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INDEPENDENT AUDITOR’S REPORT 
 
 
To the Board of Directors of 
Cornwell Quality Tools Company and Subsidiary: 
 
 
Opinion 
 
We have audited the accompanying consolidated financial statements of Cornwell Quality Tools Company 
and Subsidiary  (an Ohio corporation), which comprise the consolidated balance sheets as of December 31, 
2021 and 2020, and the related consolidated statements of operations, changes in shareholders’ equity, and 
cash flows for the years then ended, and the related notes to the consolidated financial statements. 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Cornwell Quality Tools Company and Subsidiary as of December 31, 2021 and 2020, 
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 Audit of the Consolidated Financial Statements section of our report. We are required to be 
independent of Cornwell Quality Tools Company and Subsidiary 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. 
 
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 Cornwell Quality Tools 
Company and Subsidiary’s ability to continue as a going concern within one year after the date that the 
consolidated financial statements are available to be issued. 
  

274 White Pond Drive 
Akron, OH 44320 
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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 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 Cornwell Quality Tools Company and Subsidiary’s 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 Cornwell Quality Tools Company and Subsidiary’s 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. 
 
 
 
Akron, Ohio 
March 25, 2022 
 
 
 
 



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

2021 2020

CURRENT ASSETS
Cash and cash equivalents 24,472,455$       24,904,341$      
Accounts receivable, trade, net 9,121,706 7,293,342
Notes receivable, net 2,609,030 2,295,218
Finance receivables, net 19,007,487 17,446,649
Inventories 33,158,175 19,364,528
Prepaid expenses and other assets 1,344,706 1,491,404
Refundable income taxes 294,000               -                           

Total current assets 90,007,559         72,795,482         

NONCURRENT ASSETS
Notes receivable, net of current portion 9,718,752 8,816,253
Finance receivables, net of current portion 59,693,453 55,122,095
Investments, designated 158,562 158,498
Property, plant and equipment, net 14,237,297 14,342,935
Goodwill, net 4,029,783 4,878,158           
Deferred income tax asset 4,064,000            3,558,000           

Total noncurrent assets 91,901,847         86,875,939         

TOTAL ASSETS 181,909,406$     159,671,421$    

CURRENT LIABILITIES
Accounts payable 15,732,912$       14,880,613$      
Current maturities of capital lease obligation 1,476                    10,278                
Current maturities of long-term debt 488,004               1,654,671           
Accrued expenses 2,904,748            3,133,213           
Deferred compensation 116,950               109,194              
Accrued taxes 198,227               294,401              

Total current liabilities 19,442,317         20,082,370         

LONG-TERM LIABILITIES
Capital lease obligation, less current maturities -                            1,177                   
Long-term debt, less current maturities 2,480,663            2,968,663           
Deferred compensation, less current portion 1,255,166            1,291,116           

Total long-term liabilities 3,735,829            4,260,956           

Total liabilities 23,178,146         24,343,326         

SHAREHOLDERS' EQUITY 158,731,260       135,328,095      

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 181,909,406$     159,671,421$    

December 31, 2021 and 2020

ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

See accompanying notes to consolidated financial statements. - 3 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS

2021 2020

SALES 250,650,874$  207,918,492$  
Less: Dealer weekly volume incentives 4,967,398         3,747,048         

Sales, net 245,683,476 204,171,444

COST OF GOODS SOLD 179,443,910    147,920,051    

Gross profit 66,239,566      56,251,393      

EXPENSES
Shipping and warehousing 5,130,452 3,721,692
Selling 18,860,426 16,929,590
General and administrative 13,846,472      11,453,722      
Employee stock ownership plan contribution 5,000,000         4,000,000         
Goodwill amortization expense 848,375            848,375            

Total expenses 43,685,725      36,953,379      

Income before financing operations 22,553,841      19,298,014      

FINANCING OPERATIONS
Revenues 18,962,777 17,208,434
Other financing income 1,015,094         724,295            

Total financing income 19,977,871 17,932,729.
Expenses 6,784,722         7,092,884         

Income from financing operations 13,193,149      10,839,845      

Income from operations 35,746,990      30,137,859      

OTHER INCOME (EXPENSE)
Interest expense (283,379) (341,083)
Interest income 8,660 7,085
Other income (expense), net (141,289)           322,425            

Other expense, net (416,008)           (11,573)             

Income before taxes 35,330,982 30,126,286

PROVISION FOR INCOME TAXES 8,799,000         7,438,000         

NET INCOME 26,531,982$    22,688,286$    

for the years ended December 31, 2021 and 2020

See accompanying notes to consolidated financial statements. - 4 -



* Voting
Common Stock Additional Total

Shares Paid-In Retained Shareholders'
Issued Amount Capital Earnings Equity

BALANCES, DECEMBER 31, 2019 10,635     106,350$       1,644,189$     112,793,998$ 114,544,537$ 

Net income -                -                      -                        22,688,286     22,688,286     
Dividends paid -                -                      -                        (1,904,728)      (1,904,728)      

BALANCES, DECEMBER 31, 2020 10,635     106,350         1,644,189        133,577,556   135,328,095   

Net income -                -                      -                        26,531,982     26,531,982     
Dividends paid -                -                      -                        (3,128,817)      (3,128,817)      

BALANCES, DECEMBER 31, 2021 10,635     106,350$       1,644,189$     156,980,721$ 158,731,260$ 

CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
for the years ended December 31, 2021 and 2020

* Common stock, voting, $10 par value, 25,000 shares authorized with 10,635 shares issued and outstanding at 
December 31, 2021 and 2020.

See accompanying notes to consolidated financial statements. - 5 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

2021 2020
CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers 262,033,263$   219,789,132$   
Cash paid to suppliers and employees (234,869,277)    (171,308,252)    
Cash paid to related party (445,788)            (445,788)            
Interest paid, net (272,281)            (329,860)            
Income taxes paid (9,680,000)         (6,691,950)         

Net cash from operating activities 16,765,917        41,013,282        

CASH FLOWS FROM INVESTING ACTIVITIES
Finance receivables originated (48,450,878)      (46,488,132)      
Finance receivables repaid 37,396,682        32,602,601        
Deposits in investments, designated (64)                      (688)                    
Capital expenditures (1,352,426)         (1,481,407)         
Proceeds on cash surrender value life insurance -                           1,251,746          
Proceeds on disposal of property and equipment 2,346                  22,500                

Net cash from investing activities (12,404,340)      (14,093,380)      

CASH FLOWS FROM FINANCING ACTIVITIES
Repayments of capital lease obligation (9,979)                (10,981)              
Repayments of long-term debt (1,654,667)         (1,888,000)         
Cash dividends paid (3,128,817)         (1,904,728)         

Net cash from by financing activities (4,793,463)         (3,803,709)         

NET CHANGE IN CASH AND CASH EQUIVALENTS (431,886)            23,116,193        

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 24,904,341        1,788,148          

CASH AND CASH EQUIVALENTS, END OF YEAR 24,472,455$      24,904,341$      

for the years ended December 31, 2021 and 2020

See accompanying notes to consolidated financial statements. - 6 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS, Continued

