 
AICPA Technical Questions and Answers, the Company elected to account for these 
transactions in accordance with International Accounting Standards ("IAS") 20, Accounting for 
Government Grants, and recognized $679,776 as Paycheck Protection Program loan 
forgiveness in the accompanying consolidated statements of income for the year ended 
December 31, 2021. 
 
NOTE 13 - SUBSEQUENT EVENT

Subsequent to year end the Company sold to an unrelated third party. A greater than 50% 
ownership change occurred as a result of the transaction. Assets and liabilities will be revalued 
at fair value with the remainder of the proceeds being recorded as goodwill.  

NOTE 14 - RECLASSIFICATIONS

Certain reclassifications have been made to the 2021 financial statements in order to conform to 
the 2022 presentation. 
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INDEPENDENT AUDITOR’S REPORT 

Officers and Stockholders 
Kilwins Chocolates Franchise, Inc. 
Petoskey, MI 

Opinion 

We have audited the accompanying consolidated financial statements of Kilwins Chocolates Franchise, 
Inc. and Subsidiaries (a Michigan corporation), which comprise the consolidated balance sheet as of 
December 31, 2021, and the related consolidated statements of income, retained earnings, and cash 
flows for the year then ended, and the related notes to the consolidated financial statements. 

In our opinion, the accompanying consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Kilwins Chocolates Franchise, Inc. and Subsidiaries as of 
December 31, 2021, and the results of its operations and its cash flows for the year then ended in 
accordance with accounting principles generally accepted in the United States of America. 

Basis for Opinion 

We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America. Our responsibilities under those standards are further described in the Auditor’s 
Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We are 
required to be independent of Kilwins Chocolates Franchise, Inc. and Subsidiaries and to meet our other 
ethical responsibilities in accordance with the relevant ethical requirements relating to our audit. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 

Prior Period Consolidated Financial Statements 

The consolidated financial statements of Kilwins Chocolates Franchise, Inc. and Subsidiaries as of and 
for the year ended December 31, 2020 were audited by Beene Garter LLP whose report dated April 21, 
2021 expressed an unmodified opinion on those statements. 

Responsibilities of Management for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of America, 
and for the design, implementation, and maintenance of internal control relevant to the preparation and 
fair presentation of consolidated financial statements that are free from material misstatement, whether 
due to fraud or error. 

In preparing the consolidated financial statements, management is required to evaluate whether there 
are conditions or events, considered in the aggregate, that raise substantial doubt about Kilwins 
Chocolates Franchise, Inc. and Subsidiaries’ ability to continue as a going concern within one year after 
the date that the consolidated financial statements are available to be issued. 
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Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements 

Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and to 
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of 
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in 
accordance with generally accepted auditing standards will always detect a material misstatement 
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than 
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. Misstatements, including omissions, are 
considered material if there is a substantial likelihood that, individually or in the aggregate, they 
would influence the judgment made by a reasonable user based on the consolidated financial 
statements. 

In performing an audit in accordance with generally accepted auditing standards, we: 

Exercise professional judgment and maintain professional skepticism throughout the audit.

Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to those
risks. Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the consolidated financial statements.

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of Kilwins Chocolates Franchise, Inc. and Subsidiaries’ internal
control. Accordingly, no such opinion is expressed.

Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
consolidated financial statements.

Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about Kilwins Chocolates Franchise, Inc. and Subsidiaries’ ability to
continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control related 
matters that we identified during the audit. 

Beene Garter 
A Doeren Mayhew Firm 
Grand Rapids, MI 
April 21, 2022 
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2021 2020
ASSETS

Current Assets
Cash 5,006,194$  2,566,485$  
Accounts receivable

Trade and royalties 684,238     450,035    
Construction 53,775  129,929    
Related party 43,008  27,857      
Other 245,298     245,161    

Note receivable - current 26,000  15,000      
Inventories 415,583     175,180    
Contract assets 30,629  -     
Prepaid expenses and other assets 17,944  79,591      

TOTAL CURRENT ASSETS 6,522,669  3,689,238    

Property and Equipment 642,271     695,712    

Deferred Income Taxes 161,000     83,000      

Other Assets
Lease deposits 44,718  44,718      
Note receivable - long-term, net of current portion 111,482     148,762    
Goodwill 27,967  27,967      

