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Chairman Flakoll opened the joint meeting of the Senate and House Agriculture Committees
with the commodity groups.

Sharlene Wittenburg presented the report of the North Dakota Turkey Federation. (meter 200 -
400)

Senator Klein asked how turkey consumption is trending.

Ms. Wittenburg said it has dropped .
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Dianne Peycke, Executive Director, presented the report of the North Dakota State Potato
Council. (meter 468 - 1174)

Representative Headland asked about how many refunds are requested.

Ms. Peycke said 15.

Senator Klein commented that 15 refunds amounts to 20% of the funds.

Senator Urlacher asked how the refunds are trending.

Ms. Peycke said they have been increasing. They are down this year because some growers were
too late with their requests.

Senator Urlacher asked what is the reason for the increase in refunds, do growers need the
money?

Ms. Peycke said the large growers request refunds because it amounts to a large dollar amount.
Smaller growers have various reasons.

Senator Flakoll stated it might be convenient to have the reports of the commodity groups ahead
of the scheduled meeting next year to allow the legislators to have time to read the material.
Matt Mechtel presented the report of the North Dakota Soybean Council. (meter 1226 - 2873)
Senator Flakell asked if there is data regarding the largest users of diesel in North Dakota. |
Mr. Mechtel said rail, trucking, mining and agriculture would all be heavy users.
Representative Mueller asked where the biodiesel that is used in North Dakota is produced.

Mr. Mechtel said in Ralston, IA and a plant in Minnesota too.

Representative Mueller asked what Mr. Mechtel thinks of the biodiesel mandate.
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Mr. Mechtel said he must be apolitical in his position with the Soybean Council. He would
support the mandate as a farmer. He has used biodiesel in his operation since 2000 and believes
strongly in it. He uses 30,000 gallons per year.

Senator Flakoll asked what is the increased cost of biodiesel?

Mr. Mechtel said you can expect about one cent per 1%. The cost is expected to drop
eventually.

Senator Taylor asked if he is comfortable with the acres of soybeans in North Dakota.

Mr. Mechtel said he expects the acreage to hold steady. This was a tough year.
Representative Onstad asked what percentage of soybeans in North Dakota are Round Up
ready.

Mr. Mechtel said about 80%. More EU countries are accepting Round Up ready beans. Still
some Asian countries, particularly Japan that are difficult to please.

Mr. Mechtel said regarding identity preservation, he has kept them separate on his own farm and
successfully marketed them.

Mike Clemens presented the report of the North Dakota Oilseed Council. (meter #2873 - 4167)
Representative Mueller said the financial statement is positive, why so much carryover?

Mr. Clemens said they are very careful with their funding. They watch the timelines for their
contracts so the money is there when payments are due. They also want to be prepared for a
rainy day.

Representative Onstad asked about the relationship with Canadian growers.

Mr. Clemens said the contracts are working well and it is efficient to combine the efforts of the

state and national groups as well as the Canadian flax group.
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Shirley Grummer and John Weisburger presented the report of the Milk Marketing Board.
(meter 4323 - end) (side B, 0 - 70)

Senator Flakoll said they may ask the auditors office about the additional charges for the audit
that was farmed out to a private firm.

Representative Kreidt asked for an explanation of who audits the plants.

Mr. Weisburger said in the last 2 years $80,000 has been recovered. There is still lots of
confusion and the plants make accidental mistakes because class 11l milk is paid on its
components. The milk board has staff auditors.

Representative Mueller said there have been efforts in the legislature in the past to eliminate the
milk marketing board. Why would that be a bad idea?

Mr. Weisburger said there will be regulation, either by the milk marketing board of the federal
marketing order. With the pooling scheme, plants are feeling a very detrimental effect. There
would also be a negative effect on timely delivery to rural areas.

Chairman Flakoll thanked the various legislators and officials that have stopped by for the
meeting including Agriculture Commissioner Roger Johnson, Senator Wardner and
Representative Brusegaard.

Bonnie Woodworth presented the report of the North Dakota Honey Promotion Fund. (meter 96
-1124)

Representative Kreidt asked if North Dakota honey is the best quality.

Ms. Woodworth said yes, sweet clove and alfalfa make the best quality honey. It is all sold out

of state.
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Representative Froelich asked if beekeepers now make more money from pollination than from
honey.

Ms. Woodworth said the pollination prices are rising rapidly due to a shortage of bees. Almond
growers need 1 1/2 colonies per acre. They are concerned the bees will come out of Mexico.
Representative Kreidt asked if there is mite problem in the industry.

Ms. Woodworth said yes, bees have become resistant to the chemicals used to treat the mites.
FDA is dragging its feet on approving formic acid, a Canadian product. The most promising
solution 1s in research to find mite resistant bees.

Senator Urlacher asked if killer bees are a problem.

Ms. Woodworth said they are Africanized bees that have not been managed for years and
became overly defensive. They are resistant to mite damage and so are in favor now.
Representative Froelich asked if these were GMO bees.

Ms. Woodworth said GMO pollen is an issue in the industry.

Paul Bernston presented the report of the North Dakota Dry Pea and Lentil Council. (meter
1124 - 2085)

Representative Onstad asked about identity preservation and intermodal shipping.

Mr. Bernston said they are in favor of intermodal shipping.

Representative Mueller asked about the transfer of funds from the Governor’s office.

Mr. Bernston said it was a grant from the USDA that was distributed to specialty crops

Tim Courneya presented the report of the North Dakota Dry Bean Council. (meter 2172 -4218)
Senator Taylor asked why the auditors report differs from their own report.

Mr. Courneya said it was a timing issue and the collections are now on track.
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Jerry Messer presented the report of the North Dakota Dairy Promotion Commission. (meter
4327 - 5127)

Jay Nissen presented the report of the North Dakota Corn Utilization Council (meter 5198 -
6039)

Larry Schnell presented the report of the North Dakota Beef Commission. (meter 6039 - 1127)
Senator Flakoll asked about the cost of the audit.

Nancy Jo Bateman came to the podium She said 5 commodity groups had their audits
outsourced. The cost of the beef commission audit went from $2800 to $5700.

Representative Froelich asked about the 16 cents being sent to an arm of the NCBA, Federation
of State Beef Councils He also asked if the Beef Commission can speak for North Dakota
producers on BSE?

Mr. Schnell said no, they are prohibited by law from lobbying. The representatives on the
Federaton of State Beef Councils are not necessarily members of the NCBA. The beef
commission believes it is important to carry their dollars to urban areas and this is a more
efficient way to do it. The money isn’t used for politics, it is used for promotion.
Representative Froelich said there is a lot of animosity toward the NCBA, the money might be
better spent on the Center of Beef Excellence.

Representative Froelich asked if there are contingency plans in place in case the national beef
check off is struck down in the courts?

Mr. Schnell said yes, if the federal program is ruled unconstitutional, we have a North Dakota

program with a 50 cent mandate, the collections are refundable.
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Senator Flakoll asked why the amount designated for the Beef Center of Excellence is not on
the books yet.

Mr. Schnell said they give money after the fact when they are sure the job has been done
properly.

Louis Arnold presented the report of the North Dakota Barley Council (meter 1188 - 1692)
Representative Onstad asked if there are other directions barley will go other than malting and
feed use.

Mr. Arnold said they are wanting a feed barley variety for the Red River Valley.
Representative Kingsbury adjourned the joint meeting of the Senate and House Agriculture

Committees.




General Discussion

O Committee on Committees
O Rules Committee

a Confirmation Hearings

0O Delayed Bills Committee
O House Appropriations

O Senate Appropriations

Q Other

Joint meeting of Senate and House Agriculture Committees
Commodity Groups - Wheat Commission

Date: January 13, 2005
Tape Number Side A B Side Meter #

(house clerk did
. taping)

Committee Clerk Signature

Minutes:

Representative Nicholas opened the joint meeting of the Senate and House Agriculture
Committees.

Harlan Klein, chairman, presented the report of the North Dakota Wheat Commission. (written
testimony)

Senator Klein asked what the $3.97 season average for durum and the $3.97 season average for
hard red spring wheat in 2003 - 2004 is based on.

. Mr. Klein said it is based on local bids from North Dakota Agriculture Statistics and is the

average for the 03 crop.
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Senator Flakoll asked if the gross return is actual or statistics.

Mr. Klein said the Agricultural Statistics’ numbers are based on actual numbers, acquired during
phone surveys.

Representative Nicholas asked what is the average spring wheat acreage.

Mr. Klein said 6.3 million acres for spring wheat, 2 million acres for durum.

Representative Nicholas commented the actual economic impact could be closer to $150
million.

Representative Froelich said with wheat imports way down, are milled wheat imports up?

Jim Peterson said they have monitored flour imports and while there has been an increase but
not at the level to correspond with the decrease in wheat imports.

Senator Klein asked why North Dakota has to pay for the trade case.

Mr. Klein said the case is specific to hard red spring wheat and it could never have been brought
forward with hard red winter wheat. The other states weren’t willing to participate. If North
Dakota didn’t do it, it wouldn’t have been done. We have received some value from other states
in political support. North Dakota producers have reaped the biggest benefit from the case.
Senator Klein said we are defending against something someone else created.

Senator Flakoll would like to have a copy of the slide show in electronic format.

Mr. Klein said our area has traditionally been a west coast shipper in the past. Last year 80% of
domestic production went east and south. The elevator people in talking with the mills have
learned the trade case is the reason they are buying North Dakota wheat, they need the quality.

The US Wheat Association chose to stay in China and continue their efforts and now China’s
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imports have doubled in one year. They are on track to become the largest importer of US wheat,
probably overtaking Japan.

Senator Urlacher asked about freight rates.

Mr. Klein said they have given $20,000 for the Public Service Commission to do a study.
Senator Flakoll asked what the refund rate is for the wheat check-off.

Mr. Klein said it is currently 6.9% and historically runs between 6 and 7%. The increase in the
check-off would probably cause in increase in the refund rate but that will drop when the Wheat
Commission delivers the results as promised.

Representative Froelich asked about the difficulty to get a refund. He also asked if the wheat
check-off could be challenged, in light of the challenge to the beef check-off.

Neal Fisher described the steps necessary to receive a refund for wheat check-off funds.
Representative Froelich said couldn't the request for refund be delivered electronically.
Senator Klein said its not that difficult to get a refund.

Mr. Klein said while some people have said they would like to make the wheat check-off
mandatory, they have kept if refundable so that should help avoid a challenge. The beef
check-off is mandatory.

Representative Brandenburg said he is concemned about research. He does not want the
servicing of the debt on the trade case to be too big of a cost to research.

Mr. Klein said he agrees, they have not done enough in research because of the trade case.
Representative Nicholas adjourned the joint meeting of the Senate and House Agriculture

Committees.
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CHAIRMAN NICHOLAS: OPENED. We continue with last Fridays report from the various
Commodity Groups. We will hear from the Wheat Commission. We have Harlin Klein the
Chairman of the Wheat Commission. We will start with your report Harlin.

HARLIN KLEIN: Thank you Mr Chairman. And committee. We area here today to give you
our annual report. [[[[[HARLIN PASSED OUT MATERIAL AND IS REFERENCING THIS
MATERIAL AS HE SPEAKS...PLEASE READ MATERIAL WHICH IS ATTACHED1]]1]]
[[[[PLEASE SEE THE SLIDE PRESENTATION ATTACHED AS TO HARLIN KLEIN]]]]
The slide states ND leads in Hard Red Spring and Durum wheat. He speaks to 2003--2004
expenditures. Public information, administration. Export marketing, research domestic
promotion and trade and domestic policy. Please see picture on slide as to percentages.

The state as a whole has had good production with high protein which gives a bonus per bushel

of wheat. HARLIN mentioned in testimony that implement dealers are doing well because
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Of wheat production per acre and the protein. Ocean freight has gone up. All freight rates have
gone up One of our major expenses has been with the Canadian trade dispute. That has been a
moodier expense. We have worked hard and got some good results. We still have to get
Canada

To comply wilt WTO ruling. No dumping. Along with this we are getting some positive
results. It is long and hard to get to where we want to be with the WTO. We will be
monitoring what is going on.

CHAIRMAN NICHOLAS: Asked Harlin, what is the total spring wheat acreage in ND? In
2002, 03 and 04 just approximate

HARLIN: The average acres are in excess of 6 million spring wheat and two million of
durum. There is another study coming up where we may be changing this.

SENATOR KLEIN: Why did we have to come up with the money for the Canadian law suit all
by ourselves. Why did we not have US GOVERNMENT HELP?

HARLIN: When they look at wheat that is coming in we felt they were dumping wheat here.

It cause disruption.  Other states were strapped with poor crops. It got to the poﬁt if ND did
not do it it would not get done. We want to get the problems solved. It took a lot of political
support. That was there contribution. We asked other states to help, they were not interested.
Actually the US Government created a lot of the problem and not we are paying for it.

The numbers we are using are conservative as to what return we will get on the suit.

We are shipping wheat to the Eastern and Southeaster US. The people we are selling or
shipping to tell us it is because we cannot bring the wheat down from Canada that we have been

previously using. We want your quality. WE have replaced Canada’s wheat in that area.
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We are selling a lot of wheat to China. They are a gang buster for us. Like 33 million bushels.
Even taking over Japan. Cuba is strong importer. We need more equitable pricing for freight.
We need to bring in growers for discussion. We need positive effort. There is a lot of
commonality. We are all thinking on the same trail. We need this for a national policy.

We need to educate media on how farm programs work. We need to get that out. We need to
tell producers. What experiments, research is going on. We are into the low carb diets. The
Atkins diet has been detrimental to the wheat industry. Wheat is not a unhealthy diet. We need
public information. We need to do more marketing and promoting. WE are going ahead and
perusing a check off increase that we had talked about. We are looking at going to a penny and a
half. The increase going to pay off the trade case. We need to get this trade case paid off.

I was initially skeptical about the trade case. They prepared us to give us testimony. People
were enthusiastic and they had a passion for the trade case to go on. They wanted it to go forth,
they were creating electric to convince me we were doing the right thing, They are doing every
thing they can. With that I will ask for questions. We want to address freight rates.

In the domestic arena. We developed what was call domestic policy committee. We invited the
growers in. Farm Bureau, Farmers Union etc.

What are our differences? There is a lot of similarity between growers. We are all on the
same page. We need to put those energies together. And take them forward as a complete wheat
group and get some things accomplished. In that same are is the disaster bill, We need disaster
aid. We came up with very positive results. We need to inform on disease policy . What other
areas do we need to look at as to research. Biotechnology is coming on.

QUESTION: As to check-off raises. And refunds.
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The refund rate on check-off’s . What percentage is that.

The refund rate on check off is about six point nine. Historically it has been right in that area.
Six to seven percent. My gut feeling if we do an increase in the check off rate we will see an
increase in refunds. They will want it back. We have to communicate and tell the growers that
this is what it is doing for you.

REPRESENTATIVE FROELICH: Stated Producers are having a hard time getting there
refunds. The procedure is difficult.

HARLIN: Every one is benefiting. Some people say there should not be a refund because all
producers are benefiting by the commissions work. Trade promotion helps everyone.

We want to keep it voluntary because of legal challenges. If the check off becomes illegal then
we would have to go to voluntary. Voluntary may come into play. With out the check off

It takes away your market promotion and advertising ability. It would be almost non existent..
If we don’t promote we loose. What is that going to do to our market. Someone who wants to
promote takes over. To get a refund you have to send in though mail to get la form to get a
refund. You can also stop at office. We have not made it altra easy to get a refund.
CHAIRMAN NICHOLAS: The challenge is for mandatory check offs. Not with refundable
check offs. All Check off in North Dakota are refundable.

REPRESENTATIVE BRANDENBURG: We are neglecting research because of all the
problems with the over national check off. The money we have spent for legal bills is taking
away from research.

REPRESENTATIVE NICHOLAS: Anycomments. We thank the commission.

THE CHAIR CLOSE.
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STATE AUDITOR
"OBERT R. FETERSON

STATE CF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
£0G E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

November 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Barley Council as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the
statement of revenues and expenditures, notes to the financial statements and the
compliance and internal control report. Complete audit reports may be obtained by

contacting my office.

The Office of the State Auditor would like to thank the commeodity groups for their
cooperation in preparing these reports.

Sincer

Robhert R. Peterson
State Auditor

PHONE
(701) 328-2241
FAX
{701) 328-1406




STATE AUDITOR
7BERT R. PETEASON

STATE QF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
500 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

INDEPENDENT AUDITOR'S REPORT

Honorable John Hoeven, Governior
Members of the Legislative Assembly

Steven Edwardson, North Dakota Barley Council Executive Administrator

We have audited the special-purpose statement of revenues and expenditures of the North
Dakota Barley Council for the two-year period ended June 30, 2004. This financial statement is
the responsibility of the management of the North Dakota Barley Council. Qur responsibility is
to express an cpinion on this financial statement based on our audit.

We conducted our audit in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Compfroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
-well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion. '

The accompanying special-purpose financial statement was prepared to provide state decision-
makers, including the Legislative Audit and Fiscal Review Committee, with a comprehensive
overview of the North Dakota Barfey Council's operations. The revenues and expenditures are
reported as discussed in the first note to the financial statements. This special-purpose
financial statement is not intended to be a presentation in confermity with generally accepted
accounting principles.

In our opinion, the special-purpose financial statement referred to above presents fairly, in all
material respects, the revenues and expendiiures of the North Dakota Barley Council for the
two-year period ended June 30, 2004, in conformity with the basis of accounting described in
the first note to the financial statements. '

Our audit was made for the purpose of forming an opinion on the special-purpese financial
statement taken as a whole. The statement subsequent to the notes is presented for purposes
of additional analysis and is not a required part of the speciai-purpose financial statement of the
North Dakota Barley Council. The detailed statement has been subjected to the auditing

PHONE
(707} 328-2241
FAX
{701) 328-1406




procedures applied in the audit of the special-purpose financial statement and in our opinion, is
fairly stated in all material respects in relation to the financial statement taken as a whole.

In accordance with Government Auditing Standards, we have also issued a report dated
September 16, 2004 on our consideration of the North Dakota Barley Council's internal control
over financial reporting and our tests of its compliance with certain provisions of laws,

regulations, contracts, and grants.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, and management of the North Dakota Barley Council and should not be
used for any other purpose. However, this report is a matter of public record and its distribution

is not limited.

A

Robert R. Peterson
State Auditor

September 16, 2004




COMPARATIVE STATEMENT OF REVENUES AND EXPENDITURES
For the Two-Year Periods Ended June 30, 2004 and 2002

Fiscal Years

2004-2003
REVENUES:
Barley Assessments (Net of Refunds of $68,705) $ 1,492,192
Interest on Investments 15,860
Miscellaneous Revenue 9,637
Total Revenues $ 1,517,689
EXPENDITURES:
Salaries and Benefits $ 407,869
Operating Expenses 849,973
Equipment 5,220
Grant Expenditures 165,998
Total Expenditures $ 1,429,060

Revenue Over Exbenditures b 88,629




NOTES TO THE SPECIAL-PURPOSE FINANCIAL STATEMENT
For the Two-Year Period Ended June 30, 2004

|N_ote 1 - Summary of Significant Accounting Policiesl

The responsibility for this special-purpose financial statement, the internal contfrol structure, and
compliance with laws and regulations belongs to the management of the North Dakota Barley
Council. A summary of the significant accounting policies follows:

A. Reporting Entity

For financial reporting purposes, the North Dakota Barley Council includes all funds, programs,
and activities over which it is financially accountable. The North Dakota Barley Council does
not have any component units as defined by the Governmental Accounting Standards Board.
The North Dakota Barfey Council is part of the State of North Dakota as a reporting entity.

The North Dakota Barley Council was created by the 1983 Legislature through passage of the
“Barley Industry Promotion Act” pursuant to Chapter 4-10.4 of the North Dakota Century Code
(NDCC). The intended purpose is the production, development, marketing, and promotion of
barley in North Dakota is important to the general welfare of the people of North Dakota. The
accomplishment of which required the establishment of the North Dakota Barley Council for the
purposes and with the objectives of contributing to the stabilization and improvement of the

agricultural economy of this state.

The Council is composed of one participating grower elected from each of the five districts
established in Chapter 4-10.4 of the North Dakota Century Code. North Dakota Century Code
section 4-10.4-08 states a tax at the rate of ten mills per bushel must be levied and imposed on
all barley grown in the state, delivered into the state, or sold to a first purchaser in the state.
Every first purchaser of barley shall collect the tax imposed by the section by charging and
collecting from the seller the tax at the rate of ten mills per bushel by deducting the tax from the
purchase price of all barley subject to the tax and purchased by the first purchaser. Every first
purchaser shall keep as a part of its permanent records a record of all purchases, sales, and
shipments of barley, which may be examined by the North Dakota Barley Council at ail
reasonable times. Every first purchaser shall report to the Council by the thirtieth day of each
calendar quarter stating the quantity of barley received, sold, or shipped by it. The remittance of
the tax to the Council must accompany the report. All moneys levied and collected by the
Council are to be deposited in an account designated “Barley Fund” at the State Treasurer and
used for carmrying out Council objectives. The administrative duties of the Council and the
record-keeping requirements of the “Barley Fund” are the responsibility of the Council.



B. Reporting Structure

The special-purpose financial statement includes all activities of the reporting entity as defined
above. These activities are funded from fund 231, the Barley fund. The comparative statement
of revenues and expenditures is a combined statement to give the users an overview of the

agency's activity.

C. Basis of Accounting

" Revenues and expenditures on the comparative statement of revenues and expenditures are

principally reported on the modified accrual basis of accounting that is generally accepted
accounting principles (GAAP) for governmental fund types.

Under the modified accrual basis of accounting revenues are recognized when susceptible to
accrual (i.e., measurable and available). "Measurable” means the amount can be determined,
available means due and collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. Revenues are considered available if they are
collected within 45 days after fiscal year end. Expenditures are recorded when goods or
services are received. Exceptions inciude: principal and interest expenditures which are
recorded when due; compensated absences that are recorded when paid; and claims and

judgments.

There can be differences between revenues and expenditures reported on the state's
accounting system and those reported by the Office of Management and Budget in the state’s
CAFR in accordance with GAAP. Examples of these differences include the following:

1. Loan receipts and loan disbursements are accounted for as revenues and expenditures on
the state's accounting system (and at times are budgeted as expenditures).

2. Revenue reported on the statement of revenues and expenditures can differ from GAAP
revenues because certain receivables are accrued for GAAP purposes while they were not
recorded as revenue on the state’s accounting system when they are received after the

apply-back period.

3. Certain transfers are sometimes recorded as revenues and expenditures on the state’s
accounting system.

4. Expenditures recorded on the state's accounting system do not report expenditures relating
to capital lease and other financing arrangements.

D. Other GAAP Reporting Differences

GAAP financial statements would include a balance sheet by fund type and account group.
Revenues and expenditures would also be reported by fund type. GAAP financial statements
would also provide more complete note disclosures.

For this report revenues and expenditures are reported on a departmental basis to give an
overview of the North Dakota Barley Council's operations. All revenues and expenditures are

included.




[Note 2 - Related Parties I

The North Dakota Barley Council has a close working relationship with the National Barley
Growers Association (NBGA), the US Feed Grains Council (USFGC), and the North Dakota
Grain Growers Association (NDGGA). For fiscal years 2004 and 2003, the Barley Council paid
the NBGA $35,632 and $34,144; USFGC $95,160 and $96,500; and the NDGGA $57,000 and

$42,565, respectively.

[Note 3 — Other Significant Items |

The North Dakota Barley Council's deposits and investments at June 30, 2004 were $122,489
and $1,135324, respectively. These amounts represent approximately 21 months of

expenditures.




PHONE
{701) 328-2241
FAX
(701) 328-1406

STATE AUDITOR
IBERT A. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARGK. ND 58505

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF THE SPECIAL-PURPOSE FINANCIAL STATEMENT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honarable John Hoeven, Governor
Members of the Legislative Assembly
Steven Edwardson, North Dakota Barley Council Executive Administrator

We have audited the special-purpose financial statement of the North Dakota Barley Council for
the two-year period ended June 30, 2004, and have issued our report thereon dated
September 16, 2004. We conducted our audit in accordance with generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing
. Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the North Dakota Barley Council’s
special-purpose financial statement is free of material misstatement, we performed tests of its
compiiance with certain provisions of laws, regulations, contracts, and grants, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed one instance of noncompliance that is required to be reported under
Government Auditing Standards, which is described in the Status of Prior Audit Findings.

Internal Controi

In planning and performing our audit, we considered the North Dakota Barley Council’s internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the special-purpose financial statement and not to provide assurance
on the internal control over financial reporting. We noted a matter involving the internal control
structure over financial reporting and its operation that we consider to be a reportable condition.
Reportable conditions involve matters coming to our attention relating to significant deficiencies
in the design or operation of the internal control structure that, in our judgment, could adversely
affect the entity's ability to record, process, summarize, and report financial data consistent with
the assertions of management in the financial statement. The reportable condition is that there
is a lack of segregation of duties in certain areas. However, no recommendation will be made,
. since implementation is not feasible as duties are segregated to the extent possible between
the executive administrator and the administrative officer.




A material weakness is a reportable condition in which the design or operation of one or more of
the internal control structure components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statement being
audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, we consider the reportable
condition described in the preceding paragraph to be a material weakness. We also noted
other matters involving the internal control over financial reporting that we have reported to
management of the Barley Council in a separate letter dated September 16, 2004.

This report is intended for the information of the Governor, Legislative Audit and Fiscal Review
Committee and management of the North Dakota Barley Council. However, this report is a
matter of public record and its distribution is not limited.

Bl ecar

Robert R. Peterson
State Auditor

September 16, 2004




NORTH DAKOTA BARLEY COUNCIL

SUMMARY OF ACTIVITIES
NORTH DAKOTA BARLEY COUNCIL
505 40TH STREET SOUTHWEST, SUITE E
FARGO, NORTH DAKOTA 58103 - 1184

OVERVIEW

The North Dakota Barley Council (hereinafter referred to as the "Council") was created by the 1983 North
Dakota Legislative Assembly. The mission of the Council is to protect and foster the health, prosperity,
and general welfare of the people by protecting and stabilizing the barley industry and economy of barley
producing regions in North Dakota. Active invoivement by barley producers guides the efforts of the
Council. A five person board governs the Council. County representatives, selected by fellow barley
producers, elect a representative from each of five districts. These five representatives, or Council
members, become the governing board for the Council.

Council members are eligible to serve a maximum of three consecutive four year terms. Each of the five
council districts is approximately equivalent in barley production, although geographic size among
districts varies dramatically. Currently, 3 full time employees {i. e. the Executive Administrator,
Administrative Officer, and Barley Utilization Development Specialist) administer policies adopted by the

council.

The activities and duties of the Council are supported by an assessment of 10 mills (one cent) per bushel
collected from barley producers at the first point of sale. Producers who object to the assessment may,
within 60 days following collection of the assessment, apply to the Council for a refund. Historically, less
than 3 percent of assessments collected were refunded. However, the refund rate has risen to
approximately 5 percent due primarily to difficult economic conditions throughout the agricultural sector in

the state.

CATEGORIES OF FOCUS

For the current biennium, the activities of the Council have focused on five categories: 1) research; 2)
market development and promotion; 3) domestic policy; 4) trade policy; and 5) information services. The
following sections provide highlights of Council activities in each category.

Research

—-1. Fusarium Head Blight (FHB): North Dakota barfey producers continue to be plagued by FHB.
Economists have estimated that FHB and its associated toxin, deoxynavalenol (DON}), has cost barley
farmers in North Dakota and Minnesota $500 to $600 million in lost income since 1993. Prior to 1993, the
maiting and brewing industry depended on this region to supply two-thirds of its malting barley needs
{approximately 100 to 110 miilion bushels). This is a market in which growers historically received a
premium of 25 to 50 cents per bushel more for malting barley than feed bariey. The Census of
Agricuiture has reported that the number of barley growers in North Dakota has decreased from 14,000 to
10,000 in the fast 10 years. Meanwhile, acreage planted to barley in the state declined by 40% since the
disease epidemic hit the state. FHB has spread into parts of western North Dakota and the Prairie
Provinces of Canada. Brewing companies, particularly Anheuser-Busch, have very stringent standards
that require very low levels of DON in barley.

FHB attacks bariey very differently than it does wheat. In wheat, FHB can dramatically reduce yieids, but
this phenomenon can be controlled through the use of fungicides. The situation in barley is quite
different, as FHB has little effect on yield, but dramatically impacts quality due to the accumulation of
DON in the kernei. Fungicides have little efficacy in the control of FHB and DON accumulation in barley.

AU~ 2hrh srrece Souchwaest, Suiee [0 Fargo, North Dakota = 58103-1184
Teleplvmer 7 S5 T2 = T (T01) 3§9-7280 ¢ E-mail: ndbarley@ndbarlev.net
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The Council, along with other North Dakota and Minnesota grower organizations, continues to serve as a
principal agent in the National Wheat & Barley Scab Initiative, which has obtained over $6 million per year
in federal funding to conduct research on FHB and DON. The Council is very pleased with the dedication
and professional focus of the USDA and NDSU researchers that are studying the complexity of FHB.
Continued research is needed to ensure the development of a disease resistant malting cultivar for the
well being of the barley industry.

2. Variety Development. the Council is working closely with North Dakota State University to develop
new barley varieties for North Dakota barley producers. In addition to developing new varieties of malting
barley, research efforts are also focused on developing new varieties of feed barley for livestock
producers. The Council is also in the very early stages of evaluating specific large seeded varieties for
use in ethanol production, thus providing barley producers with another potential market outlet for bariey.

-3. Basic Research: The USDA-ARS Cereal Crops Research Unit at the Northern Crops Science
Laboratory (NCSL) in Fargo conducts considerable basic research in genetics, pathology, and cereal
quality. Research conducted at the lab has and continues to have a major and positive impact on smail
grain production in the region. This research is critical to the advancement of crop yields, disease control,
and quality advancement. The Council continues to support long term research efforts at USDA that
provide the foundation of information necessary to advance barley development.

—~4. Western Malt Barley Initiative: The movement of barley acres seems to continue its western
migration (a trend which began in the state of New York over a century ago). As corn production moves
into a geographic area, barley acres are moved west. Wet weather cycles in the upper Midwest have
caused an increase of disease pressure on barley production. The malting industry, with its processing
facilities concentrated in the Dakotas, Minnesota, and Wisconsin, has been forced to purchase barley
with low or no DON at a higher price from Canada. As an alternative, the maltsters and brewers have
recently increased the amount of malting barley purchased from western North Dakota and eastern
Montana. The need to develop new cultivars and research production practices for raising barley in
western North Dakota led to the Western North Dakota Malting Barley Initiative passed by the North
Dakota legislature. The goals of this project are: 1) develop malting barley varieties specifically adapted
to western North Dakota dryland and irrigated production; 2) develop recommendations for fertilizing
malting barley varieties in western North Dakota; and 3) develop predictive models that allow growers to
determine the risk of producing malting barley based on spring stored soil moisture levels.

Market Development and Promation

—-1. Domestic; In the domestic market, the Council remains active in promoting bariey utilization in the
following categories:

—-a. Malting: To remain competitive in the domestic malting market, the Council maintains strong working
relationships with the largest maltsters and brewers in the United States. The Council funds annual crop
surveys that provide specific barley quality information necessary to attract buyers into the state. Since
the onset of FHB in 1993, the Council has consistently worked with domestic maltsters and brewers to
reduce unrealistic and unobtainable quality guidelines that have lowered the selling price of malting
barley. Sound scientific research shows that nominal levels of DON can be utilized throughout the
malting and brewing process without adversely impacting the final product. The use of barley containing
even minute levels of DON is much less a quality concern among brewers than it is a concern about
public perception.

—b. Livestock: The Council has long realized that more work needs to be done in promoting the use of
bariey in livestock diets. To that end, Weston Dvorak has served the Council for 2 years as a barley
utilization development specialist to promote barley utilization in livestock. With a Master of Science
degree in ruminant nutrition from NDSU, Mr. Dvorak has provided considerable service to livestock
producers in ration formulation, enterprise expansion, and feed management. This position has assisted
in enhancing demand for feed barley by assisting producers in understanding the benefits of including
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barley in livestock nutrition. Mr. Dvorak is quickly becoming a leading national authority on barley
utilization in livestock production.

—c. Human Food: as a member of the National Barley Foods Council, the Council supports development
of human food products that contain barley. The NBFC is also seeking a heaith claim from the Food and
Drug Administration (FDA) regarding the benefits of barley in cardiovascular health. When received, this
claim will assist in enhancing barley utilization in human food products.

-2. International: The Council remains very active in foreign market development. It has been part of the
mission of the Council since its inception, and contacts made throughout the years assist in maintaining
North Dakota as the largest U. S. producer of barley. Much of the export promotion activities are
accomplished through the affiliation of the Council with the U.S. Grains Council (USGC). The USGC has
a network of eleven offices located in key foreign countries and conducts market development and
promotion programs in over 100 countries worldwide. The USGC program, valued at approximately $20
million annuaily, provides the Council with access to key decision-makers (buyers, processors, and users)
throughout the world. As a result of this affiliation, Council representatives have, during the current
biennium, traveled to Japan, China, Taiwan, Mexico, and other nations that have emerging markets for
U.S. barley. Councit participation on these missions was at no charge to the Council.

The affiliation of the Council with the USGC provides the opportunity to bring foreign buyers and users
into North Dakota to meet with barley producers, researchers, and end users. Direct face to face dialog
with foreign buyers provides a unique opportunity to improve knowledge of the market structure,
production capabilities, supply, quality, and reliability of the North Dakota barley marketing system. The
Council has hosted foreign trade delegations from Japan, Taiwan, Mexico, Colombia, Nicaragua, Haiti,
Honduras, Jamaica, and Ei Salvador.

--3. Institute of Barley and Malt Sciences: Market development is more than simply facilitating the sale of
barley. Since North Dakota is the largest barley producing state in the U. 8., the Council strives to assist
North Dakota in maintaining this prominence. To that end, the Council is working closely with NDSU to
develop the Institute of Barley and Malt Sciences (IBMS). NDSU has an interdisciplinary research effort
on barley that has been ongoing for over 50 years. The IBMS reflects the fact that barley, malt, and beer
quality are influenced by a combination of genetic, environmental, and technological factors. The mission
of the IBMS is to provide reliable, high quality, targeted research and education for U. S. barley producers
and domestic and international malting and brewing industries at a single site.  Coordinating the
expertise at NDSU into the IBMS framework provides the infrastructure necessary to teach potential
barley users from foreign countries how to utilize North Dakota barley. This provides an added service to
foreign customers and strengthens the development of long term business relationships.

