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Our Owners appreciate the inspiring stories told by two of our
suppliers and Greg Casar.

Financial Manger John Perkins
handing out Annual Reports
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Despite being Texas’ only food co-op and accounting for just a tiny fraction of Austin’s $1 billion grocery
market, Wheatsville has a huge impact on the people
who rely on it for tasty food, respectable employment and enriching community. Our co-op buys from
scores of vendors, employs hundreds of Austinites,
contributes to dozens of worthy causes, and serves
the needs of thousands of owners and shoppers week
after week.
To highlight this impact and to introduce a theme you will be hearing
more about in the coming year, I invited representatives from two of our suppliers, Equal Exchange and Siete Foods, to Wheatsville’s BIG Co-op Fair on
October 1 to help owners in attendance “Get to know your Co-op!”
Annie Sholar of Equal Exchange — a co-op of about 120 worker-owners,
by the way— shared how its fair-trade values raise the standards of living for
coffee and cocoa farmers around the world, while providing an alternative to
the increasingly consolidated mainstream food system. Miguel Garza of Siete
Foods shared how their family’s grain-free tortillas and chips business got a
critical early boost from a Wheatsville buyer.
Annie and Miguel’s inspiring stories are hardly unique among Wheatsville’s many local and start-up vendors, and they provide living proof that our
co-op plays a vital role in shaping the future for our community and our world.
Wheatsville’s very reason for existing — as stated in the Board’s Ends policies
— is to promote the transformation of society that has a thriving community
centered on hospitality, kindness, and generosity, a robust cooperative economy, and easy access to sustainable, healthy food. In fact, the Board recites
these Ends at the start of each meeting as an affirmation that focuses our
work on the cooperative values and principles such as equity, solidarity and
compassion that frame our work in guiding Wheatsville as a force for good.
My fellow directors and I come from diverse backgrounds and areas of
expertise. Among us now and in the past are engineers, lawyers, software
developers, project managers, a playwright and a microbiologist. We are also
activists and locavores and owners just like you.
Our view from the boardroom leads us to believe that a grocery store can
play a role in building and sustaining our community and our economy. And
that cooperative ownership encourages people to become better citizens
and see themselves as more than consumers. We are ambassadors for all the
good we believe that Wheatsville and other co-ops can do in our community
and our world.
In 2018, I’ll start my ninth year on the Wheatsville board and third year as
board president. Wheatsville surely has come a long way over the last few
years — double the number of owners and more than three times the sales
— but the message then as now remains the same: the importance of our
democratically controlled local business which exists for the economic benefit
of its owners. As always, your patronage and support of Wheatsville are crucial
to its continued success.
For the first time in recent years, Wheatsville’s revenue did not increase
over the previous fiscal year. As board treasurer Andi Shively and chief executive grocer Dan Gillotte explain in more detail in their accompanying articles,
growing sales in this hyper-competitive market has proven very difficult. Even
as Wheatsville’s robust cash position keeps it comfortably solvent, flat sales
growth — both for food co-ops and other conventional grocers — are the
“new normal” for the foreseeable future. We can’t compete with HEB’s advertising budget or Amazon’s supply chain prowess. And we don’t want to be a
drive-through, pickup grocery store, a service coming to a Walmart near you.
Wheatsville wants to be your values-based, community-oriented grocer,
your go-to place grab a meal to go, or enjoy one on the patio with friends
and fellow owners. And while your board intends to keep the co-op’s financial
success and continued viability at the center of our attention, we ask our owners today and in the coming year is to “get to know your co-op.” These stories
are at the heart our co-op experience, and we encourage you to learn them
and share yours along the way.
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Annual Financial Report
prepared by Dan Gillotte, Chief Executive Grocer

FISCAL YEAR ENDING 5/28/17 was a somewhat challenging year financially at the
co-op as an increasingly competitive grocery market and a deflationary
food environment, including our continued efforts to provide better lower
prices to owners and shoppers, caused us to have lower than planned
flat sales. We spent a lot of energy and resources on infrastructure this
past year as we went back to refresh the Guadalupe store, replacing
flooring and lighting and adding energy efficient coolers. So, despite the
less than stellar financial results this year, I think you’ll see as you read this
report that Wheatsville is still in fine and stable financial condition.
The income statement and balance sheet presented here summarize our financial performance for the year as verified by an external CPA
audit including provision for an income tax benefit.