184,167     221,447    

7,510,107$  4,689,397$  
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CONSOLIDATED BALANCE SHEETS 

December 31, 2021 and 2020  

2021 2020

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities
Accounts payable 949,644$     456,248$     
Accrued liabilities 760,613   448,905    
Income taxes payable 577,605   61,081      
Deposits and advances 97,590     476,305    
Contract liabilities 990,100   664,246    

TOTAL CURRENT LIABILITIES 3,375,552    2,106,785    

Equity
Controlling interests

Common stock 1,164,486    1,164,486    
Treasury stock (266,541)  (266,541)   
Retained earnings 3,234,287    1,675,226    

4,132,232    2,573,171    

Noncontrolling interest 2,323       9,441        

4,134,555    2,582,612    

7,510,107$  4,689,397$  
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CONSOLIDATED STATEMENTS OF INCOME 

Years Ended December 31, 2021 and 2020  

2021 2020

Operating Revenues
Royalties 5,891,688$  3,390,332$  
Sale of franchises 536,000       449,500       
Marketing fund revenue 1,170,594    636,850       
Sale of goods 3,522,592    2,502,146    
Construction revenues earned 2,339,463    1,900,986    
Technology fees 167,650       122,275       

Total Operating Revenues 13,627,987  9,002,089    

Cost of Revenues Earned
Cost of goods and services 2,502,273    1,644,299    
Cost of construction revenues earned 2,096,034    1,718,148    

Total Cost of Revenues Earned 4,598,307    3,362,447     
GROSS PROFIT 9,029,680    5,639,642     
Selling, General and Administrative Expenses 6,794,352    5,749,727     
OPERATING INCOME (LOSS) 2,235,328    (110,085)       
Other Income 

Paycheck Protection Program forgiveness 679,776       711,418       
Interest income 1,459           8,966           
Employee Retention Credit - 239,000 
Miscellaneous income 111,018       146,566 

INCOME BEFORE INCOME TAXES 3,027,581    995,865        
Provision for Income Taxes 473,000       40,000         

NET INCOME 2,554,581    955,865       

Net Loss Attributable to the 
  Non-controlling Interest (7,118)          (8,251)          

NET INCOME ATTRIBUTABLE TO 
 CONTROLLING INTEREST 2,561,699$  964,116$     
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CONSOLIDATED STATEMENTS OF EQUITY  

Years Ended December 31, 2021 and 2020 

Common Treasury Retained Non-Controlling Total
Stock Stock Earnings Interest Equity

Balance - January 1, 2020 1,164,486$   (266,541)$   711,110$        2,231$           1,611,286$    

Units sold to minority shareholder -  -           -         15,461           15,461        

Net income (loss) -  -           964,116          (8,251)           955,865      

Balance - December 31, 2020 1,164,486  (266,541)     1,675,226       9,441             2,582,612   

Dividend -  -           (1,002,638)     - (1,002,638)

Net income (loss) -  -           2,561,699       (7,118)           2,554,581

Balance - December 31, 2021 1,164,486$   (266,541)$   3,234,287$     2,323$           4,134,555$    

Controlling Interest
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CONSOLIDATED STATEMENTS OF CASH FLOWS  

Years Ended December 31, 2021 and 2020  

2021 2020
Cash Flows from Operating Activities

Net income 2,554,581$      955,865$     
Noncash items included in net income

Depreciation 109,630  121,698      
Gain on sale of member units of subsidiary - (29,539) 
Deferred income taxes (78,000)  (34,000) 
Changes in operating assets and liabilities

Accounts receivable (173,337) (150,845)     
Inventories (240,403) (2,276)   
Contract assets (30,629)  250       
Prepaid expenses 61,647    (13,000)       
Lease deposits - (405)
Accounts payable 493,396  (244,595) 
Accrued liabilities 311,708  (37,211)       
Income taxes payable 516,524  54,940  
Deposits and advances (378,715) (40,310)       
Contract liabilities 325,854  (28,997)       

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,472,256     551,575       
Cash Flows from Investing Activities

Proceeds from sale of member units of subsidiary - 45,000 
Purchase of property and equipment (56,189)  -
Collections on notes receivable 26,280    28,188 

