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Context Matters

Using trends and comparisons to monitor
the financial health of your cooperative

BY MICHAEL HEALY

hen it comes to numbers and

data, context matters. The con-

text in which we place particular

numbers helps us make mean-

ing of those numbers, and this is
particularly important when we are talking about
financial data.

Over many generations, managers and accoun-
tants have developed financial reporting tools that
help them do their jobs. Balance sheets, income/
expense (aka profit/loss) statements, and cash-
flow statements are all excellent tools that can
help managers manage. These financial state-
ments put many numbers into a coherent whole
so that a manager can see how various decisions
about one line item (“How much can we spend on
occupancy?”) affect the range of options for other
line items (“After paying our expenses, how much
money is left over to pay interest on a new loan?”).

But these same financial statements do not nec-
essarily help the elected board of directors under-
stand the overall financial health of their business.
This article introduces some critical analytical
tools that help boards understand the state of their
business—an understanding that then becomes
the basis for making sound governance decisions.

Providing context

If the co-op’s income statement showed that first quarter sales were $X,
is that good, bad, or neither? It is hard to say, if we don’t have a context
for our judgment. One context that commonly shows up on income state-
ments is a comparison to the previous year—so the income statement
might also tell you that sales in the same quarter last year were $Y.

What does that tell us about this year’s sales? If
this year’s number is bigger, is that good, bad, or
neither? Well, it depends on how much sales grew,
how much we expected them to grow, how much
of that growth can be attributed to inflation, and
on how much it can be attributed to other internal
or external factors.

Boards need more context than a simple comparison to the previous
year in order to judge whether the number they're looking at is good or
not. For board-level decision-making, context is provided by several factors.

Relevance. Each director may be interested in different numbers,
but interests alone are not the best criteria to use to provide context for
the board’s work. Particular information is useful for making particular
decisions; either too much or too little information tends to obfuscate
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We can get better at
planning for and creating
the future that we want.

rather than illuminate the truth. Boards should have a shared under-
standing of which information helps them do their governance work,
and they should expect the manager’s monitoring reports to focus on that
information.

Expectations. The board should have stated expectations about
certain financial indicators, and it should look at data in relationship to
those expectations. In the Cooperative Board Leadership Development
(CBLD) Library, cdsconsulting.coop/cbldlibrary, you can find a Financial
Conditions policy template that demonstrates an
effective way for boards to set expectations.

Trends. Boards who want to see the “big pic-
ture” need tools that help them gain that perspec-
tive. Looking at charts that show trends over time
for certain indicators can tell us a lot about where
our business has been—and might help us under-
stand where the business will go if we make certain decisions.

Plans. How did the actual performance compare to the plan? It is not
essential for the actual and the planned performance to be identical, but
comparing the two helps the board understand both the current opera-
tional reality and the manager’s planning skills.

Peer comparisons. Along with comparing one indicator to itself
over time, boards should compare certain aspects of their business’s
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performance to that of similar businesses. This comparison can help
us understand what is possible, what might be subpar, or at least what
needs explanation or improvement.

How can we do this?

How do boards get the right amount of the right information that
helps them carry out their leadership work? Along with the Financial
Conditions policy template, in the CBLD Library you can find a
Monitoring Report template that reflects the approach outlined in this
article. The CBLD team has based our work on what we have learned
by observing and supporting many co-op boards and managers over
many years.

The depth of a board’s knowledge about their cooperative business,
and the quality of the conversation among the board and manager,
appear to be directly related to how much this leadership team makes
use of clear trend and comparison information about the right financial
indicators. The report template in the CBLD Library suggests how a
presentation of charts reporting trends for 11 different indicators can
provide critically important information to a board.

Below are a few examples of these charts, along with a few insights
about the value this information provides.

Sales growth

This chart (illustrated below) provides insights by clearly presenting
actual performance information (the green line) within a proper con-
text. Instead of only looking at the total sales number on this quarter’s
income/expense statement, what if a board looked at this chart? What
might they learn?