2021 2020
RECONCILIATION OF NET INCOME TO NET CASH

FROM OPERATING ACTIVITIES:
Net income 26,531,982$   22,688,286$   

ADJUSTMENTS TO RECONCILE NET INCOME TO NET
CASH FROM OPERATING ACTIVITIES:

Provision for finance credit losses 4,922,000 5,248,000
Provision for uncollectible accounts and notes receivables 442,120           308,049           
Change in LIFO reserve 1,432,065 913,962
Change in inventory obsolescence reserve 180,000 (83,568)
Gain on settlement of cash surrender value

of officer's life insurance policies -                        (525,576)          
Depreciation and amortization 1,484,314 1,495,619
Goodwill amortization 848,375           848,375
Gain on disposal of property and equipment (2,346)              (6,903)              
Change in deferred income tax asset (506,000)          (165,000)          
(Increase) decrease in operating assets:

Accounts receivable, trade (2,270,484)      (1,329,667)      
Notes receivable (1,216,311)      (1,307,799)      
Inventories (15,405,712)    6,930,458        
Prepaid expenses and other assets 120,448           (897,371)          
Refundable income taxes (294,000)          761,000           

Increase (decrease) in operating liabilities:
Accounts payable 852,299           5,671,549        
Accrued expenses (228,465)          381,011           
Accrued taxes (96,174)            104,781           
Deferred compensation (28,194)            (21,924)            

   Total adjustments (9,766,065)      18,324,996      

NET CASH FROM OPERATING ACTIVITIES 16,765,917$   41,013,282$   

for the years ended December 31, 2021 and 2020

See accompanying notes to consolidated financial statements. - 7 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
for the years ended December 31, 2021 and 2020  
 

-8- 

 1. NATURE OF OPERATIONS 
 
Cornwell Quality Tools Company and Subsidiary (the Company) is a manufacturer and distributor of 
hand-held tools, toolboxes, diagnostic equipment and other related products for mechanics, 
primarily in the automotive business. The Company sells its products to independent dealers and 
other industrial users throughout the United States of America and parts of Europe. Purchased parts 
account for approximately 93% of sales in 2021 and 92% of sales in 2020. The Company maintains 
manufacturing facilities in Ohio and Pennsylvania and distribution centers in Ohio and Utah. 

 
 
 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Principles of Consolidation – The accompanying consolidated financial statements of Cornwell 
Quality Tools Company and Subsidiary include the accounts of Cornwell Quality Tools and its wholly-
owned subsidiary, CQT Kennedy, LLC, collectively referred to as the Company. All significant 
intercompany transactions have been eliminated in consolidation.  

 
Basis of Accounting – The accompanying consolidated financial statements have been prepared in 
accordance with accounting principles generally accepted in the United States of America (GAAP). 

 
  Variable Interest Entity – The Company is the primary beneficiary of an affiliated leasing entity that 

was formed for the purpose of holding real estate which is leased to the Company. The affiliated 
leasing entity generates substantially all of its revenue from the Company. The Company accounts 
for the variable interest entity (VIE) under the alternative accounting guidance issued by the Financial 
Accounting Standards Board (FASB). This alternative accounting treatment permits privately held 
companies meeting certain criteria from having to apply existing VIE consolidation guidance to 
common control leasing arrangements while maintaining compliance with GAAP. This alternative 
accounting guidance still requires certain disclosures pertaining to its relationship with the VIE entity, 
which have been disclosed in Note 9. 

 
  Cash and Cash Equivalents – Cash and cash equivalents include cash on hand, cash held in banks and 

all highly liquid investments purchased with original maturities of three months or less. 
 
  The Company maintains its cash and cash equivalents with banks, which, at times, may exceed the 

federally insured limit of $250,000. Cash and cash equivalents with banks exceeded the limit by 
approximately $26,256,000 at December 31, 2021 and $26,494,000 at December 31, 2020. 
Management of the Company believes it is not exposed to any significant credit risk on its cash and 
cash equivalents. The Company has not experienced any significant losses in such accounts.  

 
Accounts Receivable – The Company extends unsecured credit to its customers during the ordinary 
course of business but mitigates the associated risk by performing ongoing credit evaluations and 
actively pursuing past due accounts. Trade accounts receivable are stated at the amount 
management expects to collect from outstanding balances. Management provides for probable 
uncollectible accounts through a charge to earnings and a credit to the allowance for doubtful 
accounts based on its assessment of the current status of individual accounts. Balances that are still 
outstanding after management has used reasonable collection efforts are written off through a 
charge to the allowance and a credit to trade accounts receivable. 



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
for the years ended December 31, 2021 and 2020  
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 
  Notes Receivable – During the ordinary course of business, customers may refinance their trade 

accounts receivable and create an installment loan. These loan terms are from one to five years with 
payments due weekly ranging between $100 and $480 including interest ranging between 10% and 
17%. Interest is charged and recognized on the loans as payments are received. Management 
provides for probable uncollectible accounts through a charge to earnings and a credit to the 
allowance for doubtful accounts based on its assessment of the current status of individual accounts.  

 
  Receivables are considered to be past due based on the various contractual terms. 
 

On December 31, 2021, contractual maturities of notes receivables were as follows: 
 

2022   $ 2,859,030 
2023    3,704,381 
2024    3,026,727 
2025    2,038,758 
2026    948,886 

 
    $ 12,577,782 

 
  Finance Receivables – Finance receivables, that management has the intent and ability to hold for 

the foreseeable future or until maturity or payoff, are reported at their outstanding unpaid principal 
balances reduced by any charge off or specific valuation accounts and net of any deferred financing 
fees or costs on originated loans. Deferred financing fees are amortized on a straight-line basis over 
a 36-month period which approximates the life of the finance receivables. 

 
Allowance for loan losses is increased by charges to income and decreased by charge-offs (net of 
recoveries). Management’s periodic evaluation of the adequacy of the allowance is based on the 
Company’s past loan loss experience, known and inherent risks in the portfolio, adverse situations 
that may affect the borrower’s ability to repay, the estimated value of any underlying collateral and 
current economic conditions. Commercial loans are charged off when they are one hundred twenty 
days contractually past due. 

 
  From time to time, the Company sells finance receivables that have been previously charged off. 

Proceeds from sales of the loans were $204,814 in 2021 and $209,477 in 2020, and are included in 
the income from financing operations in the consolidated statements of operations. 

 
  Inventories – Inventories are valued at the lower of cost or market with cost determined by the last-

in, first-out (LIFO) method. If the first-in, first-out (FIFO) method was used to value inventories, 
reported inventories would have been increased by $5,931,566 and $4,499,501 at December 31, 
2021 and 2020, respectively, and net income after taxes would have increased by $1,045,065 in 2021 
and by $666,962 in 2020. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
for the years ended December 31, 2021 and 2020  
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 
Special Dealer Program – Deferred financing incentive expense for the special dealer program is 
amortized on a straight-line basis over a 36-month period. The amortization expense totaled $26,250 
in 2021 and $110,000 in 2020. There are no remaining fees to be amortized in future years, and this 
program has ended as of December 31. 2021. 
 
Investments, Designated – The Company designated investments to be used at a future date for the 
purpose of funding a portion of the deferred compensation liability. Designated investments have 
been deposited in a separate account during 2021 and 2020. 
 