NET CASH (USED) PROVIDED BY 
INVESTING ACTIVITIES (29,909)  73,188  

Cash Flows from Financing Activities
Dividend paid (1,002,638)   -      

NET INCREASE IN CASH 2,439,709     624,763       
Cash at Beginning of Year 2,566,485     1,941,722    
CASH AT END OF YEAR 5,006,194$      2,566,485$  
Supplemental Cash Flow Disclosures

Cash paid for taxes 165,453$   43,157$       
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 31, 2021 and 2020 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Business Activity 

Kilwins Chocolates Franchise, Inc. and Subsidiaries (“KCF”) franchises and operates Kilwins 
stores primarily in the eastern United States. All Kilwins stores are operated either by the 
Company or by franchisees under a franchise agreement. As of December 31, 2021, there were 
150 total Kilwins stores, of which 146 stores were franchised and 4 were Company owned. As 
of December 31, 2020 there were 141 total stores, of which 138 were franchised and 3 were 
Company owned. 

KCF also provides construction and equipment management services related to franchise 
activity. These services are provided in various states and contract length varies by project. 

Principles of Consolidation 

The accompanying consolidated financial statements include the accounts of Kilwins 
Chocolates Franchise, Inc. as well as its wholly owned subsidiaries, Kilwins Chocolate Kitchen 
Kilwins Harbor Springs and Kilwins Gettysburg (2021), and its 91.6% owned subsidiary 
Princeton Confections LLC (collectively, the “Company”). 

All significant intercompany transactions and balances have been eliminated. All Companies 
included in the consolidated financial statements are under common management and control. 

Revenue Recognition 

Revenue from the sale of franchises is recognized as certain benchmarks are achieved. The 
Company recognizes a certain percentage of franchise fee revenue when the franchisee signs 
the franchise agreement and secures a store lease, and the remaining percentage is 
recognized on the date the store opens. Payment is due at the signing of the franchise 
agreement, and a contract liability is recorded until the benchmarks are achieved. The Company 
has a commissions program in place surrounding the sale of franchises and the opening of the 
related store. Because store opening generally occurs within one year (or less), the Company 
has elected the practical expedient to expense commissions as incurred. 

Franchisees are required to pay a royalty of 5% of sales to Kilwins Chocolates Franchise, Inc., 
as the franchisor. Royalty revenues are recognized by the Company when earned, as sales are 
made by the franchisees, and are billed monthly. Royalty receivables are due from the 
franchisee within 10 days after the close of each month. Franchisee sales were approximately 
$120,000,000 and $76,000,000 for the years ended December 31, 2021 and 2020, respectively. 
Related royalty revenues were approximately $5,900,000 and $3,400,000 for the years ended 
December 31, 2021 and 2020, respectively. 
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Marketing fund revenues include franchisee contributions to a marketing fund billed on a 
monthly basis, as required under the franchise agreements. Contributions are based on a 
percentage of sales and recognized as earned. The Company uses these funds to pay for 
franchisee advertising and other marketing expenses. 
 
The Company operates three wholly owned and one majority owned retail stores. Revenue is 
recognized at the time the sale occurs as most of these transactions are point of sale. For 
online orders the Company recognizes revenue at the time of shipment. The Company has 
elected to account for shipping and handling as activities to fulfill the promise to transfer the 
goods. Since revenue is recognized for the related goods before the shipping and handling 
activities occur, the Company records the related costs at the time revenue is recognized. Gift 
cards, upon customer purchase, are recorded as a contract liability and recognized in revenue 
as they are redeemed. The Company assesses the likelihood of redemption based on periods 
of inactivity, and unredeemed card balances may then be recognized as revenue. 
 
Revenues from construction contracts are recognized as costs are incurred over time. Progress 
toward completion of these contracts is measured by the percentage of costs incurred to date to 
estimated total costs for each contract. This method is used because management considers 
expended costs incurred to be the best available measure of progress on these contracts. 
Because of the inherent uncertainties in estimating costs, it is at least reasonably possible that 
estimates of costs and revenues will change in the near term. Contracts typically require 
progress billings to be made over time, in most cases, once per month. Payment terms for these 
billings are generally thirty days. 
 