Domestic Polic

The Council believes that providing a comprehensive program covering nearly all aspects affecting North
Dakota barley producers only makes sense. To do otherwise would be shortsighted. Therefore, the
Council has been very active on domestic policy issues at the federal level.

--1. Disaster Legislation: the Council worked closely with the National Barley Growers Association and
the North Dakota Grain Growers Association to secure disaster assistance in 2004. This should provide
much needed assistance to barley growers that suffered the effects of drought, flooding, and other
weather related factors.

--2. Farm Bill: the Council continues to monitor changes to the farm bill and their potential impact on
barley. The Council works closely with the National Barley Growers Association and the North Dakota
Grain Growers Association to maintain continuous knowledge of farm bill issues.

—3. Chemical harmonization:  Producers frequently state that they could save $5 to $6 per acre in
chemical costs each year if they had access to chemicals at prices offered to Canadian producers. To
that end, the Council participates in meetings involving chemical harmonization. Chemical harmonization
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has different meanings to different entities. To the EPA, it means harmonization of protocols between
countries. To chemical companies, it means the same registration procedure across international
boundaries. But to growers, it means access to chemicals at the same price provided to international
(Canadian) producers. The Council has been active in working with EPA and the chemical companies as
a means of obtaining international access to affordable crop protection products.

4. Grain inspection and testing: The protocol used by USDA Federal Grain Inspection Service (FGIS)
for DON testing has been a problem for North Dakota bariey producers. The FGIS has a standard
procedure that rounds the test results to the nearest whole number, but its optional procedure, which is
the predominate procedure used, allows the reporting of DON to the nearest tenth of a part per million.
While FGIS has admitted that current technology is not accurate at these low levels, FGIS has been
unwilling to change its position. Congressional support for modification of the testing procedures
remained the only option left for resolving this issue. Recently, Congress submitted language that would
direct FGIS to modify its reporting procedures to comply with the accuracy of the testing technology.

—5. Crop Insurance: The administration and implementation of affordable and practical crop insurance is
becoming increasingly complex for agricultural producers. To that end, the Council is working closely with
USDA-RMA, the National Barley Growers Association, and private insurance product developers to
evaluate and enhance crop insurance for malting barley.

6. Organization Alliance: The Council recognizes the importance of developing alliances with other
grower organizations that can provide complementary support to strengthen Council objectives. The
Council works closely with the North Dakota Grain Growers Assaociation in farm program policy, trade,
and other areas of legislation that impact barley producers, thus providing unified support for North
Dakota barley. In addition, the Council also actively works with the National Barley Growers Association
in such areas as chemical harmonization and trade legisiation.

International Policy

-1. International Trade: International trade policy requires significant reform if North Dakota barley
producers are to remain competitive on a long-term basis. The intrusion of Canadian barley into the U.S.
market through manipulated pricing and monopolistic trade practices is unacceptable. This issue has
been historically masked when Canada experiences a decrease in barley production. The Council is
concerned that importation of barley from Canada will resume once production levels return to a more
normal level. U.S. suppliers are confounded by these same practices in foreign markets in addition to the
export subsidy practices of the European Union. That is why the Council has become much more active
in international trade issues, and therefore prioritizes monitoring and influencing trade policy. The Council
is steadfast in doing all it can to secure a trading environment where North Dakota producers can
participate in trade opportunities unencumbered by trade distortions caused by policies of the EU and the
Canadian Wheat Board. The foundation of the trade policy agenda of the Council is to encourage market
access, full utilization of all U.S. export tools (such as the Export Enhancement Program and GSM credit
programs), elimination of unfair foreign export subsidies, the reform of state trading enterprises, and the
development of expedited dispute resolution mechanisms.

—2. World Trade Organization: The Council actively participates in World Trade Organization Ministerial
meetings where worldwide trade policy issues are resolved. The Council plans to maintain continued
involvement in this ongoing process. Similarly, as the Free Trade Agreement of the Americas continues
to proceed, the Council has actively participated to assure that interests of North Dakota barley growers
are heard. On cross-border trade issues conceming the U.S. and Canada, the Council continues to
correspond with Administration officials.

Information Services
The Council also allocates resources to many other issues that impact barley producers. The Councit

serves as an information clearinghouse for barley producers, processors, end users, other grower
organizations, and governmental officials, all of which depend on accurate information from which to base
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their decisions. The Council, acting on behaif of North Dakota barley producers, is committed to
influencing key decision makers, as well as monitoring progress and reporting on barley-related issues.
Such issues include but are not limited to crop insurance, chemical registration and harmonization,
cultivar development, disaster assistance measures, domestic and international market conditions, and
trade policy. Council staff provide educational presentations to trade delegations, growers, and policy
developers in an effort to maintain factual knowledge of barley.

FUTURE CONSIDERATIONS

North Dakota barley producers face significant challenges in maintaining barley as a profitable crop
enterprise in their farming operations. As the Council looks ahead to the 20056 — 2007 biennium, the
Council intends to maintain its focus in the key categories of research, market development and
promotion, domestic policy, trade policy, and information services as outlined in this report. At present,
the Council projects stable to slightly decreased barley production for the next biennium. Careful
budgeting, supplemented with some carryover funds, should allow the Council to maintain its program
efforts at current levels while simultaneously striving to increase barley production in North Dakota.




NORTH DAKOTA BARLEY COUNCIL
505 40th Street SW, Suite E
Fargo, ND 58103-1184

STATEMENT OF PROJECTED REVENUES AND EXPENDITURES
For the Current and Next Biennium
2003 - 2005 and 2005 - 2007
(UNAUDITED)

Prepared by the North Dakota Bariey Council

2003 - 2005 2005 - 2007
REVENUES BIENNIUM BIENNIUM
Assessment Revenues Collected from 1st Purchases $1,317,500.00 $1,156,480.00
Interest & Other Income $30,000.00 $20,000.00
Total Revenues $1,347,500.00 $1,176,480.00
EXPENDITURES
Refunds paid to producers $73,147.00 $77,535.82
Salaries/Benefits $500,000.00 $425,000.00
Operating Expenses
Travel & per diem $195,000.00 $200,000.00
Telephone, postage, and printing $105,000.00 $70,000.00
Rents and rental $75,000.00 $80,000.00
Conference expenses $42,000.00 $47,000.00
Dues and memberships $377,000.00 $407,000.00
Advertising and promotion $30,000.00 $25,000.00
Professional services $127,500.00 $20,000.00
Miscellaneous $69,000.00 $68,000.00
Research Grants $270,000.00 $270,000.00
$30,000.00 $20,000.00

Equipment

Total Expenditures

$1,893,647.00

$1,709,535.82

Revenues Over (Under) Expenditures

*Includes equipment repair, photography, legal services,
audit, insurance, office supplies, subscriptions, janitorial
services, promotional supplies, and other expenditures.
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PHONE
(701} 328-2241
FAX
(701) 328-1406

STATE AUDITOR
~DBEAT R, PETERSON

STATE OF NORTH DAKCTA

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

November 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Beef Commission as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the

statement of revenues and expenditures, notes to the financial statements and the

compliance and internal control report. Complete audit reports may be obtained by
. contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincerel

Robert R. Peterson
State Auditor
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OFFICE OF THE STATE AUDITOR

STATE CAPITOL
800 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

PHONE
328-2241

FAX

328-1406

STATE AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Nancy Jo Bateman, North Dakota Beef Commission

The following pages were taken from the audit report of the North Dakota Beef Commission for
the two-years ended June 30, 2004. The financial statements are the responsibility of the
management of the North Dakota Beef Commission. The auditor's responsibility was to

express an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors plan
and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agriculture Committees, with a comprehensive overview of the North Dakota Beef
Commission's operations. The revenues and expenditures are reported under the modified
accrual basis of accounting. The financial statements are not intended to be a presentation in
conformity with generally accepted accounting principles. The complete audit report should be
reviewed to obtain a complete picture of the financial position and operations of the North
Dakota Beef Commission. The complete report may be cbtained by contacting the Office of the

State Auditor.

The audit resulted in a clean (unmodified) audit opinion. In accordance with Government
Auditing Standards, a report was also issued on the auditor's consideration of the North Dakota
Beef Commission’s internal control over financial reporting and the tests of its compliance with

certain provisions of laws, regulations, contracts, and grants.




. This report is intended solely for the information of the meeting of the Joint Agriculture
Committees and should not be used for any other purpose. However, this report is a matter of
public record and its distribution is not limited.

(@

Robert R. Peterson
State Auditor

November 17, 2004




NORTH DAKOTA BEEF COMMISSION

Statements of Revenues, Expenditures, and Changes in Fund Balances
For the Fiscal Years Ended June 30, 2004 and 2003

2004 2003

Revenues:

Gross assessment revenues 31,282,961 $ 1,353,346

Less:

Assessment revenues remitted to other states {44,168) (56,602)
Assessment revenues remitted to Cattlemen’s Beef Board {617,565) (648,422)

Net Assessment Revenues 621,228 648,322

Interest income 2,716 3,518

Other revenue 4729 3,723

Total Revenues
628,673 655,561
Expenditures:
Program expenditures:

International promotion 1,978 3,696

Promotion 48,330 30,067

Research 35,000 13,000

Consumer information 104,642 71,594

Industry information 15,503 10,000

National program development 197.574 -

. Total Program Expenditures 401,027 125,357
National Cattlernen’s Beef Association - 207,221
Administration 209.918 189,186

Total Expenditures 510,945 521,764

Revenues over expenditures 17,728 133,797

Fund Balance — July 1 466,837 333,040
Fund Balance — June 3 $ 484,565 $ 466837



NOTE 1

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements
June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

For financial reporting purposes, the North Dakota Beef Commission includes all funds
programs, and activities over which it is financially accountable. The North Dakota Beef
Commission does not have any component units as defined by the Government Accounting
Standards Board. The North Dakota Beef Commission is part of the State of North Dakota
as a reporting entity. The financial statements report all revenue and expenditure activity in

the operations program.

The North Dakota Beef Commission was established by NDCC chapter 4-34.10, and is
vested with the powers to collect and expend an assessment of one dollar for each head of
catile sold within the state or from the state by residents of North Dakota. The
Commission’s responsibilities are to provide and participate in programs to increase the
consumption of domestic beef through such means as advertising, research, consumer
information, industry information, sales promotion, and education, but at no time may false
or unwarranted claims be made on behalf of the beef industry. Additional responsibifities
are to support beef promotion, research, and education activities of the national beef
promotion and marketing organizations. The Commission is also to initiate, encourage,
and sponsor research designed to solve problems in the beef industry and to enhance the
sale and production of North Dakota beef cattle.

B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above. In
accordance with section 4-34-10 these activities are funded on a continuing appropriation
basis from a special revenue fund, fund 229 (the Beef Commission operating fund).

C. Government-Wide and Fund Financial Statements

The Statement of Net Assets and Statement of Activities report information on all non-
fiduciary activities of the Commission. The Commission reports all activities as
governmental activities which are financed through assessments. The Statement of Net
Assets presents the reporting entity’s assets and liabilities, with the difference reported as
net assets. The net assets are reported as unrestricted net assets with constraints on
resources which are imposed by management, but can be removed or madified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function. Program revenues include charges for assessments
for each head of cattle sold within the state or from the state by residents of North Dakota.

Separate fund financial statements are provided for the Beef Commission governmental
fund.




NOTE 1

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

C. Fund Accounting Structure

The Cormmission uses funds to report its financial position and the resuits of its operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. The
accounting and reporting treatment appiied to a fund is determined by its measurement

focus.

The Commission reports the Beef Commission’s operating fund as a major governmentai
fund. It is used to account for the collection of assessments and transactions to provide
and participate in programs to increase the consumption of domestic beef through such
means as advertising, research, consumer information, industry information, sales

promotion, and education of the beef industry within the state.

D. Basis for Accounting

The government-wide statements are reported using the economic resources management
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of cash flows.

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accrual; generally when they are both
measurable and available. Revenues are considered to be available when they are
collected within the current period or soon enough thereafter to pay liabilities of the current

period.

Major revenues that are susceptible to accrual include assessments and interest. All
revenues are determined to be available if collected within one year of fiscal year end.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, expenditures related to compensated absences are recorded only

when payment is due and payable.

E. Cash and Cash Equivalents

Cash and cash equivalents includes all funds deposited with the Bank of North Dakota.

F. Investments

Investments include certificates of deposit that are reported at fair vaiue. All investment
income is recognized in the statements of revenues, expenditures and changes in fund

balance.
G. Receivables

Receivahles include interest on investments and assessments receivable.




NOTE 1

NOTE 2

NOTE 3

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

H. Accumulated Unpaid Annual and Sick Leave

N.D.C.C 54-086-14 allows employees to accrue annual leave at a variable rate between one
and two days per month based on years of service. In general, accrued annual leave
cannot exceed thirty days at each calendar year end. Employees are paid for unused

annual leave upon termination or retirement.

Sick leave is accrued at the rate of one day per month without limitation on the amount that
can be accumulated. Employees vest in sick leave at ten years of service at which time the
State is liable for ten percent of the employee's accumuiated unused sick leave.

CHANGE IN ACCOUNTING PRINCIPLES

For the fiscal year beginning July 1, 2003, the Commission implemented the following new
accounting standards issued by GASB:

Statement No. 34, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments

Statement No. 37, Basic_Financial Statements and Management's Discussion and
Analysis — for State and Local Governments: Omnibus, and

Statement No. 38, Certain Financial Statement Note Disclosures.

Statement No. 34 as amended by Statement No. 37, establishes new financial reporting
standards for state and local governments. This statement’s requirements represent a
significant change in the financial formats and changes in fund types and account groups.
In addition to fund financial statements, governments are required to report government-

wide financial statements, prepared using the accrual basis of accounting.

Statement No. 38 requires certain note disclosures when Statement No. 34 is implemented.
The provisions of these new standards have been incorporated into the financial statement

notes.
ORGANIZATION AND RELATED PARTY TRANSACTIONS

As stated in Note 1, the Commission is an entity of the state of North Dakota and as such,
other state agencies of the state and political subdivisions are related parties.




NOTE 4

June 30, 2004:

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

DEPOSITS AND INVESTMENTS

tatement disclosure of deposits and investments such
by type of investments and classification into one of
three categories based upon credit risk. Category 1 includes deposits that are fully insured
or collateralized with securities held by the Commission or by its agent in the Commission’s
name. Category 2 includes deposits which are collateralized with securities held by the
pledging financial institution’s trust department or agent in the Commission's name.
Category 3 includes deposits which are not collateralized or are collateralized by the
pledging financial institution, trust or agent, not in the Commission’s name.

The GASB requires certain financial s
as the disclosure of carrying amount

ed to maintain its operating funds at the Bank of
North Dakota are uncollateralized, a categary 3
d by the State of North Dakota according to

North Dakota Beef Commission is requin
North Dakota. All deposits at the Bank of
risk as defined by the GASB, but guarantee

N.D.C.C. 8-07-10.

Carrying  Total Bank
Amount Balance Category 1 Category 2 Category 3

. Cash deposits & 486,077 $ 486,077 § - $ - § 486,077
Certificates of deposit as investments 99,000 92,000 99,000 - -
Totals $ 585,077 $ 585,077 $_99.000 $ - § 486,077

NOTES

Governmental Activities:
Other long-term liabilities:
Compensated absences

NOTE &6

GENERAL LONG TERM DEBT

Balance Amounts Due  Amounts Due
7/1/2003 Additions Reductions Within One Year Thereafter

$ 30,488 $11,364 $ 19,468 $ 7,425 $ 14,959

DUE FROM / DUE TO OTHER STATE AGENCIES

Due to other state agencies

$ 185

Information Technology Department
245

Department of Transportation

Attorney General

Central Services 33
$ 434

Total

Due to other state agencies
Bank of North Dakota

§ 141




NOTE 7

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

PENSION PLAN

The Beef Commission participates in the North Dakota Public Employees’ Retirement
System administered by the State of North Dakota. The following is a brief description of

the plans.

Defined Benefit Pension Plan — NDPERS is a cost-sharing multiple-employer defined
benefit pension plan covering substantially all classified employees of the Beef
Commission. The plan provides retirement, disability and death benefits. if an active
employee dies with less than three years of credited service, a death benefit equal to the
value of the employee’s accumulated contributions, plus interest, is paid to the employee's
beneficiary. If the employee has eamed more than three years of credited service, the
surviving spouse will be entitled to a single payment refund, life-time monthly payments in
an amount equal to 50% of the employee’s accrued normal retirement benefit, or 60
monthly payments equal to the employee’s accrued normal retirement benefit calculated as
if the employee were age 65 the day before death occurred or monthly payments in an
amount equal to the employees’ accrued 100% joint and survivor retirement benefit if the
member had reached normal retirement age prior to date of death. If the surviving spouse
dies before the employee’s accumulated pension benefits are paid, the balance will be

payable to the surviving spouse’s designated beneficiary.

Eligible employees who become totally disabled after a minimum of 180 days of service,
receive monthly disability benefits that are equal to 25% of their final average salary with a
minimum benefit of $100. To quafify under this section, the employee must meet the
criteria established by the Retirement Board for being considered totally disabled.

Employees are entitied to unreduced monthly pension benefits equal to 2.00% of their final
average salary for each year of service beginning when the sum of age and years of
credited service equal or exceed 85, or at normal retirement age (65). The plan permits
early retirement at ages 55-64, with three or more years of service.

Benefit and contribution provisions are administered in accordance with chapter 54-52 of
the North Dakota Century Code. This state statute requires that 4% of the participant's
salary be contributed to the plan by either the employee or by the employer under a “salary
reduction” agreement. The Beef Commission has implemented a salary reduction
agreement and is currently contributing the employees’ share. The Beef Commission is
required to contribute 4.12% of each participant'’s salary as the employer's share. The
required contributions are determined using an entry age normal actuarial funding method.
The North Dakota Retirement Board was created by the State Legislature and is the
governing authority of NDPERS. The Beef Commission’s required and actual contributions
to NDPERS for the fiscal years ended June 30, 2004, 2003, and 2002 were $9,576,

$9,576, and $9,160, respectively.
NDPERS issues a publicly available financial report that includes financial statements and

the required supplementary information for NDPERS. That report may be obtained by
writing to NDPERS; 400 East Broadway, Suite 505, PO Box 1214, Bismarck, ND 58502-

1214,




NOTE 8

NOTE 9

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

RISK MANAGEMENT

The Commission is exposed to various risks of loss related to torts, theft, damage,
destruction of assets, errors and omissions, injuries to employees and natural disasters.
The Commission participates in the following funds or pools:

The Risk Management Fund (RMF) was created in 1995 and is an internal service fund to
provide a self-insurance vehicle for the fiability exposure of state agencies resulting from
the elimination of the state's sovereign immunity. The RMF manages the tort liability of the
state, its agencies’ employees, and the University System. All state agencies participate in
the RMF and their fund contribution was determined using a projected cost allocation
approach. The statutory liability of the State is limited to a total of $250,000 per person and
$1,000,000 per occurrence.

The Commission pays an annual premium to the Fire and Tomado Fund to cover property
damage to personal property. Replacement cost coverage is provided by estimating
replacement cost in consultation with the Fire and Tornado Fund. The Fire and Tornado
Fund is reinsured by a third party insurance carrier for losses in excess of one million
dollars per occurrence during a twelve month period. The State Bonding Fund currently
provides the Commission with blanket fidelity bond coverage in the amount of $200,000 for
its employees. The State Bonding Fund does not currently charge any premium for this
coverage.

The North Dakota Workforce Safety & Insurance is an enterprise fund of the State of North
Dakota. The Bureau is a state insurance fund and a “no fauit” insurance system covering
the State’s employers and employees financed by premiums assessed to empioyers. The
premiums are available for the payment of claims to employees injured in the course of
employment.

There have been no significant reductions in insurance coverage from the prior year and
settled claims resulting from these risks have not exceeded insurance coverage in any of
the past three fiscal years.

OFFICE LEASE COMMITMENT

The Commission has two operating leases. One is for office space and the other for
postage machine rent. The office space iease expires in 2005 and the equipment lease
expires in 2008. Total rent expense for the year ended June 30, 2004 was $11,087.

Lease commitments are as follows:

Operating

_Leases
2004 $ 10,937
2005 1,560
2006 1,560

780




NOTE 10

NOTE 11

NOTE 12

NORTH DAKOTA BEEF COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004

PENDING LITIGATION

it lawsuit was filed in South Dakota that could impact future
assessment revenue. On June 21, 2002, District Court Judge Charles Kornmann ruled the
Beef Promotion and Research Act as unconstitutional and called for assessment
collections to cease on July 15, 2002. A stay was granted on July 10, 2002 by the 8"
Circuit United States Court of Appeals that allowed the beef promotion programs to
continue without interruption pending an appeal to the 8" Gircuit. The 8" Circuit Court
heard the case and on July 8" 2003 the three judge panel issued their ruling upholding the
lower court’s ruling that the Beef Promotion and Research Act was unconstitutional. Atthe
same time, however, the 8" Circuit Court of Appeals left in effect a stay of injunction that
allowed the check-off program to continue until the court issues its mandate. On August
22 2003, the Department of Justice, at the request of the U.S. Salicitor General, filed a
petition for rehearing by the g™ Gircuit Court of Appeals. The case will now be heard before
the Supreme Court. The final resolution of this case is unknown at this time.

A federal district cou

The lawsuit's final outcome may have a direct and material impact on the operations of the
North Dakota Beef Commission. The Federal Act currently authorizes the collection of
$1.00 per head every time cattle change ownership. North Dakota retains $0.50 per head
with the remaining $0.50 being paid to the Cattlemen’s Beef Board. The ND Legislative
Assembly recently amended the state’s Beef Promotion Act, NDCC Chapter 4-34, to insure
its continuance should the Federal Act be struck down. See 2003 Session Laws chapter
61. State law now requires the collection of $0.50 per head or the amount specified under
the Federal Act, whichever is greater. The striking down of the Federal Act would,
however, have a direct impact on the ND Beef Commission. Assessment revenues
collected would be cut in half immediately, although the Commission would still be
collecting the same $0.50 per head that is presently being retained under the Federal Act.
In the absence of the Federal Act, State law also allows for a refund of assessments.
Potential future refunds and the potential reduction in program revenues is unknown.
Collecting check-off dollars on North Dakota cattle being sold out of state would also be an
issue. Voluntary cooperation from collection points in other states would need to be
solicited. If voluntary cooperation fails, compliance and collection efforts directed at
producers selling cattle may increase employee workload or require additional employees.
Finally, if the Federal Act is struck down, there could be an increase in audit and legal costs
for collection and compliance that is currently being done by the Cattlemen’s Beef Board

and USDA.
OUTSIDE CHECKING ACCOUNT

The North Dakota Beef Commission has an outside checking account used for the “Beef
Gift Certificate” program. Individuals write out checks to the North Dakota Beef
Commission and receive a check back from the gift certificate account for the same
amount. The account has a bank balance of approximately $27,000, which consists of
outstanding checks accumulated since the account was opened.

COMMITMENTS

As of June 30, 2004, the North Dakota Beef Commission has approved $200,000 to be
paid to the NDSU Beef Systems Center of Excellence.
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CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Governor of North Dakota
The Legislative Assembly

The North Dakota Beef Commission
Bismarck, North Dakota

We have audited the financial statements of the governmental activities and the major fund of the North
Dakota Beef Commission, a department of the State of North Dakota, as of and for the year ended June
30, 2004, which collectively comprise North Dakota Beef Commission's basic financial statements and
have issued our report thereon dated September 10, 2004. We conducted our audit in accordance with

. auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the

United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the North Dakota Beef Commission internal control
over financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over financial
reporting. However, we noted one matter involving the internal control over financial reporting and its
operation that we consider to be a reportable condition. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect North Dakota Beef Commission ability to
record, process, summarize, and report financial data consistent with the assertions of management in
the financial statements. The reportable condition noted above deals with a lack of internal controls
surrounding their outside checking account as reported in finding 04-1 of the findings, recommendations,

and agency's response section of this report.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal controi over financial reporting that might be material
weaknesses. However, we believe that the reportable condition described above is a material weakness.

BRADY, MARTZ & ASSCCIATES, P.C.
207 East Broadway, P.O. Box 1297

Bismarck, ND 58502-1297 (7011 223-1717 Fax (701) 222-0894
12 RSM McGladrey Network

OTHER OFFICES; Minat and Grand Forks, ND
Thief River Falls, MN An Indgpendently Owned Mermber




Compliance

As part of obtaining reasonable assurance about whether the North Dakota Beef Commission's financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed instances of noncompliance that are required to be
reported under Government Auditing Standards which are described in the findings, recommendations,

and agency's response section of this report (item 04-1).

This report is intended solely for the information of the audit committee, management, the Legislative
audit and Fiscal Review Committee, and other state officials, and is not intended to be and should not be

used by anyone other than those specified parties.

BeoSry, Mo

BRADY, MARTZ & ASSOCIATES, P.C.

September 10, 2004
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FINDINGS, RECOMMENDATIONS AND AGENCY’S RESPONSE
For the Fiscal Year Ended June 30, 2004

Gift Certificate Program not in Accordance with State Law (04-1)

The ND Beef Commission has a checking account for a Beef Gift Certificate Program that is not
administered in accordance with state law. Under this program, individuals pay cash or write checks
equal to the face amount of the “gift certificate.” Checks are made payable to the Commission and are
deposited into the Beef Gift Certificate account at Wells Fargo Bank in Bismarck, along with any cash
received. The individual receives a check from this account that is considered a “gift certificate.” This
check contains a memo that the funds are to be used for the purchase of beef products. However, this
memo does not after the fact that the “gift certificate” is a negotiable instrument, which can be cashed at

any bank or used at any establishment that accepts checks.

Since the Commission deposits the cash and checks directly into the Beef Gift Cenlificate account, they
are in violation of Article X, Section 12 of the Constitution which states: “All public moneys, from whatever
source derived, shall be paid over monthly by the public official, employee, agent, director, manager,
board, bureau, or institution of the state receiving the same, to the state treasurer, and deposited by him
to the credit of the state, and shall be paid out and disbursed only pursuant to appropriation first made by

the legisfature...”

We also noted the Commission had not implemented adequate internal controls to prevent
misappropriation of funds from the account. The following weaknesses were noted:

« No segregation of duties existed between accounting for transactions and disbursement approval,
as all three employees are authorized signers.

The account had a balance of approximately $27,000 at June 30, 2004, which is the result of outstanding
checks over the several years the account has existed. The Commission may be required to turn over
those checks outstanding for a certain time period to the Unclaimed Property Division of the State Land

Department in accordance with North Dakota Century Code chapter 47-30.1.

RECOMMENDATION:

We recommend the ND Beef Commission restructure the Beef Gift Certificate Program to comply with
state law. The Commission must also establish proper internal controls over the fund.

AGENCY'S RESPONSE:

Since our 2003 audit when concerns about this account were brought to our attention, there has been a
significant amount of work put in to bring this account for the Beef Gift Certificate program into
compliance with state law. This includes work on both the old Wells Fargo account which was in
guestion, and development of a new process with the State Treasurer's Office and a new account at the

Bank Of North Dakota (BND).

A special computer program has been developed specifically to handle the Beef Gift Certificate program
encompassing bank reconciliation, issuing of certificates, and tracking of outstanding checks and the
individual purchasers and recipients. As of September 30, 2004, the Wells Fargo account has been
reconciled, all outstanding checks have been identified, and the account is no longer being actively used
to issue certificates. We are now beginning the process of identifying purchasers and recipients of
uncashed Beef Gift Certificates and will be notifying those individuals in an attempt to clear those checks
or reissue them. In cases where individuals cannot be located or jdentified, we have plans in place to
turn those funds over to Unclaimed Property. Considering the fact that we must allow ample time for
checks to clear from this account, it will not be closed anytime in the near future and may need to be kept

open for at least 2 years.
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FINDINGS, RECOMMENDATIONS AND AGENCY'’S RESPONSE
For the Fiscal Year Ended June 30, 2004

Beginning on October 1, 2004, a new process will be implemented, with appropriate internal controis, to
handle all Beef Gift Certificate purchases within the scope of state law. Funds collected for the purchase
of Beef Gift Certificates will be deposited directly with the State Treasurer. A new account has been
established at the Bank Of North Dakota for the purpose of issuing Beef Gift Certificates. Funds are to be
transferred from the Treasurer to the BND account. A new computer program is enabling timely
reconciliation, tracking of outstanding checks, and identification of certificate purchasers and recipients
that will help the Commission to contact people with certificates that have not been cashed within a year

timeframe.
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BEEF - North Dakota Beef Commission
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4023 STATE STREET » BISMARCK, ND 58503 « PHONE 701-328-5120 « TOLL FREE 1-877-321-BEEF
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. e REPORT TO
2005 NORTH DAKOTA LEGISLATIVE ASSEMBLY

SENATE AND HOUSE AGRICULTURE COMMITTEES

BACKGROUND

The North Dakota Beef Commission was legisiated into existence during the 1973 legislative session. The
rate of the beef checkoff began at $.10 per head. It was increased to $.25 per head during the 1981
legislative session and then again to $.50 in 1983. With the passage of the Beef Promotion and Research
Act as part of the 1985 Farm Bill, the beef checkoff became a nationwide, uniform program at the rate of $1
per head, including an assessment on imported cattle, beef and beef products. This went into effect
October 1, 1986. In May of 1988 beef producers nationwide participated in a producer referendum and
voted overwhelmingly in favor of continuing the national program. That is the program that exists today.

LEADERSHIP

The ND Beef Commission is directed by a group of nine beef producers. These producer directors are
appointed by the governor with six of the nine nominated by various beef industry governed organizations.
Three producer directors are selected from nominations submitted by the ND Stockmen’s Association. One
dairy producer director is selected from nominations from the ND Milk Producers Assaciation. One
livestock marketing director is selected from nominations from the ND Livestock Marketing Association.
One cattle feeder director is selected from nominations submitted by the Feeder Council of the ND

. Stockmen's Association. The Feeder Council group resulted from the merger of the ND Livestock Feeders
Assn. with the ND Stockmen's Assn. The three remaining beef producer directors are appointed at-large by
the governor and must meet certain criteria set forth in the ND Beef Commission section of the ND Century
Code. Directors can serve no more than two consecutive three-year terms. The Commission may also
elect up to two non-voting exofficio members. Presently, there is one exofficio member. Van Amundson of
Jamestown served on the Commission for six years and has represented the Commission as a national
director on the Federation of State Beef Councils which is the checkoff arm of the National Cattlemen’s Beet
Association. He has held several positions of leadership at the national level and is currently a member of
the executive committee and treasurer of the National Cattiemen’s Beef Assaciation. This is the highest
level of national leadership a ND Beef Commission representative has ever held.

PURPOSE

The mission of the North Dakota Beef Commission is to increase the demand for beef by focusing on
consumer expectations while enhancing the profit opportunity for the beef industry. This is accomplished
through information, promotion, industry information, research and national and international promotion

programs the NDBC funds.

As outlined in the Beef Commission law, the purposes of the Commission are as follows:

1. To provide and participate in programs to increase the consumption of domestic beef through such
means as advertising, research, consumer information, industry information, sales promotion, and
education, but at no time may false or unwarranted claims be made on behalf of the beef industry;

2. To support beef promotion, research, and education activities of the nationai beef promation and
marketing organizations;

3. Toinitiate, encourage, and sponsor research designed to solve problems in the beef industry;

4. To enhance the sale and production of North Dakota beef cattle.

Since there are approximately 3 head of cattle in North Dakota for every person, it has always been a BEEF /,’
priority to support the national programs with the greatest amount of money possible. For producers to Al
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realize the greatest return on their checkoff investment, it is critical to get the beef industry message to
consumers in the most cost effective manner possible. This is accomplished by pooling checkoff dolfars at
the national level. Currently, $.66 of every checkoff dollar collected in ND is invested in national and
international programs. The federal law mandates $.50 must go to national programs of the Cattlemen’s
Beef Board. By joining forces at the national level, the beef message can be targeted to where the people
are, not where the cattle are.

One other area that is unique to the ND Beef Commission, when compared to other commodity groups, is
the fact that the ND Beef Commission does not lobby. Federal law prohibits the use of any beef checkoft
dollars for the purpose of government influencing. We are not, however, prohibited from providing program
information, research results, and serving as an information resource for the industry.

PROGRAM HIGHLIGHTS

TARGET MARKET

Demand-building checkoff programs have targeted today’s busy consumers with dual messages about
nutritional benefits of beef and the enjoyment factor. And these programs are working! Consumer
demand for beef has increased over 16% since 1998 and continues to grow. Since dollars at both the
state and national level are limited and it is impossible to reach all consumers, all programs have become
very targeted, whether we are talking about advertising, retail and foodservice programs or consumer
education, public relations and research. In order to be the most effective, all programming starts witha
solid base of research, ranging from consumer marketing to food safety, nutrition, new product development
and beyond. The goal of ail programs is to reach today's consumers with the latest information about beef
and give them permission once again to enjoy beef because it is good for them and tastes great, too. Each
piece of this marketing puzzle contributes to the ultimate objective which is to continue increasing consumer

demand for beef.

CONSUMER INFORMATION

Education
Through teachers, educators and third party influencers, beef is placed in a favorable position so young

people can learn about the importance of beef in the diet and the importance of the beef industry to our
country. Basing programs on research has led school programs to become more finely targeted. The focus
today is on “tweens” which are 8-12 year old girts. This group of young people is forming life fong eating
habits and opinions about various food choices. They have responded very positively to materials
developed and distributed through a partnership with the Girl Scout program at the state and national level.
The patch program, called “Fit For A Princess”, helps them to learn about good nutrition and earn a
coveted patch. Nationwide demand for this program has topped the 200,000 mark for materials and
patches. Another beef industry web site for teachers, www.teachfree.com, now also helps educators
receive free industry education materials via the internet.

The Beef Mini-Grant project continues to be a very successful program with approximately 110 family and
consumer science instructors participating each year. They receive a $30 beef gift certificate to purchase
beef for their classroom and annually over 24,000 recipe brochures and health related publications are
requested for use in classrooms across North Dakota.