We’re paying a livable wage to all staff with benefits and we continue to offer excellent
insurance benefits at the co-op, a cost that continues to rise for us as it does for all businesses. At the request of many staff members, however, we also began offering an even
lower cost insurance option this year that covers the requirements of the Affordable Care
Act but is much more affordable to staff.
Our Net Income before Taxes was -$423,263 or -1.26% of sales. This is a bigger loss
than planned, but it includes more than $166,000 in one-time expenses related to refinancing of our commercial loan and the remodel activity at Guadalupe. This cost will be
more than offset over the next few years by a much lower interest rate on the new loan.
Ultimately, a few years of loss are not really anything to worry about as long as we are financially healthy enough to continue to operate our business appropriately. As we move
to the Balance Sheet, we’ll see that is the case.

Income Statement
The income statement, sometimes referred to as a P&L or Profit and Loss
statement, is a summary of revenues and expenses. It shows the financial
results of a company over a period of time. In this case, it shows Wheatsville’s revenues and expenses for the fiscal year ending May 28, 2017.
Wheatsville’s sales were $33,528,045, a 0.09% decrease compared
with last year. Guadalupe sales continued to have negative year over
year growth (partly due to remodel construction in January through
March). And so despite moderate sales growth at South Lamar, total coop sales were essentially stagnant for the year. As indicated above, food
deflation, continued lowering of our prices, and increasing competition
from other grocers, food preparation services, and restaurants were the
primary cause.
Our Cost of Goods Sold (COGS) is the amount of money we spend
on product in an accounting period. It is the biggest single expense
category at the co-op, with approximately 62¢ of each dollar spent by
consumers going to pay for our inventory of merchandise from local and
national vendors. As a percentage of sales, this cost decreased some
from the prior year (which is good) but it is more than our historical best as
we continue to work to keep our retail prices on hundreds and hundreds
of items more affordable to more people.
After Cost of Goods, our next biggest expense category is personnel.
We spent about 25¢ of every dollar taken in at the registers on personnel
expenses including wages, benefits and payroll taxes. This amounted to
$8,568,072. This amount was less than budgeted dollar-wise, but due to
lower-than-planned sales it did end up being a little over budget as a
percentage of actual revenues. Overall, our supervisors and staff did a
very good job doing the work we needed to do as efficiently as possible.
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Balance Sheet
A balance sheet is like a snapshot of the financial condition of a business at a specific
moment in time, typically the close of an accounting period. The balance sheet is one
way to assess the financial strength or health of a business. Our balance sheet continues
to show a healthy financial footing.
The total assets of Wheatsville Food Co-op as of May 28, 2017 were $8,628,603. Of
that $1,630,970 is considered “current” meaning it is relatively liquid. This includes cash
and cash equivalents, inventory, etc. At the end of the fiscal year we were awaiting
receipt of more than $500,000 in loan proceeds for cash we had spent on the Guadalupe
refresh. This money arrived in June and replenished our cash nicely but in this report the
cash is abnormally low. That caused our financial ratios to look weaker than they are.
One measure of a business’ financial health is called the “current ratio”.
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Creating
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In 2012 we launched our strategic plan for the future
called Wheatsville’s BIG Direction. This was our approach to magnify the impact we were having with
our one store on Guadalupe by adding additional
stores over time to help us create More Local, Organic, Sustainable food, More Co-op Economy and
More Happy People. We had tremendous growth in
positive impact with our opening of South Lamar 4
years ago but predictably our impact levels out as
we build our resources and infrastructure to open
an additional location. These “in-between” years
still demonstrate our impact and this report (based
on the Ends report we produce for the board) is
intended to show what progress we made this past
year toward Wheatsville’s BIG Direction.
Here we’ll share some numbers of note from our
Ends Report