Costs of construction include all direct construction related costs. Direct costs include material, 
labor, subcontractor, equipment costs, and various other job specific expenses. Selling and 
general and administrative expenses are charged to expense as incurred. Provisions for 
estimated losses on uncompleted contracts are made in the period in which such losses are 
determined. Changes in job performance, job conditions, and estimated profitability may result 
in revisions to costs and income and are recognized in the period in which the revisions are 
determined. 
 
Certain states in which the Company has sales impose sales or similar taxes on qualifying sales 
to non-exempt customers. The Company collects the sales or similar taxes from customers and 
remits the entire amount to the respective states. The Company has elected to exclude the tax 
collected and remitted to the states from the measurement of the sales transaction price and 
costs of goods sold. 
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Cash  
 
The Company maintains its cash balances at three financial institutions. Deposits are insured by 
the Federal Deposit Insurance Corporation. From time to time, the Company’s cash balances 
may exceed the federally insured limit.  
 
Accounts Receivable 
 
Trade and royalties accounts receivable are stated at the amount management expects to 
collect from outstanding balances, based on management’s evaluation of individual franchisee 
circumstances. Construction accounts receivable include billed amounts for services provided to 
franchisees for which the Company has an unconditional right to payment. These billings are 
made in accordance with the underlying contract and are stated at the amount management 
expects to collect from outstanding balances.  
 
An allowance for doubtful accounts is established based on specific assessments of invoices 
that remain unpaid following normal franchisee payment periods. All amounts deemed 
uncollectible are written off through a charge to the valuation allowance and a credit to accounts 
receivable in the period that determination is made. Management considers the amounts 
currently recorded to be fully collectible. 
 
Contract Assets 
 
Contract assets include costs and estimated earnings in excess of billings on uncompleted 
contracts. Amounts are billable according to contract terms and generally are billed and 
collected over the next twelve months. When events or conditions indicate it is probable the 
amounts are unbillable, the associated contract asset is reduced. 
 
Contract Liabilities 
 
Contract liabilities include billings in excess of costs and estimated earnings on uncompleted 
contracts, deferred revenue on franchise sales, and unredeemed gift cards. Unearned contract 
revenue is generally recognized over the next twelve months specific to progress measured for 
each contract, or as the benchmarks of franchise agreements are achieved. Unredeemed gift 
cards are recorded net of management’s estimate of card breakage. 
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Other Accounts Receivable – Employee Retention Credits 
 
Under the provisions of the Coronavirus Aid, Relief, and Economic Security Act (the “CARES 
Act”) signed into law on March 27, 2020 and the subsequent extension of the CARES Act, the 
Company was eligible for a refundable employee retention credit (“ERC”) subject to certain 
criteria. The tax credit is equal to 50% of qualified wages paid to employees during a quarter, 
capped at $10,000 of qualified wages per employee through December 31, 2020. Additional 
relief provisions were passed by the United States government, which extend and slightly 
expand the qualified wage caps on these credits through the expiration date of September 30, 
2021. Based on these additional provisions, the tax credit is equal to 70% of qualified wages 
paid to employees during a quarter, and the limit on qualified wages per employee has been 
increased to $10,000 of qualified wages per quarter.  
 
The majority ($239,000 at December 31, 2021 and 2020) of other receivable on the 
accompanying consolidated balance sheet consists of amounts due from the Internal Revenue 
Service for the ERC as established by the CARES Act. The Company recognized $239,000 of 
ERC during the year ended December 31, 2020. The Company received payment subsequent 
to year-end. 
 
The accounting policy used for the ERC was the contingency model. Under this policy, the 
recovery of amounts previously paid and expensed is best analogized a loss recovery. 
Prevailing practice in financial reporting for a loss recovery indicates that a claim for recovery 
should be recognized only when the claim is probable as it is defined in FASB ASC 450, 
Contingencies. Accordingly, the Company feels that it is probable that it is entitled to recover 
amounts previously paid in 2020. 
 
Inventories 
 
Inventories consist of equipment and fixtures for resale, as well as raw material (ingredients), 
packaging, and product held for sale. Inventories are valued at the lower of cost or net 
realizable value, with cost determined by the first-in, first-out (FIFO) method. 
 