The Living Ag Classroom program annually brings close to 5000 fourth grade students closer to
agriculture. This project is undertaken in Minot, Bismarck and Fargo. The theme of the events is “Food
From Farm To Fork”, with the goal being to help 4™ grade students understand that there is more to food
than the grocery store. They leave the event realizing that agriculture, in all its forms, is a big and important
business in North Dakota. When they return to their classrocoms, teachers also have a great resource book
they can use for additional classroom activities about ND agricuiture.

The ND FFA, 4-H and NDSU Meat Judging team are also annual recipients of support from the ND Beef
Commission. Members of these groups that participate in specific beef product related programs receive
recognition, awards or scholarships funded with beef checkoff dollars to recognize their achievements.
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Health Professionals
Working with health professionals to keep beef on the table has been extremely successful and exciting.

Through years of work, the NDBC has developed and maintains a very good working relationship with many
health organizations that now carry positive beef messages. The NDBC has been a sponsor of the
American Heart Association’s Heart Ball in Bismarck and continues to work with AHA to incorporate beef
information into their programs. The ND Academy of Family Physicians is reminded annually of the
important role beef plays in good health with the most current research being made available to them. Beef
is also on their menu as the beef industry sponsors their annual business meeting luncheon. The ND
Dietetics Association is also a great partner with the beef industry. The NDBC has proudly teamed with
the National Cattlemen's Beef Association to bring top quality speakers from the Council For Women’s
Nutrition Solutions to state dietetics meetings. The Council consists of a group of nationally recognized
women who are experts in their fields of nutrition research, medicine, dietetics and health, and who are firm
believers in the important role that beef plays in our diets. The NDBC also participates annually in Senator
Dorgan’s “Women's Health, Women’s Lives” conference. This event rotates between Bismarck and
Fargo and hosts over 1000 women who attend the daylong event focusing on various health issues of
interest to women. The Working Women's Summit, hosted by the Bismarck Tribune and the ND Business
and Professional Women, has become an important event for the Commission. This event attracts
between 200 and 400 working women who were treated to one of the industry’s new Beef Value Cuts as the
luncheon entrée. The NDSU Extension Service food and nutrition specialists and county food
specialists attended a day long training session featuring Dayle Hayes, RD, and member of the national
Council For Women's Nutrition Solutions. Hayes' common sense approach to nutrition education received
rave reviews from Extension Service Staff.

In addition to these many and varied programs, the beef industry has embarked on a new message strategy
for health professionals and consumers. With the review of the US Dietary Guidelines and the national
Food Guidance System, known to most as the Food Guide Pyramid, it has become apparent that the beef
industry has to work hard with nutrition decision makers to see to it that beef gets fair representation in the
protein group. It is widely known that beef contains a concentrated bundle of nutrients for a very smali
number of calories but this message didn't seem to receive the attention that is deserved. As a result, beef
is being promoted within an exciting new frame work along with other nutrient dense foods under the
“Naturally Nutrient Rich” consumer message platform. A nutrient density index is under development
which will indicate how many nutrients per calorie a food provides. Research will also continue to further
develop this index to clearly communicate to consumers the good nutrient package that beef provides.

Public relations & media
If there were ever a need for aggressive public relations planning and execution, it was December 23, 2003,
when the cow stole Christmas. The announcement of the first confirmed case of BSE in the United
States caused chaos throughout North America, livestock markets, futures, and the press. But when the
dust settled, the years of planning and coordination between the Cattlemen’s Beef Board, National
Cattlemen’s Beef Association, state cattlemen’s associations and state beef councils paid off. Consistent,
fact based messages about the safety of beef went out across the media channels within minutes of the
announcement. In ND, the Commission joined forces with the ND Stockmen’s Association and the ND
CattleWomen and provided information to producers about what the groups were doing to manage the
issue. Governor Hoeven and his staff also helped to coordinate press conferences and carried forward
messages to consumers that beef was safe. Interviews were conducted with several media outlets on an
ongoing basis as information was revealed. If there is a measurement of how successful the beef industry’s
public relations activities were, it was shown in the consumer attitude research that was done as the event
was unfolding. Prior to this event, in September 2003, an ongoing checkoff-funded consumer survey found
that 88 percent of Americans were confident that US beef was safe from mad cow disease. One week after
BSE"Was reported, that same survey actually revealed that 91 percent of Americans were now confident
that beef was safe, an increase of 3 percent. In Septembe'r?f 2004, that number remained at 81 percent, in
spite of two other reports of inconclusive BSE tests which were later both found to be negative. The
research and public relations efforts relative to BSE continue to be funded with checkoff dollars as
consumers are constantly reassured that beef they eat and buy in the US is safe.

To reach the many and varied audiences with positive beef messages, many methods of public relations

are used. New convenient beef products, beef value cuts, naturally nutrient rich beef, and food safety
cantinue to be core messages. The media is used to bring food, nutrition and recipe articles to consumers.
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Checkoff-funded media efforts coordinated through the national program have reached consumers with
safety, nutrition and consumer friendly beef messages more than 4 billion times in 2004 alone.

In ND, new and exciting programs have taken beef information to a new level. To honor the state's active,
reserve and national guard military members and their families, the Commission joined forces with the ND
Stockmen'’s Association and the ND CattieWomen to host two special Military Appreciation events in the
summer of 2004. Over 1000 military personnel and family members enjoyed a mouth watering beef meal
during the two events, one a the Red River Valley Fair in Fargo and the second at the ND State Fair in
Minot. Media coverage for the events resulted in over 700,000 consumer impressions statewide.

Beef also now makes the news every Thursday statewide on the KX Television network with a new
Beef...It's What's For Dinner. television segment. This 1-minute beef cooking segment features a
delicious beef recipe. From the start of this program in May of 2004 to date, this program has generated
1.3 million consumer impressions and thousands of web site visits to obtain the featured recipes.

The hamburger celebrated its 100" birthday and took center stage throughout 2004. Having its humble
beginnings at a small stand at the 1904 St. Louis World's Fair, it has evolved to be America’s favorite and
most frequently eaten food. KBMR AM radio, CashWise Foods and the ND Beef Commission joined forces
to salute the burger. Close to 1000 people enjoyed a grilled burger with all the trimmings at the event.
Several additional celebrations of the Burger’s birthday were also held across the state, many which were
coordinated by the ND CattleWomen.

Direct contact is made each year with thousands of consumers through events including the ND State Fair,
the Fargo Women's Showcase, cooking schools, and media. Annually, over 250,000 recipes are
distributed to consumers in North Dakota alone. Research has also shown that with new recipes,
incremental beef meals increase. This is great news for the beef industry.

Volunteers are also critical to the success of many beef promotion programs. That's why the NDBC uses
checkoff doilars to support the efforts of the ND CattleWomen as they reach consumers through the
National Beef Cook-Off, ND High School Beef Challenge, State and National Beef Ambassador program,
Ag Days, and countless other programs.

PROMOTION

Advertising
When asked ‘What's for Dinner?’ America knows the answer is BEEF. In fact, research reveals that
consumers who see “Beef. It's What's For Dinner” advertising are 11 percent more likely to buy and
spend more on beef. Television, radio and print advertising focuses on two different beef demand “drivers’
that positively affect consumers. These are enjoyment and nutrition. With the increased cost of television
advertising and the shrinking buying power of checkoff dollars, an increased emphasis has been put on
print and radio advertising. The popular and well recognized “Rodeo” music and the distinctive voice of
Sam Eliiott provide instant recognition of beef ads by consumers. Print ads have also been a hit. A
strategic decision was made to take chicken on in several nutrition focused ads with headlines like “Lean
beefs actually lower in fat than you think—Make’s you wonder about eating all that skinless chicken,
doesn't it?” and “Only one more gram of saturated fat than a skinless chicken breast? It's like finding out
that chocolate brownies are as healthy as carrots!” The sheer enjoyment of eating beef has been the focus
of the “enjoyment” print ads. They feature beef photos so good you might want to take a bite out of the
magazine and then feature headlines like “All of a sudden, a $2000 grill seems perfectly reasonable,” or
“There's no such thing as a chicken knife.” And “Why aliens steal our cows.” These ads appear in
magazines ranging from Ladies Home Journal and BonAppetit to Men’s Fitness and Runner's World. The
state benefits greatly from the national advertising simply because of cost efficiencies present when national
network advertising is purchased as opposed to individual station purchases. The NDBC purchases a
limited amount of advertising in the state and focuses this on radio and print, concentrating efforts in the
largest consumer markets of Fargo, Grand Forks, Minot and Bismarck. Holiday features appear in select
daily papers and area magazines. Special promotions are undertaken in these markets to increase the sale
and use of beef. Summer grilling also presents great opportunities to sell the sizzle of beef through print

ads and occasional radio buys.
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Retail
With most beef purchase decisions being made as consumers stand in front of the grocery meat case,

working with grocers is extremely important. Programs for retail meat departments have gone far beyond
the days of fancy posters and recipes. Now retailers are given assistance in totally rethinking their meat
cases from a consumer perspective. The beef industry has turned into an idea-generating partner, with
new and unique programs that are designed for use by individual chains. Retailers are encouraged to
develop their own personalized programs that will yield sales increases, and they are kept up to date on the
latest consumer trends. They are also encouraged to expand their product lines to include many of the new
convenient, microwaveable beef items and also to look at the way the beef industry has added value to the
chuck and round. Muscle profiling research has led to the development and mass merchandising of
undervalued muscles in the chuck and round. These very desirable new steak cuts provide consumers with
a great product at a more reasonable price than traditional tender beef cuts. Summer grilling recipes also
are made available to meat departments as are holiday recipes featuring prime rib and other holiday roast

ideas.

Foodservice
Foodservice is an important area when you consider that approximately 50% of the beef moves through the

foodservice channel. Although large chain restaurant headquarters are not located in North Dakota,
partnerships with local branches of major chains have been possible. Pizza Ranch restaurants in North
Dakota and six other states introduced three new steak pizzas through a partnership with the ND Beef
Commission, NCBA and other state beef councils. It resulted in over 11,000 pounds of beef steak
topping and more than 64,800 steak pizzas being sold. As a result, steak pizza has become a permanent
menu item at Pizza Ranch. National partnerships also led to new beef items on menus at restaurants
across the state including Quizno’s and Domino’s Pizza. These partnerships are critical to the introduction
of new menu ideas and they pay great dividends. From 2001 to 2004, the beef checkoff program has
leveraged checkoff dollars in 21 promotions with national foodservice chains with a total of $1.4 million while
foodservice partners invested more than $95.7 million in consumer media about the beef promotions. That
means for every checkoff dollar invested, restaurant chains chipped in $68!

In the school foodservice arena, the NDBC has worked closely with state school foodservice officials to
solve problems with ground beef products. The Commission also conducted a seminar for over 120 school
food service directors state-wide on a range of topics including beef nutrition, the importance of beef in the
diets of children, new technology and irradiation of beef, and how to structure and conduct beef product test
panels with students in school. Resources available to the NDBC through the national program including
NCBA foodservice experts and national research are extremely valuable and helpful when presented with
opportunities to reach this important audience of food professionals.

New Product Development & Culinary Initiatives
National work and research is ongoing to help move beef into several areas of foodservice and retail where
beef is under-represented. While many are now familiar with successful heat-and-serve beef products like
pot roast, barbequed brisket, and others, there are still tremendous possibilities ahead for beef. That's why
the checkoffs “R&D Ranch Team” is striving to make headlines and drive new beef product innovation
through the industry. And it's working. Since the beef checkoff started focusing on new product
development efforts in 1998, over 2100 new beef products have come to the market.

While work is moving forward aggressively with manufacturers, research has also helped to develop great
new beef cuts called BEEF VALUE CUTS. These cuts from the chuck and round inciude the “FLAT
IRON” steak, “RANCH CUT” steak, and tender “MEDALLIONS’. The subsequent merchandising of these
cuts through retail and foodservice channels has added great value to the chuck and round, and to the
value of each animal. Cattle-Fax estimates that the increase in the value of the chuck between 1998 and
2003 was worth between $60 and $70 per head. By the end of 2003, more than 80O restaurants and five
large retailers had sofd more than 6 million Beef Value Cut steaks including those mentioned previously.
Some of these restaurants can be found within North Dakota including Friday’s, Ground Round and

others.

The “Mark of Quality” continues to be the beef industry's “seal of approval” on new beef products that
have been tested and deemed to deliver what consumers expect from beef — great taste, quality and
satisfaction. This program is managed by the Brand-Like Commission. This small group of producers
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actually taste, test and approve beef products to use the Mark. The ND Beef Commission was proud to
have a member of this group from 2003 through 2004.

The NCBA Beef & Veal Culinary Center, located in Chicago, is a valuable resource to the beef industry.
Their mission is to develop, test and perfect beef recipes, cooking methods, and serve as a resource and
the ultimate authority on beef and veal preparation. The Culinary Center provides a great service to state
beef councils like the ND Beef Commission when there are opportunities to provide information, stories and
programs to consumers on beef cookery.

PRODUCER & INDUSTRY INFORMATION

Many issues related to how beef producers do business have various repercussions to our customers, the
consumer. These issues include food safety, beef quality assurance, animal welfare, animal diseases, the
environment, etc. The beef industry monitors these issues closely, both at the national and state level, so
that we are out in front of potentially volatile issues. Obvious examples of these hot topics, and their many
abbreviations, would include: BSE; TSE; E.Coli 0157:H7; Listeria; Johne’s Disease; Foot & Mouth
Disease; Salmonelia; Anthrax; Tuberculosis; and the list goes on. As these and other issues make their
way to the media, endless hours of work are put in behind the scenes to see that stories present the facts
and are balanced. Obviously, the first reported case of BSE (mad cow disease) on December 23, 2003,
presented the greatest issues management challenge the beef industry may ever have encountered. But
an organized and well coordinated state/national plan made this supposed disaster turn into an opportunity
to tell the American public and world the facts about American beef and the beef industry. (Please refer to
the public relations section of this report for more information on this subject.) After literally thousands of
interviews being conducted by industry personnel coast to coast at beef councils and cattlemen’s
associations, consumer confidence in the safety of American beef increased from 88% three months
before the case, to 91% in the days following the announcement of the BSE case. |t has been said
that the beef industry’s coordinated state/national issues management program has as its goal “the best
story you never heard.” This is because if it is at all possible, the primary goal is to prevent bad stories from
ever being written or aired. That’s not always possible but the research and proactive work on behalf of
beef producers continues daily to ensure that beef and the beef industry is presented fairly to the public.

The ND Beef Quality Assurance program has grown and matured for approximately five years and is
considered by many to be one of the premier cow/calf state BQA programs in existence. This program is
under the direction of the NDSU Extension Service, with financial support coming, in part, from an annual
grant from the NDBC. This cooperative relationship has been a real success and great exam ple of how
organizations in agriculture can come together effectively when there is a need that must be met. The Beef
Quality Assurance program is under the direction of Lisa Pederson, BQA program director. The NDBQA
program has been awarded two competitive national beef checkoff grants that have funded innovative beef
education programs for producers. The value of the program continues to be seen as producers encourage
each other to attend certification workshops and promote their own cattle as higher value due to the fact
that they meet standards set to certify them as “BQA Certified.” In addition to handling cattie in a manner
that contributes to a higher value end product, cattle raised under BQA certification requirements can be
marketed through additional channels many producers have not had access to before.

As all programs funded with checkoff dollars are implemented, it is an ongoing challenge to keep producers
informed about where their checkoff dollars are being invested and what results they are having. Every
checkoff organization walks a fine line trying to determine how much money should be used to “preach to
the choir.” The NDBC has tried to limit the dollars in this area because they felt producers would gain more
by having their checkoff dollars invested in programs that reached consumers. However, as opportunities
present themselves to reach producers in various ways, the NDBC welcomes the chance to bring in
national speakers and producer leaders to discuss checkoff programs. Over the past two years the
Commission took advantage of the opportunity to have a research scientist from the USDA ARS Grand
Forks Human Nutrition Research Center discuss checkoff funded research being conducted at their facility
with producers attending the ND Stockmen's convention. The following year Commission Chairman Larry
Schnell made a presentation at their convention highlighting the resuits of checkeff programs at the state
and national level. Publication of an annual report with wide distribution to producers and periodic radio
programs, called Beef Insight, are also methods used to keep producer investors informed on where their
checkoff dollars are used and the results they are achieving.
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RESEARCH

Beef checkoff doliars are restricted to funding research directly related to beef and beef products. With very
close coordination of industry research priorities and targeted research needs at the national level, the ND
Beef Commission has always encouraged state institutions to develop and conduct research projects that
further national research priorities. This has been very successful and has resulted in ND researchers
receiving over $150,000 in national checkoff funds over the past two years.

The USDA ARS Grand Forks Human Nutrition Research Center has been the recipient of more than
$150,000 in national beef checkoff grant funding for the wark Dr. Fariba Roughead has been doing for
several years on the role of beef in the diet and its effect on calcium absorption in women. The ND
Beef Commission has participated in several previous studies that have provided the base for her advanced
research. This research has always been deemed extremely important for the beef industry because it is
refuting a long held theory among nutrition researchers. This theory maintains that a diet high in red meat
contributes to osteoporasis and bone loss in women. Because of the tremendous and advanced research
capabilities of the Center, Dr. Roughead has been able to study this problem and her research is now
showing at the least, no effect, and at the best, a tendency toward increased calcium absorption.

Dr. John Finley continues to do research that is also important to beef producers in the Dakota’s. His
research into the effects of selenium from beef and other foods on various forms of cancer is showing
great promise. Preliminary selenium research, funded in part by the ND Beef Commission, helped
contribute to Dr. Finley being granted over $1 million in federal funds for further research.

The NDSU Beef Systems Center of Excellence is a new program that the ND Beef Commission has
become involved with. A grant for $200,000 has been approved for research to be conducted at the Center.
At the writing of this report, contracts are in development with NDSU and the Center is in the development

stages.

At the national level, research is very targeted and it is yielding great results for the industry. Research has
targeted methods of improving beef safety and consumer confidence, developing more convenient beef
products, identifying beef's nutritional benefits, and marketing previously underutilized beef cuts. Specific
topics of research include eliminating E.coli 0157:H7, beef tenderness, beef nutrient composition,
foodservice market research, and more. Please review the enclosed “Building Demand Through
Research” publication highlighting national and state funded checkoff research projects.

FOREIGN MARKETING

The NDBC has a long-standing record of support for the US Meat Export Federation, the organization that
carries out US beef demand-building programs in foreign markets. While December 23, 2003 saw the
closing of virtually every export market to US beef due to BSE, the year of 2003 was nearly a record export
year with over 3 billion pounds of beef and beef variety meats being exported, and was a record setting year
for total doliar value which was $3.86 billion. According to economists, beef exports account for about
$14/cwt or about $175 per head to the value of fed cattle. That's why work to reopen foreign markets has
been a top priority for the USMEF and the US government. Of the more than 100 foreign countries that buy
US beef, approximately 70 have reopened their markets to the US. While this is exciting, these
countries collectively only represent 22 percent of our total export volume and 18 percent of the total value.
Negotiations with Japan and Korea are ongoing and critical as together they represent approximately 50
percent of the US export market. Japan alone has taken over 85 percent of the tongues exported each
year. The increased value this adds to tongues alone is 25 times what they are worth in the US.

PROJECTIONS FOR NEXT BIENNIUM

The outlook for beef producers at this point in time is hard to predict. While prices producers are receiving
are higher than most have ever experienced, several unknowns remain and the resulting effect on
producers and profits are a guess. Some of these issues include opening of additional export markets,
opening of the Canadian border, and the unknown factors surrounding any future cases of BSE that may be
found. Weather is also an unknown and a large contributing factor.
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According to CattleFax, beef production during 2004 is expected to show a decline of about 1.5 hillion
pounds from 2003 and total 24.7 billion pounds. This will be the smallest beef production total since 1894.
Net beef supplies, however, are expected to be up from 2003 and the second largest on record at 27.3 to
27.4 billion pounds. The increase in 2004 net beef supplies is driven by the iack of beef export markets that
left nearly 2 billion pounds of beef in the domestic market. About 75% of this increase was offset by smaller
domestic beef production. In terms of total meat supplies, 2004 is expected to show pork production up
about 3% and broiler production growing 3-4%. Beef production is expected to be down close to 6% leaving
total meat supplies even with 2003. Per capita consumer spending on beef will show approximately a
$21 increase for 2004, setting a record $234 per person for the year. This increase in spending will be due
to 9% higher average retail prices and a nearly 1 pound increase in per capita supplies. Per capita
consumption for 2004 will total about 65.2 pounds. In total, consumer beef expenditures increased
substantially during 2004 and are expected to total $69 billion, up 36.8 billion for the year. Since 1998,
consumer expenditures have grown by more than $22 billion. This increased spending has been driven by
improved consumer demand for beef, higher prices and larger net beef supplies compared to 2003.

Beef demand trends have been a significant factor in the state of the beef industry over the past few years.
Beef demand registered a sharp increase in 2003 and it has continued to rise through the first three
quarters of 2004. Since 1998, when the first Beef Demand Index was reported, we have seen a 16%
increase in consumer demand for beef. This is a result, in part, to the targeted demand building
programs of the beef checkoff program. Beef demand is expected to remain strong into 2005. The
economy remains strong, consumers haven't backed away from beef in the wake of BSE, and the prospect
of reopening key export markets in 2005 will have a positive impact on beef demand and the beef industry.

In terms of beef checkoff programs, the NDBC anticipates that programs will continue to have a high
degree of state/national coordination, always focusing on increasing consumer demand for beef. Because
of the extensive research and planning that goes into all national programs, it is only logical that the NDBC
concentrate efforts on extending these highly effective programs across the state, rather than trying to
develop new programs and ideas. This simply would not be cost effective. Commission directors at both
the state and national level will continue to work diligently to see that checkoff dollars are invested in
programs that will be highly effective and return the greatest amount per dollar invested hack to beef
producers. At the state level, the ND Beef Commission will continue to target programs where they will
have the greatest net return, this being population centers. With a staff of only three employees, projects
will be prioritized based on need and effectiveness for the audience targeted in North Dakota.

All future projections, however, may be greatly affected by a Supreme Court decision expected by June
2005. The issue being decided is whether the national beef checkoff program violates producers’
constitutional rights of free speech and association. Should a decision uphold the constitutionality of the
national program, beef councils nationwide will continue to conduct demand-building programs as has been
the situation since 1986. If the decision is to the contrary, the ND Beef Commission will revert to a state
mandated $.50 per head checkoff with a refund. The Commission has discussed the potential impact this
would have on the current program and has discussed preliminary plans if there was a need to revert to
this. There is no question that there would be significant changes that would have to be made in this
instance. In the meantime, the NDBC is not going to operate in the “what i’ mode but will continue to keep
our eye on the target, that being consumers, and do the best job possible with producer dollars to increase

demand for beef.

If you have questions or concerns about the beef checkoff program, please feel free to contact the ND Beef
Commission, 4023 State Street, Bismarck, ND 58503, 701-328-5120, or toll free 1-877-321-BEEF. For
more detailed information on beef checkoff programs from the past two years, please see the printed
annual reports inciuded with this information.
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NORTH DAKOTA BEEF COMMISSION

Bismarck, North Dakota

STATEMENT OF PROJECTED REVENUE AND EXPENDITURES

For the Bienniums Ended June 30,

UNAUDITED

Prepared by the North Dakota Beef Commission

03-05
Biennium
Beginning Balance $ 449,922
REVENUES:
Gross Assessment Revenues 2,492 666
Less
Assessments Remitted To other states 91,575
Assessment Revenues remitted to
Cattlemen’s Beef Board 1,200,546
Net Assessment Revenues $1,200,545
Interest Income 4,716
Qther Revenue 8,729
Total Revenues $1,213.866
EXPENDITURE
Program Expenditures
International $ 21,978
Promotion 97,530
Research 235,000
Consumer Information 288,042
Industry Information 27,503
National Program Development 368,095
Total Program Expenditures $ 1,038,148
Administration/Operations 428,930
Total Expenditures $1.467.078
Excess of Revenues Over (Under)
Expenditures $ (253,212)
Ending Balance $ 196,710
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Biennium
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The last year has been historic for the beef industry. The
discovery of a single case of BSE in the U.S.in December
2003 resulted in most export markets being closed to US.
beef, which in turn caused anxiety about a potential over-
supply of beef domestically. While key markets remain
closed, beef demand has increased. In fact, beef demand has
climbed more than 16 percent since 1998, on the heels of
nearly 20 years of decline. This year, cattie prices were
strong to record setting, and the industry has many
accomplishments to celebrate.

The beef checkoff does not own cattle, beef products or
packing plants, and it can't prevent falling cattle prices.
Instead, the beef checkoff was designed to encourage others
to sell more beef and to stimulate consumers to buy more
beef. This report highlights a few of the programs into
which producers are investing their checkoff dollars.
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SuPERMARKET PARTNERSHIPS
The retail program has helped increase demand by
supporting supermarkets with radio advertising. The
promotion was executed with the leading retailers in 45
major markets, reaching more than 50 percent of our target
audience. Utilizing the popular "Beef. It's What's For
Dinner.®" tagline, the promotion ran from May through
Labor Day and focused on all cuts of beef while celebrating
the 100th birthday of the hamburger.

Mew Probpvcrs
Checkoff-funded new beef product

concept development with both
consumers and restaurant operators

7y yielded almost 30 new beef product ideas
BRSS! i, 2004, adding to the nearly 2,200 new
beef product ideas launched since 1998.

RESTAURANT PARTNERSHIPS
One example of a partnership is with Quizno's to introduce
the Steakhouse Beef Dip Sub. The Steakhouse Sub is
prepared with beef from the round and is expected to sell
more than 800,000 pounds of beef during the fail 2004
promotlon m Qurzno 5.3, 000 restauranrs
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ResearcH HIGHLIGHTS

SAFEYY
Checkoff-funded research

he purpose of eliminating, potential niches

.or Salmonella, Listeria and

processing plants. it evalu

effectiveness of pathogen interventions for
live cattie, carcasses, trim and ground beef
and identified how E. coli O157:H7 attaches

has identified, for [

E. coli in
ated the

to meat surfaces. Checkoff dollars have also brought

together industry sectors

to discuss food safety issues and

plan additional interventions.

Propuct ENHANCEMENTY

The checkoff-funded Carcass Merit Project focused on the
validation of bovine gene markers for tenderness, marbling
and composition. The project identified quality traits in all
participating breeds and aided in the development of the
first quality trait EPDs (Expected Progeny Differences) for
the beef industry. Research shows that overail beef
tenderness has improved an impressive 20 percent during

the last five years.

NMurriTioN RESEARCH
Checkoff funds have supported the development of the

"Naturally Nutrient Rich"

consumer message platform for

beef. Scientists generated preliminary data to create a

nutrient density index, wh

ich indicates how many nutrients

per calorie a food provides. Research will continue to
further develop this index to clearly communicate to
consumers the good nutrient package that beef provides.

irerraATION HiIGHLI

GHYS

HeaLrs ProrFessioNAL EDUCATION
The beef checkoff partnered with the American Dietetic

Association to educate ADA spokespeople about the = i 7%
importance of "Naturally Nutrient Rich" beef in a healthful
diet. ADA generates more than 6 million consumer '

impressions a year.

PusLic RELaTions & Foop €COMMUNICATIONS
Checkoff-funded media relations efforts have reached
consumers with safety, nutrition and consumer friendly beef

messages more than 4 bill

YourH PROGRAMS

ion times this year.

Programs directed at youth media, classroom teachers,
youth organization leaders and kids reached more than 9.7

million 8 tol2 year-old girls with positive beef messages. A .

special promotion of the Fit for a Princess patch activity to
274 Girl Scout Councils nationwide resulted in orders for

100,000 sets of materials.

MARKEY RESEARCH

Market research uncovers consumer attitudes and trends,
and helps establish direction for checkoff programs that will
address the needs of the beef industry. Information is used
to measure and develop program strategies to increase
consumer demand for beef.

Issves MANAGEMENT

A BSE crisis response plan was already in place on Dec. 23,
when a single case of BSE was identified in the US.A
September 2004 checkoff-funded consumer survey found
that 91 percent of Americans are confident that U.S. beef is
safe from mad cow disease, up slightly from 88 percent in
September 2003. In addition, the percentage of consumers
who say they are ‘axtremely confident’ that U.S. beef is safe
from mad cow disease increased 7 percent since the
announcement of the first ES, case of BSE. -

@QuaLITY ASSURANCE PROGRAMS
The checkoff's quality assurance programs,
including beef, veal and dairy; recently . '
dg\i'e;aldpég; and released ah"in;élfif:tivé R
-mini-CD that _su[nmar;izes"t’:hglp\?erall
impacts of the 1991, 1995 and 2000 ..

_Ngﬁbnfdﬂfﬂgef Quality Audits on improving
the quality and consistency of beef and :
beef products.To date, more than 5,000 copies of the mini-
CD have bgé;l distributed. - :
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Forricn MARKETING HIGHLIGHTS

During 2003, export, volume increased 3 percent £ 1.276

million metric tons, while value grew 21 percent to more
fs.estimated that exports accounted for

timrps production, With the

f BSE in the US. in Dec. 2003,
: closed to U.S. beef
04. Checkoff dollars were

eef
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"COMMUNICATIONS HienLIGH
R Beef and dairy producers received

iglgﬁf]atiqr_'u about their bga'ef checkoff

4 investment through television, radio and
print messages. This campaign created
more than 35 million checkoff

IR iR .~
impressions at a cost of about two
s"each. Nearly 70 percent of

cen
-‘,‘"'_,.‘gvh - . N

producers say they feel informed about
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PUBLIC RELATIONS AMD EDYSATION
PROGRAMS HAVE COHNSUMERS
THINKING BEEF

Consumers were introduced to new beef
products and great new recipe ideas through
food events, fairs, dispiays, ND Cattle¥Women

PROMOTING BEEF 70 2OLHSYNERS
ACRBSS MORTH DAKSTA

The ND Beef Commission, ND Stockmen's
Association and ND CattleWomen joined forces
to host two events saluting the state's Military
Forces. Over 1000 members of the military and

for the children, in .-
Fargo at the Red
River Valley Fair
and at the ND
State Fair in Minot. Media cov-
erage of the event resulted in over .
700,000 consumer impressions statewide.

Beef makes the news every Thursday statewide
on the KX Television network with a new

I-minute cooking segment featuring a delicious

beef recipe. To date, this program has
generated 1.3 million consumer impressions
and thousands of web site visits to obtain the
featured recipes.

et

PARTHNERSHIPS SYWEZEED,
FROM NEW PREDYWETS 76
PREDUYECERS

Pizza Ranch restaurants in
North Dakota and six other
states introduced three new
steak pizzas through a
partnership with state beef
) commissions. It resulted in over
11,000 pounds of beef steak topping and more
than 64,800 steak pizzas being sold. As a result,
steak pizza has become a permanent menu item
at Pizza Ranch.

North Dakota's Beef Quality Assurance program,

one of the most respected in

the country, is a result of an
going partnership berween
e NDSU Extension Service

nd the ND Beef Commission.

Beet Quality
Assurance
Program

S et
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BEEF ,

their families enjoyed a beef picnic and activities

The hamburger celebrated its 100th
birthday in 2004 and over {000
people were on hand to enjoy a juicy
3 burger in Bismarck when the Beef
Commission partnered with KBMR
radio, CashWise Foods and the ND
Cattle¥Women to honor the burger.

W Holiday beef promotions help to keep
beef top of mind for menu planning.
Beef Gift Certificates are also
promoted as the perfect gift for the
holidays and any occasion resulting in
the purchase of over 1300 certificates
valued at over $21,000 this year.

programs and large events including the
Women's Showcase, Working Women's
Summit and Senator Dorgan's Women's
Health, Women's Lives conference.

Education programs and materials teach

Over 100 Family & Consumer Science

teachers participated in the Beef Mini Grant program,
receiving $30 for beef for classroom i
use and over 24,000 nutrition
handouts and recipes, Living
Agriculture Classroom events in
Fargo, Minot and Bismarck also reach
close to 5000 4th graders annually.
Other projects funded with checkoff
dollars and coordinated by the ND
CattleWomen include
the Beef Ambassador and Beef Challenge events for
junior and senior high students.