Goodwill – The Company recognized $8,483,752 of goodwill related to Cornwell Quality Tools 
Company’s acquisition of CQT Kennedy, LLC on September 30, 2016. The Company accounts for 
goodwill in accordance with alternative accounting guidance issued by the FASB. This alternative 
accounting treatment permits privately held companies to amortize goodwill on a straight-line basis 
over a period not to exceed 10 years while maintaining compliance with GAAP. Goodwill is reviewed 
for possible impairment at least annually or more frequently upon the occurrence of an event or 
when circumstances indicate that the carrying amount is greater than its fair value. Management has 
determined that there is no impairment of goodwill for the years ended December 31, 2021 and 
2020. Amortization expense totaled $848,375 in 2021 and 2020, respectively, and accumulated 
amortization totaled $4,453,969 at December 31, 2021 and $3,605,594 at December 31, 2020. 
Goodwill will amortize at the annual amount of $848,375 through September 2026.  

 
  Property, Plant and Equipment – Property, plant and equipment are recorded at cost. Major 

additions and improvements are charged to the property accounts while replacements, 
maintenance, and repairs which do not improve or extend the lives of the respective assets, are 
expensed currently. When property is retired or otherwise disposed of, the cost of the property is 
removed from the asset account, accumulated depreciation is charged with an amount equivalent to 
the depreciation provided, and any resulting gain or loss is charged or credited to operations.  

 
Depreciation has been provided using the straight-line method over the estimated useful lives of the 
assets as follows: 
   
  Buildings and improvements 4 to 35 years 
  Machinery and equipment 5 to 20 years 
  Office furniture and fixtures 3 to 10 years 
  Transportation equipment  3 to 5 years 

 
  Depreciation expense totaled $1,458,064 in 2021 and $1,373,119 in 2020. 
 

Estimates – The preparation of consolidated financial statements in conformity with GAAP 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 consolidated financial 
statements and the reported amounts of revenues and expenses during the reporting period. While 
actual results could differ from those estimates, management does not expect those differences to 
be significant to the consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 

Advertising – Advertising primarily consists of the Company’s catalog, bulletins, flyers, sponsorships 
and advertising in national publications for the Company’s products, which are amortized over one 
year or less. Advertising expense was $2,170,068 in 2021 and $1,141,646 in 2020. 

 
  Income Taxes – The Company is taxed as a C-Corporation and, accordingly, a provision (benefit) for 

federal and state taxes has been recorded in the consolidated financial statements.  
 

The Company recognizes deferred tax assets and liabilities for future tax consequences attributable 
to differences between the carrying amounts of existing assets and liabilities and their respective tax 
basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the year in which the temporary differences are expected to be recovered or 
settled. The effect of deferred tax assets and liabilities of a change in tax rates is recognized in income 
in the period that includes the enactment date. Deferred tax assets are reduced by a valuation 
allowance when management determines a portion or all of the deferred tax assets will more likely 
than not be recognized.  

 
Revenue Recognition – The Company generates revenue from various financing programs that 
include: (i) installment sales contracts arising from tool dealers wishing to provide financing to their 
customers on an extended-term payment plan; and (ii) business loans to tool dealers for inventory. 
Interest income from finance receivables is recognized using the interest method. Accrual of interest 
income on finance receivables is suspended when a loan is contractually delinquent for one hundred 
twenty days or more. The accrual is resumed when the loan becomes contractually current, and past-
due interest income is recognized at that time. 

 
The decision to finance through the Company or another financing source is solely at the election of 
the customer. When assessing customers for potential financing, the Company considers various 
factors regarding ability to pay, including the customers’ financial condition, debt-servicing ability, 
past payment experience, and credit bureau and proprietary credit model information, as well as the 
value of the underlying collateral. See Note 5 for information on credit quality indicators and 
monitoring.  
 
The Company enters into contracts with customers related to the selling of products. At contract 
inception, an assessment of the products promised in the contracts with customers is performed and 
a performance obligation is identified for each distinct promise to transfer to the customer a product 
(or bundle of products). To identify the performance obligations, the Company considers all of the 
products promised in the contract regardless of whether they are explicitly stated or are implied by 
customary business practices. Contracts with customers are comprised of customer purchase orders, 
invoices and written contracts. 

 
Revenue from the sale of products is recognized at a point in time when the Company’s performance 
obligations are satisfied, which generally occurs at a point in time when title and control of the 
product is transferred to the customer at shipping point. Once a product has shipped, the customer 
is able to direct the use of, and obtain substantially all of the remaining benefits from the asset. 
Customer payments are typically due within 30 days of billing or over the terms set out in the 
financing program, depending on the contract.  
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 
Revenue Recognition, (continued) – In some cases, the nature of the Company’s contracts give rise 
to variable consideration, including weekly dealer volume discounts, rebates, credits, allowances for 
returns or other similar items that generally decrease the transaction price. These variable amounts 
generally are credited to the customer, based on achieving certain levels of sales activity or product 
returns. 

 
In the normal course of business, the Company allows dealers to return product per the provisions 
in the franchise agreement that allow for the return of product in a saleable condition. For other 
customers, product returns are generally not accepted unless the item is defective as manufactured. 
Estimated product returns are recorded as a reduction in reported revenues at the time of sale based 
upon historical product return experience and is adjusted for known trends to arrive at the amount 
of consideration to which the Company expects to receive.  
 
Variable consideration is estimated at the most likely amount that is expected to be earned. 
Estimated amounts are included in the transaction price to the extent it is probable that a significant 
reversal of cumulative revenue recognized will not occur when the uncertainty associated with the 
variable consideration is resolved. Estimates of variable consideration and determination of whether 
to include estimated amounts in the transaction price are based largely on an assessment of the 
anticipated performance and all information (historical, current and forecasted) that is reasonably 
available. 
 
Disaggregation of Revenue: All sales revenue results from product sales and is recognized at a point 
in time. Products are sold primarily to independent tool dealers and other industrial users throughout 
the United States of America and parts of Europe. Qualitative factors that affect revenue recognition 
and cash flows include, uninterrupted supply chain for components used to manufacture products, 
purchased products, availability of labor, and prompt payment by customers. 
 
Performance Obligation: The Company’s contracts for the sale of products contain a single 
performance obligation. The performance obligation is satisfied when the product is shipped to the 
customer. 
 
Significant Judgments and Estimates: Other than variable consideration previously noted there are 
no significant judgments involved in the recognition of revenue from the sale of products. 
 
Shipping and Handling Costs – The Company has elected to treat shipping and handling costs as 
contract fulfillment activities. Shipping and handling revenue is included in sales and the related costs 
are included in cost of goods sold in the accompanying consolidated statements of operations.  
 
Returned Goods – The Company sells both manufactured tools and products purchased from other 
manufacturers. For purchased products, it is the Company's policy to extend the full manufacturer's 
guarantee to the Company's customers. For manufactured items, the Company will, at its sole 
discretion, replace or repair an item if it is determined that the item has not given the user a fair 
value in terms of length of useful life. This policy is considered a promotional expense that generates 
goodwill with the customer and, as consistent with standard practices in this industry, these amounts 
are expensed as incurred. The Company’s policy is also considered an assurance warranty and 
therefore does not constitute variable consideration under Topic 606. 
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 

Fair Value – The Company applies fair value measurements in accordance with GAAP, which 
establishes a framework for measuring fair value. That framework provides a fair value hierarchy that 
prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the 
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 
1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). 
 