Property and Equipment 
 
Property and equipment are stated at cost, net of accumulated depreciation. Depreciation is 
computed using the straight line method based on the estimated useful lives of the respective 
assets. Costs of repairs and maintenance are charged to expense when incurred.  
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Property and equipment are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. If the expected future 
cash flow from the use of the asset and its eventual disposition is less than the carrying amount 
of the asset, an impairment loss is recognized and measured using the asset's fair value. No 
such losses were recognized during 2021 or 2020. 
 
Goodwill 
 
Goodwill resulted from the opening of the Harbor Springs location in 2003 and represents the 
excess of the purchase price over the fair value of the acquired tangible and identifiable 
intangible assets over liabilities. Management has evaluated the goodwill recorded on its books 
and has determined that no provision for impairment is necessary at December 31, 2021 or 
2020. 
 
In 2021, the Company adopted ASU 2021-03, Accounting Alternative for Evaluating Triggering 
Events, to perform goodwill impairment evaluation as of the end of the reporting period. The 
Company has also elected to adopt the alternative accounting standard for identifiable 
intangible assets in a business combination. The Company does not recognize identifiable 
intangible assets separately from goodwill. 
 
Equity 
 
Total authorized capital stock is comprised of 80,000 shares of common stock, including 60,000 
shares of Class A Common Stock and 20,000 shares of Class B Common Stock. Each share of 
each class of common stock has equal and identical rights, preferences, and limitations, except 
for voting rights with respect to the election of directors. A total of 49,000 shares of Class A 
Common Stock and 15,625 of Class B Common Stock are issued and outstanding at 
December 31, 2021 and 2020. 
 
Treasury stock represents the cost of 6,501 shares of Class A Common Stock held by the 
Company. 
 
Income Taxes 
 
Income taxes are provided for the tax effects of transactions reported in the financial statements 
and consist of taxes currently due plus deferred taxes. Deferred income taxes are recognized 
for differences between the basis of assets and liabilities for financial statement and income tax 
purposes. The differences relate primarily to depreciable assets (use of different depreciation 
methods and lives for financial statement and income tax purposes), the tax treatment of the gift 
card liability and reserve, and certain accruals (deductible for tax when paid). The deferred tax 
assets and liabilities represent the future tax return consequences of those differences, which 
will either be deductible or taxable when the assets and liabilities are recovered or settled.  
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The Company files consolidated federal and state income tax returns. Substantially all tax 
provisions and benefits are recorded on the books of Kilwins Chocolates Franchise, Inc. 
 
Princeton Confections LLC is a limited liability company created under the provisions of the 
Internal Revenue Code. Under those provisions, Princeton Confections LLC does not pay 
federal income taxes on taxable income. Instead, each owner is liable for federal income taxes 
on the taxable income. A separate tax return is filed for Princeton Confections LLC.  
 
Tax positions taken are assessed for uncertainty and a provision may be recorded if a tax 
position is not likely to be sustained upon examination. 
 
Advertising Costs 
 
The Company expenses advertising costs as they are incurred. Total advertising costs were 
approximately $70,000 and $92,000 for the years ended December 31, 2021 and 2020, 
respectively. 
 
Subsequent Events 
 
Management has evaluated significant events or transactions occurring subsequent to 
December 31, 2021 for potential recognition or disclosure in these financial statements. The 
evaluation was performed through April 21, 2022, the date the financial statements were 
available for issuance. See Note 13 for subsequent event. 
 
Use of Estimates 
 
The preparation of financial statements in conformity with U.S. generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. Significant estimates include 
the revenue and cost recognition on construction contracts and estimates related to the 
obligation for gift card redemption. Management believes that any future adjustments to these 
estimates would not be material to the accompanying financial statements. 
 
Recently Issued Accounting Pronouncements 
 
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which provides 
guidance for accounting for leases. The new guidance requires companies to recognize the 
assets and liabilities for the rights and obligations created by leased assets, initially measured at 
the present value of the lease payments. The accounting guidance for lessors is largely 
unchanged. The ASU is effective for annual periods beginning after December 15, 2021. The 
Company is currently evaluating the impact this guidance will have on its financial statements. 
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In June 2016, the Financial Accounting Standards Board (FASB) issued ASU No. 2016-13, 
Financial Instruments – Credit Losses (Topic 326). The main provisions of this pronouncement 
include requiring financial assets to be presented at the net amount expected to be collected 
utilizing an allowance for credit losses. The ASU is effective for annual periods beginning after 
December 15, 2022. Management does not expect the adoption of this standard to have a 
material effect on the financial statements. 
 