More Co-op Economy

Balance Sheet continued
This measures the ability of a business to pay off
its financial obligations in a timely manner. It compares the current assets of the business to its current
liabilities. Our current ratio as of May was 0.91 to 1 because of the lower cash balance as we awaited the
loan. In August our cash position was over $1,000,000
again and our Current Ratio was 1.18 to 1 which is
similar to where it was a year ago.
Our overall member equity, the value of co-op
assets collectively owned by the members after subtracting all debts owed by the co-op, is $3,769,915.
This equity includes member capital paid in by our
owners $1,238,716 (in 2016 it was $1,154,480), member investor shares $1,723,900, and retained patronage $1,043,125 (the portion of patronage allocations
not paid out in rebates since 2005). The rest of our
equity consists of retained earnings, the amount of
money we have earned and saved over the history
of Wheatsville’s life. This year retained earnings are
negative due to our net loss for the year.
We obtained a loan from National Cooperative
Bank in 2009 for the renovation of our Guadalupe
store. In 2013 we rolled that loan up into a new loan
with NCB which included funding for the opening of
South Lamar. In December 2016 we refinanced our
the NCB loan with Capital Impact Partners with much
better terms which allowed us to pay for the majority
of the refresh at Guadalupe while lowering our ongoing monthly payment, a very big win for us. This loan
comprises the bulk of our long-term liabilities. This
loan shows up as Commercial Notes, less current portion in Long-term liabilities and as Commercial notes,
current portion in Current Liabilities.
The CPA-audited balance sheet shows Wheatsville to be a healthy business on a solid footing
especially considering the huge transformation we
orchestrated over the past 4 years!
Thank YOU for your continued incredible support and
thanks also to the hard work of our board and staff.
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More Good Paying Co-op Jobs
A robust cooperative economy would also create
jobs, and Wheatsville’s growth to 2 stores did create
more jobs at our co-op. Due to our drive to increase
efficiency in order to maintain sales to labor ratios
that are financially sustainable with the implementation of a Livable Wage & Benefits program launched
on January 4th 2016. One of the main tenets of how
we would afford a Livable Wage program was that
we’d have “Fewer, better paid jobs”, with the implementation of this program, we expected the total
number of jobs to go down through attrition and not
hiring to replace those positions. This has been the
case. The Steps and Progress of the BIG Direction
also tells us that “more co-op jobs” will almost exclusively happen with the addition of new locations.

While we haven’t increased the total number of
staff, Wheatsville has continued to grow the amount
of money it puts into the local economy through
employee wages and benefits.

Happy Staff

We’re delighted to see continuing robust growth
in Ownership. Your friends and neighbors continue
to want to be part of our cooperative enterprise.
We’re going to burst through that 22,000 owner
mark very soon! Amazing that we’ve added 8,700
owners in the last 5 years!

Two years ago we made huge strides
in helping Wheatsville staffers thrive,
rather than struggling to meet basic
needs by implementing our Livable
Wage and Benefits program. The Livable Wage and
Benefits Plan was implemented on January 4, 2016.
We increased wages for over 80% of hourly staff,
which ensures that every Wheatsville employee
earns a living wage of at least $13.01 after their
introductory period.
This wage is the result of a calculator that includes:
• a studio apartment in Austin
• Eating on the USDA moderate food plan
• Health insurance
• Transportation
• 5% of income to savings

We measure average basket as a way to see if we
are helping owners to meet more of their grocery
needs through their cooperative. With food inflation
at or below zero this shows that we are indeed doing a better job in having what our owners want to
buy from our stores.