Included in investments designated on the consolidated balance sheets, are money market funds 
with a fair value of $158,562 and $158,498 at December 31, 2021 and 2020, respectively. The 
designated investments are measured on a Level 1 basis at December 31, 2021 and 2020 as defined 
by GAAP.  
 
Concentrations of Credit Risk – The Company performs ongoing credit evaluations of its customers 
and generally requires collateral only on financing and notes receivables with extended credit terms. 
The Company maintains reserves for potential credit losses and such losses have been within 
management's expectations. 
 
New Accounting Pronouncements – In February 2016, the FASB issued ASU No. 2016-02, Leases 
(Topic 842), to increase the transparency and comparability about leases among entities. The new 
guidance requires lessees to recognize a lease liability and a corresponding lease asset for virtually 
all lease contracts. It also requires additional disclosures about leasing arrangements. ASU 2016-02, 
as amended by ASU No. 2020-05, is effective for non-public entities for fiscal years beginning after 
December 15, 2021 and interim periods within fiscal years beginning after December 15, 2022. ASU 
2016-02 originally specified a modified retrospective transition method which requires the entity to 
initially apply the new lease standard at the beginning of the earliest period presented in the financial 
statements. In July 2018, FASB issued ASU No. 2018-11, Leases (Topic 842): Targeted Improvements, 
providing a second, optional transition method which allows the entity to apply the new standard at 
the adoption date and recognize a cumulative-effect adjustment to the opening balance of retained 
earnings in the period of adoption. The Company is currently assessing the impact of this new 
standard, including the two optional transition methods. 
 
In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326), to 
require the measurement of expected credit losses for financial instruments held at the reporting 
date based on historical experience, current conditions and reasonable forecasts. The main objective 
of this ASU is to provide financial statement users with more decision-useful information about the 
expected credit losses on financial instruments and other commitments to extend credit held by a 
reporting entity at each reporting date. ASU No. 2016-13, as amended by ASU No. 2019-11, is 
effective for fiscal years beginning after December 15, 2022, including interim periods within those 
fiscal years; the ASU allows for early adoption as of the beginning of an interim or annual reporting 
period beginning after December 15, 2018. The Company is currently assessing the impact this ASU 
will have on its consolidated financial statements. 
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 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued) 
 
Subsequent Events – Subsequent events are events or transactions that occur after year end but 
before financial statements are issued or are available to be issued. These events and transactions 
either provide additional evidence about conditions that existed at year end, including the estimates 
inherent in the process of preparing financial statements (that is, recognized subsequent events), or 
provide evidence about conditions that did not exist at year end but arose after that date (that is, 
non-recognized subsequent events). 
 
Management of the Company has evaluated subsequent events through March 25, 2022, which was 
the date that these consolidated financial statements were available for issuance, and determined 
there are no significant non-recognized subsequent events through that date. 

 
 
 3. CHANGES IN THE VALUATION ALLOWANCE FOR TRADE ACCOUNTS RECEIVABLE AND NOTES 

RECEIVABLE 
 

  Changes in the valuation allowance for trade accounts receivable and notes receivable were as 
follows at December 31: 

      2021    2020  
 
   Balance, beginning of year $ 334,000 $ 328,000 
   Provision for bad debts  442,120  308,049 
   Write-offs  (530,401)  (356,656) 
   Recoveries  87,281   54,607   
 
   Balance, end of year $ 333,000  $ 334,000 

 
The allowance for doubtful accounts is presented net in the Company’s consolidated balance sheets 
as follows at December 31: 

      2021   2020   
 
   Accounts receivable, trade $ 83,000 $ 84,000 
   Notes receivable  250,000   250,000 
 
     $ 333,000 $  334,000 
 
 
  



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
for the years ended December 31, 2021 and 2020  
 
 

-15- 

 4. FINANCE RECEIVABLES 
 
  The Company engages in providing commercial financing services to tool dealers wishing to provide 

financing to their customers. The Company’s finance receivables, which are comprised primarily of 
contracts with a maximum of 60 monthly installments, are as follows at December 31: 

 
      2021   2020   
 
   Finance receivables $ 94,135,342  $ 86,814,485  
 
   Deductions: 
    Reserve for finance credit losses  (8,212,000)  (7,553,000) 
    Deferred financing fees  (7,222,402)  (6,692,741) 
 
      78,700,940   72,568,744 

  Less current maturities  19,007,487  17,446,649 
 
   Long-term finance receivables  $ 59,693,453 $ 55,122,095  
 

On December 31, 2021, contractual maturities of finance receivables were as follows: 
 

 2022    $ 31,196,087 
2023     29,338,749 
2024      22,553,113 
2025     9,952,331 
2026     1,095,062 

 
    $ 94,135,342 

 
  Current maturities of finance receivables as reported on the consolidated balance sheet consist of 

gross receivables of $31,196,087 less the reserve for finance credit losses of $8,212,000 less the 
current portion of deferred financing fees of $3,976,600. 

 
  It is the Company’s experience that a substantial portion of the commercial loan portfolio generally 

is renewed or repaid before the contractual maturity dates. The above tabulation, therefore, is not 
regarded as a forecast of future cash collections. Cash collections of principal amounts of commercial 
loans totaled $37,396,682 in 2021 and $32,602,601 in 2020 and the ratios of these cash collections 
to average principal balances were approximately 41% in 2021 and 40% in 2020. Changes in the 
allowance for credit losses for finance receivables were as follows: 

 
    2021    2020    

 
 Balance, beginning of year $ 7,553,000 $ 6,714,000 
 Provision for credit losses  4,922,000  5,248,000 
 Loans charged off  (4,754,000)  (5,018,000) 
 Recoveries  491,000  609,000 

 
 Balance, end of year $ 8,212,000 $ 7,553,000 
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 5. CREDIT QUALITY OF FINANCE AND NOTES RECEIVABLES 
 

The Company actively monitors the credit quality of finance and notes receivables by performing a 
credit worthiness analysis at the borrowing date, and at predetermined intervals throughout the time 
finance and notes receivables are outstanding. Credit for purchases under notes receivable is granted 
based on a review of the customer’s Beacon credit score. Credit for purchases under finance 
receivables is granted based on an internally developed scoring method termed a Scorecard. The 
Scorecard was initially developed in June 2004 and has been revalidated in September 2008, 2012, 
2016, February 2018, and September 2021. The Scorecard takes into account various credit quality 
indicators such as job history, public record information, collections, and prior delinquent accounts 
and then assigns a weighted score which is used in determining the customer’s credit. In the February 
2018 revalidation, the introduction of FICO scores as an additional qualifier was added. Before June 
2004, the Company granted credit based on a customer’s Beacon score or internally determined Blue 
Ribbon rating. 
 