HIORTH DAHOTA BEEF COMMISSION
DIRECTORS & STAFF

MORTH DAKOTA BEEF COMMISSION
Conpiurs Stareneer oF Riviouees, Expenpironss

(711/04) axn Cnancrs m Foun Bavascss
Py— Carns Fonam har (,2003 - Juxz 30, 2004
Larry Schnell, Chairman Shawn Arndorfer, Revenue:
Jason Schmidt, Hetxinger Checkoff Assessments $1,282,961
Vice Chairman Less Remittance to States of Origin (44,168)
Dainy Presecmn Less Remittance to Cattlemen’s Beef Board {617.565)
Jennifer Warford, Eidon Hingz, New Salem Net Assessments 621,228
Secretary
Cther revenue {interest & receipts) 7.445
Baxr Proowems Livestoen Mansars Net tn-State Revenue $628.673
Kim Lees, Buchanan Larry Schnell.
Dickinson Expenditures:
lerry Schaefer, Des Lacs International promotion 1.978
Jason Schmidt, Medina Ex-Orricie Promotion 46,330
Wan Amundson, Research 35,000
B Provecer Monsens Jamestown Consumer Information 104,642
Industry Information 15,503
ar Lakce ]
Marshall Hermanson Nauc.m‘al program develapment 197,574
' Searr Administration 161,254
Stanfey Nancy Jo Bateman, Operations 48,664
Jennifar Warford, Executive Director Total Expenses $610,945
Bismarck
Sylvia Brown Revenues over (under) expenses $17,728
Gladys Woroniecki, Fund Balance, July 1, 2003 $466,837
Hebron Joan Hoovestol Fund Balance, June 30, 2004 $484,565

NORTH DAKOTA BEEF COMMISSION

v’if 4013 Stare StReer ¢ BismARrek, Norti Daxora 58503 » 701/328-5120




Your Mational Eee[fﬁxfwcéaﬁ ?r@mm
() Fiscal Year 2003 Year in Review

The last year has been an impressive one for the beef industry, despite ~ PROMOTION HIGMLIGHTS

ua weak U.S. economy. Beef demand is growing at record levels and ADVERTISING

we've seen record-high cattle prices. The checkoff does not own cattle, A refocused "Beef. It's What's for Dinner®"

beef products or packing plants, and it can't prevent falling cattle prices. advertising campaign that includes both men and
Instead, the beef checkoff was designed to encourage others to sell more  women as its target to fuel the passion consumers
beef and to stimulate consumers to buy more beef. This report highlights  hove for beef. About 87 percent have seen the ods, i NN
a few of the programs into which producers are investing their checkoff gpg importantly, research indicates that those who saw the adverising

dollars. will be more likely to buy and spend more on beef
GROCERY STORES
CATTLEMEN'S BEEF BOARD Beef industry experts conducted grilling demonstrations via satellite that
reached an estimated 3.5 million viewers. Retail media artides about
FISCAL YFAR 2003 EXP,E_NDITURES summer grilling reached an estimated 6.8 million grocery-store
Does not include state beef council investments managers,
Program Development
Progrem Eva!uutionssﬁ'mﬂ . NEW PRODUCTS
17,569 \ oA Drersight (heckoff-developed Homestyle Beef Pot Roast is in the hot foods delis of
Producer Communicotions L A‘f"“"f‘""""" more than 1,000 Kroger, Ukrop's, and Super Target stores. More than

800 restaurants and five new retailers have sold 6 million steaks from the
new Beef Value Cuts program, among them the Flat Iren, Shoulder Tender
ond Ranch Cut Steaks,

reign Merketing
55,127,115

Industey Information
1,793, 213p e
RESTAURANTS

The Beef Checkoff Program partnered with Domino's Pizza to introduce
the Philly CheeseSteak Pizza nationwide. With 7,300 stores worldwide,

3@’ Dominos s the nation’s leader in pizza delivery. By

Consumer Information
56,007,136

34 increasing beef offerings at quidk-service

= Sy

Research SI;rg %’éiﬁ] . -
$5 138 39% 408, NN Rdpal| restourants, this partnership is a way for the beef
o _ ) =S aal industry to sell more besf
sovEd s T LTI LN ‘ -
VEAL
Veal demand is steadily climbing thanks in part to checkoff-funded
programs. Public relations efforts earned on estimated $1 million in
ABOUT YOUR NATIONAL BEEF CHECKOFF PROGRAM foodservice trade publicity and $1.4 million in consumer media coverage
* All producers and importers pay the same $1 per head. - a return of more than seven times the initial checkoff investment.
* One-half of the money collected by a state beef council-50 cents of
every dollar - is controlled by the producers in that state. CULINARY CENTER
* All checkoff-funded programs are budgeted and evoluated by Its all about crave at the Beef Culinary Center with the release of the
tiie Beef Board, which is an organization comprised of 108 32-page publication Creating Crave. . .the Beef Factor. This
‘ﬂ‘-paying producers and importers. comprehensive guide introduces "umami,” the fifth taste and the "wow"
. oard members are nominated by fellow state producers. Havor in beef. More than 2,500 copies have been distributed.




(OOK-OFF
The 2003 National Beef Cook-Off entry generation
phase garnered 1,100 media placements earning 186
illion consumer impressions. The
beefcookoff arg web site wos visited
1 million times between Jonuary and March 2003.

IESTARGHE AL 2L

SAFETY

The checkoff program funded research fo learn how £. coli O157:H7
attaches to meat surfaces, how Listeria develops and new detedtion
methods for Listeria and £, coli. Research has also validated numerous
interventions that can be used within the beef processing chain fo ensure
the safety of beef produds.

PRODUCT ENHANCEMENT

A checkoff-funded research project focused on genetics and identification
of carcass merit traits provided voluable data that more than o dozen
beef breeds are using to further improve beef tenderness and other
quality traits that offect consumer buying trends. Research shows that
overall beef tenderness has improved an impressive 20 percent during
the last five years.

NUTRITION RESEARCH
.\etkoﬂ-funded research has provided evidence of the benefits of
igher-protein diets centered oround beef for improving weight loss,
lowering cholesterol, and increasing overall setisfacfion with diets in
overweight women. A long-term study is under way fo show how beef
can enhance weight loss, maintain muscle tone and improve people’s
abilities to keep the weight off fong-term. Three manuscripts published
in professional journals helped communicate these outcomes to nutrition
experts and health professionals.

CMEQRMATE 3.1 I 3L LTS

HEALTH PROFESSIONAL EDUCATION

The checkoff-funded Council for Women's \Bll B

Nutrition Solutions {CWNS) continues to spread . a7

the messoge about beef's role in o healthfu! diet. ﬁ,,‘f:,’:f,,!? "’_."'\:‘

CWNS co-hosted a spokesperson retreat that q""l”f riton J777
Sofitions e—

reached more than 40 influential dietitians and

resulted in media impressions totaling more than 27 million in just nine

months.

PUBLIC RELATIONS

.ef industry public relations efforts earned placement of
500 articles, reaching an estimated audience of nearly 3 billion peaple.

FOOD COMMUNICATIONS
CheckoH-funded programs designed to establish long-term relationships

with food opinion leaders and promote beef included newspaper press
releases, recipe cords, o beef update seminar for supermarket consumer
offairs professionals, a summer grilling media tour, and deskside visits to
tood editors in New York. Total results for the efforts included more than
6,700 print placements with o combined drculation of nearly 1.4 billion.

YOUTH PROGRAMS

The Fit for a Princess Girl Scout pafch program promotes beef ZIP --

zing, iron and profein -- nuirient messages

- and continues to be in high demand. In
2003, 130,000 copies were printed and

shipped to state beef coundils or Girl Scout

councils.

ISSUES MANAGEMENT

An August 2003 consumer opinion fracking survey found that 89 percent
of Americans are confident in the safety of U.S. beef — maiching the
highest confidence figure ever measured.

QUALITY ASSURANCE PROGRAMS

The industry's quality assurance programs, induding beef, veal and
dairy, recently developed and released an inferadtive mini-(D that
summarizes the overall impadts of the 1991, 1995 and 2000 National
Beef Quality Audits on improving the quality and consistency of beef and
beef produdts. To date, more than 5,000 copies of the mini-CD have been
distributed fo beef producers and extension educators nationwide.

FOREIGN MARKETING
Beef export volume nearly doubled between 1993 and 2002, thanks, in

part, to checkoff-funded initiatives in the areas of international
promofion and marketing. During the first half of 2003, export values
increased 5 percent and were on track fo fop 1.2 million metric tons for
the year, while values grew 17 percent during the first half and are
estimated to approach $3.6 billion for the year. it is estimated that
exports now account for more than 13 percent of total U.S. produdion, or
roughly the equivalent of beef from 5 million head of fed cattle.

PRODUCER COMMUNICATIONS

Information about checkoff programs was disseminated
to producers through national beef and dairy publications
with o combined circulation of nearly 700,000 producers.
Beef nufrition and safefy messages aired on radio stations in 1
targeted states. :
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" Deor Beef Producer,

: Your beef checkoff investment is returning great dividends to the beef industry today. Consumer demand for heel is on the rise, consumers are seleciing beef over:
| the competition, and they ore enjoying the great fase of beef Good news for beef producers and the beef business!f Beef checkoff programs of research,
1 education and promofion have made a significant contribufion fo this success.

| Beef producers like you make the decisions on where and how your beef checkoff doflors are invested. As beef producer directors on the North Dakota Beef
1 Commission, we fake ihis responsibility very seriously.

| The ultimate objective of the North Dakota Beef Commission is fo invest beef producer checkoff dollars in programs that will reach as many consumers as possible.
\ It is imporiant o realize that many of these consumers are not in North Dakota but are across the notion and also in international markets. To achieve this
* objective, approximately $.66 of every North Dakota beef checkoff dollar is invested in national and infernational programs. At the state level, the Commission plays
"o arical role in extending many nationafly developed checkoff programs.This helps fo put the beef message where the consumers are, rather than where the
| cattle are. These programs are akso fargeted af the state’s largest consumer markels including Fargo, Bismarck, Minot and Grand Forks.

Ploase toke o few minutes fo review some of the highlights of state and national checkoff programs in this annual report fo you, the beef checkoff investor. With
. each program undertaken and with each producer doflar invested, the North Dakota Beef Commission is committed fo making  positive difference in the long-ferm

\!

-
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success of the beef business.

|

MD 3eer Commissioni

Al
A research partnership between the beef
‘ industry and the USDA ARS Grand Forks
. Human Nutrition Research Center took o
huge leap forward this year. After investing
North Dakota checkoff dollars in state-of-the-
art mineral research, the groundwork was
laid for the investment of significant nationl
checkoff funding in a research project dealing
with the role of red meat in the diet and how
it may or may not affect women's bone
health. Currently, this study is being funded
with over $153,000 from national checkoff
funds and $20,000 from state checkoff funds.

SRODUCER 2 INDUSTRY LIFSATEh

{ ? North Dakota’s The North Dakota Beef
Jasy Guaiily
. sgipInen

Quality Assurance
. (NDBGA} program is
et considered by many
across the nation 1o be the premier cow/calf
state BQA program in existence. The NDSU
Extension Service and various grants,
including an annua! grant from the ND Beef
. Commission, fund the program. The NDBQA
program also hos received national checkoff
grants making programs like “Beef 101"
possible. Adding value to the chuck and
round has resulted in new, convenient

products for consumers. The new "home-style
deli pot roast,” designed to provide a great
alternative in the deli to the rotisserie
chicken, was served up fo discriminating beef
eaters af the ND Stockmen's Association
convention, If passed the "beef eater" test and
received rave reviews.

SROH0TICH

Symmer grilling and holiday entertaining are
made for beef so the ND Beef Commission
took advantage of these promotion
opportunities. From newsprint fo magazines
to the meat case, consumers were encouraged
to enjoy everything from steaks and burgers
to prime rib.

Over 10,000 people in
attendance at the second
annual Professional Bull
Riding (PBR) event in .
Bismarck knew what was for dinner, and it
was BEEF I oddition to beef banners ot the
event, beef was featured in radio, television,
mugozine and newspaper ads, on posters
throughout the region, and in other various
promotions. Hundreds of thousands of
consumers were reached through the media
and the actual event.

With approximately 96% of
the world's population living
outside of the United States,
effective foreign marketing
for US beef is critical to the future of the beef
industry. The ND Beef Commission annually
invests $16,000 in two memberships to the
U.S.Meat Export Federation so North Dokota
beef producers are represented in this very
important areq.
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CONSUMER INFORMATION
QOver 5000 women ’
attended the
Women's Showcase |
in Fargo and over
1800 took fime to
taste Hormel's microwaveable beef pof roast
at the Beef Commission booth. Several
hundred were treated to beef cooking
programs fecturing Sara Reddington, diredtor
of the NCBA Beef and Veal Culinary Center in
Chicago, and Nancy Jo Bateman, executive
director of the ND Beef Commission.

Close to 1000 women attended the "Women's
Health, Women's Lives" conference, hosted by
Senator Byron Dorgan. They welcomed the
reassurance that beef was lower in fot than




they had previously thought, and were
excited about new recipe ideas incorporating
n cots of beef.

ver 300 professional women attending the
Working Women's Summit in Bismarck
learned about lean beef, quick beef recipe
ides, and enjoyed beef stir-fry ot the luncheon
sponsored by the ND Beef Commission.

The ND Beef Commission hosted Sora
Reddington, chef and director of the NCBA
Beef and Veal Culinary Center, on o one-day
media four in Fargo. A finalist recipe from
the National Beef Cook-Off featuring

owing the radio eppearances, Reddington
filmed five television food programs with Lyn

icrowaveable beef pot roast was prepared
d taken to 13 radio station morning teams.

Nichols, Fargo-area food celebrity on
WDAY-TV, WDAY-AM and The Forum
newspaper food editor.

Qver 50 family physicians enjoyed a "Flat
Iron" steak lunch while listening fo the latest
beef update from Commission Executive
Director, Nancy Jo Bateman, during the ND
Academy of Family Physicians annual
conference in Grand Forks. In a separate
event, the Commission was able to reach out
to 25 UND family pradtice residents through
their Family Practice Physicians in Training
program and host them at a beef luncheon.

The latest beef nutrition and education
materials were provided to hundreds of
health professionals across the state. This
included members of the ND Dietetics
Association, ND Nutrition Council, NDSU
Extension Service Family & Consumer Stience
agents, NDSU Extension Service Family
Nutrition Program staff, and others.

From grade school to college, besf education
programs are at work.

Over 100 high school and junior high family
and consumer science teachers particpated in the
Beef Mini Grant program receiving o 530 Beef
Gift Cerfificate and free education materigls.

The Living Ag Classroom program continues
to expand, now effectively reaching over 5000
fourth grade students from the Minot, Fargo,
Bismarck and Valley City areas with
information on "food from farm to fork."

4-H, FFA and the NDSU collegiate meats
judging scholarship program also received
support through the beef checkoff.

Volunteers are crifical fo the success of many
beef promotion programs. That's why the
Beef Commission uses checkoff dollars fo
support the efforts of the ND CattleWomen as
they reach consumers through the Beef Cook-
Off, High School Beef Challenge, National
Beef Ambossador program, Ag Days, and
countless other programs.
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NORTH DAKOTA BEEF COMMISSION NORTH DAKOTA BEEF COMMISSION
DIRECTORS AND STAFF Combined statement of revenvues,
(7/_ _1 / 83) expenditures and changes in fund balances
OFFICERS CATTLE FEEDER JULY 1, 2002 — JUNE 30, 2003
Aaron Jacobson, Chairman Grady Thorsgard, Northwood Revenues
Larry Schnell, Vice Chairman DAIRY PRODUCER Beef Checkoff Revenues 1,353,346
Margie H“"_ﬁe-, Se'crefary Eldon Hintz, New Salem Other Revenues (inferest & receipts) 7,239
oo T Total Revenues *1,360,585
. BEEF PRODUCERS ~ LIVESTOCK MARKETS Expenditures
Auroanmbson Cmsby Lorry Schnell, Dickinson National Programs 912,45
Jerry Schuefer Des [acs . EX:UFI;ICiO ' Cattlemen's Beef Board
Juson Sthmidt Medina - Van Amun;ison Inmestown Other States
, T National Cattlemen's Beef Association
.+ BEEF P RODUCER - - STAFF US Meat Export Federation
MEMBERS AT-LARGE Nancy Jo Bateman, State Progroms 125,357
Margie H_gnde, Amidon Executive Direclor Promotion, Retail, Foodservice,
" Shelby Schontz; Glen Ulin Sylvia Brown - & Consumer Information, Education,
Jennifer Warford, Bismarck Joan Hoovestol . Health Care, Industry Information,
.......... AR ISP Research o
.%mﬁvﬁax@m BeeF COMMISSION . | 5.\ Compensation L 15,033
7 ¢ - 4023 State Street < 4 | -v“"0percmons L 44,153
S B " " Total Expend'ﬂum 1,226,788
BEEF/; Bismarck, ND 58503 Excess of revenues over {under) expenditures 133,797
TR £y 701-328-5120 or Fund balance, July 1, 2002 . *333,040
; 1-877-321-BEEF Fund balance, June 30, 2003 466,337
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Theosting in Begf Safely, Natrition & FPromoliorn

Dear Fellow Producers:

It's been a great year for the beef industry and for your Beef Checkoff Program.
We've enjoyed some of the best prices ever for our cattle, and as consumer
demand for beef confinues its upward climb, we hope to see more opportunities
for producer profitability. Of course, we always have our challenges, and your
checkoff program met those head-on in 2003 — not the least of which were the
case of BSE in Canada and continued court battles over the constitutionality of the
checkoff program.

We are fortunate to have invested checkoff dollars over the years into issues
management, as those investments paid off when the BSE case in Canada was
announced. It was an impressive thing to watch: Within an hour and a half of the
snnouncement, your crisis-management team had gathered accurate information
about the BSE case, held a press conference with 130 national and international
media representatives — including The New York Times, Washington Post, USA
Today, CNN and the like — and then took hundreds more media calls that day
and during the following weeks. I consider this one of the checkoff's paramount
successes for 2003, because you can only imagine what damaging scare tactics
about the safety of the beef supply in the U.S. could have fueled the rumor mills
had this extensive checkoff program not been in place to manage the flow of
accurate, science-based information.

In this annual report, you'll get more details about the checkoff's issues
management programs, in addition to a host of other checkoff success stories
from 2003. Among those are: efforts to build exports; continued development of
the Beef Value Cuts program and new-product development; an exciting new
advertising campaign that sets the record straight with consumers about the
nutritional qualities of beef; a summer grilling program that reached about 10.3
million consumers and grocery-store managers; continued research about E. coli
O157:H7; consumer market research that helps establish direction for the beef
industry and checkoff programs; and food communications that garnered some
6,700 beef-related stories with a combined circulation of nearly 1.4 billion
consumers.

It has been an honor and a pleasure to serve as chairman of the
Cattlemen's Beef Board during the last year, as we invested in programs aimed
at stimulating consumers to choose beef more often. And as a producer, it is
comforting to know that our representatives on the Beef Board will continue to
work hard on our behalf in 2004, At the same time, of course, it is important
that we all continue to participate in the process, to work together to maintain
a strong marketplace for beef.

With warm regards,

Grinden Tt N

G. Andrew Tucker, Jr.

Producer

Rockledge, Fla.

2003 Chairman, Cattlemen's Beef Promotion & Research Board

. ': ’
.

+




FL; Vice Chairman Nelson Currv, KY; Setretnryﬂreusurer A Svaigr, NE; Beef Board Chief Financial Ufﬁcer Tom Rumey
Back Row, L-R, Jay O'Brien, TX; Dove Bateman, I1; John Roberts, Northeast Region; Carflyn Walker, )5 Mike Cllne IA,

Kay Richardson, FL; Gory Sharp, SB; and Laurie Bryant, importer. Not p:dured Dee lucey,C_A ExOfflcm ~'ﬁ “)A' o by

2003 Cattlemen's 55’3%
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” Research 5,138,396.14

% 7, Consumer Information 6,007,135.60
- Indus’rry Information 1,793,213.54
«m -Foreign Marketing 5,127,115.23

. 57 -Producer Communications 1,726,027.98
".' '""'_ Program Evaluation 171,568.81
- 5= Program Development 86,099.58
" USDA Oversight 309,517.00
Administration 1,654,902.57

Total Expenses $48,720,087.91

he beef checkoff funds a variety of beef safety, nutrition and promotion programs with the goal
of increasing consumer demand for beef. In the following pages, you'll find highlights of what the
checkoff has accomplished during the last year. For more detailed information about these and

* beeffoodservice.com cwns.org
) beefmark.com fmdinfo.org
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'ﬁ‘{% other checkoff programs, please visit the following Web sites:
! beefboard.org beefnutrition.com
beef.org bifsco.beef.org

- ancw.org bseinfo.org
&
i beefcookoff.org cool-2b-real.com

beefitswhatsfordinner.com e
rdranch.com '
teachfree.com

usmef.org
veal.org
vealstore.org




e last year has been an
(-/‘impressive one for the beef industry,
despite a weak U.S. economy. Beef
demand continued to grow, and we've seen
record-high cattle prices. Consumer
spending on beef also is
reaching new highs,
having climbed
dramaticaily from the
levels of the 19905 — up
about $14 billion in total.
But what does this mean
to a cattle producerz Cattle-
Fax estimates the increase in
demand over the last few years
has added about $200 to the
price of a fed steer — value that
eventually is expected to be
passed back to cow-calf
producers in the prices they receive for calves.
During fiscal 2003, various industry and
research organizations contracted to carry out
Beef Checkoff Programs. Beef organizations
working on checkoff programs during the year
included the National Cattlemen’s Beef
Association, the American National CattleWomen,
the U.S. Meat Export Federation, the Meat
Importers Council of America, and the American
Veal Association. These checkoff programs are
designed to encourage others to sell more beef
and to stimulate consumers to buy more beef.

We know that consumers love beef. That's why

Tneesting in Beof Safely, Nalsition & Promolion

Your beef checkeft. Helping level
the muritional playing field.

CREATING
CRAVE

checkoff promotion efforts were refocused to
target men and women with messages about
beef's enjoyment. The 2003 summer grilling
campaign catered to
consumer enjoyment of
beef by way of national
print, radio and
television advertising.
More than 17,000
grocery stores
nationwide
participated in the

summer promotion,

d  which included
, g | distribution of 200
TAEETD illion coupons

and rebates for beef in
partnership with Kingsford, A.1. Steak
Sauce and Marinades, and E&J Gallo. Radio
commercials in major markets featured Sam
Elliot's voice and brought the sensory appeal of
beef to life, with a reach of 31 markets
representing 54 percent of the population.

To address misconceptions about the
nutritional value of beef, the checkoff program’s
advertising campaign highlighted the nutritional
benefits of beef versus its main competitor,
poultry. A popular nutrition print campaign in 16
consumer magazines in 2003 showed a delicious
lean beef meal and defivered the message that
lean beef has only one more gram of saturated

fat than a skinless chicken breast but packs o

ettt

- s o e 1,

S e et o s BB 4 4

a1t




Beef.

It's what's for deli..

" WHO'S WHO IN
ERICAN BARBECUE
TEE‘E’XPFRIS;BBST RECIPES 4

nutritionat punch with six times more
zinc, three times more iron and eight
times more vitamin B12.

Meanwhile, checkoff-funded public
relations programs continued to
generate posifive stories about beef in
the consumer news media during
2003. Health professional programs,
such as the Council for Women's
Nutrition Solutions, brings health
professionals to consumers to talk
about beef's benefits in a healthful

Q’r. Through programs like these,

e checkoff is attempting to break
down the nutrition barriers for beef
and make consumers feel good again
about eating beef.,

The checkoff also is addressing
consumer perceptions about the safety
of beef, initiafing a plan to deal with the
two main safety issues facing the beef
industry: E. cofi and BSE. When news
about BSE in Canada broke in the
spring of 2003, for example, the
checkoff program delivered accurate
information to consumers about the
single case in Canada and the safety of
American beef. And by August,

consumer confidence in U.S. beef was

. an all-fime high, despite the
anadian issue: Fully 89 percent of

. 75m ’

\
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consumers said they were confident that
U.S. beef was safe, according to an
August 2003 national consumer survey.

The beef industry cerainly has a
positive message to share, and the
Cattlemen's Beef Board is committed to
helping producers understand the depth
of their investment in the Beef Checkoft
Program. From this brief year in review,
you can see that your checkoff dollars
are being invested in programs that
address primary demand drivers,
including safety, nutrition and

promotion.

Tneosting in Beef Safely, Nalvition & Sromotion
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heckoff-funded promotion

programs focus on growing

consumer demand for beef and
veal through market research, advertising,
new product development and partnerships
with supermarkets and restaurants that
leverage checkoff investments.
A new "Beef. It's What's for Dinner.™
advertising campaign-targets both men
and women to fuel the passion
consumers have for beef. TV and print
advertising reached 93 percent of adults
ages 25-54 more than 12 times with a
cost-per-impression of less than a penny.
Print ads appeared in 19 consumer
magazines, and TV commercials ran
more than 1,500 times.

A public service announcement about
grilling-beef reached more than 4.7
million viewers through local television
stations, and. checkoff representatives
conducted grilling demonstrations via
satellite that reached an estimated 3.5

million viewers.
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Checkofi-developed Homestyle Beef Pot
Roast is in the hot foods deli of more
than 1,000 Kroger, Ukrop's, and Super
Target stores. More than 800 restaurants
and five new retailers have sold more
than 6 million steaks from the new Beef
Value Cuts Program, among them the
Flat Iron, Shoulder Tender, and Ranch
Cut Steaks. , %

Through the National Cattlemen'’s Beef
Associaiion, the Beef Checkoff Program
parinered with Domino’s Pizza to
introduce the Philly Steak Pizza
nationwide. The pizza is made with
premium quality sirloin steak.

Public relations efforts for veal earned an
estimated $1 million in foodservice trade
publicity and $1.4 million in consumer

media coverage — a return of more than
seven times of what was initially invested.

Managed by the American National
CattleWomen, the 2003 National Beef
Cook-Off* entry generation phase
garnered 1,100 media placements
earning 186 million consumer
impressions. Between July and September
2003, the Cook-Off garnered 26
placements in finalists' local markets,
earning 12.4 million additional
consumer impressions. Demos of the
winning recipe took place in 700
Albertson's stores in five divisions.



heckoff-funded research

programs focus on consumer

market development, studies
related to the nutritional value of beef,
and programs to enhance the quality
and consistency of product offerings
and beef safety.

During 2003, the Beef Checkoff Program
funded research about how E. cofi
0O157:H7 attaches to meat surfaces, how
Listeria develops, and new defection
methods for Listeria and E. coli. Research

about BSE and other transferable diseases

continues to collect data on the
transmission vectors, environmental
persistence and progression of these
diseases. Research also has validated
numerous inferventions that can be used
to ensure the safety of meat produdts.

Research efforis require cooperation and
participation by a huge array of
professionals: About 40 universities and
more than 30 other private and
government entities have carried out
short- and long-term research projects

funded with checkoff dollars during the

last four years. A research project
focused on genetics and identification
of carcass merit traits provided
valuable data that more than a dozen
beef breeds are using to improve beef
tenderness and other quality fraits that
affect consumer buying trends.
Research indicates that overall beef
tenderness has improved 20 percent
during the lost five years.

Other checkoff research has provided
evidence about the benefits of higher-
protein diets centered around beef for
improving weight loss, lowering
cholesterol, and increasing overall
satisfaction with diets. Another study is
under way to show how beef can
enhance weight loss, maintain muscle
tone and improve people’s ability to
keep weight off.

Meanwhile, consumer market research
uncovers consumer attitudes and
trends, and helps establish direction
for programs.

.
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onsumer information

programs educate and inform

consumers, students and
health professionals about beef's
wholesome nutrition and its safety. In
addition, they solicit media coverage
of beef recipes and cooking and
purchasing information.

The checkoff-funded Council for
Women's Nutrition Solutions (CWNS)
continues to spread the message about
beef's role in a healthful diet. CWNS
cohosted a spokesperson retreat that
reached more than 40 influential
dietitians with cutting-edge beef
nutrition information and research. The
resulting media impressions totaled
more than 27 million in just nine
months. CWNS also generated more
than 18 million impressions during
fiscal 2003, and more than 135
million since it began in 1999.

Earned media coverage volume for the
beef industry surpassed 6,500 articles,
reaching an estimated audience of
nearly 3 billion people. Checkoff-
funded programs designed to

el

establish long-term relationships with
food opinion leaders and promote
beef included newspaper press
releases, recipe cards, a beef update
seminar for supermarket consumer-
offairs professionals, a summer
grilling media tour, and deskside visits
to food editors.

By fiscal year-end 2003, results for
the checkoff-funded programs
included more than 6,700 print
placements with a combined
circulation of nearly 1.4 billion
consumers.

The Fit for a Princess Girl Scout
patch program promotes the ZIP —
zing, iron and protein — nutrient
messages and continues to be in
high demand. During fiscal 2003,
about 130,000 copies of the
program were printed and shipped
to state beef councils and Girl Scout
troops. Forty-one of 45 state beef
councils are working with local Girl
Scout troops to get the materials into
the hands of Girl Scout leaders.
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heckoff-funded industry
information programs are
developed to enhance the image

of the beef industry and maintain a
friendly marketing environment for beef,

On May 20, 2003, Canada announced
a single case of BSE. The beef checkoff
issues management feam reached out 1o
producers, consumers and stakeholders
with factual information, reassurance
about the safety of beef in the U.S. and
the measures the U.S. has taken to
prevent BSE. In August 2003, a checkoff-
funded consumer opinion tracking survey
found that 89 percent of Americans were
confident in the safety of U.S. beef —

matching the highest confidence figure
ever measured.

The checkoff program is leading the beef
industry initiative to develop and
disseminate science-based best practices
that will help reduce the risk of E. coli

: aef.Stew:
Mewins
‘ar

‘Manager Carol*, brahamzon) educated consumers throughout the

“untry about beef's n

ition, convenience and en

O157:H7 in beef produds. In January
2003, an E. coli Summit attracted more
than 200 participants spanning the beef
chain — from caitle producers and
processors to retailers and foodservice
operators — to discuss creation of the
best practices document and to identify
research needs to build the knowledge
base about E. coli O157:H7.

Through science and education efforts,
the checkoff recently developed and
released an interactive mini-CD that
summarizes the overall effects of the
1991, 1995 and 2000 National Beef
Quality Audits on improving the quality
and consistency of beef and beef
products. By the end of fiscal 2003, more
than 5,000 copies of the mini-CD were
distributed to beef producers and
extension educators notionwide.

.

ent during 2003




oreign marketing
J‘ programs leverage checkoff
dollars to promote U.S. beef

in countries around the world.

Beef export volume nearly doubled
between 1993 and 2002, thanks, in
part, to.checkoff-funded promotion and
marketing inifiatives managed by the.
US. Meat Export Federation. During the
first half of 2003, export values
increased 5 percent and were on track
to top 1.3 miltion metric tons for the
year —while values grew 17 percent
during the first half and were estimated
to approach $3.6 billion for the year.
Exports account for an estimated 13-
plus percent of total U.S. production, or
roughly the equivalent of the beef from
5 million head of fed cattle.

Japan had long been the largest
export market for U.S. beef when beef

v e
o’

demand there fell 40 to 60 percent
with news of BSE in Japan late in
2001. In 2002, Mexico took over as
the leading export market for U.S. beef
products by volume, though Japan
remoined the largest market in terms
of value.

As beef checkoff doltars continue’
aiming to reassure consumers in Japan
that U.S. beef is safe, wholesome and .
BSE-free, demand is rebounding. U.S.
exports of beet and beef variety meat
[umped 14 percent during the first six
months of 2003, returning Japan to
the top of the list of export markets for
U.S. beef, both in volume and value.
Since the checkoff has stepped up
efforts in Japan, consumers there also
report incregsed familiarity with and
higher opinidas about U.S. beef
products than they did prior to the
crisis.




roducer-communications
efforts funded with checkoff
dollars aim to keep beef

producers informed about how their
checkoff dollars are being invested.

During fiscal 2003, the checkoff
disseminated information about
checkoff programs to producers
through national beef and dairy
publications with a combined
circulation of nearly 700,000
producers. Beef nutrition and safety
messages aired on radio stations in
Colorado, Kansas, Nebraska, South
Dakota and Wyoming.

In addition, 37 state beef councils
partnered to distribute an annual
report carrying both state and national
checkoff program information. Reports

and disseminated them through the
National Farm Broadcast Service
(NFBS), as well as placing them on
the www.beefboard.org Web site.
NFBS promotes those programs to
its farm broadcaster members, who
share the information regionally with
their listeners. ’

According to a July 2003 survey of
producer attitudes — performed by
an independent market-research 4
firm — producer support “for the $1--
per-head Beef Checkoff Progror?n :W
grew three points to 63 percenf

between January 2003 ond July

2003. And, more than 90 p ercent

say they want 1o« nhnue fo receive
information obou"h{tcb ’rhelrﬂ heckoff
dollars are spent. “¥ 4%}

; f"!k‘.

were distributed through agricuitural
publications or direct mail and had a
combined reach of nearly 750,000.

The amount of checkoff news going -
to producers through some 600 key
trade media outlets increased
significantly in 2003, up about 39
percent over 2002 levels. Checkoff ;.4,
representatives produced more than o
100 inferviews or reports about '

checkoff programs during the year

e

ONE PENNY OF YOUR
CHECKOFF DOLLAR.

Thcl'sullﬂcoﬂshgﬂuunwmer

m-h«-spu::;

. hmlmﬂmhpunwdbuf

Brrog 2003, Hmwwﬂlmmhﬂprwllufmmm

average of 17 timaw The bast newad Etch one of thota imporiont inpressont cos's jusl ¢ peney.
mewlhm;mbﬂu‘wmhﬂmw%mmmm Sence
%98, b risan nwarly 10 pa good recsan you/Tl see a lot mare




Cuttltomen'’s Beef Promotion & Rescarch LBoard

Frnancial Statements as of Seplember 30, 2003 and 2002
Gogether With Repoit of Independent Hudiloss
Independent Auditors’ Report

To the Members of the Cattlemen’s Beef Promotion and Research Board:

We have audited the accompanying statements of assets, liabilities and fund balances — modified cash basis of the Cattlemen’s Beef
Promotion and Research Board (the “Board”) as of September 30, 2003 and 2002, and the related statements of revenues,
expenses and changes in fund balances - modified cash besis for the years then ended. These financial statements and the exhibit
referred to below are the responsibility of the Board’s management. Our responsibility is to express an opinion on these financial

statements based on our audit.

We conducted our audits in accordance with audifing standards generally accepted in the United Siates. Those standards reguire
that we plan and perform the audit to obtain reasonable assurance aboul whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
staternents. An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financiol stalement presentation. We believe that our audil provides a reasonable basis for our opinion.

As described in Note 2 to the financial staiements, the Beard’s policy is to prepare its financial statements on the modified cash
basis of accounting; consequently, certain revenues and related assets are recognized when received rather than when earned, and
certain expenses are recognized when paid rather than when the ohligations are incurred. Accordingly, the accompanying financial
statements are not infended fo present financial position and results of operations of the Board in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in alt moterial respects, the ossets, liabilities and fund
balances of the Board as of September 30, 2003 and 2002, and ils revenues, expenses and changes in fund balances for the years
then ended, on the modified cash basis of accounting described in Note 2.

The accompanying financial staiements have been prepared assuming that the Board will confinue as a going concern. As
discussed in Nofe 8 to the financial statements, the Board received a Circuit Court decision denying the consitutionality of the beef
check-off program. The impact of this decision has been stayed by the Circuit Court to give the Board the opportunity to appeal the
decision 1o the U.S. Supreme Court. If the U.S. Supreme Court upholds the Circuit Court decision, it will eliminate the Board's anly
source of revenue which raises substantiai doubt about the Board's ability to continue as a going concern. Management's plans in
regard to this matter are also described in Note 8. The financial statements do not include any adjustments that might result from

the outcome of this uncertainty.

Our audifs were made for the purpose of forming an opinion on the basic financial statements faken as a whole. The
supplementary statement of assessment revenues by state for the years ended September 30, 2003 and 2002 {Exhibit I} are
presented for purposes of additional analysis and are not a required part of the basic financial statements. This information has
been subjected to the auditing procedures applied in our audit of the basic financial stotements and, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole.

In connection with our audit, nothing came fo our attention that caused us 1o believe the Board was not in complionce with the
provisions of the Beef Promofion and Research Ad of 1985 and the Beef Promotion and Research Order (the “Qrder”) relafive to
the use of funds collected by the Board insofar as they relate to accounting matters. Further, in the connection with our audit,
nothing came to our attention that caused us to believe fhe Board was not in compliance with the terms of section 1260.149(1) of
the Order, or with the terms of the Agricultural Markefing Service Investment Policy, which describe the type of instruments in which
the Board may invest, insofar as they relate to accounting matters. However, our audit was not directed primarily toward cbiaining

knowledge of such noncompliance.