Maybe the board would remember (and new directors might learn
for the first time) that their co-op experienced very strong sales growth
for about a year, between mid-2011 and mid-2012. Maybe they would
see the connection between the actual historical performance and the
business plans and budgets: the co-op had planned for and achieved a
big jump in sales in 2011, perhaps as a result of an expansion project.

Adding in the peer comparison here might also encourage the board
to ask more about the external economic factors that might be driving
the common pattern of ups and downs. None of this larger context is

SALES GROWTH
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Minimizing the
Risk of Fraud

BY THANE JOYAL AND MARK GOEHRING

Loss prevention is a key piece of the retail grocery business. Co-op
managers are aware of this at their level and manage against it every
day, but everyone in the cooperative needs to pay attention to the pos-
sibility. Board members: don’t be complacent.

There are myriad ways to steal from a grocery store: at the register, at
the loading dock, at the safe, and at the computer. It’s important that
directors of retail food co-ops educate themselves about the basics

of loss prevention and implement basic best practices to ensure that
their co-ops are not vulnerable to fraud. Chance favors the prepared
mind: fraud can be extremely difficult to discover, and many frauds are
discovered only by chance. There’s no way to actually make a business
“fraud-proof”’—but there are plenty of ways to limit the likelihood of it
happening and to limit the impact if it does.

Be prepared!

Have a financial review or an audit every year. Have an audit every
three years at minimum.

Regularly request and review information about the financial condi-
tion of your co-op. Ask questions until you understand the financial
information presented to the board.

Educate yourself by asking the general manager for board training on
grocery retail basics:

« cash handling practices at your co-op.

- inventory practices at your co-op.

Verify financial information occasionally and when a trend develops.
If the explanation for a trend references a sector-wide cause, ask for
source data.

Look for the following practices within the store:

- bonding for key employees

- criminal background check for key employees

- a realistic and practical whistleblower policy

- an accounting manual that outlines the duties of people handling
assets and how those assets are safeguarded

Be a good employer and a professional board—be worthy of respect.
Use best practices in hiring your GM. Be timely and fair compensating
your GM.

Listen to everyone: don’t overreact, but don’t ignore rumors either.
What if we suspect fraud?

Get expert assistance early. Consult your co-op’s attorney first.
Forensic accountants specialize in detecting fraud.

What if it happens to us? Have a communication plan. Know what you
can say and what you cannot say. Control information flow to protect
confidential information. Practice answering owner questions.

Learn from the experience: institutionalize practices that will prevent
a reoccurrence.
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<« apparent if the board sees only an income/expense statement.

EBITDAP

EBITDAP (Earnings Before Interest, Taxes, Depreciation/Amortization,
and Patronage Refund) is a ratio that reflects core earnings of the busi-
ness; it is sort of like an EKG, a way to analyze the body’s beating heart.
By filtering out the effects of financing and accounting decisions,
EBITDAP offers a useful way to compare your co-op’s profitability with
that of its peers.

In this case, the board of “Our Co-op” might have a stated expecta-
tion that EBITDAP should be above the median for the co-op’s peer
group. This chart tells the board that their business is seriously under-
performing both in relation to what’s possible and to their expectations.
In addition, the board knows that the downward trend in EBITDAP
began in 2012, with serious decline in performance beginning in the
1st Quarter of 2013.

Probably the board has been asking their manager some important
questions: What's happening? Which aspects of this trend are common
to all of our peers, and which are specific to our co-op? If you tell us
there is a common cause, what is it, and how do you know? How are
you managing this situation? What’s your plan?

The answers to these sorts of questions will then tell the board how
particular business decisions have affected their co-op’s health, and
about whether they have the right manager. If the board members had
only looked at the income/expense statement and had never stated an
expectation about this indicator of financial health, they might have
never asked the important questions or heard the answers.