The finance receivables and notes receivable balances are based on the following credit quality 
indicators at December 31: 
 
    2021   2020   
 Notes receivable: 
  Beacon score > 650 $ 12,577,782 $ 11,361,471 

 
 Finance receivables: 
  Blue Ribbon rating $ 279,332 $ 396,297 
  Scorecard: 

     415 - 419 – High risk  259,867  284,388
     420 - 429  8,790,201  7,614,203 
     430 - 439  8,281,361  7,985,473
     440 - 449  17,490,710  16,028,903
     450 - 459  29,198,116  25,992,565 
     >= 460 – Low risk  29,835,755  28,512,656 
 
    Subtotal Scorecard   93,856,010  86,418,188 
 
   Total finance receivables $ 94,135,342 $ 86,814,485 
 
 

An aging analysis of the finance and notes receivables portfolio, based on customer repayment status 
is as follows at December 31: 
    2021   2020   

 
 Current (not past due) notes receivable $ 12,577,782 $ 11,361,471 

 
 Finance receivables: 
  Current (not past due) $ 90,103,054 $ 81,924,997 
  30-59 days past due  1,782,010  2,245,770 
  60-89 days past due  997,733  1,334,146 
  Greater than 90 days past due  1,252,545  1,309,572 

 
 Total finance receivables $ 94,135,342 $ 86,814,485 
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 6. INVENTORIES 
 
  Inventories consist of the following at December 31: 
      2021   2020   
 
   Raw materials $ 6,198,060 $ 3,335,892  
   Work in process  3,427,525  2,418,961  
   Finished goods  29,744,156   18,209,176  
 
      39,369,741  23,964,029 
  Less: 
   Obsolescence reserve  280,000   100,000  
   LIFO reserve  5,931,566   4,499,501  
 
    Total inventories $ 33,158,175 $ 19,364,528 
 
 
 7. PROPERTY, PLANT AND EQUIPMENT 
 
  Property, plant and equipment consist of the following at December 31: 
 
      2021   2020   
 
   Land $ 692,495  $ 692,495  
   Buildings and improvements  9,104,853   9,063,754  
   Machinery and equipment  12,555,920   12,099,339  
   Office furniture and fixtures  5,063,804   4,981,192  
   Transportation equipment  182,305   94,093  
   Construction in progress  654,604   25,876  
 
      28,253,981   26,956,749  
    Less accumulated depreciation  14,016,684   12,613,814  
 
    Property, plant and equipment, net $ 14,237,297  $ 14,342,935  
 
  Leasehold improvements are amortized over 4-35 years, which is the shorter of the useful life of the 

leasehold improvement or the lease term including renewal periods that are reasonably assured. The 
Company leases its office from a related party under a ten-year operating lease, ending November 
2025. If the lease is not extended to equal the life of the leasehold improvements, the landlord has 
represented to the Company that it will be reimbursed for the remaining unamortized cost of the 
leasehold improvements. 

 
  Included in construction in progress at December 31, 2021 are costs related to the purchase of 

machinery and equipment with a total estimated cost of completion for approximately $1,985,000. 
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  8. FINANCING 
 
  The Company has a line of credit agreement with a bank. Under the terms of the agreement, the 

Company can borrow up to $8,000,000, collateralized by substantially all owned assets of the 
Company. The agreement, which expires July 31, 2022, requires monthly interest payments at one-
month LIBOR (London Interbank Offered Rate) plus 1.25%, with a LIBOR rate floor of 0.25% (one-
month LIBOR was 0.07% at December 31, 2021). There is $8,000,000 availability on this line of credit 
with no advances outstanding at December 31, 2021 and December 31, 2020. 

 
  The Company also has an agreement with a bank that is collateralized by substantially all owned 

assets of the Company that features a $5,500,000 line of credit for the construction of a new 
warehouse and $7,000,000 term note for the acquisition of a business. On January 5, 2018, the 
outstanding balance on the line of credit agreement for the construction of a new warehouse was 
converted into a $4,880,000 term note. The term note is payable in monthly principal installments of 
$40,667 plus interest at a fixed rate of 3.77%, with a balloon payment for the remaining principal 
owed on January 5, 2023. The amount outstanding on this term note totaled $2,968,667 and 
$3,456,667 at December 31, 2021 and 2020, respectively.  

 
  The $7,000,000 term note for the acquisition of a business was payable in monthly principal 

installments of $116,667 plus interest at one-month LIBOR (.07% at December 31, 2021) plus 1.25%, 
through October 5, 2021. The term note payable was paid in full as of December 31, 2021. The 
amount outstanding on this term note totaled $1,166,667 as of December 31, 2020. 
   

  The following schedule of future maturities of long-term debt reflects the payment terms applicable 
under the term note agreements. 

 
  Year ending December 31: 
 

 2022  $  488,004 
 2023   2,480,663 
 

    2,968,667 
Less current maturities of long-term debt   488,004 
 

   $  2,480,663 
 

  The line of credit and term debt agreements contain various covenants, the most restrictive of which 
requires the Company to maintain a minimum level of fixed charge coverage. The Company is in 
compliance with those covenants at December 31, 2021. 
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 9. OPERATING LEASES 
 
  The Company leases from unrelated parties various equipment and facilities under cancelable and 

non-cancelable operating leases with terms varying from less than one year to four years. Rent 
expense for these leases totaled $358,016 in 2021 and $308,497 in 2020. The following is a schedule 
of future minimum lease payments for operating leases with remaining terms of one year or more: 

 
 2022  $ 297,215 
 2023   73,291 
 2024   20,703 
 2025   3,697 
 

   $ 394,906 
 
  The Company leases its warehouse and office facilities in Wadsworth, Ohio from a related party. The 

Company pays all insurance and operating costs associated with the real estate. Rent payments for 
these facilities totaled $445,788 in 2021 and 2020. The following is a schedule of future minimum 
lease payments for these leases with remaining terms of one year or more: 

 
 2022  $ 445,788 
 2023   445,788 
 2024   445,788 
 2025   382,341 
 

   $ 1,719,705 
 
 
 10. CAPITAL LEASES 
 
  The Company leases various manufacturing equipment under capital leases. The net book value of 

the manufacturing equipment under capital leases at December 31, 2021 and 2020 totaled $25,562 
and $30,582, respectively. An obligation under capital leases has been recorded in the consolidated 
financial statements at the present value of future minimum lease payments.  

 
  Future minimum payments under the capital leases are as follows: 
 

 2022  $ 1,476 
 
 
 11. INCOME TAXES 
 
  The net income tax provision is comprised of the following: 
      2021   2020   
 
   Current tax provision, federal $ 7,460,000 $ 6,040,000 
   Current tax provision, state  1,845,000  1,563,000 
   Deferred tax benefit, federal and state  (506,000)  (165,000) 
  
     $ 8,799,000 $ 7,438,000 
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 11. INCOME TAXES, (Continued) 
 
  The difference between the effective tax rate for financial reporting of 27% in 2021 and 2020 and the 

federal and state statutory tax rates is due to applying actual state statutory tax rates and 
nondeductible items not included for financial reporting purposes. 