This report is intended solely for the information and use of the members of the Cattlemen’s Beef Promotion and Research Board
and its management and the United States Depariment of Agriculture and is not intended to be and should not be used by anyone

other than these specified parties.
KPMG, LLP

Denver, Colorado

October 29, 2003 /.../3..0{ mISSI!‘_\j pa‘?ﬂ’ cwede ok 60&J.M€m‘s¢r -
£ hete raphs —
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- Clutoments of Nisets, Liabilities and Fund Lalances
dified Cash Basis, Note 2)° ‘ September 30, 2003 and 2002

ASSETS 2003 2002

CASH AND CASH EQUIVALENTS {Note 3) $ 7,115,047 $ 9,203,039

SHORT-TERM INVESTMENTS {Note 3} 15,909,285 15,916,023
EQUIPMENT, net of accumulated depreciation

of $60,974 and $56,174, respectively 9,685 14,486

OTHER 8,236 5,956

Total assets $23,042,253 $25,139,504

LIABILITIES AND FUND BALANCES

DUE TO STATE BEEF COUNCILS AND OTHER % 848 $ B35
COMMITMENTS (Notes 4, 7 and 8)
FUND BALANCES (Note 5):

Appropriated for budgeted expenses 17,623,030 19,456,292
Board reserve 5,000,000 5,000,000
Unappropriated 408,690 667,871
Investment in equipment, net 9,685 14,486
23,041,405 25,138,649

Total liabilities and fund balances $23,042,253 $25,139,504

“tatloments o ‘.%&emes; Eipenses: and . s in Yuand Balances
. . 2
.odified Cash Basis, Note 2)” For the Years Ended September 30, 2003 and 2002

2003 2002

REVENUES:
Assessments (Note 1) $45,925,584 $45,696,642
Interest 406,224 793,714
Other 291,036 45,527
Total revenues 44,622,844 46,535,883

EXPENSES:

Program-

Promation 26,706,111 25,714,446
Research 5,138,396 5,099,219
Consumer Information 6,007,136 5,780,603
Industry Information 1,793,213 1,613,768
Foreign Marketing 5,127,115 5,178,498
Producer Communications 1,726,028 1,951,477
Program Evcluation 171,569 130,000
Program Development 86,100 96,780
Total program expenses 46,755,668 45,564,791
USDA Qversight 309,517 397,212
Administration {Note 4) 1,654,903 1,581,328
Total expenses 48,720,088 47,543,331
Deficiency of revenues over expenses (2,097,244) (1,007,448)
BEGINNING FUND BALANCES 25,138,649 26,146,097
ENDING FUND BALANCES $23,041,405 $25,138,649

The occompenying notes to finoncial statements ore an integrol part of these stotements.

Fhneersting in RBeef Safely, Naliition & Sromotion
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(1) ORGANIZATION
The Beef Promotion and Research Act of 1985 (the "Act”),
approved on December 23, 1985 by the United States Congress,
esteblished a coordinated program of promotion and research
designed to strengthen the beef industry’s posifion in the market-
place, as well as to maintain and expand domestic and foreign
markets and uses for beef and beef producis. As provided in the
Adi, the Secretary of the Urited States Department of Agriculture
(the “Secretary”) issued the Beef Promotion and Research Order
(the "Order"), effective July 18, 1986, which provides the terms
and condifions for the Act's administration. The Catilemen’s Beetf
Promotion and Research Board {the “Board”), which was created

. and approved by the Secretary fo administer the Act, consists of

i 108 members who are representatives of the catle industry in the
United Siates, including importers. Board members are appointed
by the Secretary,

The program is financed by a $1 per head assessment on domesiic
sales of cattle and on imported cattle, beef, and beef products.

The Board, as part of its responsibilities under the Act ond Order,
may certify no more thar one Qualified State Beef Council {the
“Council”) in each state and authorize that Council to collect such
assessments. The assessments are remitted to the Coundils or the
Board. The Board receives one-half of assessment monies from
siates with Councils and the Councils retain the remainder. The
. . Board receives all assessment revenues from states without
Councils and from imported catile, beef, and beef produds.

Pursuant 1o the Adt, the Board's expenses for administration are
limited to 5% or less of projected revenues. All remaining revenues
are expended on grograms related fo promotion, research and
‘nformation for the beef industry. The Board contracts with estab-
lished nafional catile- or beef-industry-governed nonprofit organi-
zations for the implementation and conduct of these programs.
Under the ferms of these contracts, the entifies which receive Boord
contracis are subject to annuel audits and reviews.

(2) S'GNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The accompanying financial statements have been prepared on the
modified cash basis of accounting. Under this method, certain rev-
enues are recognized when received rather than when earned and
certain expenses are recognized when paid rather than when
incurred. At September 30, 2003 and 2002, there were assess-
ment receivables of approximately $6,500,000 and $4,100,000,
interest receivables of approximately $48,000 and $105,000, and
accounts payable of approximately $4,400,000 and $7,400,000,
respedively, which are not reflected in the accompanying financial
statements. Accounts payabie relate fo appropriated expenditures
and are included in the fund balance appropriated for budgeted

September 30, 2003 and 2002 {Modified Cash Busis}

expenditures in the accompanying statements of assets, liabilities
and fund balances (Note 3).

As discussed in Note 1, the Board receives ane-haif of the assess-
ment monies collected by the Councils and the remainder is
retained by the Councils. The accompanying financial statements
include only the Board’s share of assessment monies and do not
include amounts related o either revenues or expenses of the indi-
vidual Councils.

Depreciation _
Equipment is recorded a cost. Depreciation is provided using the .
straight-ling method over the estimated useful lives of three fo fen .

years.

Cash, Cash Equivalents and Short-Term Investments

For purposes of clossifying investments, the Board considers all .
highly-liquid investments with original maturity dates of three *=—a
months or less fo be cash equivalents. Cash equivalents and shor- T
ferm investments are recorded at cost. -

(3) CASH, CASH EQUIVALENTS

AND SHORT-TERM INVESTMENTS

The Secretary has provided that excess cash may be invested, on a
short-term basis, in obligations of the United Stofes or in obliga-
tions of any U.5. Government agency or 1.5, Government-spon-
sored corporation. Cash, cash equivalents and shert-term invest-
ments at September 30, 2003 and 2002, by investment type, are
as follows:

Cash and Cash Short-Term Total Total
Equivalents Ivestments | Camying Value |  Fair Value
Demand Deposit
Account § 27673 3 - |$ 27673|§ 27673
U.S. Government
Securities 7,794,612 15,909,285 23,704,097 | 23740258
Less-Outstanding
Checks (707.428) - (707.438)  (707.438)
Totals for 2003 §7.195047 | $15900.285 | $23.024332 |$23.060.493
Totals for 2002 $9203039 | $15216.023 | $25.119.062 j$25.294.821

The demand deposit account is insured by the Federal Deposit I

Insurance Corporation and fully collateralized by U.5. Government
securities held ot the Federal Reserve Bank in the Board's name.

(4) ADMINISTRATION EXPENSE

The Act limits expenses for the administration of the program to %
o less of projected revenues. Projected revenues were
$46,000,000 for 2003 and $45,000,000 for 2002. Accordingly,
the administrative expenses incurred by the Board were limited to
$2,300,000 in 2003 and $2,250,000 in 2002. Administrative
expenses incurred by the Board on the accrual basis (versus modi-
fied cash basis amounts reflected in the accompanying statements

[PPSR
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Notes to Fonancial Statements Conlinaed

of revenues, expenses and changes in fund balances} were approx-
imately $1,640,000 (3.6% of projected revenues) in 2003 and
$1,595,000 (3.5% of projected revenues) in 2002. Expressed as a
perceniage of actual revenves, the Board's administrative expenses
were 3.5% in 2003 and 3.4% in 2002.

The Board hos enfered into an Administrative Services Agreement
with the National Cattlernen’s Beef Association {*NCBA") whereby
NCBA agreed to provide certain administrative services to the
Board in return for reimbursement of all direct and indirect costs
reloted to the provided services. During 2003 and 2002, respec-
tively, the Board paid NCBA approximately $171,00C and
$177,000 related 1o this agreement.

The Beard leases office facilities from an outside third-party under
an operating lease. Paymenis required under the lease were
approximately $84,000 during 2003 and 555,00C during 2002.
Future annual payments related o the lease are approximately
$85,000 in 2004, $90,000 in 2005, $93,000 in 2006, and
$39,000 in 2007 {five months).

(5) FUND BALANCES
Appropriated for Budgeted Expenditures

The balance reflected in the appropriated portion of the fund bal-
ance relates to unexpended program approprictions and unex-
pended amounts budgefed for administrative expenses.

Board Reserve

The Board has approved the establishment of a fund balance
reserve in the amount of $5,000,000 fo be used as the Board may
deem necessary, with the approval of the Secretary.

Unappropriated

At September 30, 2003 and 2002, respeactively, $408,690 and
$667,871 of the fund balance had not been appropricted by the
Board and was availatle for budgeting to the various program
aregs. Puring October 2002, the Board appropricted 5400,000
of the funds ovailable as of September 30, 2002, by amending the
fiscal year, 2003 budget. No such appropriations have been made
by the Board subsequent to September 30, 2003.

{6) INCOME TAX STATUS

The Board has received a ruling from the Internal Revenue Service
stating that it is classified s a tox-exempt entity that engages in
activities under the aegis of the United States Department of
Agriculture {"USDA".

(7) PENSION PLAN

The Board provides pension benefits for all of its employaes
through a simplified employee pension plan under which annual
contribufions are provided based on a perceniage of each
employee’s salary. Contributions required and funded by the

Board were approximaiely $81,000 and $78,000 in 2003 ond
2002, respectively.
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{8) LITIGATION AND POTENTIAL

IMPACT ON BOARD’S OPERATIONS

During fiscal year 2001, certain persons filed suit against the USDA
and the Board alleging, infer alia, that the beef checkoff program
violates beef producers’ rights under the First Amendment. On
June 21, 2002, a federal district court in South Dakota ruled that
the beef checkoff program violated the First Amendment and
issued an injunction prohibiting the collection of checkoff assess-
ments that was to take effect on July 15, 2002, Before thot date,
the 8 Circuit Court of Appeals {*8" Circuit”) stayed the injunction
pending the resolution of the appeal. On July 8, 2003, the gth
Circuit upheld the decision of the federal district court but contin-
ved the stay while the U.S. Department of Jusfice sought o rehear-
ing of the case. On Oclober 16, 2003, the 81 Circuit denied the
rehearing request, with two judges dissenting. On October 17,
2003, the U.S. Depadment of Jusiice filed o motion to further stay
the injunction pending o possible appeal to the U.S. Supreme
Court. On October 29, 2003, the 8th Circuit granted the stay of
the injunction pending the filing of an appeal with the U.S.
Supreme Court. The stay issued by the 8N Circuit on October 29
will remain in effect undil January 27, 2004, or throughout the con-
sideration of the appeal by the U.S. Supreme Courl in the event the
Supreme Court decides to consider the appeal on its merits. While
the U.S. Depariment of Justice has not yet decided to seek Supreme
Court review, all indications are that it is strangly leaning in favar
of doing so.

A similar legal challenge was filed in the federal district court in
Montana. On November 1, 2002, that court rejected the First
Amendment challenge to the beef checkoff program, finding that
the checkoff program does not violate the First Amendment
becouse it produces government speech. This decision wos based
on the trial court record produced in the South Dakota case
(discussed above). The challengers appecled this decision to the
9" Circuit Court, and the matter has been fully briefed. The matter
has not yet been set for orat argument and management does not
expect a ruling in this case until the previous case has been argued

io the Supreme Court.

The USDA and the U.S. Department of Justice believe they have
strong arguments in support of the constitutiondlity of the beef
checkoff program. They have argued, and will continue to argue,
that it does not violate the First Amendment. The constitutionality
of the beef checkoff program has been defended successfully
before. Two other Circuit Courts - the 3¢ Circuii in the Frame cose
and the 10" Circuit in the Goetz case have found the Beef Act to be
constitulional and have rejected the claim that the Beef Act violates
the First Amendment. If, however, the beef checkoff program is
ultimately determined to be uncenstitutional, it would result in the
termination of the continued coilection of beef checkoff assess-
ments and the Board would go out of existence.
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ASSESSMENT REVENUES:
Quolified Stote Beef Councils-

States

{Modified Cush Basis).

Alobama
Arizona
Arkansas
California
Colorado

Delaware
Florida
Georgia
Hawan
ldaho

lllinois
Indiana
lowa
Kansas
Kentucky

Louisiana
Maing
Meryland
Michigan
Minnescia

Mississippi
Missouri
Montana
Nebraska
Nevada

MNevs lersey
New rMexico
New York
North Carolina
Nerih Dakota

Ohio
Oklohoma
Cregon
Pennsylvania
South Carolina

South Dokota
Tennessee
Texas

Utah
Vermont

Virginia
Washington
West Virginia
Wisconsin
Wyoming

Total Qualified State Beef Councils

Withou! Qualified State Beef Councils-

Alaska
Connecticut
Massachusetts
Mew Hampshire
Rhode Island

Total States Without Qualified State Beef Councils

Importers

Total Assessment Revenues

Euhisit (- Supplementary Slalements

o Ssessment Setenraes by Sate

September 30, 2003 and 2002

2003 2002

$ 429,843 $ 392,336
395,578 375,019
452,097 457,823
1,585,790 1,404,735
1,791,858 2,023,288
8,046 7,179
373,341 386,795
337,316 326,891
20,453 12,829
952,905 912,112
411,716 396,401
272,562 260,487
1,812,768 1,675,618
3,942,594 4,043,188
743,891 682,923
250,162 244,823
14,427 15,292
50,615 49,561
250,145 225,808
732,928 682,988
322,308 301,183
1,439,709 1,325,412
889,570 940,522
3,922,963 3,814,964
160,510 131,133
7,855 7,411
590,839 526,573
326,255 311,585
224,978 221,172
644,690 627,239
338,202 315,933
2,049,389 2,003,568
457,708 446,307
459,511 422,514
114,264 108,711
1,621,863 1,523,026
554,658 508,067
6,068,665 5,955,370
309,717 315,483
57,783 56,700
404,757 431,713
537,831 567,549
110,011 104,785
783,048 754,812
501,381 563,110
37,727,500 36,860,940
691 483
17,501 16,549
20,845 18,001
11,671 11,684
493 1,281
51,201 47,998
8,146,883 8,787,704
$45,925,584 $45,696,642

See the accompanying independent Auditors’ Report.
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PRE-HARVEST PATHOGEN

INTERVENTIONS

* Novel Interventions

e Reducing microbial loads coming
into plants

¢ Reduce shedding, incidence and
prevalence of E.coli O157:H7

BEeF CHAIN INTERVENTIONS
s Optimize Interventions in Plants

+« New Interventions for Trim,
Ground Beef and Non-Intact
Products

TSE SCIENCE
¢ Transmission Vectors

¢ Environmental Persistence
* Progression of TSE's

* Rendering Interventions

* Infectious Dose

* Assay Development

PATHOGEN BASIC SCIENCE

» Ecology and Epidemiology of
E.coli in Production Settings

* Critical Entry Points and
Transmission Vectors

* Virulence of E.coli, Listeria and
Salmonella

¢ Survivability of E.coli, Listeria
and Salmonella

DISSEMINATION OF
BEEF SAFETY RESEARCH

* Fact Sheets
* Executive Summaries

* Industry Meetings




E coli O157.H7 remains
an elusive and troublesome
bathogen for the beef
industry. Significant
brogress bas certainly
been made over the past
10 years in finding ways
of eliminating this pathogen.
However, the industry must
remain focused on reducing
the impact of this pathogen
for the safety of beef as well
as the consumer$ image of
beef products, this can only
accomplished through
tinued research at the
oduct, processing and
packaging levels. Through
their Beef Checkoff
Program, America’s beef
producers have taken a lead
i conducting research for
the further reduction of
E coli Ot57:-H7 and
other pathogens. They
recognize the value of
aggressive efforts that
encourage a safer beef supply
that retains the confidence
of the ULS. consumer.

PATHOGEN SCIENCE

Checkoff-funded research
conducted at Colorado
State University for
instance, found that the
hilling method used on

f carcasses {spray

illing versus dry chilling)
does not appear o influ-
cnce organism levels on

carcass surlaces.

%

methhodd

used. on beek
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Spray chilling is the inter-
mittent additton of potable
water to the surface of car-
casses during the first stage
of chilling. The process
reduces evaparative water
losses trom carcass surfaces
that result in weight shrink-
age, an important economic
issue for the beef industry.
But little science had been
conducted to see whether
spray chilling has an effect
on microbial activity, The
rescarch was conducted at
multiple packing plants and
samples were collected from
the round, Hlank and brisker,
Results suggested that
when carcasses are chilled
more quickly (to less than
4°C in 12 hours), the
prevalence of E. coli
O157:H7 is reduced.

fact, at all three processing
plants participating in this
study, indicator organism
prevalence was inversely
proportional to the rates
of surface temperature
decline, The fastest surface
temperature declines

had the Targest reductions
in indicator organism

populations during chifling.
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The research further sug-
gested that "pockets” on
carcasses created during

N,
~ T

mechanical hide removal
need to be addressed as
potential accumulation sites
for acid-tolerant pathogen-
ic bacteria. For this reason,
it suggested processors
must be careful to adminis-
ter lethal, rather than sub-
lethal, injury to bacteria.

More research of surface
temperature changes and
its effect on bacteria could
lead to further reductions
of surface bacterial loads
on beef carcasses.

Other recent research sug-
gests that when a certain
form of E. colf has a sticky
and waxy tiber called curli
on its cells, it may stick to
beef surfaces maore firmly.
Finding ways of reducing
curli -—— named for its simi-
larity to curly hairs under
high-powered microscopes
— may be associated with
helping keep E. coli
0157.H7 from attaching

1o beel surfaces.
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The checkoff-funded study
at The University of
Ceorgia was conducted on
a group of E. coli called
Enterohemorrhagic
Escherichia coli, or EHEC.

(E. coli ©157:H7 is part of
this group).

Cattle with EHEC may
harbor the pathogen
without showing signs of
infection. And, if not
handled properly, animals
with the pathogen that
enter a harvest facility
could contaminate the
processed and fresh meat in
the plant with EHEC.

To conduct the rescarch,
fresh beef from the round
as well as becf salami slices
were tnoculated with
EHEC and evaluated (or
attachment levels during
various time [rames.
Significant differences were
observed between the two
curli-expressing variants in
the study. The two mem-
bers of the pair attached
differently on raw beel at
15 and 120 minutes of
contact time, and on beel
safami at 2 and 120 minutes

T]'Ii\

ol contact time.
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research determined that
the environment affects the
ability of EHEC to produce
curli. In addition, if curli is
present on the surface an

E. coli cell it is more likely
to attach to both the raw
and processed product.

The attachment of bacteria
to animal tissues is still a
complicated issue, and is
far from being fully under-
stood. Future research is
needed to identify chemical
or enzymatic agents that
could remove curli from
EHEC cells. This would
minimize curli-assoctated
EHEC attachment on meat
and mear contact surfaces.

To validate the use of
SANOVA treatment of
beef carcasses in the
reduction of bacterial
contamination, a study
was conducted at Kansas
State University

The researchers collected
data using two sampling
methods over two days of
testing that showed signifi-
cantly less contamination
after treatment. In fact, no
E. coli was detected after
SANOVA treatment for all
samples.

SANOVA treatment also
reduced total coliforms to
below detection limit for 28
of 40 swab samples, and 7
of 8 excision samples (Figures
-2). Aerobic plate count
was reduced 99 percent on
both sampling methods.
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. Eliminating the void in

retail-level technology for
reducing the incidence of
E. coli O157:H7 is the cata-
lyst for a research project
at Kansas State University.
This void puts the entire
beef production chain at
risk should an E. coli O157:H7
event occur by exposing it
to USDA action, recalls,
negative consumer publicity
and litigation.

The Grovac Intervention
System is designed to be
used in a batch process and
is adaptable to small vol-
ume, in-house grinding
operations. It involves
treating the beef trimmings
in a mixture of citric acid
and a hypotonic salt solu-
tion while tumbling them
under vacuum.

The citric acid lowers the
pH on the outside of the
beef to a level at which
the bacteria can no longer
survive. It also acts as an
antioxidant in the final
product, delaying the con-
version of oxymyoglobin to
metmyoglobin, which sta-
bilizes the bright red color
for a longer period of time.

As part of this study, beef
trim was inoculated with
both Salmonella and E. coli
0157:H7 and then treated
with the Grovac system to
investigate reductions in
pathogen levels. A water
only treatment was tun

as control.



<

In all four replicate batches
inoculated with Salmonella,
a reduction in bacterial
loads was seen with both
the water treatment and
the Grovac treatment
{Figure 3). The samples
that were taken from both
treatments showed
increased bhacterial reduc-
tions when allowed to
drain overnight.

Five replicates were run on
E coli O157.:H7 inoculated
beef trimmings. [n one
replicate, no bacterial
reductions were seen for
either treatment, while all
four of the other replicates
had bacterial reductions.
Total reductions of E. coli
0157:H7 ranged from

0.4 to 0.8 logs for water
only to 0.4 to 1.1 logs

for the Grovac after one
hour and overnight drains,
respectively,

While the differences in
these reductions don't
appear great, the fact is
that when beef reaches the
retail level it has most like-
ly gone through multiple
intervention processes.
That means the bacterial
load on the meat is already
quite low. So a piece of
beef containing an initial
level of 100 CFU or less for
E. coli O157:H7 that goes
through the Grovac system
could result in 10 CFU or
less — a significant
improvement (Figure 4),

RN Average Reduct:ons fan Coli 0157 H-"I ? >
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Investigating shelf-life with
the same system, the
researchers found that the
Crovac treated ground beef
had lower aerobic plate
counts and E. coli counts
than the non-treated
ground beef over the three-
day test. Sensory analysis
showed no difference
between the Grovac treat-
ed product and the non-
treated product.

NON-INTACT
TENDERIZED
Beer PrODUCTS

[n 1999 LISDA/FSIS
expanded its £ coli O157.H7
aduiteration policy to
include non-intact beef
products, including beef
primal/sub-primal cuts that
are blade or needle tender-
ized or injected with chem-
icals, and steaks and roasts
made by combining pieces
of beef via restructuring.

The concern was the
potential for contaminating
sub-surface muscle tissue

Water Only- ™~ Water Only——x Grovac—
eraight Dvmins, -
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with pathogenic micro-
organisms during mechani-
cal tenderization or needle
injecting. If that happened,
these beef products may
require a higher internal
cook temperature to render
the products safe for
human consumption.

There are no documented
cases of foodborne illness
associated with mechani-
cally tenderized or injected

meat products, Nevertheless,

the Joint Beef Safety
Committee and the Beef
Industry Food Safety
Council (BIFSCo) recom-
mended funding research
studies to determine the
risk associated with the
translocation of E. coli
(0157:H7 in sub-surface
muscle tissue.

Two subsequent surveys
funded through the Beef
Checkoff Program were
designed to determine the
prevalence of E. coli
0157:H7 on the surface of

beef safety
Tresearxrch

of ek
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beef sub-primals. Over
1,600 sub-primals were
examined and only two
were posttive for E. coli
0157:H7. The quantita-
tive count for these two
samples was <3.0 CFU per
200 cm®. These surveys
suggest E. coli O157.H7 is
not common on the surface
of beef sub-primals prior to
mechanical tenderization
or needle injection.

The degree of translocation
of surface microorganisms
into subsurface muscle tis-
sue during mechanical ten-
derization was determined
in two other independent
studies. In the first, the sur-
face of beef sub-primals
was inoculated with E. coli
0157:H7 at levels of 10°,
10°, 10* and 10° CFU /em?.
The inoculated beef sub-
primals were passed once




or twice through a mechanical
tenderizer. Five core samples were
aseptically collected from each
tenderized primal and then tested at
four different depths for the presence

of E. coli O157.H7.

In the first study, greater translocation
was observed as the inoculum level
increased, and following single-pass
tenderization, compared with double
pass tenderization. No appreciable
difference in translocation was
observed for tenderization of fat side
versus lean side, and regardless of the
number of tenderization passes, or
fat-side versus lean-side inoculation;
the majority of the pathogen was
deposited to a depth of 1 cm from the
sub-primal surface.

In the second study, the surfaces of
beef top sirloin sub-primals were
inoculated with 10° CFU/cm? E. coli
0157:H7 and then passed once
through a blade tenderizer. An exami-
nation of core samples from the inocu-
lated beef showed that 3-4 percent of
the inoculum was translocated from
the surface to subsurface muscle tissue.

EFFECT OF COOKING

Two other studies were funded to
determine the effect of cocking on the
survival of E. coli O157:H7 in steaks
cut from beef sub-primals that had
been surface inoculated and then
mechanically tenderized. In the first
study, sub-primals were surface inocu-
lated with 10° CFLI/cm® and passed
once through a mechanical tenderizer.
The sub-primal was cut into steaks
0.75, 1.0 and 1.25 inches thick and
then heated on a gas grill to internal
temperatures of 120, 130, 140, 150
160 and 170°F After heating, each

v 4




beef safety
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steak was sampled in five
pre-selected areas for the
presence of E. coli

0157.H7.

The results showed greater
lethality as the target cook-
ing temperature increased,
With the exception of
130°F, greater lethality
was also observed as the
thickness of the steaks
increased. Furthermore,
greater lethality in some
instances was observed for
two specifically located
core samples than from the
ther three core samples.
., coli O157;H7 was recov-
ered with direct plating
methods from steaks
cooked to an internal
temperature of 120, 130
and 140°F whereas this
pathogen was only recov-
ered with enrichment
procedures from some of
the steaks that were cooked
to 150°F and from all the
steaks cooked to 160
and 170°F

In the second study, top
sirloin sub-primals were
surface inoculated with E.
coli O157:H7 at a level of
107 CFW/em?. Half of the
inoculated sub-primals
were mechanically tender-
ized and half were not. All
sub-primals were cut into
teaks of various thickness
..e. weights) and then
oven broiled to internal
temperatures of 120, 130,
140, 150, 160 and 1 70°F

While the level of destruc-
tion of E. coli Q157.-H7 in
non-tenderized steaks
cooked to 120°F was signif-
tcantly greater than in ten-
derized steaks, the
pathogen survived both
treatments. At the 130°F
target temperature, the
level of destruction was of
the same magnitude, i.e.
approximately 5 logs, in
both the tenderized and
non-tenderized steaks.

In those steaks that were
cooked to a target tempera-
ture of 140 to 170°F the
reduction of E. coli O157:H7
was greater than 6 logs for
both the tenderized and
non-tenderized steaks. [t
was also noted that after
the steaks were removed
from the broiler, the inter-
nal temperature continued
to rise above the target
temperatures by as much as
11°E This rise in tempera-
ture suggests there is an
increased margin of safety
in regard to the destruction
of this pathogen.

Consumer behavior with
non-intact products is also
an important part of the
overall risk evaluation for
this type of product. Five
hundred consumers were
surveyed to determine their
cooking procedures for
preparing steaks and roasts.
The results showed that
most people use color as an
indicator of doneness for

steaks and cooking time
was used mostly for roasts,

While information regard-
ing cooking methods and
safe final internal tempera-
tures is available to the
consumer, none of the
people included in the survey
knew that 145°F is the
recommended minimum
internal temperature for
cooking steaks and roasts.
However, the results
showed that 82 percent of
the people cook their
steaks above this tempera-
ture to a level of doneness
of medium or above,

While steaks and roasts
sold at retail are required
to have “Safe handling
Instructions” on each
package, very few have
recommended cooking
procedures. One vender of
loin steaks and top sirloin
(not tenderized) did
include cooking recom-
mendations for both
grilling and pan-frying.
When these recommenda-
tions were followed, the
internal temperature of the
steaks ranged from 148 to
155°F In the food service
trade, this ternperature
range is considered to be
medium rare.

The effectiveness of two
intervention treatments for
beef sub-primals inoculated
with E. coli O157:H7 was
studied. [noculated sub-
primals were sprayed with

either acidified sodium
chlorate (ASC) or peroxy-
acetic acid (PAA) prior to
mechanical tenderization.
Both ASC and PAA caused
a modest 0.6 to 0.7-log
reduction in the level of
E. coli O157-H7 on the
surface. However, there
was no reduction in the
level of E. coli O157:H7 in
subsurface muscle issue,

The results from the check-
off-funded studies indicate
that the potential for
mechanically tenderized
heef products to be a

_ public health risk, in rela-

tion to K. coli O157:H7, is
very low. In a survey of
over 1,600 sub-primal beef
cuts for the presence of

E coli O157.H7, only two
were positive. And the
level of contarnination in
these two samples was [ow.

While the consumers that
participated in the cooking
surveys did not know the
recommended minimum
cooking temperature for
steaks and roasts is 145°F
they were cooking these
products to their preferred
doneness and this was ade-
quate to destroy pathogenic
bacteria. In order to ensure
that steaks and roasts are
cooked properly, it was
suggested that simple cook-
ing instructions be included
on all raw beef products.
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SHORT-TERM MUSCLE APPLICATIONS

e Research on easily accessible/low-
input muscles from chuck & round
= tenderness, flavor, aging, color,
enhancement etc.

NATIONAL BEEF INSTRUMENT
ASSESSMENT PLAN 1}

e Develop & evaluate instrumentation
methods & equipment design to
predict tenderness

* Quantification of value

¢ Development of Best Practices
for palatability

GENOMICS

Support for the completion of
. the Carcass Merit Study
¢ Support for sequencing the
bovine genome & additional research

that will enable the sequenced
genome information to be developed

s Utilizable information for the
beef industry

LONG-TERM MUSCLE APPLICATIONS

¢ |dentification and application
research on "next-phase” muscles that
can be utilized by the industry to
increase the value of cuts from the
chuck & round (fed & market cows)
= palatability, enhancement, aging,
shelf life etc. '

RESEARCH DISSEMINATION

¢ Dissemination of research information
= fact sheets, executive summaries,
FAQ's
Support for dissemination/education
through technology and
organizational groups
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" Although,the ULS. is

known throughout the
world for its superior beef
products, there is no upper
limit on quality. The beef
industry must continually
explore ways of improving
what we bave to offer
both domestic and foreign
customers — whether its
in tenderness, packaging,
convenience, consistency
or myriad other attributes
that bave an impact on
consumers.

For that reason, "Product
Enbancement” isnt
“Product Revitalization.”
Its creating methods

of making a great beef

product even better.

NATIONAL BEEF
INSTRUMENT
ASSESSMENT PLAN 11

Identifying and eliminating
the tough beef from the
production systern was the
goal behind the National
Beef [nstrument Assessment
Plan Il. By removing
“tough cattle and carcasses”
from the system, the entire
beef supply would become
more tender, leading to
genetic decisions to purge
undesirable genetic lines
from the system. It would
also allow the industry to
evaluate production prac-
tice effects on tenderness.
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Leaders from throughout
the beef production and
marketing chain met in
2002 to address the chal-
lenge. It was concluded
that tenderness research
should lead in three direc-
tions: Instrumentation,
Economics and Optimum
Production Practices.
Key to beginning the
research was a thorough
understanding of what
research had already been
done, and what that
research had provided to
the information base.

A White Paper was
prepared by a researcher at
Colorado State University
that sought to summarize
the current scientific
information and identify the
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deficiencies that might
prevent the industry’s
development of an
effective pre-harvest
management plan for
ensuring beef tenderness.

The importance of the
industry's efforts to
improve beef tenderness
and a total quality manage-
ment approach to beef
grading was also addressed.

A key to establishing
consistency in production
practices research was
determining whether shear
slice force measurements
— an important tool in
evaluating beef tenderness
~— among research facilities
was standardized. To
accomplish this, the U.S.
Meat Animal Research

wwitia =
wverxry Ihhvicks
desrec of

repeatalbility.

Center (LIS MARC) con-
ducted a checkofi-funded
project where six research
institutions were trained to
conduct standardized slice
shear force measurements.
Researchers found that
most institutions conducted
slice shear force measure-
ments with a very high
degree of repeatability. The
repeatability estimates for
slice shear force within the
seven institutions were 091,
0.90, 0.89, 0.83 and 0.75,
with one institution still
completing data collection.

Repeatability among insti-
tutions ranged from 0.39 to
0.87, partially due to differ-
ences among the institu-
tions in the consistency of
steak thawing and cooking
procedures. The study
showed that slice shear force
can be used for routine
beef ribeye and strip loin
tenderness evaluation with
substantial labor/time savings.
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Lean meat yield in carcass-
es is also an important issue
for America’s cattle produc-
ers, as beef packers will
pay more for high quality
animals that yield more
useable product. Today
there is a large variation
between beef carcasses in
the yield of lean meat, and
LUSDA beef graders have
only about 9 seconds to
visually evaluate a carcass
and estimate a yield grade.

LS MARC conducted

an additional study on a
system to objectively
determine yield and carcass
value. The study showed
that use of an image analy-
sis instrument to evaluate
ribeye area and make
necessary calculations to
determine LISDA yield
grades could accurately
predict fabrication yields
and carcass value under
commercial processing
conditions.

The study was conducted
at a commercial beef
harvesting facility that
processes 4,600 head per
day. During routine

carcass grading, image
analysis was conducted
using the VBG2000 Vision
Beef Grading system.

The amount of the varia-
tion in subprimal cut yields
accounted for by this
image analysis-predicted
yield grade (74 percent)
was similar to the amount
of the variation in subpri-
mal cut vields accounted
for by expert yield grade
(77 percent) and official
on-line USDA vyield grade
{67 percent).

This research could help
lead to quicker and more
accurate yield grade
classifications — and
provide cattle producers
more assurances that they
are getting fair value for
their animals.

BEEF PACKAGING

The retail industry’s move
to focus on case-ready beef
is unmistakable. According
to the American Meat
[nstitute, more than 1.2 bil-
lion packages of case-ready
meat products were sold in
2000, more than double
the number sold in 1997.

Furthermore, it's been esti-
mated that about half of
retail beef today is sold in
modified atmosphere pack-
aging (MAP). Along with
vacuum packaging, MAP
serves as a primary means
for moving case-ready
product to consumers.

MAP involves plastic trays,
impermeable film and a
combination of nitrogen,
carbon dioxide or monox-
ide, and oxygen gases to
“flush” the package. [t and
other case-ready systemns
offer many advantages to
consumers and retailers
compared to traditional
retail packaging systems,
including lower labor costs
in the store, fewer out-of-
stocks, and a more consis-
tent product to consumer’s
purchase-to-purchase.