NOTE 2 - NOTE RECEIVABLE 
 
The Company holds a noninterest bearing note receivable from a franchisee relating to the 
purchase of a franchise location. The balance will be recovered by collection of an additional 
5% of franchisee sales through January 2029.  $26,000 is expected to be recovered in 2022 
and is reported as current on the accompanying balance sheet. 
 
NOTE 3 - CONTRACT BALANCES 
 
Contract balances related to contracts with customers as of December 31, 2021 and 2020, were 
as follows: 
 

2021 2020

Accounts receivable 738,013$       579,964$        
Contract assets

Costs and estimated earnings in excess of 
billings on uncompleted contracts 30,629$         -$                  

30,629$         -$                    
Contract liabilities

Billings in excess of costs and estimated
earnings on uncompleted contracts 107,282$       92,755$        

Deferred revenue on franchise sales 315,731 110,000
Unredeemed gift cards 567,087 461,491

990,100$       664,246$         
 
At January 1, 2020, accounts receivable were $589,995 and contract liabilities were $693,243. 
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Information with respect to construction contracts-in-progress is as follows: 
 

2021 2020

Costs incurred on uncompleted contracts 499,294$         10,680$           
Estimated earnings 45,630             724                  

544,924           11,404             

Less: Billings to date 621,577           104,159           

(76,653)$          (92,755)$         
 

 
NOTE 4 - PROPERTY & EQUIPMENT 
 
Property and equipment consists of the following: 
 

2021 2020

Equipment 345,795$         324,295$         
Leasehold improvements 716,506           716,506           
Software and web development 154,334           154,334           
Construction in progress 34,689             -                      

1,251,324        1,195,135        
Accumulated depreciation and amortization (609,053)         (499,423)         

642,271$         695,712$         
 

 
NOTE 5 - OPERATING LEASES 
 
The Company leases office space, equipment and additional retail locations from both related 
and unrelated parties on a month to month basis as well as a lease that expires in December 
2028. Total rent charged to operations under these agreements, including amounts paid under 
short-term cancelable leases, was approximately $534,000 and $491,000 for the years ended 
December 31, 2021 and 2020, respectively. 
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The following is a schedule of future minimum lease payments required under the non-
cancelable operating lease:  
 
2022 101,500$     
2023 101,500       
2024 111,650       
2025 111,650       
2026 111,650       
Thereafter 223,300       

761,250$     
 

 
NOTE 6 - RELATED PARTY 
 
Kilwins Chocolates Franchise, Inc. is related to Kilwins Quality Confections through partial 
common ownership and management. Related party transactions with Kilwins Quality 
Confections for the years ended December 31, 2021 and 2020 are as follows: 
 

2021 2020

Accounting and management services purchased 614,112$         545,270$         
Insurance reimbursement paid 49,306             48,853             
Purchase of resale products 1,246,257        855,612           
Maintenance 27,042             29,817             
Equipment rental 49,584             49,584             

1,986,301$      1,529,136$      
 

 
Amounts payable to Kilwins Quality Confections at December 31, 2021 and 2020 related to 
these goods and services were $34,549 and $11,042, respectively. 
 
In addition, Kilwins Quality Confections owes the Company $43,008 and $27,857 as of 
December 31, 2021 and 2020, respectively. This is shown as accounts receivable - related 
party in the accompanying consolidated balance sheet.  
 
The Company leases space for three stores and the corporate office from entities related 
through partial common ownership on a month to month basis. Lease payments were $398,664 
and $341,680 for the years ended December 31, 2021 and 2020 respectively. In addition, 
amounts due to these related entities were $11,181 and $8,411, respectively.  
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NOTE 7 - INCOME TAXES 
 
The provision for income taxes consists of the following: 
 

2021 2020

Federal income taxes currently payable 551,000$         74,000$           
Change in deferred taxes due to timing differences (78,000)           (34,000)           

473,000$         40,000$           
 

 
The December 31, 2021 and 2020 income tax provision differs from the expected provision that 
would result from applying the statutory rates to income before income taxes primarily due to 
the Paycheck Protection Program forgiveness income (not taxable) and other permanent 
differences. 
 