 
Deferred income taxes are provided for the temporary differences between the tax basis and the 
financial reporting basis of the Company’s assets and liabilities. The tax effects of temporary 
differences that give rise to significant portions of deferred tax assets (liabilities) consist of the 
following: 

      2021   2020   
 
   Accounts and finance receivable allowance $ 2,367,000 $ 2,185,000 
   Inventories  428,000  242,000 
   Accumulated depreciation on property  (1,898,000)  (1,981,000) 
   Accumulated amortization on goodwill  401,000  325,000 
   Liabilities and reserves  2,396,000  2,409,000 
   Deferred compensation  370,000  378,000 
    
   Total deferred tax asset, net $ 4,064,000 $ 3,558,000 
 
 
 12. RETIREMENT PLANS 
 
  The Company maintains a profit-sharing plan covering substantially all salaried and hourly 

employees, having at least one year of service with the Company and attaining a certain age 
requirement. The amount of the contribution each year is at the sole discretion of the Board of 
Directors of the Company limited by Internal Revenue Service restrictions. There were no profit 
sharing contributions made to the plan in 2021 and 2020. The Plan includes 401(k) provisions. Under 
these provisions, employees may elect to contribute a portion of their compensation on a tax-
deferred basis within the guidelines prescribed by the Internal Revenue Code. The Company may also 
make discretionary contributions to the plan each year. There were no discretionary contributions 
made to the plan in 2021 and 2020.  

 
  The Company also has a deferred compensation plan with officers that provides for the annual 

accrual of a portion of their salary until retirement. The agreements are contingent upon their 
continued employment with the Company and payable upon retirement. It also provides for 
payments to beneficiaries in the event of death. The Company is funding the future obligation by 
restricting investments, in an amount necessary to approximate the liability at retirement. In 
addition, during 2020, proceeds were received in settlement of the cash surrender value of an 
officer’s life insurance policy. Expenses related to these agreements were $81,000 in 2021 and 
$80,000 in 2020. 
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 13. EMPLOYEE STOCK OWNERSHIP PLAN 
 

The Company has an employee stock ownership plan (ESOP) that covers substantially all salaried and 
hourly employees, who have obtained at least 1,000 hours of service. The contributions are 
determined at the sole discretion of the Board of Directors of the Company limited by Internal 
Revenue Service restrictions. Under the provisions of the ESOP, terminated participants may require 
the Company to repurchase their vested shares at fair market value.  
 
As of December 31, 2020, the ESOP held 2,075 shares of stock, which have been fully allocated to 
participants and valued at $23,930 per share by an independent and qualified appraisal firm (the 
“Appraiser”). Based on this value, the aggregate fair market value of the ESOP’s shares was 
approximately $49,655,000.  
 
As of December 31, 2021, the ESOP held 2,075 shares of stock, which have been fully allocated to 
participants. The shares have an estimated value of $28,050 per share as of December 31, 2021, or 
approximately $58,204,000 in aggregate, subject to revision upon receipt of the final valuation from 
the Appraiser, which relies on this audit for financial and other data. 
 
ESOP contribution expense was $5,000,000 in 2021 and $4,000,000 in 2020.  

 
 
 14. CONTINGENCIES 

 
  During the normal course of business, the Company is involved in routine legal matters that 

management intends to aggressively defend. Management believes the likelihood of any material 
adverse outcome to be remote.  

 
  The Company’s past and present daily operations include activities which are subject to federal and 

state environmental regulations. Compliance with these regulations has not had, nor does the 
Company expect such compliance to have, a material effect upon net income, financial condition or 
competitive position of the Company. 

 
 
 15. MAJOR SUPPLIERS 
 
  Purchases from the Company’s two largest suppliers accounted for approximately 41% and 46% of 

purchases during 2021 and 2020, respectively. Any disruptions in the supply chain from these 
suppliers could be substituted with purchases of similar products from other suppliers. 

   
 



 

- 22 - 

 
 
 
 

INDEPENDENT AUDITOR’S REPORT ON SUPPLEMENTAL INFORMATION 
 
 
The Board of Directors of 
Cornwell Quality Tools Company and Subsidiary: 
 
We have audited the consolidated financial statements of Cornwell Quality Tools Company and Subsidiary as 
of and for the years ended December 31, 2021 and 2020, and our report thereon dated March 25, 2022, 
which expressed an unmodified opinion on those consolidated financial statements, appears on pages 1-2. 
Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as 
a whole. The consolidating statements on pages 25-28 are presented for purposes of additional analysis and 
are not a required part of the consolidated financial statements. The consolidated statements and 
accompanying note on pages 29-32 using the first-in, first-out (FIFO) method to value inventories are also 
presented for purposes of additional analysis and are not a required part of the consolidated financial 
statements. Such information is the responsibility of management and was derived from and relates directly 
to the underlying accounting and other records used to prepare the consolidated financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the consolidated financial 
statements and certain additional procedures, including comparing and reconciling such information directly 
to the underlying accounting and other records used to prepare the consolidated financial statements or to 
the consolidated financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the information is fairly 
stated in all material respects in relation to the consolidated financial statements as a whole. 
 
 
 
Akron, Ohio 
March 25, 2022

274 White Pond Drive 
Akron, OH 44320 

330.864.6661 



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATING BALANCE SHEET

Cornwell 
Quality Tools CQT

Company Kennedy, LLC Eliminations Consolidated
CURRENT ASSETS

Cash and cash equivalents 24,468,881$     3,574$             -$                       24,472,455$     
Accounts receivable, trade, net 8,665,002          456,704          -                         9,121,706          
Accounts receivable, subsidiary 22,032,569        8,513,823       (30,546,392)     -                          
Notes receivable, net 2,609,030 -                        -                         2,609,030          
Finance receivables, net 19,007,487 -                        -                         19,007,487        
Inventories 27,812,344        5,345,831       -                         33,158,175        
Prepaid expenses and other assets 1,310,393          34,313             -                         1,344,706          
Refundable income taxes 294,000             -                        -                         294,000             

Total current assets 106,199,706     14,354,245     (30,546,392)     90,007,559        

NONCURRENT ASSESTS
Notes receivable, net of current portion 9,718,752 -                        -                         9,718,752          
Finance receivables, net of current portion 59,693,453 -                        -                         59,693,453        
Note receivable, subsidiary 12,435,791        -                        (12,435,791)     -                          
Investment, subsidiary 1,000,000          -                        (1,000,000)        -                          
Investments, designated 158,562             -                        -                         158,562             
Property, plant and equipment, net 7,386,687 6,850,610 -                         14,237,297        
Goodwill, net -                          4,029,783       -                         4,029,783          
Deferred income tax asset 4,064,000          -                        -                         4,064,000          

Total noncurrent assets 94,457,245        10,880,393     (13,435,791)     91,901,847        

TOTAL ASSETS 200,656,951$   25,234,638$   (43,982,183)$   181,909,406$   

CURRENT LIABILITIES
Accounts payable 15,106,368$     626,544$        -$                       15,732,912$     
Accounts payable, parent 8,513,823          22,032,569     (30,546,392)     -                          
Current maturities of capital lease obligation -                          1,476               -                         1,476                  
Current maturities of long-term debt 488,004             -                        -                         488,004             
Accrued expenses 2,680,265 224,483          -                         2,904,748          
Deferred compensation 116,950 -                        -                         116,950             
Accrued taxes 141,910             56,317             -                         198,227             

Total current liabilities 27,047,320        22,941,389     (30,546,392)     19,442,317        

LONG-TERM LIABILITIES
Long-term debt, less current maturities 2,480,663          -                        -                         2,480,663          
Note payable, parent -                          12,435,791     (12,435,791)     -                          
Deferred compensation, less current portion 1,255,166          -                        -                         1,255,166          