Significant challenges
remain with the MAP
system, however. For

example, consumer percep-

tion of beef at the meat
case is partially impacted
by discoloration of bone
in high oxygen MAP.
This discoloration, or black
bone as it is sometimes
known, might be seen by
potential purchasers as
unwholesome and could
lead to reduced purchases
and overall poor impres-
sions of the beef product.

Since more and more beef
is being sold in this type of
packaging, research into
the cause and a solution to
the problem is needed. A
checkoff-funded study at
Kansas State University
successfully addressed both.
The study involved 36 beef
hurmerus, ribs, scapulas and
thoracic vertebrae from

USDA Select or Choice
carcasses cut into 1-inch
thick sections at four days
postmortem. One of each
of the bones was packaged
into one of three packaging
types: MAP, ultra-low oxygen
MAP and PVC overwrap,
then displayed under con-
tinuous fluorescent lighting
for five days at 2°C.

The research found that
ultra-low oxygen MAP had
minimal bone discol-
oration, and that black
bone is not an issue with
humerus bones. However,

Study
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cally hisIhwen
total irors ayadd
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conditions.

rib, scapula and thoracic
vertebrae, when packaged
in PVC and high oxygen
MAP can lead to the black
bone condition. In addi-
tion, study results suggested
that dramatically higher
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increase quality in case-
ready loins.

To help find out if similar
advantages can be obtained
with beef, research was
conducted at the
University of [llinois.

Individual muscles from
USDA Select carcasses
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were utilized for this proj-
ect, samples were divided
into treatments for aging
time and enhancement.
The study found that
enhancement affected the
sensory characteristics of
various muscles differently,
For most beef muscles,
though, enhancement
increased tenderness, juici-

ness and color quality
while decreasing fluid loss
in the package. [t also
increased beef flavor and
saltiness, and decreased off-
flavors (Tables 1-2}.

Because an enhancement
solution changes the acidi-
ty of the meat, often
increases water-holding
capacity and increases
moisture content, juiciness
and tenderness often
increase. The salt in the
enhancement solution
impacts flavor, possibly
masking low levels of off-
flavors originally present or
found after aging.

A&




nurtritionrn
rTreosenaxrch
Ppriorxrities

el 5 e

BEEF AS PART OF A BALANCED
DIET/PARITY STUDIES

» Nutrient composition update of beef

* Nutrient density of beef

* Beef contribution to diet quality in
overall balanced diets

BEEF'Ss ROLE IN DIET AND HEALTH

* Obesity — beef as part of the
solution

¢ Beef protein and management of
metabolic syndrome

¢ Beef nutrients and cognition across
the lifespan

* Nutrient needs of aging populations

Beef nutrients and homocysteine

‘EEF LiPIDS IN PERSPECTIVE

* Total fatty acid profile of beef

* Naturally occurring trans fatty acids

¢ Benefits of enhanced beef
nutrient profiles




The fagt that beef contains
___manwy nutrients that are
vital to buman bealth bas
been known for a long
time. Putting that fact in
context, though, and mak-
g sure its surrounded by
the appropriate supporting
science-based information
is a continuing process.

Those who make

recommendations to the .
American public about
what constitutes a bealthy
iet depend on this
ind of detailed, accurate
information. Its up to
the beef industry to provide
it to them.

The concept of “Naturally
Nutrient Rich” conveys to
health professionals and
consumers the message
that a food provides many
nutrients for the energy or
calories that it contains.
The 2005 Dietary
Cuidelines Advisory
Committee report states
that “Diets that include
foods with a high nutrient
content relative to calories
are helpful in achieving
recommended nutrient
intakes without excess
calories”. Beef checkoff
dollars helped fund
.esearch to make the con-
cept of naturally nutrient
rich actionable by develop-
ing a scientific, quantitative

1<
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index to assist in comparing
foods on the basis of nutri-
ent density.

Previous work on energy
density of foods {calories
per serving) was expanded
on at the Center for Public
Health Nutrition to create
a nutrient density index
(NDI). While the concept
is fairly simple, the actual
process of creating an
NDI involves a number

of decisions.

For example, a single food
may contain 50 or more
nutrients, so one must
decide on a reasonable
number of nutrients to
include in the index.
Additionally, a criterion or
standard related to how
much of a nutrient is pro-
vided relative to the
requirement for that nutri-
ent must be established.

Additional factors can be
considered such as
bioavailability of the nutri-
ent from a particular food

~
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source and whether or not
negative points should be
assessed for nutrients like
salt or saturated fat. For
the research 12 nutrients
were selected: protein, thi-
amin, riboflavin, vitamin C,
vitamin A (retinol), vitamin
D, vitamin E, monounsatu-
rated fat, calcium, potassium,
iron, and zing, to develop a
composite score for foods.

The scoring threshold
criteria was based on per-
cent daily value (%6DV) per
2,000 keals of a given food.
Percent daily values for
each of the nutrients were
calculated based on the
most recent Dietary
Reference Intakes {DRIs).
The nutrient composition
of each food was based on
the latest release of the

LISDA nutrient database.
The NDI for each food was
calculated by taking the
mean of %DV of the 12

selected nutrients, based on
2,000 keal of food. A

nutrient dense food will
provide a high percentage
of the daily requirement for
a variety of nutrients for a
low number of calories.
Therefore a high score
reflects a "nutrient rich”

food. (See Table 1.)

The impact of additional
fat in a food selection
among a food group is
apparent in the comparison
of scores between fat-free
milk and milk containing
2% fat. While a few addi-
tional points would be
gained for mono-unsaturated
fats, the additional calories
in the higher fat milk
decrease the overall score.
Likewise, foods with added
sugars such as cookies or
ice cream, generally fall on
the low end of scores.
Figures 1 and 2 illustrate
how energy density, far,
and sugar relate to nutrient
density of various foods.
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Dietary recommendations
based on a nutrient density

scoring system would guide

consumers to choose foods
on the higher end of the scale
from each of the food groups
to ensure a balanced diet

rich in nutrient dense foods.

These preliminary findings
as well as examples of
other approaches to devel-
oping indices of nutrient
density were presented to
over 100 key opinion leaders
in the nutrition community
at a symposium in Washington,
D.C. in March of 2004.
These leaders expressed
great interest in the con-
cept and provided valuable
input towards development
of a fully representative
score of nutrient density.

The beef industry has part-
nered with the dairy industry
and a broad selection of
trade groups representing
produce, grain, and other
commadities to continue
research in this area and to
promote the concept of
“Naturally Nutrient Rich”
as a dietary guideline for
Americans.

For years, a high intake of
animal protein was suggested
to compromise bone health
by increasing the loss of
calcium. An increasing
number of studies indicate
otherwise and demonstrate
that, in fact, higher protein
intakes improve bone
status particularly for post-
menopausal women.

Research at the USDA-
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ARS Crand Forks Human
Nutrition Research Center
looked specifically at a
high meat diet {20 percent
of total energy) and the
interaction of dietary pro-
tein with varying levels of
calcium in the diet.
Postmenopausal women
were recruited to partici-
pate in the study.

One group received a low
calcium diet (600 mg) and
the other consumed 2 high
calcium diet {1500 mg).
The low protein diet pro-
vided only 10 percent of
total energy as protein
while the high protein diet
provided 20 percent of
energy as protein, mostly
as meat. Fach diet was fol-
lowed for 7 weeks. The
investigators collected
blood and urine samples to
measure calcium retention
{calcium absorbed minus
calcium excreted) along
with markers of bone
turnover (bone synthesis
and breakdown) and hor-
mones that regulate bone
and calcium metabolism.

The researchers found that
high dietary protein did
not have an antagonistic
effect on calcium retention.
In fact, when calcium
intake was low (600 mg),

the high protein diet fared
better in terrns of calcium
retention by enabling
greater calcium absorption.
They conclude that these
findings refute the long
held dogma that a high
protein intake increases
calcium loss and are consis-
tent with the growing
number of studies that
show a positive synergy
between animal protein
and calcium in terms of

bone health.

BeNEFITS OF LEAN BEEF
CHOICES IN THE DiET

The Beef Checkoff
Program has consistently
funded research to investi-
gate the contribution of
beef in the diet to diet
quality and health. For
instance, using the latest
release of the National
Health and Nutrition
Examination 1999-2000, a
study conducted at
Nutrition Impact LLC
looked at the nutrient
intakes of those individuals
consuming the recom-
mended amount of beef
daily to nutrient intakes of
non-beef consumers.
Additionally, health out-
comes including measures
of healthy body weight,
body fat, and blood lipids

were compared between
these groups.

The researchers found that
those individuals whe con-
sumed between 2.0 t0 3.4
ounces of beef each day
were significantly more
likely to meet their require-
ments for zinc and vitamin
B12, and consumed more
vegetables compared to
those individuals who did
not eat beef. Beyond
improved diet quality, the
beef consumers had equally
healthy body weights as
determined by body mass
index and did not differ
from non-beef consumers
in terms of body fat or
blood lipids.

A second nationally repre-
sentative dataset, the
Continuing Survey of Food
Intakes of Individuals, was
used to estimate the impact
of consumers choosing lean
beef products on total fat
and saturated fat intakes.
This analysis utilized the
latest release of the LISDA
National Nutrient
Database SR 16 which
incorporates updated nutri-
ent composition of the lean
beef products available in
today's marketplace. The
results demonstrated that
total fat and saturated fat
intakes were significantly
decreased when lean beef
options were selected and
when nutrient intakes were
analyzed using the most
current nutrient composi-
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tion database. These find-
ings highlight the impor-
tant nutrient contributions
that lean beef in the diet
can provide.

SYmpOSIUM EXPLORES
NUTRITION RESEARCH
PRIORITIES AND
STRATEGIC DIRECTION
The 2003 Discovery
Symposium was held in
Denver on Dec. 1, 2003.
Six researchers in diverse
areas of nutrition were
invited to present on their

ea of expertise and to
.‘tictpate in strategy plan-
ng for the beef industry

nutrition research program.

The participants were

Dr. Adam Drewnowski,
University of Washington;
Dr. Paul LaChance, Rutgers
University; Dr. Nancy
Rodriguez, University of
Connecticut; Dr. Bill Evans,
University of Arkansas
Medical Center; Dr.
Ronald Krauss, Children's
Hospital of Oakland
Research Institute; and Dr,
Michael Rennie, University
of Nottingham, England.

The investigators discussed
a number of topics: the
current state of Americans
diets, the need to increase
consumption of nutrient
nse foods, health bene-
of phytochemicals and
toactive cornponents of
foods, and genetic variation
in response to diet.
Obesity and its relationship
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to quality of the diet and
barriers to healthy eating
were also discussed. Other
topics included healthy
eating costs, nutrient needs
of the elderly, optimal
macronutrient composition
of diets for weight manage-
ment and weight loss, meta-
bolic response to hypocaloric
diets and exercise in lean
and obese children, and the
role of beef for nutritional
maintenance of muscle and
bone in healthy adults and
elderly.

Exploring the importance
of beef through the life
span, the researchers iden-
tified key contributions
that beef can provide to
children, young women,
and the elderly. For exam-
ple, elderly people clearly
benefit by consuming
amounts of protein greater
than currently recommend-
ed levels as they appear to
have a relative amino acid
resistance, Sarcopenia or
muscle wasting occurs
when protein intakes are
not optimal. The elderly
also tend to be deficient in
other nutrients including
zinc and B vitamins,

The discussions were
enlightening and helped
narrow the priorities for
the industry to four areas;

Obesity — beef as part of
the solution, Naturally
Nutrient Rich, Beef Lipids
in Perspective, and
Innovation.

GLOBAL STRATEGIES TO
IMPROVE DIET AND
HEALTH

The Beef Checkoff
Program sponsored a full
day nutrition program at
the International Livestock
Congress meeting in
March 2004. The program
addressed the need for the
industry to understand the

- importance of nutrition at a

time when global strategies
to improve diet and health
are being developed.

The meeting consisted of
three Panel Discussion
Groups addressing "Dietary
Trends in the US and
Abroad”, "Building Effective
Dietary Guidelines," and
“Nutrition Issues Facing the
Beef Industry Today.”

Key outcomes of the
discussions included:

* The Beef Industry needs
to understand nutritional
implications of increased
meat consumption in
developing countries;

® The beef industry needs
to be more aggressive in
communication of leaner
nutrient praofile;

muutrition
rescenaxrch

* Population based guide-
lines, by definition, can
not prescribe the perfect
recommendations for
everyone but should
begin to try to start
building in recognition
of individual differences;

¢ lt's imperative the food
industry get involved
both in helping to develop
effective guidelines using
our knowledge of meeting
consumer demands and
by providing information
and choices to help people
meet their individual
needs;

® There is a universal need
to stay true to the science
and keep pushing it in
spite of opposing political
agenda and to engage
third party experts to
help deliver the science;
and

* The industry needs to

take some responsibility
and can help by
continuing to offer
choices for consumers,
provide clear information,
and to educate children
in particular.

The panels brought togeth-
er people from industry,
academia, and the govern-
ment. The dialogue was
valuable in understanding
other perspectives and
starting to move to com-
promises and actions that
can make a difference.
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The RaD Ranch® is back
in the saddle developing
new beef product concepts.
The goal of this checkoff-
funded team is to find ideas
that will inspire beef
processors to innovate and
introduce new beef prod-
ucts that meet the needs of
today’s consumers and
foodservice operators.
This is the team'’s first new
product development push
ince 1999

ased upon past learning
that successful concepts
need to be tested with
users to ensure they fit
their needs, the approach
this time included in-depth
research that uncovers key
user insights, involved the
users in the creation of the
concepts and then validat-
ed the concepts with users,
This extensive research
was conducted with both
consumers and foodservice
operators,

RETAIL NEW PRODUCT
CONCEPT DEVELOPMENT

Ethnography

The research started with
extensive interviews of
onsumers on their home
rf — in their homes,
Eleven women and one
man in three cities shared

their feelings about cook-
ing, meal preparation, their
families, health concerns
and beef. Consumers also
revealed the contents of
their kitchen cupboards,
refrigerators and freezers.
These interviews uncov-
ered some universal truths
in their lifestyles and atti-
tudes toward beef. The
individuals have busy lives
and wanted meal solutions
that were easy to prepare
and "healthy-enough" for
their families. Most inter-
viewees said they liked
beef, but only knew a few
ways to prepare it.

Ideation

The ethnography research
served as inspiration for a
full-day new product con-
cept ideation session. This
one day session included
consumers, market
researchers and heef mar-
keters and resulted in 30
new beef concepts with
names like Beefalo Wings,
Salad Adder Strips and Beef
Bites. Twenty of these con-
cepts were further defined
and tested with consumers
quantitatively.

Concept Testing

Internet concept testing
exposed consumers to
descriptions of the new
beef concepts. Concepts

o e

were evaluated based on
purchase intent and overall
product attributes. More
traditional concepts such as
Crock-Pot™ Readies scared
the best. Among the con-
cepts warranting further
development are: Boneless
Beef Filet, Salad Adder
Strips, Beef Tenders, Crock
Pot Readies, Ready Giill'd
Steak, One-Step Meals,
and Gourmet Beef Singles.

FOODSERVICE: NEW
Pronuct CONCEPT
DEVELOPMENT

Operator Focus
Groups

Focus groups were con-
ducted in Chicago and
Dallas with foodservice
chefs and restaurant opera-
tors from both the com-
mercial and non-commer-
cial segments. This phase
showed that chefs and
restaurant operators are
looking for products that
can be prepared easily and
safely that also fit well with
new menu trends. Despite
the current "low carb”
craze, beef is still perceived
as being not as healthy or
as versatile as ather pro-
teins and foodservice chefs
and operators are having
difficulty fitting beef into
their new salad, sandwich
and kid menus.
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Ideation

The ideation phase incor-
porated chefs and restau-
rant operators along with
market researchers and beef
marketers. Operator
tnsights gained in the focus
groups were used to pro-
duce more than 30 new
product ideas. The new
concepts ranged from Fully
Cooked Sandwich Steaks
to Beef Thins to Beef
Croutons. Twenty concepts
were taken into the next
round of testing.

Concept Testing

One hundred thirty food-
service operators evaluated
these new concepts on the
Internet and nine of the
concepts rated strongly
enough to warrant further
exploration. These include:
Pre-Seasoned Rotisserie-
Roasted, Crispy Beef




Shreds, Beef Croutons,
Beef Chips, Beef Tortilla
Shells, Beef Thins,
Buffalo Beef Wings, Beef
Fillings for Lettuce
Wraps and Fully Cooked
Sandwich Steaks.

This new user-focused
process has produced
many new beef concepts.
These concepts will be
further refined and pre-
sented to processors as
new products concepts
that have been validated
by their target market.
This research process has
also helped the R&D
Ranch team further posi-
tion itself as a valuable
resource to beef proces-
sors looking for new,
exciting beef product
ideas. The continued dia-
logue and development
will help create'more
excitement and innovation
in the industry and ulti-
mately result in greater

demand and consumption
of beef.

BEEF VALUE CUTS
ReTAIL TEST LAUNCHES

New steaks are showing up
at the meat case and on the
menu. Results of the beef
Checkoff-funded Muscle
Profiling Study provided
quantitative data showing
that there are several mus-
cles in the Chuck and
Round that make great
steaks. The R&D Ranch

by

O R T A R T

&

team, on behalf of
America’s Beef Producers,
has been working to
increase restaurant operator
and consumer interest, cre-
ate additional distribution
and act as a catalyst in the
development of new prod-
ucts using these cuts. The
winning focus for the intro-
duction of Beef Value Cuts
has been taste, portion size
and affordability within the
foodservice channel. In the
retail channel the focus is
also on taste and affordabil-
ity but, in most cases, the
top-billing attribute is lean-
ness. Five of the six major
cuts meet the LISDAS defi-
nition for lean or extra
lean. Retailers are now

'

able to cater to their
health-conscious shoppers
by introducing these new

cuts with a lean positioning.

Since the muscle profiling
research was released in
2000, state and national
checkolff dollars have
helped introduce the new
cuts in retail. Currently
these cuts are available in
the meat cases of almost
300 supermarkets from
Washington to Georgia
and from New York to
Texas. In most of these test
markets, the retailer has
expanded the initial faunch
from a small group of
stores to a full company-
wide permanent offering.
These steaks fill the cus-

romer’s need for tender,
juicy, lean steaks that are
more moderately priced
than T-Bone, Ribeye or
Tenderloin steaks.

NEW STEAKS AT
THE MEAT CASE

To date 10 retailers have
partnered with the Beef
Checkoff Program to intro-
duce these products in
their stores. These retailers
have provided sales data to
allow the industry to track
and evaluate the progress
of these new cuts. Most
retailers experienced posi-
tive sales data and reported
that the steaks were a prof-
itable introduction to their
meat department. Sales
data indicate that these
new cuts are meeting
consumers desire for
moderately priced, lean
and tender steaks.

The majority of the 10 test
retailers have introduced all
of the cuts in the Beef
Value Cuts line: Beef
Shoulder Top Blade Steak
{Flat [ron), Beef Shoulder
Center Steak (Ranch
Steak), Beef Shoulder
Petite Tender, Beef Round
Sirloin Tip Center Steak,
Beef Round Sirloin Tip
Side Steak, and Beef
Bottom Round Steak
(Western Criller).

This year an additional
steak from the Rump end
of the Bottom Round sub-
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primal has been added to
the line: the Western
Tip. Research conducted
at South Dakota State
University showed that
roughly the top four
inches of the Bottom
Round subprimal were as
tender as steaks cut from
the Top Sirloin (or Top
Butt). By using a slightly
different fabrication
technique retailers can
cut Western Tip steaks,
allowing them to mer-
chandise even more of
he Bottom Round as
her-value, tender

eaks. This minimizes
the number of slow-
moving rump roasts in
the meat case and allows
the retailer to offer
another tender steak to
their shoppers.

Checkoff dollars were used
to conduct in-store demon-
stration sampling, in the
design and production of
point of sale materials and
on-pack cooking instruc-
tion labels and to support
local promotion events and
the advertisement of the
new cuts in weekly retailer
ad fliers. These efforts
helped to increase con-
sumer awareness of the
new cuts driving traffic
o the meat case and
easing sales.

sides tracking sales data,
working with these retail
partners has allowed the

industry to learn the best
way to introduce these new
cuts to consumers.
Following is a summary of
other information that has
been learned through these
partnerships:

* Positioning the new cuts
either with a Lean or a
Value/Tenderness
message to consumers
drives the most interest;

* Initial meat manager,
meat merchandiser and
demonstrator training is
essential;

* Audits of stores on a
regular basis are needed
to make certain the
finished steaks are
properly cut and that

point of sale materials
are properly displayed,

Meat manager incentive
programs bring an
important focus on the
new cuts;

Retailer ad circulars that

feature the new cuts
contribute significantly

to the program’s success,

A well run and frequent
sampling program is
necessary for the Flat
Iron Steak because of its
flat, square shape;

Retail partners must
work with their packer
suppliers to receive the
individual muscle
subprimals; and

Mmeoew product
development

* The program must have
corporate office support
with field staff focused
on proper in-store
execution.

The knowledge gained
from these retail test
faunches has resulted in
efficiencies in the introduc-
tion of these cuts into new
markets. It has also created
a winning partnership
between the national
program and state beef
councils. Retail [aunches
have been a dual effort —
drawing on the state beef
councils’ local presence and
knowledge of the retailer
and local demographics
while tapping into the
marketing resources of the
national program.
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LISAGF AND
VOLUMETRIC
ASSESSMENT OF BEEF
IN FOODSERVICE

In June 2003, the Beef
Checkoff Program con-
tracted with Technomic,
[nc., a recognized foodser-
vice research firm to con-
duct a study designed to
estimate the volume of
beef and chicken sold in
the foodservice channel.
Findings of this research
will be used to measure
results of checkoff funded
odservice programs as
ell as obtain the most
accurate measures of beef
volume and expenditures
in the commercial and non-
commercial segments of
the foadservice channel.

Surveys were sent to 180
of the Top 200 restaurant
chain headquarters.  }
Executives in charge of
purchasing proteins for

these chains were targeted.

These respondents were
asked to provide annual
systemn-wide volume for
both beef and chicken.
In total, 63 of 180 (35
percent response rate)
surveys were completed
and returned. The data
from these 63 chains
accounts for more than 40
rcent of total Top 200
ain restaurant sales.

In addition, small chain
and independent operators

BEEF‘PRODUCRPE

,\“_ .

were recruited by tele-
phane to participate in the
survey, Operators were
encouraged to review their
actual invoices to obtain
typical monthly volumes of
beef and chicken. Findings
from this segment were
gathered either by a fol-
low-up telephone call or
via a proprietary Web site.
A total of 806 smal! chain
and independent operators
responded to the survey.

A build-up approach was
used to estimate market
size and share. Each oper-
ator interviewed provided
their average monthly vol-
ume of beef and chicken.
These operators also pro-
vided information relating
to total food and non-alco-
holic beverages on an annu-
al basis. From this informa-
tion, ratio analyses were
calculated to obtain market
size and share estimates.

Across all foodservice
segments, both beef and
chicken are used by
approximately 95 percent
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of operators (Figure 1).
On a volume basis, beef
outpaces chicken in food-
service by approximately
10 percent. However,
foodservice operators
spend nearly twice the
amount of money on beef
versus chicken on an
annual basis.

Beef volume is dominated
by ground beef, which
accounts for 63 percent of
all beef pounds purchased
in foodservice. High-end
steaks account for 13
percent of beef volume,
but represent the largest
share (37 percent) of beef
expenditures.

Ground beef accounts for
63 percent of all beef
pounds purchased in
toodservice. High-end
steaks represent the largest
share (37 percent) of beef
expenditures,

Limited service restaurants
{e.g. McDonalds, Wendy's,

- etc.) account for the largest

share of beef volume
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{44 percent of total) in
foodservice. The next
largest purchasers of beef
are full-service restaurants,
accounting for 24 percent
of total beef volume.

Most of the beef that is
purchased by foodservice
operators is in the form of
raw product, either fresh or
frozen. Only about 11 per-
cent of beef is purchased as
fully cocked product, while
chicken has almost twice
the amount of share in fully
cooked products.

ADVERTISING/BRAND
TRACKING

In fiscal years 2001 and
2002 a cross-functional
Strategy Working Group
was assigned the task of
reviewing all of the existing
checkoff funded and
secondary market/product
research in order to develop
recommendations for
target audience(s), product
positioning strategies and
program strategies and

(L r
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objectives. These
recommendations were
later reviewed and
acted upon by industry
volunteer leadership.

This Strategy Working
Croup is an outgrowth
of the promise made by
program staff in June
2001 to more closely
review the Wirthlin beef
consumer and category
architecture research
data in conjunction with
other research in order
to recommend future
target audience(s), beef
positioning and messages
for our advertising and
communications programs.

The previous advertising
target for the beef industry
was females, 25-54 years
old, with kids at home

and a convenience and/or
nutrition orientation.

This target had not been
evaluated in years, and
with that in mind the
strategy working group
began its mission to identify
consumer segments that
could be reached and that
were large enough to affect
beef demand.

From this process, a
consumer segmentation
model was developed that
identified various consumer
segments based on beef
consumption, attitudes

and behaviors.

Recommendations for a
new advertising target
were formulated from
this segmentation model,

[n fiscal year 2003, the
national advertising
campaign focused on
adults 25 to 54, with
higher than average
household incomes
($35,000+) and

slightly higher
education levels.

The ad campaign

was built on the plat-
form of “enjoyment”

ot "unparalleled pleasure”
This key theme emerged
from the findings of both

qualitative and quantitative

research.
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In April 2003, America’s
beef producers partnered
with the firm Hall &
Partners to conduct an
assessment of the National
advertising campaign. The
objectives of this research
were to measure advertising
recall and gather consumers’
attitudes and perceptions
of beef in order to ascertain
how consumer attitudes
differ among those who
were aware versus those
who were not aware of the
advertising.

A total of 750 consumer
surveys were conducted,
500 with respondents in
the "Growth” target
{consumers who have the
upside potential to consume
more or pay more for beef)
and 250 in the “Nutrition”
target (consumers who
might consume more beef
if barriers to consumption
were overcome). ([t
should be noted that the
“Nutrition” target is a sub-
set of the "Growth” target,
with consumers in this
segment being older and
having higher income and
education levels and nutri-
tion concerns.) This
research was conducted,
using an online research
methodology, June 4-10,
2003 soon after the last
wave of advertising.

P




Findings from this research
confirm that the national
advertising campaign has
high recognition among
the intended target and
that the advertising is rele-
vant, involving and succeeds
in reinforcing consumers'
passion for beef. Fighty
seven percent of respon-
dents have seen or heard
an advertisement for beef
compared to about 7 in

10 for pork or chicken (72
percent and 69 percent,
respectively) (Figure 2).

RETAIL FRESH MEAT
PURCHASE RESEARCH

The ACNielsen Homescan
Fresh Foods Consumer
Facts research consists of
20,000 households that
reportt their purchases of
random weight meat and
fish from all retail chan-
nels. The Beef Checkoff
Program purchased the
year-ending 1998 to 2002
data sets in order to track
and trend consumers’ pur-
chase habits and beefs
share of the retail meat

ong respondents who
a television ad, nearly
in 10 (86 percent) could

identify it as an ad for beef.
Among respondents who
recalled a print ad, approx-
imately the same percent-
age (87 percent) could
identify beef as the spon-
sor. Each of these figures
is much higher than the
average of ad tracking
results conducted by Hall

& Partners.
case versus competitive

proteins. This research
replaces the NCBA/NPD
Group's Retail Fresh Meat
Purchase Research at a sig-
nificant cost savings.

Year-ending 2002 data
shows that beef remains
number one in the retail
fresh meat case with 44
percent of all fresh meat
pounds purchased and gar-
nering 52 percent of con-
sumers spending in the
fresh meat case. Chicken

Overall, the findings of
this study suggest that the
advertising is being seen
and recalled. Respondents
who have seen the ads
have a much better percep-
tion of beef than those
who have not seen the ads.
Consumers find the ads to

enjoyable, invalving
d persuasive.
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rernains a distant second
with 28 percent of fresh
meat volume and 18 per-
cent of fresh meat dollars.
From 1998 to 2002, the
average retail price for beef
increased 18 percent while
retail prices for the other
competitive proteing
(chicken, pork, turkey and
seafood) increased only
slightly.

These data further show
that the percentage of beef
purchased on a deal or sale
reached a high of 37
percent in 2002, an eight
percentage point increase
from the low of 29 percent
in 1998. Chicken showed
a similar pattern, with

43 percent of chicken
purchased on a deal, a 12
percentage point increase
from a low of 31 percent
in 1998. All other proteins
followed a similar pattern
in consumer dealing, with
pork increasing from 28 to
38 percent, turkey increasing
from 38 to 45 percent
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and seafood increasing
from 26 to 36 percent dur-
ing the same time period.

The supermarket channel
has lost beef market share
of sales to warehouse clubs
and supercenters from
1998 to 2002. In 1998,
supermarkets sold 82
percent of all fresh beef
compared to nine percent
for warehouse clubs {7
percent) and supercenters
(2 percent). By 2002, 79
percent of fresh beef was
sold in supermarkets, a
decline of three percentage
points. Warehouse clubs
{9 percent) and super-
centers {5 percent) gained
five percentage points to
claim 14 percent of fresh
beef sales by the end of
20072 (Figure 3).




TOYMENT: Leverage
beef's enjoyment advantages
to differentiate beef from
other proteins.

STRATEGY OBJECTIVES:

The following measurements

were benchmarked in the

2003 Hall and Partners

advertising/brand tracking

research to be conducted

each year in June. Achieve

the fallowing in the 2005

tracking:

® 60% or more of con-
sumers that have seen the
advertising say “beef is
the best protein.”

¢ 60% or more of con-
sumners that have seen the
advertising agree with the
statement "beef is expen-
sive, but worth it".

® 73% or more of con-
sumers that have seen the
advertising agree with the
statement that “beef is a
food | would have a hard
time giving up.”

BEEF SAFETY
STRATEGY

BEEF SAFETY. Maintain
and increase consumer
confidence in beef safety,
STRATEGY OBJECTIVES:

» Through the end of 2005,
maintain the percentage
of consumers who are
confident (give a grade
of A or B) in the safety of
steaks and roasts at 75
percent. {Index formula

for objective: maintain
steak/roast confidence at
104% of the number of
consumers who are
confident in the safety of
ULS. food overall. FY2003
benchmark is 72% con-
surners confident in the
safety of U.S. food.

104% of 72% = 75%).

¢ By the end of 2005,
maintain the percentage
of consumers who are
confident (give a grade of
A or B) in the safety of
ground beef at 61 percent.
(Index formula for objective:
maintain ground beef
confidence at 85% of the
number of consumers
who are confident in the
safety of U.S. food overall.
FY2003 benchmark is
72% consumers confident
in the safety of L1.S. food.
85% of 72% = 61%,).

NUTRITION
STRATEGY
NUTRITION: Protect beef's
image as a healthful food
and increase consumer and
influencer understanding of
beef's role in a healthful diet.

STRATEGY OBJECTIVES:

¢ By January 2007, increase
by four percent over the
January 2005 new tracking
study, the number of girls
8-12 years old who say
beef is “very healthy" or
“pretty healthy." (2003
tracking: 80%; 2001
benchmark: 67%).
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» Through the end of 2004,
maintain the number of
adult consumers who say
beef is an important part
of a balanced diet and
healthy lifestyle at a
minimurn of 50%.

(2003 benchmark: 50%).

CONSUMER
FRIENDLY BEEF
STRATEGY

CONSUMER FRIENDLY
BEEF: Realign beef’s product
offerings to serve the chang-
ing relationship consumers

have with food.
.’RATEGY OBJECTIVES:

» Increase the number of
new beef praducts
faunched in the market
place by 600 in 2004
through 2006.
{Benchmark: 475 added in

2002; 515 added in 2003}

+ Increase the Boxed Beef
Cutout Value (Chuck,
Round) by 4% by 2006,
while increasing the Loin,
Trimmings, Rib by 3%
by 2006. (Benchmark = 3
year (2001 — 2003)
Wholesale Demand
Measure established by
Cattle-Fax).

» Redefine the Chuck and
Round subprimals in a
more favorable light.

* Develop and market

innovative new products
. and applications,
* Maximize beef demand

building opportunities in
Retail (including deli/
foodservice departments).

RETAIL STRATEGY
RETAIL STRATEGY:

Promote increased sales of
beef at retail and drive inno-
vation throughout retail out-
lets to increase beef's appeal
to consumers.

Strategy Objectives:

¢ Increase consurner
demand index at retail for
beef consistent with
objectives of the Long
Range Plan.

» Facilitate launch of New
Product Development
initiatives such as Beef
Value Cuts and Hot
Foods Deli with retailers
through manufacturers
and State Beef Council
partners. Make quarterly
new product presentations
in conjunction with New
Product Development,
State Beef Councils and
Manufacturers.

o Redefine the Chuck and
Round subprimals in a
more favorable light,

¢ Develop and market
innovative new products
and applications.

e Maximize beef demand
building opportunities in
Retail {including delifin-store
foodservice departments).

FOODSERVICE
STRATEGY

FOODSERVICE:

Protect the foodservice sales
base for beef and seize
opportunities for growth.
STRATEGY OBJECTIVES:

¢ Increase the percentage of
available beef supply sold
in the foodservice channel.

¢ Redefine the Chuck and
Round subprimals in a .
more favorable light.

¢ Develop and market
innovative new products
and applications.

e Maximize beef demand
building opportunities in
Retail (including deliffood-

service departments).

PRODUCTION/
PROCESSING
STRATEGY

PRODUCTION/
PROCESSING:

Enhance production/processing
systems to improve value at
the next point in the system.
STRATEGY OBJECTIVES:

¢ Increase the percentage of
carcasses sold into a value
added/LISDA certified
program from 14% to
20% by 2004.
{Benchmark: 2001 = 14%
of cattle harvested entered
LISDA certified programs)
(data provided by LISDA),

INDUSTRY
RESOURCE
STRATEGY

INDUSTRY RESOURCE.
Establish the checkoff and
NCBA as a resource for all
industry segments to cat-
alyze growth opportunities,
create positive change, and
protect the business climate

for beef.

PRODUCER
COMMUNICATIONS
STRATEGY
PRODUCER
COMMUNICATIONS:

Elevate the relevance of
checkoff efforts to the
bottom lines of producers.

