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W hen you review your co-op’s quarterly financial statements, 
how do you know what the numbers represent? It’s easy to just 
accept that they represent a true, accurate, and comparable (to 

other similar businesses) picture of the co-op’s financial status. Because—
well, they’re numbers! But, in fact, that’s only true if the statements are 
prepared in a consistent fashion.

It’s for this reason that the Financial Accounting Standards Board (www.
fasb.org) has standards that identify how specific accounting functions are 
to be performed. These standards are called GAAP—generally accepted 
accounting principles. When a co-op engages a certified public accoun-
tant (CPA) to audit or review its financial statements, that CPA is review-
ing and testing specific procedures to verify that the co-op’s statements are 
being prepared in conformance with those accounting standards. 

Internal controls
A major focus of these accounting standards is to ensure that the business 
has good internal controls—in other words, systems that prevent misstate-
ments of financial position, fraud, embezzlement, or theft. For instance, 
a basic internal control is that the person who approves expenses doesn’t 
sign checks or authorize the actual payment (also known as segregation 
of duties). This control makes it difficult for an unscrupulous person to 
authorize payments to him/herself.

Most businesses find great value in having an accounting professional 
examine their financial systems and statements to verify proper financial 
reporting. An audit also provides recommendations to improve to internal 
controls. It’s definitely a best practice for the board—the body ultimately 
accountable for the co-op’s overall fiscal health—to engage just such an 
annual examination, either an audit or a less rigorous (and less expensive) 
financial “review.” Either an annual audit or a review service is performed 
by an independent certified public accountant. (See sidebar.)

Reporting standards
In our years of working with and for food co-ops, National Co+op Grocers 

(NCG) has found a wide variety of practices in the ways that financial state-
ments are prepared. For this reason, all NCG member and associate co-ops 
are now required to adhere to six financial reporting standards:
• �Submit quarterly accounting and labor data into the CoMetrics finan-

cial database within 45 days of the close of the co-op’s fiscal quarter. The 
CoMetrics database offers a secure mechanism for food co-ops to share 
financial data as well as for co-ops and NCG to identify important trends 
in our system. This database was developed for U.S. food co-ops and has 
grown to serve a wide variety of co-op sectors—each with its own segre-
gated and secure “data warehouses.” 

• �Engage a third party accounting firm to complete a review of the 
annual financial statements each year. (Since an audit is a more rigorous 
financial review and would exceed this standard, co-ops may alternate 
between a financial review and a full audit as desired.) In this way, all 
co-ops participating in the NCG system verify that they are preparing 
their financial statements per GAAP. An audit also ensures that internal 
controls are verified and enhanced by the review of a third party. Assur-
ance of accurate financial reporting allows the co-op, as well as peers and 
NCG, to identify and mitigate risk sooner.  

• �Prepare separate income statements for each business unit. This 
standard only applies to co-ops operating multiple business units (e.g., 
two stores). For these co-ops, a separate profit/loss statement must be 
prepared for each store, commissary, or central kitchen/bakery, as well 
as other units such as a café and an administrative support unit. Sepa-
rate financial statements enhance management’s ability to accurately 
identify and isolate factors that may be causing the erosion of financial 
performance. 

• �Follow specific accounting procedures for commissary and produc-
tion operations, especially product costing, expense tracking, and prod-
uct transfers, to ensure accurate business unit analysis. As with separate 
income statements, these procedures ensure that the co-op has the data 
to accurately measure the performance of commissary and food produc-
tion units so that problems can be quickly identified and remedied.

• �Conduct a total inventory count at each business unit at the end of 
each fiscal quarter, using consistent costing methodology. Without a 
complete inventory count, management’s ability to identify and quickly 
correct eroding department margins or to identify other operational defi-
ciencies is severely limited. 

• �Prepare complete and accurate monthly financial statements within 
30 days following the end of the fiscal period (either a calendar month 
or a 4/5 week period). This includes reconciliations of all asset accounts; 
inventory adjustments for departments not counted in the period; 
and accrual of all expenses, including labor and benefits, depreciation 
and amortization, long- and short-term debt, and accounts receivable. 
Monthly statements must include comparisons to budget and prior year 
figures. Monthly financials are critical to providing managers timely data 
that can help identify eroding financial performance more quickly and 
accurately. 

While NCG feels strongly that these standards represent a critical base-
line for financial reporting that contributes to the shared success and col-
laboration of NCG co-ops, we do consider and make exceptions to these 
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•  25+ years in  technology and retail
•  Instrumental in organizing Friendly

City Food Co-op in Harrisonburg, Va., 2011
•  Board leader through opening (raising $1.5 million,

 gaining over 1,200 members, hiring a GM)

Ben’s services include:
•  Board leadership training and support
•  Capitalization and financing support
•  Support for startup food co-ops
•  Retreat planning and facilitation
•  Governance workshops and training
•  Board resource development

Ben Sandel
Leadership Development,  
Startup Co-ops, Capitalization

If you’re ready to take the next step 
in your co-op’s future, visit

www.cdsfood.coop to see how we
can work with you to spiral upward.

CDS understands 
both your business 
and your cooperative
organization.

We help you integrate
and strengthen both.

CDS supports co-op
boards governing
effectively 
on behalf of their
communities.

We build strong
leadership.

CDS provides
consulting services

for food co-ops 
large and small.

We help you grow
and expand.

CDS identifies and 
uses best practices and 

data-based decisions
for continuous
improvement.

We help you assess and
plan improvements.

www.cdsconsulting.coopFor a complete listing of our consultants,  
visit www.cdsconsulting.coop

www.facebook.com/ 
CDSConsultingCoop

BenSandel@cdsconsulting.coop –or– 540-421- 6976Review or Audit?

Businesses that wish to engage a third party to 

review their financial systems and reports have 

two primary options: 

A review is when the certified public accountant 

(CPA) performs analytical procedures and 

inquiries to obtain limited assurance on the 

financial statements. A review is intended to 

provide the board with a level of confidence 

in the accuracy of the business’s financial 

reports. A review does not test and make 

recommendations on internal controls.

An audit is a more rigorous engagement 

designed to provide reasonable assurance that 

the financial statements are free from material 

misstatement. In an audit, the CPA is required 

to review and test the business’s internal 

controls to assess soundness of those systems 

to prevent risk from fraud. Audit reports also 

provide specific recommendations to improve 

internal controls.
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requirements on a case-by-case basis. For instance, a small number of NCG 
co-ops are successfully managing a perpetual inventory system with good 
controls to monitor accuracy. Those co-ops can request an exception to the 
standard requiring quarterly physical inventory counts. 

NCG offers several “preferred practice” resources that provide proce-
dural details to guide compliance with these standards. Another helpful 
resource for those interested in better understanding financial reporting 
is Accounting Best Practices for Food Co-ops: A Primer, a compilation of four 
Cooperative Grocer magazine articles covering the balance sheet, income 
statement, internal controls, and cash management, written by 
Bruce Mayer, Peg Nolan, and Steve Wolfe in 2011-2012. It is available  in 
the CGN Member Only Library as a free PDF download. ¨