Debt to Equity

The debt-to-equity ratio is an indicator of how much money a co-op
owes (things such as accounts payable and bank loans) in comparison
to how much it owns (paid-in equity, retained patronage dividend, and
retained earnings). Co-op leaders can use this ratio to understand and
make decisions about the co-op’s ability to take on and pay back debt.
In the case of the example at the top of page 25, the board can see
that their co-op has relatively very little debt, and this has been true
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for a decade or more. If the board had only been looking at an annual
balance sheet each year, they likely would not see this trend. And this
10-year trend presentation allows both new and veteran directors to
have the same level of awareness of where the co-op has been.

Perhaps this co-op’s board and manager have been talking about the
very low debt load. Does it indicate that the co-op has been preparing
for its next big expansion project after paying down the debt on the pre-
vious one? Or does it indicate that the co-op has been drifting, with no
plan for the future? Or does it indicate that the board and/or manager
have been very conservative, perhaps risk-averse?

By asking each other these questions about the past, and also by
asking for impartial outsiders’ opinions and analyses, the leaders of
this cooperative can perhaps begin to build alignment about its future
direction.

Annual and quarterly reporting

It is a fairly standard practice to monitor a financial conditions policy
on a quarterly basis. This sort of quick cycle of monitoring offers a way
to see the seasonal variations that occur every year, as well as a way for
a board to be aware of changes in financial conditions and operational
issues before those changes become long-term trends. Charts showing
a three-year picture of quarterly data make sense as part of a quarterly
report.

Boards and managers should also step a little further back in order
to gain a wider perspective; looking at these financial and operational
trends over 10 years on an annual basis helps us make and understand
the implications of long-term decisions. Charts summarizing 10 years of
annual data make sense as part of an annual report.

You may have noticed that two of the sample charts in this article
show three years of quarterly data, while the third chart shows 10 years
of annual data. Both reporting cycles matter. The report template that
you will find in the CBLD Library offers guidance for both quarterly and
annual reports.

Making governance-level decisions
So, if you hear that one co-op did $1,000,000 ($1M) in sales last quarter, P
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We know that a handful
of clearly presented charts
can provide the information and
context we need in order
to assess our co-op's financial
and operational health.

<« and another did $10M, which would you say
performed better? Maybe we know now that
the answer to that question requires different
information, a different context. We know that
we would ask of each: What did you expect?
What does your sales growth trend look like?
Did you perform as well as your peers?

We know that, in order for us to decide
whether sales of $1M is good or bad, we need
context. And we know that a handful of clearly
presented charts can provide the information
and context we need in order to assess our co-
op’s financial and operational health.

Once we have made that assessment, then
we can do what our co-op’s leaders need to be
able to do: make decisions about what to do
next. For a board, those decisions might be
about whether to support or fire a manager,
about whether we can agree to undertake a
major expansion in order to better serve our
community, or how to communicate with our
member-owners key information about where
we have been and where we are going.

Each of us wants our cooperatively owned
business to make a positive difference in our
community, and that is what this analytical
work is all about. Let’s get good at understand-
ing the trends and implications of past perfor-
mance, so that we can get better at planning for
and creating the future that we want. m
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FRANKLIN COMMUNITY CO-OP

Green Fields Market ¢ McCusker’'s Market

General Manager
Franklin Community Co-operative

Franklin Community Co-operative seeks a general
manager. With two stores nestled in the foothills
of the Berkshires in Western Massachusetts, we
are a well-established, consumer-owned food
cooperative with $8.5 million in annual sales and
85+ employees and 2,270 member-owners.

The general manager reports to the board of
directors and is responsible for overall operations
of our two retail grocery stores; leads the staff

in providing exceptional customer service and
maintaining a financially thriving business in a
competitive marketplace; and is responsible for
working towards organizational goals established
by the board of directors. In conjunction with

the board of directors, employees, and member-
owners, the ideal candidate will help to chart the
future direction of the co-op.

To apply for this position, please send a cover
letter, resume, and three professional references
to: gmsearch@franklincommunity.coop or GM
Search, Franklin Community Co-operative, 144
Main St., Greenfield, MA 01301.
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of New England
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To discuss
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call 1-800-818-7833 or

visit www.coopfund.coop
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