Total long-term liabilities 3,735,829          12,435,791     (12,435,791)     3,735,829          

Total liabilities 30,783,149        35,377,180     (42,982,183)     23,178,146        

SHAREHOLDERS' EQUITY (DEFICIT) 169,873,802     (10,142,542)    (1,000,000)        158,731,260     

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 200,656,951$   25,234,638$   (43,982,183)$   181,909,406$   

December 31, 2021

ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
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SUPPLEMENTAL CONSOLIDATING BALANCE SHEET

Cornwell 
Quality Tools CQT

Company Kennedy, LLC Eliminations Consolidated
CURRENT ASSETS

Cash and cash equivalents 24,447,075$    457,266$        -$                       24,904,341$    
Accounts receivable, trade, net 6,820,877         472,465          -                         7,293,342         
Accounts receivable, subsidiary 14,116,260      6,067,787       (20,184,047)     -                          
Notes receivable, net 2,295,218 -                       -                         2,295,218         
Finance receivables, net 17,446,649 -                       -                         17,446,649      
Inventories 15,295,412      4,069,116       -                         19,364,528      
Prepaid expenses and other assets 1,452,406         38,998            -                         1,491,404         

Total current assets 81,873,897      11,105,632    (20,184,047)     72,795,482      

NONCURRENT ASSETS
Notes receivable, net of current portion 8,816,253 -                       -                         8,816,253         
Finance receivables, net of current portion 55,122,095 -                       -                         55,122,095      
Note receivable, subsidiary 12,435,791      -                       (12,435,791)     -                          
Investment, subsidiary 1,000,000         -                       (1,000,000)       -                          
Investments, designated 158,498            -                       -                         158,498            
Property, plant and equipment, net 7,270,425 7,072,510 -                         14,342,935      
Goodwill, net -                          4,878,158       -                         4,878,158         
Deferred income tax asset 3,558,000         -                       -                         3,558,000         

Total noncurrent assets 88,361,062      11,950,668    (13,435,791)     86,875,939      

TOTAL ASSETS 170,234,959$  23,056,300$  (33,619,838)$  159,671,421$  

CURRENT LIABILITIES
Accounts payable 13,964,623$    915,990$        -$                       14,880,613$    
Accounts payable, parent 6,067,787         14,116,260    (20,184,047)     -                          
Current maturities of capital lease obligation -                          10,278            -                         10,278              
Current maturities of long-term debt 1,654,671         -                       -                         1,654,671         
Accrued expenses 2,902,907 230,306          -                         3,133,213         
Deferred compensation 109,194 -                       -                         109,194            
Accrued taxes 228,585            65,816            -                         294,401            

Total current liabilities 24,927,767      15,338,650    (20,184,047)     20,082,370      

LONG-TERM LIABILITIES
Capital lease obligation, less current maturities -                          1,177               -                         1,177                 
Long-term debt, less current maturities 2,968,663         -                       -                         2,968,663         
Note payable, parent -                          12,435,791    (12,435,791)     -                          
Deferred compensation, less current portion 1,291,116         -                       -                         1,291,116         

Total long-term liabilities 4,259,779         12,436,968    (12,435,791)     4,260,956         

Total liabilities 29,187,546      27,775,618    (32,619,838)     24,343,326      

SHAREHOLDERS' EQUITY (DEFICIT) 141,047,413    (4,719,318)     (1,000,000)       135,328,095    

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 170,234,959$  23,056,300$  (33,619,838)$  159,671,421$  

December 31, 2020

ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
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CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATING STATEMENT OF OPERATIONS

Cornwell 
Quality Tools CQT

Company Kennedy, LLC Eliminations Consolidated

SALES 242,301,828$     19,737,165$   (11,388,119)$  250,650,874$     
Less: Dealer weekly volume incentives 4,967,398           -                        -                        4,967,398           

Sales, net 237,334,430 19,737,165 (11,388,119)    245,683,476       

COST OF GOODS SOLD 168,190,455       22,641,574     (11,388,119)    179,443,910       

Gross profit 69,143,975         (2,904,409)      -                        66,239,566         

EXPENSES
Shipping and warehousing 5,126,690 3,762               -                        5,130,452           
Selling 18,320,568 539,858           -                        18,860,426         
General and administrative 12,789,722         1,056,750        -                        13,846,472         
Employee stock ownership plan contribution 5,000,000           -                        -                        5,000,000           
Goodwill amortization expense -                            848,375           -                        848,375               

Total expenses 41,236,980         2,448,745        -                        43,685,725         

Income (loss) before financing operations 27,906,995         (5,353,154)      -                        22,553,841         

FINANCING OPERATIONS
Revenues 18,962,777 -                        -                        18,962,777         
Other financing income 1,015,094           -                        -                        1,015,094           

Total financing income 19,977,871 -                        -                        19,977,871         

Expenses 6,784,722           -                        -                        6,784,722           

Income from financing operations 13,193,149         -                        -                        13,193,149         

Income (loss) from operations 41,100,144         (5,353,154)      -                        35,746,990         

OTHER INCOME (EXPENSE)
Interest expense (245,217) (38,162) -                        (283,379)             
Interest income 8,660 -                        -                        8,660                   
Other income (expense), net (141,193)             (96)                    -                        (141,289)             

Other income (expense), net (377,750)             (38,258)            -                        (416,008)             

Income (loss) before taxes 40,722,394 (5,391,412) -                        35,330,982         

PROVISION FOR INCOME TAXES 8,767,188           31,812             -                        8,799,000           

Net income (loss) 31,955,206$       (5,423,224)$    -$                      26,531,982$       

for the year ended December 31, 2021
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CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATING STATEMENT OF OPERATIONS

Cornwell 
Quality Tools CQT

Company Kennedy, LLC Eliminations Consolidated

SALES 200,502,634$     16,628,148$   (9,212,290)$    207,918,492$     
Less: Dealer weekly volume incentives 3,747,048           -                        -                        3,747,048           

Sales, net 196,755,586 16,628,148 (9,212,290)      204,171,444       

COST OF GOODS SOLD 141,997,342       15,134,999     (9,212,290)      147,920,051       

Gross profit 54,758,244         1,493,149        -                        56,251,393         

EXPENSES
Shipping and warehousing 3,721,692 -                        -                        3,721,692           
Selling 16,379,179 550,411           -                        16,929,590         
General and administrative 10,418,172         1,035,550        -                        11,453,722         
Employee stock ownership plan contribution 4,000,000           -                        -                        4,000,000           
Goodwill amortization expense -                            848,375           -                        848,375               

Total expenses 34,519,043         2,434,336        -                        36,953,379         

Income (loss) before financing operations 20,239,201         (941,187)          -                        19,298,014         

FINANCING OPERATIONS
Revenues 17,208,434 -                        -                        17,208,434         
Other financing income 724,295               -                        -                        724,295               

Total financing income 17,932,729 -                        -                        17,932,729         

Expenses 7,092,884           -                        -                        7,092,884           

Income from financing operations 10,839,845         -                        -                        10,839,845         

Income (loss) from operations 31,079,046         (941,187)          -                        30,137,859         