Wheatsville also offers a robust benefits package to
staff most of whom have full time employment. Benefits include a choice of health plans, dental, vision,
life, a Flexible Spending account or a Health Savings
Account (that Wheatsville partly funds) for medical

continued on Page 12
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expenses, 25% matching 401K up to $1000, an Employee Assistance Program, a
Bike to Work Benefit with up to $120 in bike-related reimbursements a year, a 15%
discount on purchases for staff and one household member, and access to damaged nonsalable goods.
By ensuring that no one who works at Wheatsville is struggling to survive, we
can give them a platform to thrive with pay, benefits, and a workplace culture
that emphasizes empowerment, direct communication, community involvement,
play and appreciation.
Wheatsville’s longstanding benefit of earned paid time off brought us to the
attention of Council Member Grigorio Casar’s office this past year. We were
asked to consult with his team and other small businesses on a proposal to
require all Austin businesses to offer earned Sick Pay like Wheatsville does. Greg
Casar called out Wheatsville’s positive approach to worker’s rights in his talk at
our 2017 Fall Owner gathering by saying that progressive businesses like Wheatsville give him and the rest of council the ability to move along a positive progressive agenda that helps more working people make a good living in our city.
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Principle 7: Concern for Community and
the Co-op Value of Caring for Others

Through the Open Book Management program, Front End staff created a program to enable customers to donate to the Community Action groups through
Wheatsville’s registers while checking out. The program launched in late FYE 2011.
By FYE 2015, Customer donations surpassed the amount given by the 1% of sales
from the former program by more than $10,000.
Since then, we’ve gotten better and better at raising money, with more and
more cashiers asking to “round up”. In FYE 2017, we improved our “Round Up”
program in two important ways, as reported by Ownership and Outreach Coordinator, Erica Rose:

Giving Ceremony: For the first time ever, we invited all of the nonprofit groups
from calendar year 2016 to join us in celebration of community support. Through
rounding up at the registers we raised over $80,000 in calendar year 2016 for our
local elected Community Action groups! We celebrated with some kind words
and coffee and pie and were told by these groups how your generosity allows
them to do all of their great work in our community. All of you should be extremely proud of the amazing impact your nickels and dimes have on these great
groups and their important work.
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Principle 6: Cooperation among Co-ops

Staff and shoppers join Dan and Erica Rose as they present the check to SAFE for March.

Novelty Checks: This year we began printing up oversize novelty checks for the
non-profit groups we donate to every month. In a effort to connect staff with
our non-profits, Erica began taking the top donation collectors from each store
with her to the presentations, so the Front End Clerks can meet the people they
impact face to face, and learn just how much our community’s donations affect
these small groups. We also began displaying the novelty checks at the front of
the store for customers to see, which has increased awareness for how much is
given to these groups. Front End Clerks now easily and often tell customers how
much was raised for the previous month’s group or how much has been raised
for this month’s group so far.
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Our growth over the years as a co-op business and our many excellent programs
and achievements has attracted a lot of attention from other food co-ops in the
country. We’re frequently asked to share our best practices and processes with
other co-ops. There isn’t a week that goes by that we don’t get one or several
emails from food co-op operators and boards asking us how we do something
or other the Wheatsville Way. Some of the areas where we are seen as leaders
in food co-ops include: our service, being the friendliest store in town, the Open
Book Management system, our merchandising excellence, our strategic direction for the future, our Board/ General Manager relationship, staff culture, and
commitment to servant leadership. In addition our hard work and achievement
around paying a livable wage has been the encouragement and example that
other food co-ops needed to push through their own challenges in providing that
for their workers.
Dozens of food co-ops around the country see us as a role model and
would like to emulate the success that we have had. This past year we logged
more than 265 hours sharing information via email and phone with other co-ops
regarding everything from recipes and communication tools to pricing strategies
and display arrangements, preparing and presenting at conferences, providing
technical support, and serving on other cooperative boards.
This year has not been an easy one for our co-op or our country. There are
many troubling aspects to the leadership at our Capitol in Texas and in Washington DC that goes against our co-op values and principles. Wheatsville remains
steadfast in our commitment to these shared values and plan to find ways to
thrive despite the challenges before us. Your participation is essential in this and
we need you to be huge positive ambassadors for our co-op enterprise. Wheatsville’s BIG Direction is our road map to this word we are trying to create and it
creates the economic engine that we need to accomplish great things. Looking forward we know that we’ll have challenges but working together we will
achieve even more for our co-op, Austin and the world!
I’m proud of the world that our co-op is working to create and I thank you for
your efforts. We are literally nothing without you!
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Board Compensation
by Andi Shively, Board Treasurer