STRATEGY OBJECTIVES:

» By the end of 2005,
increase from 47% to
51% the number of
producers who understand
the types of programs
conducted by the beef
checkoff; producers who
can, unaided, name at
least one checkoff program
activity. (July 2003
Benchmark: 47% recall of
a checkoff program.
Aspen Market Research).

o By the end of 2005,
"maintain or achieve at
least two-thirds of
producers who consider
themselves to be
somewhat or very well
informed about the
checkoff. {July 2003
Benchmark: 65%
informed. Aspen Market
Research).




PRODUCT TTECEOVOIOGY RESE.AIVCEYD
Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT

PROJECT RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS

BEEFF SAFFETY

A Proteomic Approach for Specific A K. Bhunia, Ph.D. 2002-2003 Completed $48,359

Detections of Listeria monocytogenes Purdue University

Analysis of Animal Washing Systems *22,23 J W, Savell, Ph.D., G.R. Acuff, Ph.D. 2001 Completed $78,550
. Texas Ag. Exp. Station

Analysis of Animal Washing Systems J.W. Savell, Ph.D., G.R. Acuff, Ph.D. 2001 Completed $28.420

Phase 11 *22,23 Texas Ag. Exp. Station

Can Prpcwd be Detected in E.S. Williams, Ph.D. 2002-2003 Completed $46,100

Muscle of Deer, Elk or Cattle? University of Wyoming

Characterization of E. coli Q157.H7 on G. Beltinger, M S. 2002 Completed $39,968

Subprimal Beef Cuts Prior to Mechanical Food Safety Net Services, Lid.

Tenderization *5,6,37,38,42

Chlorate Supplementation in Feed and (or) R. Anderson, Ph.D. 2000-2001 Completed $100,000

Water to Reduce Cut Concentrations of LISDA/ARS, SPA

Saimonetla and E. coli 015717 in Beef Cartle *1,2,10

Chronic Wasting Disease in White-Tailed Deer  WE. Cook, DVM 2002-2003 Completed $42,850

in Wyoming: Interaction with Livestock, Universicy of Wyoming

Movement Patterns and Evaluation of
Ante-Mortem Diagrostic Tests

Comparison of Analysis for E. coli O157.H7 M. Koohmaraie, Ph.D. 2002 Comgpleted $106,000
of Samples from Commercial Beef Processing USDA/ARS

. 2Nl
T.OGY RESE ARCEX

f Plants Conducted in Different Laboratories

r4

2 Competitive [nhibition of E. coli O157.H7 and M. Brashears, Ph.D. 2002 Completed $9,580 .

z Salmonella spp. In Ground Beef Products Texas Tech University

T *7.8,19,43 46,47 48

2

b Consumer Perceptions [rradiation Project J. Lundeen 2000-2001 Completed $242,000

Z. . Sterling-Rice Group

N Detection and Enumeration of E. coli O157:H7 W, Birbari, Ph.D. 200t Completed $22,200

d in a Competitive Microbial Environment ABC Corporation

é Determination of the Incidence of E. coli ©157.H7 M. Koohmarate, Ph.D. 2003-2004 Completed $190,000

E] and Salmonetla Contamination on Hides and LISDA/ARS

- Carcasses at Cow/Bull Packing Plants

i Development of a Diagnostic Assay R. Rubenstein, Ph.D. 2002-2003 Completed $122,147 !
e for Chronic Wasting Disease New York [nstitute for Basic Research ;
- Development of a Method for Shipping M. Koohmaraie, Ph.D. 2001-2002 Completed $49,500 E
2 Samples for E. coli O15:H7, Listeria monosytogenes ~ UISDA/ARS 4
¥ and Salmonella spp. Analysis ;
; Development of an Integrated HACCP Plan JL. Marsden, Ph.ID. 2001-2002 Completed $34,125

» and Microbiological Risk Assessment of Kansas State University

Beef Trim and Intervention Treatments for
Llse as Raw Material for Ground Beef

Development of Ultra-Sensitive Assays for 1.5, Krull, Ph. D. N. Chiu, Ph.D. 2002-2003 Completed $199,855
Prion Phenatypes in Biofluids and Tissues Northeastern University

*11,12,13,14,15,16,18,33,34,35,45

E. coli O157:H7 Survival and/or Potential J.A. Scanga, Ph.D. 2003-2004 Completed $148,300
Introduction on Beef Carcass Surfaces During Colorado State Universiry

Initial Chilling and Characterization of
Hotbox Best Practices

PrPRODUODCT "T"ECE

Effect of Cold Pasteurization on the Color D.D. Johnson, Ph.D. 2001 Completed $9,440

and Flavor of Frozen, Vacuum Packaged University of Florida

Cround Beef Patties

Effects of Tasco - 14 on Carcass Characteristics,  M.E Miller, Ph.D. 2001 Completed $22,890

Retail Display, Shelf-Life and Levels of Texas Tech University

Escherichia coli and Salmonella spp. In Feedlot Steers *3

Efficacy of De-hairing and Cetylpyridinium M. Koohmarate, Ph.D. 2002-2003 Completed $81,500

Chloride to Reduce E. coli O157:H7 in USDA/ARS

Commercial Beef Processing Plants

Efficacy of the Grovac System for R.K. Phebus, Ph.D. 2003-2004 Completed $47,916

Decontamination of Retail Beef Timmings: Kansas State University {Washington State

Process Validation against Pathogens Beef Commission)

and Commercial Shelf-Life Study

Escherichia coli O157:H7 and Salmonelia spp. J.L. Marsden, Ph.D. 2000-2001 Completed $31,080

and Listeria monocytogenes: Determination of Kansas State University

[ and Z- Values in Ground Beef

Escherichia coli O 157:H7 Indicator Organism M. Koohmaraie, Ph.D. 2002-2003 Completed $59,500
USDA/ARS
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Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT
PROJECT RESEARCHER/INSTITUTION DURATTION/STATUS COOPERATORS
EEEEF SAFETY
luation of Airborne Microbial Contaminants  G. Bellinger, M.5. 2002 Completed $39,400
d Indicator Organisms in Beef Processing Food Safety Net Services, Ltd.
acilities Llsing Commercially Available
Air Samplers
Evaluation of Cooking [nstructions and W. Warren, Ph.D. 2001-2002 Compieted $15,175
Methods for Uincooked Beef Products Food Safety Net Services, Lid.
Evaluation of Efficacy of Treatment of Catile G. Bellinger, M.S. 2003 Completed $46,390
Hides with 1% Cetylpyridinium Chloride Food Safety Net Services, Ltd.
(CPC) in Reducing E. coli O157:H7
[ncidence on Beef Carcasses
Evaluation of External Temperature W. Warren, PhD. 2002 Completed $5,360
Decay for Ready-to-Eat Beef Products Food Safety Net Services, Led.
Evaluation of Hyperspectral NIR Spectroscopy  S. Coleman, Ph.D. 2003.2004 Completed $28,770
and fmaging for Tendemess Determination in Cattle LISDA/ARS/SPA
Evaluation of Interventions to Reduce J.E. Kennedy, Ph.D." 2003 Completed $104,870
Microbial Contamination in the Manufacture ABC Research
of Blade Tenderized Beef
Evaluation of Peroxyacetic Acid (Inspexx 200) as  J.W. Savell, Ph.D. 2002-2003 Completed $72,700
a Potential Post-Chilling Treatment for Control of Texas Ag. Exp. Station
Escherichia coli O157:H7 and Satmenella typhimurium*9
Evaluation of Peroxyacetic Acid (Inspexx 200) JW. Savell, Ph.D. 2003-2004 Campleted $28,720
as a Potentiai Pre-Grinding Treatment for Texas Ag. Exp. Station
Control of Escherickia coli O157:H7
and Salmonella typhimurium on Beef Trimmings
Evaluation of Re-heating Recommendations W Warren, Ph.D. " 2001-2002 Completed $5,180
for Ready-to-Fat Beef Products Food Safety Net Services, Ltd.
Evaluation of the Effectiveness of Acidified J.L. Marsden, Ph.DD. 2003-2004 Completed $79, 700
Sadium Chlorite (Sanova®) for Decontaminating  Kansas State University (Kansas Beef
Commercial Beef Carcasses Post-Chili Council)
mination of the Seasonal Variation of TS. Edrington, Ph.D. 2003-2004 Completed $20,000
oli O157:H7 in Beef Cattle: Effect of Day LISDA/ARS/SPA
ength and Subsequent Changes in Hormone
Concentrations and Immune Function
Hide-on Decontamination System using J.L. Marsden, Ph.D. 2003-2004 Ongoing $44 800
Sandia National Laboratories DF-200 Foam Kansas State University
High Pressure/Temperature Inactivation R. Meyer, Ph.D. 2003 Completed $9,200
of TSE Infectivity Meyer and Associates
[mproving Sensitivity, Precision, and K.E. Belk, Ph.D. 2003 Completed $196,500
Repeatability of the CFAP-ELISA for Detecting  Colorado State University
CNS Contamination in AMR-Cenerated Tissues
Campared to the Immunohistochemical
Protacol used by USDA-FSIS
Incidence of LM in the Processing Environment  T.L. Frederick 2001 Completed $255,994
of Fully Cooked, RTE Beef Products Food Safety Net Services, Ltd.
Incidence of LM in the Processing Environment  T.L. Frederick 2002 Completed $247,574
of Fully Cooked, RTE Beef Products - Phase I Food Safety Net Services, Ltd.
Investigation of On-Farm Management Practices K.E. Belk, Ph.D. 2002-2003 Completed $80,285
as Pre-Harvest Beef Microbiological Interventions  Colerado State University
Listeria [solate Retention and Shipping C. Bellinger, M.S., Food Safety Net Services, Lid. 2002 Completed $30,565
J. Lucas, Silliker Laboratories of Texas, [nc.
Literature Review: Current Research Leaders, W. Warren, Ph.D. 2003 Completed $4,000
Findings, Priorities, and Testing Methods for Food Safety Net Services, Ltd.
Mycobacierium avium subspecies paratuberculosis
Microbial Sampling for Microbial Tracking Study M. Brashears, Ph.D., Texas Tech University 2002 Completed $39,400
D.R. Buege, Ph.D., University of Wisconsin
Microbial Validation Study G. Bellinger, M.S,, Food Safety Net Services, Ltd. 2002 Completed $365,520
1. Lucas, Silliker Laboratories of Texas, Inc.
icrobiological Safety of Needle-Tenderized J.B. Luchansky, Ph.D. 2003-2004 Completed $117,000
f Steaks, Cook and Uncooked, Surface LISDA/ARS NAA
culated with Escherichia coli O157:H7
Mability of Infectious Prion Proteins in Soil J.A. Pedersen, Ph.DD. 2003-2004 Ongoing $i18,603
University of Wisconsin
Molecutar Characterization of Escherichia coli J.L. Marsden, Ph.D. 2001-2002 Completed $48,750

157.H7 from Beef Animals, Environment
and Foodborme Disease Outbreaks

Kansas State University
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PRODUCT TECHNOILOGHY RESEARCEL

Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT

PROJECT RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS

BEEF SAFFETY

NAMP/KSLE Survey for Blade Tenderization Ann Rasor, Ph.D. 2003-2004 Completed $75,000
North American Meat Processors Association

NCBA Beef Patty lrradiation Panel *20,21,24 C.L. Lorenzen, Ph.D. 2001 Completed $20,757
University of Missouri - Columbia

Preharvest Pathogen Reduction Practices: J.A. Paterson 2003-2004 Completed $74,600

Reduction of Prevalence of E. coli O157:H7 in Montana State University

Feeder Cattle During the 45-day

Preconditioning Period

Presence of Central Nervous System (CNS) C.R. Schmidt, Ph.D. 2000-2001 Completed $123,950

Tissue in Advanced Meat Recovery Colorado State Universicy

{AMR) Products

PrP Cenetics and Expression in White-Tail Deer  J.M. Aiken, Ph.D. 2002-2003 Completed $74,87¢6
University of Wisconsin

Reduction of E. coli ©157:H7 in Beef Feedlot M. Brashears, Ph.D. 2003-2004 Completed $77,495

Cattle using Varying Doses of a Texas Tech University

Direct-Fed Microbial

Regionat Variation in the Incidence of M. Koohmaraie, Ph.D. 2003-2004 Completed $20,000

E. coli O157:H7 on Hides and Carcasses USDA/ARS

of Feedlot-Finished Cattle

Regulation of Shiga Toxin Production in J.T. LeJeune, Ph.D. 2002-2003 Completed $69.653

E. coli from Bovine and Human Sources *17 The Ohio State University Research Foundation '

Risk Assessment of Listeria monosytogenes and J.E. Kennedy, Ph.D. 2001 Completed $124,092

Salmonella in the Production and Cooking of ABC Research

Blade Tenderized Beef Steaks

Role of Curlt Fimbriae in Attachment of Shiga J. Chen, Ph.D>. 2002-2004 Completed $67,740

Toxin Producing and Enterohemorrhagic University of Georgia

Escherichia coli {STEC and EHEC) on Raw

and Ready-to-Ear Beef Products *4,25,26,27,28

Role of Deer Behavior in the Transmission of N.E. Matthews, Ph.[D. 2002-2003 Completed $83,088

Chronic Wasting Disease across a University of Wisconsin

South Central Wisconsin Landscape

Role of Recto-Anal Junction E. coli O157:H7 R.N. Cobbold, Ph.D. 2003-2003 Ongoing $149,909

Intestinal Colonization in Influencing Washington State University

Feedlot Cattle E. coli O 157:H7 Dynamics ) .

Samonella spp. and-Listeria monocytogenes Risk J.L. Marsden, Ph.D. 2000-2001 Completed $43,000

Assessment for Production and Cooking Kansas State University

of Blade Tenderized Beef Steaks

Sensory Testing of Beef Products after a Prion R. Meyer, Ph.D. 2003 Completed $18,700

(BSE ar Chronic Wasting Disease) Meyer and Associates

[nactivation, High Pressure Treatment

Sources and Extent of Microbial Contamination  J.E. Kennedy, Ph.D. 2002 Completed $138,960

in the Manufacture of Blade Tenderized Beef ABC Research

Susceptibility of £ coli O157:H7, Salmonella spp.,  G.C. Smith, Ph.D. 2002-2003 Completed $88,124

and Listeriz monocytogenese Inoculated onto Colorado State University

Beef Tissues, Steaks and TRE Products to

Activared Lactoferrin vs. Lactoferrin B

*30,32,36,40,44

Thermal [nactivation of Mycobacterium C. Bellinger, M.S. 2001-2002 Completed $32,450

paratuberculosis in Ground Beef Food Safety Net Services, Lid.

Treatment of Beef Hides with Cetylpyridinium K.E. Belk, Ph.D. 2002 Completed $68,620

Chtoride Solurion to Reduce Contamination Colorado State University :

before Slaughter of Beef Cattle *29,31,39,41

Update on the Scientific Literature Review on R. Weiss, Ph.D. 2003 Completed $2,000

Cause and Transmission of Transmission University of Wisconsin

Spongiform Encephalopathies, with Particular

Reference to Bovine Spongiform Encephalopathy

Validation of Antimicrobial Treatments to M. Brashears, Ph.D. 2002-2003 Completed $66,398

reduce E. coli and Salmonella spp. in Beef Trim Texas Tech University

and Ground Beef

Validation of the Use of Composite Sampling W. Lepper, M.S. 2002 Completed $168,547

for Listeria menocytogenes, E. coli O157:H7 Silliker Laboratories Group, Inc.

and Salmonella in Trims

Validation of the Use of Composite Sampling W Lepper, M.S. 2002 Completed $74,568

for Listeria monocytogenes in Ready-to-Eat
Meat Product Types

Silliker Laborateries Group, Inc.

31




PRODUCTE TECEIINCOI.OGHY RIESELA TROCELD
Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT
PROJECT RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS
ODITC'T ENELANCEIVIEINT
celerated Chilling lmproves Pump Retention M. Hunt, Ph.D. 2002-2003 Completed $85,800
nd Packaging in High Oxygen and Ultra-low . Kansas State University
Oxygen Atmosphere Improves Color, Oxidative
Stability, Microbiological Profites and Yield
of Beef Round Muscles .
AMP1: A Berter Candidate Gene for Marbling D. Adelson, Ph.D. C. Gill, Ph.D. 2002-2004 Ongoing $191,060 M
in the Vicinity of Somatostatin Texas Ag. Exp. Swation
An Economic Assessment of Value Added J.C. Brooks, Ph.D. 2001-2002 Completed $71,000 ’
Meat Products Utilizing Beef Chuck from Olklahoma State University
Various USDA Quality Grades o
An Investigation of Factors that Impact C. Faustman, Ph.D. 2002-2003 Completed $32,721
Premium Browning in Ground Beef University of Connecticut U
*37,88,89,95,96,97,98,99,100
Antioxidant-impregnated Packaging Films to P. Dawson, Ph.D. 2002-2003 Completed $16,120 d
Extend the Shelf-Life of Fresh Beef *59,60,79 Clemson University
Blade Tenderization and Vacuum-Tumbling to R. Miller, Ph.D. 2002-2003 Completed £32,430 n
|mprove the Visual and Palatability Characteristics Texas Ag. Exp. Station
of Enhanced Supraspinatus, Triceps brachii and
Biceps femorus Muscles
Bovine Myology Version Il - Phase 1 and Il S.J. Jones, Ph.D. 2002-2003 Completed $122,875 H
*50,67,68,90,101 University of Nebraska-Lincoln .
Carcass Merit Traits: Development of EPDs and M. Dikeman, Ph.D., Kansas State University 1998-2003 Completed $557,813 5 H
Genetic Marker Validation *61,62,63,78,84,85 C.A. Gill, Ph.D., Texas Ag. Exp. Station =
S.R. Koontz, Ph.D., Colorado State University A n
. Pollak, Ph.I>., Cornell University a
Caraloging Beef Muscles - Will they J.A. Scanga, Ph.D. 2002-2003 Completed $31,407 : n
Perform for Customers. A Comprehensive Colorado State University *
Review of Muscte Specific Research from both -
Fed and Non-Fed Cattle *64,65,66,93 z z
aracterization of Denuded: Beef Muscles C.R. Calkins, Ph.D, 2002 Completed $23,729 z
d for Value-Added Products *50 University of Nebraska-Lincoln z °
haracterization of Intramuscutar Adipogenesis  J.B. Margan, Ph.D. 2000-2005 Ongoing $195,597 é
in Cattle *58,94 Oklahoma State University {Oklahoma Beef Council) s r
Color Characteristics of Bovine Muscles in JW. Savell, Ph.D. 2002-2003 Completed $59,147 7 °
Oxygen Permeable and Modified Texas Ag. Exp. Station >
Armaosphere Packages *76,77 3
Consumer Preference and Acceptarice of C.L. Lorenzen, Ph.D. 2001 Completed $45,377 = a
Steaks that have been Classified using University of Missouri-Columbia ' z
Instrument Tenderness Classification Systems z n
Cookery Methods for Optimizing C.L. Lorenzen, Ph.D. 2002 Completed $37,095 s
Muscles from the Chuck *49,74,75 University of Missouri-Columbia ’
Cow Muscle Profiling - Phase A *51,52,54,70 C.R Calkins, Ph.D. 2001 Completed $126,208
Lniversity of Nebraska-Lincoln . H
Cow Muscle Profiling - Phase A D.D. Johnson, Ph.D. 2001 Completed $63,365
University of Florida m
Cow Muscle Prafiling - Phase B *70,51,52 C R Calkins, Ph.D. 2001-2002 Completed $26,300
University of Nebraska-Lincoln H
Cow Muscle Profiling - Phase B D.D. johnson, Ph.D. 2001-2002 Completed $19,950
University of Florida b
Development of a Beef Muscle "Aging Index” K.E. Belk, Ph.D. 2003-2004 Completed $60,800
for Purposes of Managing Beef Palatability Colorado State University ’
at the Consumption Level
Development of a Beef Muscle "Aging [ndex” K.E. Belk, Ph.D. 2003-2004 Completed $82,570 n
for Purposes of Managing Beef Palatability Colorade State University
at the Consumprion Level - Short-Term Muscles u
Determination of Factors that Cause Livery M. Dikeman, Ph.D. 2001-2002 Completed $138,343
Flavor Development in Various Beef Muscles Kansas State University
from the Chuck and Loin
velopment of Proprietary Marker for C. Gill, Ph.D. D 1. Adelson, Ph.D. 2002-2004 Ongoing $191,005
mer-Bratzler Shear Force Tenderness Texas AsM University
ffect of Aging on Warner-Bratzler Shear D.D. johnson, Ph.D. 2002 Completed $21,924
Values of Selected Muscles from the University of Florida
Chuck and the Round
Effect of Fresh and Frozen Storage on 1 B. Morgan, Ph.D. 2003-2004 Completed $31,800
Palatability, Oxidative Rancidity and Color Oklahoma State University
of Packaged Beef Steaks
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TOTAL GRANT
PROJECT RESEARCHER/INSTITUTION DURATTON/STATUS COOPERATORS
PRODUCT ENEA N CENIEINT
Effects of the Meat Binding Agent, Activa RM,  J.W. Savell, Ph.D. 2000-2001 Completed $20,162
on Fresh Meats at the Retail Level (The) *72,73,74 Texas Ag. Exp. Station
Enhancement of Beef Subprimals prior J.B. Morgan, Ph.D. 2002-2003 Completed $33,750
to Aging and Retail Display *81 Oklahoma State University
Evaluation of Factors Causing the ‘Black Bone' M.E. Dikeman, Ph.D. 2003.2004 Completed $47,430
Condition in Packaged Beef Retail Cuts and Kansas State University .
Ways to Decrease the [ncidence
Flavor Profile and Volatiles, Color and S. Brewer, Ph.D. 2003-2004 Completed $98,000
Warner-Bratzler Shear Changes of Five Beef University of lllinois
Muscles Enhanced Prior to Aging - Long-Term Muscles
Flavor Profile and Volatiles, Color and S. Brewer, PhD. 2003-2004 Completed $98,000
Warner-Bratzler Shear Changes of Five Beef University of lllinais
Muscles Enhanced Prior 1o Aging -
Short-Term Muscles
[dentification of Cattle Production/Management  ].ID. Tan:m, Ph.D. 2003-2004 Completed $16.410
Practices to Minimize Variation in Colorado State University
Beef Tenderness
[mpact of Feeding 2,500, 50,000, or 100,000 J.B. Morgan, Ph.D. 2003-2004 Completed $63,307
U of Vitamin D3 Daily on Becf Tenderness Oklahoma State University {Oklahoma Beef
and en Performance of Feedlot Cattle Council}
Mapping the Muscle Fiber Orientation and M. Koohmaraie, Ph.D. 2003-2004 Completed $80,300
Adapting Slice Shear Force for LISDA/ARS
Major Beef Muscles
Novel Fabrication Methods of the Sirloin J.C. Brooks, Ph.DD. 2002 Completed $64,000
Oklahoma State University
Objective Measurements for Tenderness K.E. Belk, Ph.D. 1999-2001 Completed $88,650
*31,92,102 Colorado State University
Objective Measurements for Tenderness M. Kochmaraie, Ph.DD. 1999-2001 Completed $49,500
USDA/ARS
Objective Measurements for Tenderness D. Wulf, Ph.D. 1999-2001 Completed $25,000
South Dakota State University
Optimize the Quality, Consistency and J. Marsden, Ph.D. 2002-2003 Completed £108,500
Shelf-Life of Marinated Fresh Beef Products Kansas State University {Kansas Beef
Council)
Packaging and Product Effects on Sensory, C.R. Calkins, Ph.D. 2002-2003 Completed $34,090
Shelf-Life and Color of Beef *55,56,57 University of Nebraska-Lincoln
Prediction of Beef Carcass Cut-out Yields using M. Koohmaraie, Ph.D. 2003-2004 Completed $172,792
the MARC Beef Image Analysis System LISDA/ARS
Prediction of Beef Tenderness from J.B. Morgan, Ph.D. 2002-2003 Completed $79,500
Spectral Reflectance *80,82,86 Oklahoma State University
Process Upgrades for Beef Chuck Muscles D.D. Johnson, Ph.D. 2001 Completed $29,800
Borderline in Palatability: Phase Il - Supplement  University of Florida
Praperties of Cow and Beef Muscles - C.R. Calkins, Ph.D. 2003-2004 Completed $66,510
Benchmarking the Differences and University of Nebraska-Lincoln
Documenting the Similarities
Properties of Cow and Beef Muscles - 3., Johnson, Ph.D. 2003-2004 Completed $52,695
Benchmarking the Differences and University of Florida
Documenting the Similarities
Standardization of Slice Shear Force M. Koohmaraie, Ph.D. 2003-2004 Completed $9,200
Measurements Across Research Institutions LSDA/ARS
and Evaluation of Repeatability of Slice Shear
Force Measurement at Multiple Institutions
Translation of Bovine Myology; S.J. Jones, Ph.D. 2002-2003 Completed $34,200
Muscle Profiling CD *50,67,68,90,101 University of Nebraska-Lincoln
Use of a Carbon Monoxide Packaging System 1 B. Morgan, Ph.D. 2002-2003 Completed $35,750
in Improving Retail Characteristics of QOklahoma State University
“Compromised” Beef Cuts *69,83
Lsing a Combination of 25-hydroxyvitamin D3 D.C. Beitz, Ph.D. 2003.2004 Completed $10,000
and Vitamin E to Improve Beef Tendemess - [owa State University
Phase |
Using a Combination of 25-hydroxyvitamin Dy D.C. Beitz, Ph.D. 2003-2004 Ongoing $12,863
and Vitamin E to Improve Beef Tenderness - [owa State University (lowa Beef

Phase []

Industry Council)
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Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT
PROJECT RESEARCHER/INSTITUTION DURATION/STATLIS COOPERATORS
tioxidant Potential of Carnosine, E.A. Decker, Ph.D>. 1999-200t Completed $46,272
ef Dipeptide University of Massachusetts
ef as a Source of Vitamin B-12, Iron and Zinc ~ L.H. Allen, Ph.D. 2002-2004 Ongoing $450,000

to Improve Development of Infants Fed
Low Amounts of Animal Products

Beef in a Balanced Diet and Cancer Inhibition

Changing the Nutritional Compaosition of Beef:
Can we Mitigate the Risk of Colon Cancer?

Chemoprevention of PhIP-induced Colon- and
Prostate Carcinoma in Male F344
Rats by Dietary CLA

Determination of the Independent Effects of
Zinc Intake and Zinc Status on Zinc Absorption
from Beef-containing and Beef-free Mixed diets

Determination of the Nutrient Content
of Beef Value Curs

Developing Data for Comments
on the Food Guide Pyramid

Diet Quality and Improvement in
Child Health and Survival

Effect of Beef and Heme Iron on Zinc
Absorption in Children {The) *105,106"

Effect of Purified €9, t11 and ct0, c12
Conjugated Linoleic Acid and Linoleic Acid
on the Progression of the Early Atherosclerotic
Lesion in the Hamsters Model

Effect of Dietary Beef on Weight-loss Induced
Changes in Immune Function, Indicators of
inc and [ron Status, and Body Composition,
Ider Women *1 10,112,115

cts of Increasing Protein Intake on Protein
tilization in Endurance Athletes
*103,104,109,113

Increasing Rumenic Acid Content in Beef by
Enhancing Endogenous Formation or
Supplying Exogenous Source of CLA dusing
the Period of Heightened Marbling Deposition
107,108,114

Influence of Major CLA lsomers on Atherogenesis
and Plaque Regression in Rabbits *111

In Vivo Enrichment of Beef with ['*C] Vitamin
B-12 for Bioavailability Studies in Humans

[ncreasing Dietary Protein Improves Long-term
Weight Management

Meat Protein and Calcium: Do they Interact
Synergistically or Antagonistically?

Modulation of Colon Carcinogenesis

by Conjugated Linoleic Acid

Protein Against Atherosclerosis by Dietary Zinc

Reduced Conjugated Linoleic Acid Requirement
for Altered Mammary Tumorigenesis by
Fatry Acids Found in Beef

Relationship of Zn Intake and Zn Status to
[nsulin Levels in Severely Obese Adolescents
Enrolled in a Weight Loss Intervention Trial

Repeat Ground Beef Study-Analysis for
Moisture, Fat, Fatty Acid Profile

e of Beef in Improving Growth, Cognitive
elopment and Health in Children
le of Conjugated Linoleate Metabolites
in Lipid Metabolism

Suppressive Effect of Conjugated Linoleic Acid
on Mammary Cland Preneoplastic Lesions

Updated Anabysis of CSFIl Data for NCBA

< o -

University of California-Davis

M. Lipkin, M.D.

Strang Cancer Prevention Center

1.W. Finley, Ph.ID.
USDA/ARS

H.AJ. Schut, Ph.D.
Medical College of Ohio

K.H. Brown, M.D.
University of California/Davis

W.C. Ellefsen Covance Laboratories, Inc.
D.R. Buege, Ph.D. University of Wisconsin

V. Fulgoni, [1l, Ph.D.

Nutrition Impact, LLC

C.G. Neumann, M.D., MPH
University of California-Los Angeles

. Griffin, M.D.
Baylor College of Medicine

TA. Wilson, PhD., M.PH.

2002-2004 Ongoing
2002-2004 Ongoing

1999-2002 Complered

2003-2005 Ongoing

2003 Complete
2003-2004 Completed
2002-2003 Completed
2002-2004 Ongoing

2000-2001 Completed

University of Massachusetts-Lowell Research Foundation

W Campbell, Ph.D.
University of Arkansas

N.R. Rodriguez, Ph.D., RD.
University of Cannecticut

S.K. Duckett, Ph.D.
University of Georgia Research Foundation

[, Kritchevsky, Ph.D.
The Wistar [nstitution

J.W. Miller, Ph.D.
Regents of the University of California/Davis

K. Layman, Ph.D.
University of [llinois
Z K. Roughead, Ph.D,
USDA/ARS

J.P. Vanden Heuvel, Ph.D.
Pennsylvania State Uriversity

B. Hennig, Ph.D.
University of Kentucky

K.L. Erickson, Ph.D.
University of California/Davis

N.E Krebs, M.D., M.S.
University of Colorado School of Medicine

W.C. Ellefson
Covance Laboratories, Inc.

M. Sigman, Ph.D. C. Neumann, M.D.
University of California-Los Angeles

M.A. Belury, Ph.D. -
Molecular Medicine Northwest Hospital

C.lp, PhD.
Roswell Park Cancer [nstitute

Q.. Bermudez, Ph.D.

Bermudez Consultenos [nternational

2001-2003 Completed

1999-2001 Completed

2000-2002 Completed

200¢-2002 Completed
2003-2004 Ongoing
2003-2004 Ongoing
2003-2005 Ongoing
2000-2002 Completed
2003-2005 Ongoing

2003-2005 Ongoing

2002-2004 Ongoing

2002 Completed

1999-2001 Compieted
2000-2002 Completed
2001-2003 Completed

2002 Completed

{South Dakota
Beef Council}
$150,727
$102,490

$140,405

$195,144

$67,158
$25,280
$35941
$33,160

$75,390

$190,000

$144,537

$82,760

$70,295
$26,333
$588,663
$153,228
$104,513
$38,948

$121,318

$98,561

$15,420
$210,000
$144,838
$144,838

$5,000
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Completed and Ongoing Projects 2001, 2002, 2003

TOTAL GRANT
PROJECT RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS
Advertising/Brand Tracking Hall & Partners 2003 Completed $49,000
Advertising Tracking/Evaluation Research The Gallup Organization 2001 Completed $105,000
Beef Category Architecture Study Wirthlin Worldwide 200t Completed $283,000
Beef Demand and lts Response Ronald W. Ward, Ph.D. 2003 Completed $62,500
to the Beef Checkoff University of Florida
CREST Away from Home Eating Trends NPD Foodworld 2001 Completed $42,500
CREST Away from Home Eating Trends NPD Foodworld 2003 Completed t91,267
Foodservice Beef Volumetric Study Technomic, Inc. 2003 Completed $89,000
Foodservice Brand Measure Study NPD FoodWorld 2001 Completed $60,000
Foodservice/Consumer Artitudes on BéE/FMD NEXT Research 2001 Completed $9,500
Foodservice/Retail Attitudes on BSEFMD NEXT Research 2001 Completed $21,000
Foodservice Trade Advertising Shugoll Research 2001 Completed $27,800
Creative Evaluation
Foodservice Trade Advertising Shugoll Research 2002Completed $26,900
Creative Evaluation
Heat and Serve Product Focus Group Study Shugoll Research 2001 Completed $27,600
tunch Daypart Study Shugoll Research 2002 Completed $64,000
NET In Home Eating Trends The NPD Group 2001 Completed $36,400
NET In Home Eating Trends The NPD Group 2002 Completed $52,500
NET [n Home Eating Trends The NPD Group 2003 Completed $58,500
Nutrition Labeling Focus Group Shugoll Research 200t Completed $60,000
and Quantitative Research
Retail Meat Purchase Dairy The NPD Croup 2001 Completed $311,000
Retail Meat Purchase Research AC Nielsen, Inc. 2003 Completed $57,300
Understanding the Obesity [ssue and Technomic, Inc. 2003 Completed $18,500
lts [mpact on Foodservice )
Understanding the Supermarket Turover Straus Group/Doyle Research 2001 Completed $40,000

Meal Solutions Consumer




STATE: FUNDED RESEARCH PROJECTS

in Porcine Vascular Endothelial
Cells and Zinc Madulates PPAR
Signalling and Activation of Porcine
Endothelial Cells

TOTAL GRANT
PROJECT RESEARCH ARFA RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS
ARKANSAS
-harvest [ntervention to Beef Safety Jason Apple, Ph.D. Ongoing $106,180
uce Escherichia coli O157:H7 University of Arkansas
Fat Cattle Destined for Harvest
Influence of Poultry Fat Addition  Product Enhancement  Jason Apple, Ph.D. Completed $47.612
to Finishing Rations on Carcass University of Arkansas
Characteristics, Retail Beef Shelf-
Life and Cooked Beef Palatability
Value Enhancement of Product Enhancement  Fred W. Pohlman, Ph.D. Ongoing $174,800
Lower-Value Beef Cuts University of Arkansas
The Effects of Antimicrobial use  Beef Safery Stacey Gunter, Ph.D. Completed $50,062
on the Development of Anti- University of Arkansas
Microbial-Resistant Bacteria in Cartle
FLORIDA
Determining Factors that Cause  Product Enhancement  Alex Stelzleni, M.S,, Ongoing $5,000
Variation of Beef Flavor: Phase | Dwain Johnson, Ph.D.
University of Florida
Feeding and Aging Effects Product Enhancement  Dwain Johnsen, Ph.D. Ongoing $39,750
on Cow Beef Alex Stelzleni, M.S.
University of Florida
IDAHO
Impact of Dietary Conjugated Nutrition Mark McGuire, Ph.D. Completed $27,886
Linoleic Acid (CLA) on Neonatal University of [daho
Period of Mammary Development
with [mpact of Future
Mammary Cancer
Metabolism of Vaccenic Acid Nutrition Mark McGuire, Ph.D. Ongoing $35,663
in Women: Impact on Facty Acids University of Idaho
in Circulation
IOWA
ing a Combination of 25- Product Enhancement  Don Beltz, Ph.D. Ongoing $12,683
droxyvitamin D3 and Vitamin lowa State University
o [mprove Beef Tenderness
KANSAS
Hide-on Decontamination Beef Safety J.L. Marsden, Ph.D. Ongoing $45,000
Systern using Sandia National R K. Phebus, Ph.D.
Laboratories DF-2000 Foam C.L. Kastner, Ph.D.
J.L. Drouiltard, Ph.D.
Kansas State University
Evaluation of the Effectiveness of  Beef Safety I.L. Marsden, Ph.D>. Ongoing $36,000
Acidified Sodium Chlorite {Sanova) Kansas State University
far Decontaminating Commercial
Beef Carcasses Post-Chill
Decontamination of Escherichia Beef Safety J.L. Marsden, Ph.D. Ongoing $100,000
coli Q157:H7 and Salmonellz <pp. H. Thipparedd:, Ph.D.
on Beef Carcasses, Subprimals R.K. Phebus, Ph.D.
and Trimmings using Ozone C L. Kastner, Ph.D.
Kansas State University
Evaluation of Chemical Beef Safety J.L. Marsden, Ph.D. Completed $60,000
Antimicrobials for Control H. Thippareddi, Ph.D.
of Clostridium Perfringens R.K. Phebus, Ph.D.
in Roast Beef CL. Kastner, Ph.D.
Kansas State University
QOptimize the Quality, Beef Safety J.1.. Marsden, Ph.D. Completed $48,900
Consistency and Shelf Life of M. Drikeman, Ph.D. .
Marinated Fresh Beef Products D. Kropf, Ph.D.
C.L. Kastner, Ph.D.
1. Unruh, Ph.D.
M. Hunt, Ph.D.
Kansas State University
ENTUCKY
roxisome Proliferator Activated Nutrition Bernhard Hennig, Ph.D. Ongoing $40,000
eceptors and Required Zinc for University of Kentucky
their Anti-inflammatory Properties
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*SuE FAGES 39-41 FOR PUBLISHED RESEARCH FINDINGS.