NOTE 8 - BUY AND SELL AGREEMENT 
 
The Company’s stockholders have a buy and sell agreement which stipulates restrictions on the 
purchase and disposition of shares of the Company’s stock. Under the terms of the agreement, 
in the event of the death of the majority stockholder, a certain minority stockholder shall have 
the first right to purchase the shares. If the minority stockholder does not purchase the shares, 
the Company then has the option. Upon death of a minority stockholder, the Company shall 
purchase the shares. Upon termination of employment, the Company shall have the option to 
purchase the stock. The remaining stockholders have the second option. The purchase price for 
the stock is to be determined by appraisal at the time the option is triggered. 
 
NOTE 9 - 401(K) RETIREMENT PLAN 
 
The Company has a Section 401(k) retirement plan which covers substantially all employees 
who meet certain eligibility requirements. The Company may elect to match a portion of the 
employees’ contribution and may make a discretionary contribution to the plan. For the years 
ended December 31, 2021 and 2020, the Company made contributions of approximately 
$146,000 and $0, respectively.  
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NOTE 10 - COMMITMENTS AND CONTINGENCIES 
 
The Company guarantees lease payments for certain franchisees under sublease and lease 
guarantee arrangements. The guarantees are in connection with sales or anticipated sales of 
Company stores to franchisees. The Company remains secondarily liable for rents under these 
leases with primary responsibility for the leases resting with the franchisees and/or sub-lessees. 
The lease agreements terminate at various dates from July 2022 through February 2030. The 
maximum contingent lease obligation is not determinable as the lease agreements often provide 
for rent escalation clauses. 
 
The aggregate contingent obligation at December 31, 2021 arising from these guarantees, 
excluding future undetermined rent increases, is as follows: 
 
2022 430,081$     
2023 444,150       
2024 450,691       
2025 430,011       
2026 334,008       
Thereafter 416,344       

2,505,285$  
 

 
NOTE 11 - PAYCHECK PROTECTION PROGRAM LOAN  
 
During 2020, the Company obtained two notes payable with a bank and the U.S. Small 
Business Administration totaling $711,418. The notes were obtained pursuant to the Paycheck 
Protection Program (PPP) of the Coronavirus Aid, Relief, and Economic Security (CARES) Act. 
During 2021, the Company secured two additional notes with a bank and the U.S. Small 
Business Administration totaling $679,776 pursuant to the PPP of the CARES Act and 
Economic Aid Act.  
 
Payment and maturity terms of the notes payable were defined in the Acts. Proceeds from the 
loans were to be used for qualifying expenses as defined under the Acts. Under the terms of the 
PPP, certain amounts of the loans may be forgiven if they were used for qualifying expenses.  
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The Company used the entire proceeds of the 2020 notes for qualifying expenses during the 
year ended December 31, 2020 and received full forgiveness in May 2021. The Company used 
the entire proceeds of the 2021 notes for qualifying expenses during the year ended 
December 31, 2021 and received full forgiveness in December 2021. In accordance with the 
AICPA Technical Questions and Answers, the Company elected to account for these 
transactions in accordance with International Accounting Standards ("IAS") 20, Accounting for 
Government Grants, and recognized $711,418 and $679,776 as Paycheck Protection Program 
loan forgiveness in the accompanying consolidated statements of income for the years ended 
December 31, 2021 and 2020, respectively. 
 
NOTE 12 - RISKS & UNCERTAINTIES  
 
During March 2020, a global pandemic was declared by the World Health Organization related 
to the rapidly growing outbreak of a novel strain of coronavirus (COVID-19). The pandemic 
significantly impacted the economic conditions in the U.S and globally throughout 2020 and 
2021. While many industries have returned to normal operating conditions, there is still 
uncertainty around future outbreaks and related economic effects. At this time management 
does not anticipate significant disruptions in the Company’s operations. 
 
NOTE 13 - SUBSEQUENT EVENT 
 
Subsequent to year end, the Company intends to sell its 91.6% ownership in Princeton 
Confections LLC to the minority owner.   
 
NOTE 14 - RECLASSIFICATIONS 
 
Certain reclassifications have been made to the 2020 financial statements in order to conform to 
the 2021 presentation. 
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