Each year, the Board reviews compensation for directors,
as outlined in Article 5.11 of our bylaws. This annual review
is done to assess whether the existing policy is the policy we
want to maintain for the upcoming year. We report our decision to our members in the Annual Report for full disclosure
and process transparency.
Compensation takes into consideration the many hours directors spend in co-op
service, including board meetings, committee work, outreach, and other activities.
Board members have long received a 10% discount on most purchases at the co-op. In
more recent years, the board introduced monthly stipends, currently set at $300 for the
President, $200 for the Secretary & Treasurer, and $150 for all other directors. Stipends are
not intended as compensation for hours worked, but rather as a way to signal the value
of the Board’s work to the cooperative, and to recognize the effort required to serve effectively.
Compensation to board members via discounts and stipends is quite common
among food co-operatives. Research done in 2012 for food co-ops of comparable size
found monetary compensation varying from $300 to $4800 per year for Directors, and
discounts varying from 5% to 20%. Increased stipends for Officers are also a common
practice. Wheatsville’s board compensation policy is in the middle of the range.
During our annual review of compensation, the board discussed the research previously conducted regarding common practices amongst food cooperatives across the
nation. In recent years, we have noted the increasing amount of time it takes to serve,
as additional trainings, more involved committee work, and increasingly lengthy and
detailed monitoring reports have become standard. As the cooperative grows and becomes more complex, so too does the job of the Board of Directors.
After considering our current compensation as well as the financial position of the
co-op, the Board felt that the current arrangement is both appropriate and sustainable
for Board members as well as the cooperative, and voted to make no changes to Board
Compensation for the 2018 board.
For those interested in sharing their opinions or learning more about Board work, we
hold “open time” at the beginning of each regular monthly meeting for whomever may
want to come. You can find more information or sign up for open time in the Board section of Wheatsville’s website.

Board of Directors Code of Conduct
by Doug Addison, Board President

The Board of Directors has very specific policies that dictate our responsibilities to the
Cooperative and outline the ways in which we hold ourselves accountable. The policy
— policy B5, “Directors’ Code of Conduct” — specifies that we report on our adherence
to the code of conduct policy in each annual report.
The B5 policy address issues like Conflict in Interest, Confidentiality, and our Code
of Ethics. It dictates that the Board must come to meetings prepared to make informed
decisions, in good faith, that are in the Cooperative’s best interests and that supersede
any conflicting loyalty. It states that individual Directors should not attempt to exercise
individual authority over the organization, but rather that they speak with one voice and
support the legitimacy and authority of the Board’s decisions, irrespective of personal
position.
At the start of each year, during our Board Orientation, the Board takes time to
discuss the Directors Code of Conduct to ensure that the full Board understands our role
in managing any real or perceived conflicts of interest. Each director signs a Statement
of Agreement (code of conduct/conflict of interest disclosure) twice a year (or more
frequently as new conflicts arise that need to be disclosed).
Our B5 policy was monitored in May 2017 and all Directors assigned a score for each
subpolicy. The overall score for policy B5, “Directors commit to ethical, businesslike and
lawful conduct” was 4.9 on a scale of 1 to 5, with 5 being the best.
For the majority of sub-policies, this year’s Board scored themselves 4.7 or higher, with
an average of 4.6. Overall, the Board considers that they are doing a good job adhering
to the Code of Conduct Policies. In addition to scoring themselves, the Board also conducts an annual review of these policies to 1) confirm that these are the policies we want
and 2) offer suggestions for changes or additions to our current policies. The Board did not
propose any revisions to the B5 policy in 2017.
Policy B5 - Director’s Code of Conduct, like all of our policies, can be viewed at any
time on the Wheatsville website via a link on the Board of Director’s page. wheatsville.
coop/membership/ board-of-directors/board-policy-governance.
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Message from the Review Committee
submitted by Andi Shively, Board Treasurer