OTHER INCOME (EXPENSE)
Interest expense (267,277) (73,806) -                        (341,083)             
Interest income 7,085 -                        -                        7,085                   
Other income, net 315,793               6,632               -                        322,425               

Other income (expense), net 55,601                 (67,174)            -                        (11,573)                

Income (loss) before taxes 31,134,647 (1,008,361) -                        30,126,286         

PROVISION FOR INCOME TAXES 7,417,438           20,562             -                        7,438,000           

Net income (loss) 23,717,209$       (1,028,923)$    -$                      22,688,286$       

for the year ended December 31, 2020
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CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATED BALANCE SHEETS - FIFO BASIS

2021 2020

CURRENT ASSETS
Cash and cash equivalents 24,472,455$    24,904,341$    
Accounts receivable, trade, net 9,121,706 7,293,342
Notes receivable, net 2,609,030 2,295,218
Finance receivables, net 19,007,487 17,446,649
Inventories 39,089,741 23,864,029
Prepaid expenses and other assets 1,344,706 1,491,404
Refundable income taxes 294,000            -                         

Total current assets 95,939,125      77,294,983      

NONCURRENT ASSETS
Notes receivable, net of current portion 9,718,752 8,816,253
Finance receivables, net of current portion 59,693,453 55,122,095
Investments, designated 158,562 158,498
Property, plant and equipment, net 14,237,297 14,342,935
Goodwill, net 4,029,783 4,878,158         
Deferred income tax asset 2,290,000         2,171,000         

Total noncurrent assets 90,127,847      85,488,939      

TOTAL ASSETS 186,066,972$  162,783,922$  

CURRENT LIABILITIES
Accounts payable 15,732,912$    14,880,613$    
Current maturities of capital lease obligation 1,476                10,278              
Current maturities of long-term debt 488,004            1,654,671         
Accrued expenses 2,904,748         3,133,213         
Deferred compensation 116,950            109,194            
Accrued taxes 198,227            294,401            

Total current liabilities 19,442,317      20,082,370      

LONG-TERM LIABILITIES
Capital lease obligation, less current maturities -                         1,177                
Long-term debt, less current maturities 2,480,663         2,968,663         
Deferred compensation, less current portion 1,255,166         1,291,116         

Total long-term liabilities 3,735,829         4,260,956         

Total liabilities 23,178,146      24,343,326      

SHAREHOLDERS' EQUITY 162,888,826    138,440,596    

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 186,066,972$  162,783,922$  

December 31, 2021 and 2020

ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

See accompanying notes to consolidated financial statements. - 27 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATED STATEMENTS OF OPERATIONS - FIFO BASIS

2021 2020

SALES 250,650,874$  207,918,492$  
Less: Dealer weekly volume incentives 4,967,398        3,747,048        

Sales, net 245,683,476 204,171,444

COST OF GOODS SOLD 178,011,845    147,006,089    

Gross profit 67,671,631      57,165,355      

EXPENSES
Shipping and warehousing 5,130,452        3,721,692        
Selling 18,860,426      16,929,590      
General and administrative 13,846,472      11,453,722      
Employee stock ownership plan contribution 5,000,000        4,000,000        
Goodwill amortization expense 848,375            848,375            

Total expenses 43,685,725      36,953,379      

Income before financing operations 23,985,906      20,211,976      

FINANCING OPERATIONS
Revenues 18,962,777 17,208,434
Other financing income 1,015,094        724,295            

Total financing income 19,977,871 17,932,729
 

Expenses 6,784,722        7,092,884        

Income from financing operations 13,193,149      10,839,845      

Income from operations 37,179,055      31,051,821      

OTHER INCOME (EXPENSE)
Interest expense (283,379) (341,083)
Interest income 8,660 7,085
Other income (expense), net (141,289)          322,425            

Other expense, net (416,008)          (11,573)             

Income before taxes 36,763,047 31,040,248

PROVISION FOR INCOME TAXES 9,186,000        7,685,000        

Net income 27,577,047$    23,355,248$    

for the years ended December 31, 2021 and 2020

See accompanying notes to consolidated financial statements. - 28 -



* Voting
Common Stock Additional Total

Shares Paid-In Retained Shareholders'
Issued Amount Capital Earnings Equity

BALANCES, DECEMBER 31, 2019 10,635     106,350$          1,644,189$       115,239,537$   116,990,076$   

Net income -                -                          -                          23,355,248       23,355,248       
Dividends paid -                -                          -                          (1,904,728)        (1,904,728)        

BALANCES, DECEMBER 31, 2020 10,635     106,350             1,644,189         136,690,057     138,440,596     

Net income -                -                          -                          27,577,047       27,577,047       
Dividends paid -                -                          -                          (3,128,817)        (3,128,817)        

BALANCES, DECEMBER 31, 2021 10,635     106,350$          1,644,189$       161,138,287$   162,888,826$   

CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY

SUPPLEMENTAL CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY - FIFO BASIS
for the years ended December 31, 2021 and 2020

* Common stock, voting, $10 par value, 25,000 shares authorized with 10,635 shares issued and outstanding at December 
31, 2021 and 2020.

See accompanying notes to consolidated financial statements. - 29 -



CORNWELL QUALITY TOOLS COMPANY AND SUBSIDIARY 
 
NOTE TO SUPPLEMENTAL CONSOLIDATED FINANCIAL STATEMENTS – FIFO BASIS 
for the years ended December 31, 2021 and 2020  
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 1. BASIS OF PRESENTATION 
 
  The accompanying supplemental consolidated balance sheets, statements of operations and changes 

in shareholders’ equity as of December 31, 2021 and 2020 and for the years then ended have been 
prepared in accordance with accounting principles generally accepted in the United States of America 
as applied by the Company in its historical financial statements, adjusted for the following: 
 
Inventories – are valued at the lower of cost or net realizable value with costs determined by the 
first-in, first-out (FIFO) method.  

 
  Inventories stated on the basis referred to in the preceding paragraph are as follows: 
 
    2021   2020   
 
   Raw materials $ 6,198,060 $ 3,335,892  
   Work in process  3,427,525  2,418,961  
   Finished goods  29,744,156   18,209,176  
 
      39,369,741  23,964,029 
  Less obsolescence reserve  280,000   100,000  
 
    $ 39,089,741  $ 23,864,029 
 

The income tax effect has been provided on the increase/decrease in inventory value at the statutory 
federal and state tax rates. The tax effect decreased the deferred tax assets by $1,774,000 in 2021 
and $1,387,000 in 2020. The tax effect increased the provision for income taxes by $387,000 in 2021 
and $247,000 in 2020. 

 
  The Company uses the LIFO (last-in, first-out) method for its historical consolidated financial 

statements because it better matches costs and revenues.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 

 
 
 
 

 
 
 
 
 
 
 
 
 
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 
 
 
 
 
We consent to the inclusion in the Minnesota Franchise Disclosure Document with issuance date of 
April 4, 2022, of our report, dated March 25, 2022, on our audit of the consolidated financial 
statements of Cornwell Quality Tools Company and Subsidiary. 
 
 
 
Akron, Ohio 
April 4, 2022 

274 White Pond Drive 
Akron, OH 44320 

330.864.6661 












































































































































































































































































































































































































































































