The Board of Directors appointed board members Andi Shively (Treasurer), Doug Addison (President), & Don Jackson, along with Wheatsville Owners RJ Armstrong and Jeff Horvath to serve as the Audit &
Review Committee for Wheatsville’s 2016 Annual Report to the Owners.
In accordance with Wheatsville’s by-laws, it is the Review Committee’s
responsibility to ensure that the Annual Report is complete, accurate
and easy for owners to understand.
To ensure the Annual Report contains all required elements, the
Committee reviewed the guidelines for a cooperative’s Annual Report
to members, which are specified in the Texas Cooperative Association
statute and our co-op’s by-laws. This includes Wheatsville’s balance
sheet, income statement, total number of shareholders, amount of
paid-in capital, and other financial metrics. The Review Committee
can confirm that Wheatsville’s Annual Report is in compliance with all
legal requirements.
To check accuracy, the Board again hired Wegner LLP, CPAs and
Consultants, a professional services firm that specializes in working with
cooperative businesses. Wegner LLP’s accountants have performed
annual audits or reviews of the Co-op’s finances for several years in
row. The firm also prepares the co-op’s annual federal tax return. Wegner LLP reviewed financial statements included in the Annual Report.
Consistent with Board policy, Wegner LLP conducted a full audit of
Wheatsville in 2017, as it has done the three previous fiscal years. Prior
to 2014, Board policy called for a less extensive review in alternating
years, the last of which was completed in 2013.
The auditors worked to obtain reasonable assurance that the
issued financial statements fairly reflect the cooperative’s financial position. Their efforts resulted in a clear and unequivocal opinion confirming the accuracy of the financial statements.
Wegner sampled and tested bank reconciliations, accounts receivable, payable accounts, bank statements for notes payable, fixed
assets, and depreciation expense as needed to support their opinion.
The accountants also reviewed recent tax payments to confirm they
were paid completely and on time. As a result of our conversations
with Bruce Mayer, a partner at Wegner, and Kyle Schaaf, the CPA
who lead the audit, about their processes, the Review Committee
can report that the audit was conducted in a manner consistent with
professional accounting standards. In addition, the accountants said
they encountered no issues or problems in the course of the review. This
reflects well on the work of Wheatsville Finance Manager John Perkins
and his staff.
While the co-op did book a significant net loss in fiscal year ending May 29, 2016, we did see positive cash flows from Operations. The
investments made this year in our facilities and the costs associated
with refinancing our long-term debt to obtain better terms will serve to
improve our financial position for the long-term. The cooperative remains stable, and management is focused on actively positioning the
cooperative for sales growth.
To further understand the business and its operations, and to confirm the accuracy of the information contained in the Annual Report, a
Review Committee member met with Erica Rose, Wheatsville’s Ownership and Outreach Coordinator. They discussed processes and policies
related to managing Member records and ensuring the accuracy of
Member data. These systems were found to include sufficient checks
to reasonably ensure their accuracy, and appeared to be well-maintained.
The Board will continue to arrange for independent auditors like
Wegner to conduct full annual audits of Wheatsville’s financial statements. Audits will include assessment of accounting policies and internal controls relevant to the preparation of same. The Board continues
to monitor Wheatsville’s financial results routinely as part of policy
governance, as well as creating the Annual Report to Owners.
We hope you find this year’s Annual Report easy to understand.
Wheatsville is in stable fiscal health and continues to be positioned to
anchor Austin’s cooperative economy, with the strong engagement
of our members. The Review Committee commends the 2016 Annual
Report to the Owners of Wheatsville.
I certify that I am not a principal bookkeeper, accountant or employee
of the Co-op. —Andi Shively, Treasurer, Wheatsville Board of Directors
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