STATE: EUNDED RESEARCE PROJECTS

TOTAL GRANT
PROJECT RESEARCH AREA RESEARCHER/ANSTITUTION DURATION/STATUS COOPERATORS
MINNESOTA
Evaluation Strategies to Remove  Beef Safety Deberah Roeber, Ph.D. Ongoing $24,250
Specific Risk Materials (SRMs) Wil Hueston, Ph.D.
from Dorsal Root Ganglia to Shaun Kennedy, Ph.D.
[mprove Salvage Value of Market University of Minnesota
Cow & Bull Muscle Cuts
Effect of a Starch-Limited Diet Nutrition Mary Cannon, Ph.D. Ongoing $15,000
on Biood Glucose in Frank Nuttal, Ph.D.
Type 2 Diabetes VA Medical Center and
University of Minnesota
The Role of Dietary Beef Tallow  Nutrition A. Saari Csallany, Ph.D. Ongoing
in Protection Against Low-Density University of Minnesota
Lipoprotein (Idl} Oxidation,
a Risk Factor for Heart Disease
A Reduction in Atheroscleroses  Nutrition D. Gallaher, Ph.D. Ongoing $15,000
by Using Beef Tallow: A. Saari Csallany, Ph.D.
The Next Step in Examining the B University of Minnesota
Hypocholesterolemic Effects of
Beef Tallow-Expanding the Study
MISSISSIPPI
Utilization of Strategies to Product Enhancement  R.W. Rogers, Ph.D. Ongoing $20,000
Enhance Growth Efficiency and Mississippi State University
Muscle Deposition while
[mproving Tendemness and Processing
Characteristics of Beef Product
Enhancement
Further Development of Value- Product Enhancement  J.M. Martin, Ph.D. Ongoing $5,000
Added Beef Products from R.W. Rogers, Ph.D.
Forage-Fed Caitle Mississippi State University
MISSOURI
Rapid Quantitation of E. Coli Beef Safety Azlin Mustapha, Ph.D. Ongoing $29.814
(O157.H7, Salmonella and Shigella University of Missouri
in Raw and ready-to-eat Beef
Products using Real-time PCR
Calibrating the Dual Binding Product Enhancement  Carol Lorenzen, Ph.D. Ongoing $19,850
Calpastatin Biosensor for University of Missouri
Detection of Meat Tenderness
Association of Protein Profiles Product Enhancement  Jeremy Taylor, Ph.D. Ongoing $22,500
with Beef Tenderness University of Missouri
The use of Microencapsulated Beef Safety Azlin Mustapha, Ph.D. Ongoing $7.500
Probiotics to Competitively University of Missourt
Exclude E coli O157:H7 from Caitle
NEBRASKA
Phase |l E. coli Vaccination Beef Safety Terry Klopfenstein, Ph.D. Ongoing $50,000
tntervention University of Nebraska - Lincoln
Flavor & Beef Vatue Curs Product Enhancement  Chris Calkins, Ph.D. Ongoing $33,569
University of Nebraska - Lincoln
Two Stage Strategy Product Enhancement  Chris Calkins, Ph.D. Completed $32,486
for Tendermess University of Nebraska - Lincoln
NORTH DAKOTA
Effects of Protein on Calcium Nutrition Z K. Roughead, Ph.D. Completed $20,000
Retention and Bone Metabolism USDA-ARS Humae Nutrition
in Postmenapausal Women Research Center
Meat Protein and Calcium: Do Nutrition Z K. Roughead, Ph.D. Ongoing $20,000
they Interact Synergistically USDA-ARS Human Nutrition
or Antagonistically? Research Center
Effects of High Weight Nutrition Z K. Roughead, Ph.D. Ongoing $25,000
Loss Diets on Bone Health USDA-ARS Human Nutrition
Research Center
SOUTH DAKOTA
Associations of Candidate Gene  Product Enhancement  Don Marshall, Ph.D. Completed $20,000
Markers with Meat Traits in Cattle South Dakota State LUniversity
Cenetic Factors in Postmortem Product Enhancement  D.M. Wulf, Ph.D. Completed $66,950
Muscle Metabolism that Influence South Diakota State University
Beef Tenderness .
Influence of CA Metabolism Product Enhancement  R.H. Pritchard, Ph.D. Ongoing $32,250

on Beef Tenderness

D.M. Wult, Ph.D.
K. Bruns, Ph.D.
South Dakota State University

="




smmmmm

TOTAL GRANT

PROJECT RESEARCH AREA RESEARCHER/INSTITUTION DURATION/STATUS COOPERATORS
SOUTH DAKOTA
Development of Consumer Product Enhancement  D.M. Wulf, Ph.D. Completed $36,018
Friendly Grilling [nstructions for RJ. Maddock, Ph.D.
Classic and Innovative Beef Steaks South Dakota State University
Influence of Feeding Various Levels Product Enhancement K. Tjardes, Ph.D. Completed $20,000
of Wet and Dry Distillers Crains South Dakota State University
on Feedlot Performance and
Carcass Quality, Composition and
Fatty Acid Profile of Growing and
Finishing Steers
Impact of Castration Time and Product Enhancement K. Bruns, Ph.D. Compieted ~ $21,500
Method on Carcass and R H. Pritchard, Ph.D.
Palatability Traits in Steers D.M. Wulf, Ph.D.

D. Boggs, Ph.D.

South Dakota State University
Determining Optimum Rib Eye  Product Enhancement  D.M. Wult, Ph.D. Completed $24,300
Size for Beef Retail Customers South Dakota State University
Evaluating Consumer Product Enhancement  R.J. Maddock, Ph.D. Completed $31,800
Acceptance of the Various South Dakota State University
Muscles from the Chuck, Part 2
Tenderness Evaluation of Product Enhancement  C. Wright, Ph.D. Completed $4,500
Calf Value Discovery Carcasses South Dakota State University
Human Body Composition and  Nutrition K. Wosje, Ph.D. Completed $16,820
Dietary Protein Source B. Specker, Ph.D.

South Dakota State University
New Value Added Beef Product Enhancement  Joel Dykstra Ongoing $50,000
Product for South Dakota South Dakota State University
TEXAS
Blade Tenderization and Vacutm- Product Enhancement  RK. Miller, Ph.D. Completed $32,430
Tumbling to Improve the Visual Texas A&M University
and Palatability Characteristics of
Enhanced Supraspinatus, Triceps
Brachii and Biceps femeris Muscles
Evaluation of Peroxyacetic Acid  Beef Safety 1\ Savell, Ph.D. Completed $28,720
{Inspexx 200) as a Potential Pre- Texas A&M University
Grinding Treatment for Consrol
of Escherichia coli ©157:H7 and
Saimonella typhimurium on
Beef Trimmings
In-Home Consumer Evaluations  Product Enhancement  ].W. Savell, Ph.D. Ongoing $21,235
of Individual Muscles from Beef Texas AsM University
Rounds Subjected to
Tenderization Treatments
Conjugated Linoleic Acid Reduces Product Enhancement S.B. Smith, Ph.D. Completed $27,150
Fatty Acid Peroxidation in Texas Asd University
Irradiated Ground Beef Patties
Validation of Sampling Metheds  Beef Safety C. Loneragan, Ph.D. Ongaing $19,375
to Determine the Prevalence of West Texas AaM University
E coli O157:H7 in Beef
Feedlot Cattle
VIRGINIA
Improving Carcass Quality Product Enhancement  WE. Beal, Ph.D. Ongoing $2.,000
Using Ultrasound Technology S.P Creiner, PhD.

Virginia Tech
Improving the Quality and Shelf  Beef Safety S. O'Keefe, Ph.D. Ongoing $9,900
Life of Beef Products using Low Virginia Tech
Cost Natural Antioxidants
WISCONSIN
Tenderization af Beef with a Product Enhancement ] E. Claus, Ph.D. Completed £5.650
Capacitor Discharge University of Wisconsin-Madison
Hydrodynamic Shockwave
System (CDS)
Beef and Capacitor Discharge Product Enhancement  J.E. Claus, Ph.D. Ongoing $8,000

Systems Processor Factors
Affecting Tenderization Efficacy

University of Wisconsin-Madison
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Anderson, RC., M.A. Carr, RX. Miller, D.A. King, G.E. Carstens,
KJ. Genovese, R.O. Elder, TR. Callaway, T.S. Edrington, Y.S. Jung,
1.L. McReynolds, M E. Hume, R.C. Beier, D.J. Nisbet, 2003.
Experimental Chlorate Preparations as Feed and Water Suppiements:
I. Effects on E. coli Contamination of Beef Cattle. p. 13-17. Beef
Cattle Research in Texas. Department of Animal Science, College
Station, TX.

Anderson, R.C., M.A. Carr, RX. Miller, D.A. King, G.E. Carstens,
K.J. Cenovese, TR. Callaway, TS. Edrington, Y.5. Jung, J.L.
McReynolds, M.E. Hume, R.C. Beier, R.O. Elder, D J. Nisbet.
Effects of Experimental Chlorate Preparations as Feed and Water
Supplements an Escherichia coli Colonization and Contamination of
Beet Cattle and Carcasses. Food Microbiol. (Accepted September
8, 2004).

Braden, KW, J.R. Blanton, Jr, V.G. Allen, K.R. Pond, and M.E
Miller, 2004. J. Food Protection {accepted for publication).

Chen, J., D.M. Pawar, and R.L. Rossman. Phenotypic and
Cenotypic Characterization of Curli-Expressing Enterohemorrahagic
Escherichia coli. Intl. J. Food Microbiol. (Submitted).

Cross, HR., K.E. Belk, C.C. Smith, G. Bellinger and 5. Wood, 2003.
The Rele of Microbiological Testing in Beef Safety Systems, pp.1-8.
DuPont Food Industry Solutions, Colorade State University and
Food Safety Net Services, Ltd., San Antonio, TX.

Cross, R., K. Belk, G. Smith, G. Bellinger, and S. Wood, 2003.
Micro-testing and Beef Safety. Meat & Poultry (August lssue)
pp. 69-75.

Echeverry, A., G.H. Loneragan, M M. Brashears, B.YW. Wagner.
Non-Uniform Distribution of E. coli 0157:H7 in Feces and
Underestimation of Carriage by Feedlot Cattle. 91st Annual
Meeting of the International Association for Food Protection, August

8-11, Phoenix, AZ.

Harris, K., M.E Miller, and M.M. Brashears, 2004. Validation of
Multiple Antimicrobial Treatment to Reduce Escherickia coli O157.H7
and Salmonella spp. in Beef Trim and Ground Beef. 91st Annual
Meeting of the [nternational Association for Food Protection, August
8-11, Phoenix, AZ.

King, DA, LM. Lucia, A. Castillo, G.R. Acuff, K.B. Harris, . W
Savell. Evaluation of Peroxyacetic Acid as a Post-Chilling
Intervention for Control of Escherichia coli 0157:H7 and Salmonella
typbimurium on Beef Carcass Surfaces. Meat Sci. (in press).

King, DA, R.C. Anderson, R K. Miller, M. A. Carr, G.E. Carstens,
Y.S. Jung, TR. Callaway, T.S. Edrington, K.J. Genovese, R.O. Elder,
and D.J. Nisbet, 2003. Experimental Chlorate Preparations Feed and
Water Supplementation: I, Effect on Carcass Quality, Display Life
and Tenderness. p. 89-92. Beef Cattle Research in Texas.
Department of Animal Science, College Station, TX.

Krufl, 1.S. Approaches for Improved Assays for Prion Proteins in
Simple Biofluids. Presented to the Central New England
Chromatography Council Meeting, Burlington, MA, November (1,
2003.

Krull, [.S. Approaches for Improved Assays for Prion Proteins in
Simple Biofluids. Presented to the Department of Biclogy and
Biochemistry, Northeastern University, Boston, MA, September 15,
2003.

Krull, LS. Newer Assays for PrPres in Simple Biofluids, Antemortem.
Presented to [dexx Laboratories, Westborough, ME, April 5, 2004.

Kruli, 1.5, Newer Assays for PrPres in Simple Biofluids, Antemortem.
Presented to McGilt University, Department of Chemistry, Montreal,
Quebec, Canada, March 26, 2004.

Krull, [5., and B. Nunnaily, Editors, Prions and Mad Cow Disease,
Marcel Dekker, New York, 2003.

Krull, 1.5, N.H.L. Chiu, N. Jordan, A. El-Shafey, Y. Wang, S.
Schiavo, C. Crazine, X. Zhou, and G. Li. Krull. Approaches for
[mproved Assays for Prion Proteins in Simple Biofluids, Presented at
1/2 day Symposium on Analytical Chemistry of Prion Proteins at the
American Chemical Society National Meeting, NYC, September 7-
11, 2003.

Lejeune, J. T, S.T. Abedon, K. Takemura, ™N.P Christie, §. Sreevatsan.
Human Escherichia coli O157:1H7 Cenetic Marker in Isolates of Bovine
Origin. Emerg. Infect. Dis.(serial on the Internet). August 2004,

Li, G, X. Zhou, Y. Wang, A. El-Shafey, N.H.L. Chiu, and 1.5, Knull.
Capillary lsoelectric Focusing and Affinity Capillary Electrophoresis
Approaches for the Determination of Binding Constants for
Antibodies to the Prion Protein. J. Chromatography, in press (2004},

Loneragan, G.H., M.M. Brashears, and G. Dewel], 2003. Potential
for Underestimation of E. coli O'157:H7 Prevalence in Beef Feedlot
Cattle. Presented at the Annual Meeting of the International
Association for Food Protection, August 9-13, New Orleans, LA,
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Lorenzen, C.L. and H. Heymann, 2002. lmadiation Sensory Panet
Study. Presented at Irradiation: Education Today, Success
Tomorrow, National Cattlemen’s Beef Association Industry Roll-out
Meeting.

Lorenzen, C.L. and H. Heymann, 2003. Effect of Imadiation on
Consumer Perception and Descriptive Analysis of Ground Beef
Parties. J. Muscle Foods 14:233.

Mies, PD., B.R. Covington, K.B. Harris, LM. Lucia, G.R. Acuff, | W
Savell. Commercial and Laboratory Applications of Cattie Washes
with and without Antimicrobial Agents as Decontamination -
Strategies for Hides. Beef Cattle Research in Texas 2002,
Department of Animal Science, Texas A&M University, The Texas
AaM University System, College Station, pp.114-119; 2003.

Mies, PD., B.R. Covington, K.B. Harris, LM. Lucia, G.R. Acuff, J.W.
Savell. Decontamination of Cattle Hides prior to Slaughter using
Washes with and without Antimicrobial Agents. |. Food Prot.
67.579-382; 2004.

MNorman, J.L., CL. Lorenzen, and H. Heymann, 2002. Descriptive
Analysis and Consumer Acceptance of Ieradiated Beef Paries. .
Anim. Sci. 80 (Supp. 2):52(Abstr.).

Pawar, D. M., and J. Chen, 2004. Phenatypic and Cenotypic
Characterization of Curli-Expressing Enterohemarrhagic Escherichia
coli. Int. Assn. Food Prot. 91st Ann. Mtg. Prog. Absir. Book, 8-11,
August, Phoenix, AZ, P 103.

Pawar, D.M. and J. Chen, 2004. Role of Curli Fimbriae in
Attachment of Enterchemorrhagic Escherichia coli Cells to Raw and
Caooked, Ready-to-Eat Beef Products. Int. Assn. Food Prot. 91st
Annual Meeting Prog. Abstr. Book, 8-11, August, Phoenix, AZ. P.
102.

Pawar, D.M. and ]. Chen, 2004. Role of Curlt Fimbriae in Mediating
the Cells of Enterohemorrhagic Escherichia coli to Attach on Abiotic
Surfaces, 2004 IFT Annual Meeting Abstr. Book, 13-16 July, Las
Vegas, NV. p. 263.

Pawar, D.M., M.L. Rossman, and J. Chen. Role of Curli Fimbriae in
Mediating the Cells of Enterohemorrhagic Escherichia coii to Attach to
Abiotic Surfaces. J. Appl. Microbiol. (in press).

Ransom, J.R., ).N. Sofos, K.E. Belk, |. Ceornaras, and G.C. Smith,
2003. Evaluation of Cetylpyridium Chloride for the Reduction of
Bacterial Populations on Beef Hide Surfaces. Annual Meeting of the
International Association of Food Protection. Abstract T48.

Ransom, J.R., J.N. Sofos, K.E. Belk, J.A. Scanga, K.1. Hossner, K.D.
Childs, R.S. Yemm, and C.C. Smith, 2003. Susceptibility of
Escherichia coli Q 157:H7, Salmonella typhimurium, and Listeria monocyto-
genes, Inoculated onvo Beef Tissues, Steaks and RTE Products, o
Lactic Acid, Lactoferrin and Activated Lactoferrin. pp. 1-41. Final
Report to the National Cattlemen's Beef Association, Centennial,
CO. Center for Red Meat Safety, Department of Animal Sciences,
Colorado State University, Fort Collins, CO.

Ransom, J.R., KE. Belk, | N. Sofos and C.C. Smith, 2003, Treatment
of Beef Hides with Cetylpyridinium Chloride Solution to Reduce
Contamination Before Slaughter of Beef Cattle, pp. 1-6. Final Report
to National Cattiemen'’s Beef Association, Centennial, CO. Center
for Red Meat Safety, Department of Animal Sciences, Colorado State
University, Fort Collins, CO.

Ransom, J.R., N.N. Sofos, K.E. Belk, J.A. Scanga, and G.C. Smith,
2004. Effectiveness of Activated and Non-Activated Lactoferrin,
Lactic Acid and Water in Reducing Escherichia coli O157-H7, Listeria
monocytogenes and Salmenella typhimurium Populations on Fresh and
Ready-to-Eat Beef Products. Proc, Reciprocal Meat Conference
5707 (Abstract)

Schiavo, ., A. El-Shafey, N. Jordan, C. Orazine, Y. Wang, X. Zhou,
N.H. Chiu, and 1.S. Krull. Immune-PCR: An Overview of the
Analytical Technique Currendy Pushing the Limits of Detection.
PharmaCenomics Magazine, invited review, 36, (January 2004).

Schiavo, 5., W-C. Yang, N.H. Chiy, and LS. Krull. Comparison of
Different Detection Methods for Quantitative Polymerase Chain
Reaction (PCR). Poster Paper Presented to the Pittsburgh
Conference, Chicago, |L, March 7-12, 2004,

Schiavo, S., W.-C. Yang, N H.L. Chiu, and [5. Kndl. Comparison
of Fluorometric Detection Methods for Quantitative Polymerase
Chain Reaction (PCR). J. Immunol. & Immunochem., 2004 (in
press;.

Smith, G.C., 2003. Beef Production and Marketing in the 21s¢
Century. pp. 1-24. Presented at the Annual Meeting of the

Canadian Cattlernen’s Association, Moose Jaw, Saskatchewan,
Canada.

Smith, G.C., 2003. Current Beef Industry Issues, pp. 1-20.
Presented at the Montana Cate-To-Plate Seminar, Bozeman, MT.

Smith, G.C., 2003. Industry Response to E. coli O157:H7 Risk,
Proc. Montana State University Collegiate Cattlewomen's Annual
Educational Forum, Bozeman, MT,, pp. 8-18.
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39 Smith, G.C., 2003. Issues in the Beef Indusery. pp. 1-20. Presented
at the Harris Ranch Partnership for Quality Board Meeting, San
Francisco, CA.

40 Smith, G,C., 2003, Surviving & Thriving in a Dynamic Beef
[ndustry. pp. §-20. Presented at the California Cartlemen’s
Association Annual Convention, Las Vegas, NV.

Smith, G.C., LN, Sofos, K.E. Belk, ).A. Scanga and J.D. Tatum,
2003. Reducing Incidence of E. coli O157:H7 in Cround Beef by use
of Microbiological Interventions at Preharvest, Preharvest/Harvest
Interface, Carcass Chitling, Carcass Fabrication and Pre-Grinding
Levels, pp. 1-2. Presented ar the Listening Session on Food Safety
Research Priorities sponsored by the CSREES and ARS of LISDA -

Research, Education and Economics, Denver, CO.

42 Smith, G.C., K.E. Belk, J.A. Scanga, J.N. Sofos and ].D. Tatum,
2003. Current Beef Industry Issues, pp. 1-20. Presented at the

Merial, Canadian Veterinary Conference, Niagara Falls, Ontario,
Canada.

43 Smith, L., J.E. Mann, and M.M. Brashears, 2003. Reduction of E. coli
0157:H7 in Refrigerated Ground Beef by Lactobacillus spp.
Presented at the Annual Meeting of the Intemational Association for
Food Protection, August 9-13, New Orleans, LA

44 Sofos, JN., C.C. Smith, KE. Belk, ] A. Scanga, K.L.. Hossner, K.D.
Childs, }.R. Ransom and R.S. Yemm, 2003. Susceptibility of
Escherichia coli O157:H7, Saimonella spp. and Listeria monosytogenes,
[noculated onto Beef Tissues, Steaks and Ready-to-Eat Products to
Activated Lactoferrin vs. Lactoferricin B, pp. 1-9. Interim Report
submitted to National Cattlemen’s Beef Association, Centennial,
CO. Center for Red Meat Safety, Department of Animal Sciences,
Colorado State University, Fort Collins, CO.

45 Wang, Y., X. Zhou, G. Li, N.-H. Chiu, and 1S. Keull, Affinity
- Capillary Electrophoretic Determination of Binding Constants of
Different Antibodies against the Prion Protein. Poster Paper present-
ed to the Pittsburgh Conference, Chicago, (1., March 7-12, 2004.

46 Younts-Dahl, SM., G.D. Osborn, M.L. Calyean, ]. Daniel Rivera, G.
H. Loneragan, M.M. Brashears. Reduction of Escherichia coli Q157 in
Finishing Beef Cattle by Various Doses of Lactobacilius acidophilus in
Direct-Fed Microbials. . Food Prot. (in press).

47 Yountws-Dahl, SM., ].D. Rivera, P. Defoor, M.1. Galyean, CH.
Loneragan, M.M, Brashears. Prevalence of E. coli Q157 among
Finishing Beef Cattle Supplemented with a Lactobacillus-based Direct-
Fed Microbial. 91st Meeting of the International Association for
Food Protection, August 8-11, Phoenix, AZ.

48 Younts-Dahi, S.M., M.L. Galyean, G.H. Loneragan, N, Elam, M.M.
Brashears. Dietary Supplementation with Laciobaciflus and
Proptonibacterium-based Direct-Fed Microbials and Prevalence of
Echerichia coli 0157 in Beef Feedlot Cattle and on Hides at Harvest.
J. Food Prot. 676(53):889-893.

PRODUCT ENHANCEMENT RESEARCH

49 Adhikari, K., M.P. Keene, H. Heymann, and C.L.. Lorenzen, 2004.
Optimizing Beel Chuck Flavor and Texture through Cookery
Methods. J. Food Sci. 4.SNQ174-SNQ180.

50 Bevine. S.V. Vishal. University of Nebraska-Lincoln. 2004.
http//bovine unt.edu.

51 Buford, M., C_ Calkins, D. Johnson, and B. Cwartney, 2004. Cow
Muscle Profiling: A Comparison of Chemical and Physical Properties
of 21 Muscles from Beef and Dairy Cow Carcasses. NE Beef Cattle
Report MP-80A, p. 89-91.

32 Buford, M.L.,, 2003. Cow Muscle Profiting: Chemical and Physical
Properties of 21 Muscles from Beef and Dairy Cow Carcasses.
Masters Thesis. Univ. of NE, Lincoln.

33 Calkins, C.R. Characterization of Denuded Beef Muscles used for
Value-Added Products. Presented on the Bovine Myology Web Site:
http:///bovine.unl.edu.

54  Calkins, C.R, and K. Kirchofer. Fiber -Type Composition of the
Beef Chuck and Round. Beef Report, IANR MP 76-A, pp. 103-106,
2001.

55  Calkins, CR., and M.L. Buford, 2004. Color of Enhanced Beef
Steaks during Retail Display when Packaged under Various Modified
Atmosphere Packaging Systems. Midwest Section, Amer. Soc.
Anim. Sci. p. 25.

Calkins, CR., and M.L. Buford, 2004. Sensory Properties of
Enhanced Beef Steaks following Retail Display when Packaged under
Various Modified Atmosphere Packaging Systems. Midwest Section,
Amer. Soc. Anim. Sci. p. 25.

57 Calkins, CR., and M.L. Buford, 2005. Packaging Effects on Shelf-

Life and Sensory Traits of Enhanced Beef. INE Beef Cattle Report, p.
85-87.
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Childs, K.D., D.W. Coad, M.F Allan, D. Pomp, C. Krehbiei, RD.
Ceisert, |.B. Morgan, and J.R. Malayer, 2002, Differential Expression
of NAT 1 Translational Repressor during Development of Bovine
[ntramuscular Adipacytes, Physio. Cenomics 10:49-56.

Finkle, M.E. ad PL. Dawson, 2000. Shelf Life Effect of Antioxidant-
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STATE AUDITOR
“BERTY A. PETERSON

STATE OF NORTH DAKCTA

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
600 E. BOQULEVARD AVE, - DEPT. 117
BISMARCK. ND 58505

November 17, 2004

House and Senate Agriculture Committees:

- Transmitted herewith are the financial statements and auditor reports of the North

Dakota Corn Council as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the
statement of revenues and expenditures, notes to the financial statements and the
compiiance and internal control report. Complete audit reports may be obtained by
contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincerely,

Robert R. Peterson
State Auditor

PHONE
{701) 328-2241
FAX
{701) 328-1408




STATE AUDITOR
“BERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEFT. 117
BISMARCK, ND 58505

INDEPENDENT AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Jocie Iszler, North Dakota Com Utilization Council Executive Director .

We have audited the special-purpose statement of revenues and expenditures of the North
Dakota Corn Utilization Council for the two-year period ended June 30, 2004. This financial
statement is the responsibility of the management of the North Dakota Corn Utilization Council.
Our responsibility is to express an opinion on this special-purpose financial statement based on
our audit.

We conducted our audit in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as

well as evaluating the overall financial statement presentatlon We believe that our audit

provides a reasonable basis for our opinion.

The accompanying special-purpose financiai statement was prepared to provide state decision
makers, including the Legislative Audit and Fiscal Review Committee, with a comprehensive
overview of the North Dakota Corn UWilization Council's operations. The revenues and
expenditures are reported as discussed in the first note to the special-purpose financial
statement. This special-purpose financial statement is not intended to be a presentation in
conformity with generally accepted accounting principles.

In our opinion, the special-purpose financial statement referred to above presents fairly, in all
material respects, the revenues and expenditures of the North Dakota Corn Utilization Council
for the two-year period ended June 30, 2004, in conformity with the basis of accounting
described in the first note to the financial statement.

PHONE
{701} 328-2241
FAX
(701) 328-1406



Our audit was made for the purpose of forming an opinion on the special-purpose financial
statement taken as a whole. The statement subsequent to the notes is presented for purposes
of additional analysis and is not a required part of the special-purpose financial statement of the
North Dakota Corn Utilization Council. The statement subsequent to the notes has been
subjected to the auditing procedures applied in the audit of the special-purpose financial
statement and, in our opinion, is fairly presented, in all material respects, in relation to the
special-purpose financial statement taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
September 17, 2004 on our consideration of the North Dakota Corn Utilization Council’s internal
control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants.

This report is intended solely for.the information of the Governor, Legisiative Audit and Fiscal
Review Committee, and management of the North Dakota Corn Utilization Council and should
not be used for any other purpose. However, this report is a matter of public record and its
distribution is not limited.

Robert R. Petersan
State Auditor

September 17, 2004




COMPARATIVE STATEMENT OF REVENUES AND EXPENDITURES
For the Two-Year Periods Ended June 30, 2004 and 2003

REVENUES:

Corn Assessments (Net of Refunds of $27,420 and $18,441)
Interest on Investments

Contract Revenue

QOther Miscellaneous Revenue

Total Revenues

EXPENDITURES;

Salaries and Benefits
Operating Expenses
Grant Expenditures
Total Expenditures

Revenue Over/(Under) Expenditures

2004-2003
$1,133,551

2,437
38,400
2,760

TSTA7T 14T

$ 157,159
538,015
310,581

$1,005,755

8 171302



NOTES TO THE SPEICAL-PURPOSE FINANCIAL STATEMENT
For the Two-Year Period Ended June 30, 2004

INote 1 - Summary of Significant Accounting Po!icies—l

The responsibility for the special-purpose financial statement, the internal control structure, and
compliance with faws and regulations belongs to the management of the North Dakota Corn
Utilization Council. A summary of the significant accounting policies follows:

A. Reporting Entity

For financial reporting purposes, the North Dakota Corn Utilization Council (Council) includes all
funds, programs, and activities over which it is financially accountable. The Council does not
have any component units as defined by the Government Accounting Standards Board. The
Council is part of the state of North Dakota as a reporting entity.

The Council was established with the authority to contract and cooperate with any person for
market maintenance and expansion, utilization research, transportation, and education; accept
donations of funds, property, services, or other assistance from any source; and provide
educational and informational materials. This is accomplished through the levying of an
assessment on all varieties of corn grown in the state, except sweet corn and popcorn, or sold
to a designated handler. The amount of the levy is one-quarter of one percent of the value of a
bushel.

The Council and the North Dakota Corn Grower's Association (Association) agreed upon a
policy in which the Association's Board of Directors will be the designated advisory board of the
Council.

The Council has a close working refationship with the Association and Dakota Renewable
Fuels. These relationships are further explained in Note 2 to the speciai-purpose financial
statement. The special-purpose financial statement includes only activities of the Council,
which is one department that has one division. The Council is responsible for and is funded
under a continuing appropriation.

B. Regorﬁng Structure

The special-purpose financial statement includes all activities of the reporting entity as defined
above. These activities are funded from fund 270, the Corn Council fund. The comparative
statement of revenues and expenditures is a combined statement to give the users an overview
of the agency’s activity.

C. Basis of Accounting

Revenues and expenditures on the comparative statement of revenues and expenditures are
principally reported ort the modified accrual basis of accounting, which is generally accepted
accounting principles {(GAAP) for governmental fund types.




Under the modified accrual basis of accounting revenues are recognized when susceptible to
accrual (i.e., measurable and available). Measurable means the amount can be determined,
available means due and collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. Revenues are considered available if they are
collected within 30 days after fiscal year-end. Expenditures are recorded when goods or
services are received. Exceptions include: principal and interest expenditures, which are
recorded when due; compensated absences, which are recorded when paid; and claims and
judgments.

There can he differences between revenues and expenditures reported on the state's
accounting system and those reported by the Office of Management and Budget in the state's
CAFR in accordance with GAAP. Examples of these differences inciude:

A. Loan receipts and loan disbursements are accounted for as revenues and expenditures
on the state's accounting system (and at times are budgeted as expenditures).

B. Revenue reported on the statement of revenues and expenditures can differ from GAAP
revenues because certain receivables are accrued for GAAP purposes while they were
not recorded as revenue on the state's accounting system when they are received after
the apply back period.

C. Certain transfers are sometimes recorded as revenues and expenditures on the state's
accounting system.

D. Expenditures recorded on the state's accounting system do not report expenditures
relating to capital lease and other financing arrangements.

D. Other GAAP Repotting Differences

GAAP financial statements would include a balance sheet by fund type and account group.
Revenues and expenditures would also be reported by fund type. GAAP financial statements
would also provide more complete note disclosures.

For this report, revenues and expenditures are reported on a departmental basis to give an
overview of the Council's operations. All revenues and expenditures are included.

[Note 2 - Related Parties |

The Association is a related party of the Council. The Council confracts with the Association for
administrative and record-keeping services. For fiscal years 2004 and 2003, the Council paid
the Association $94,223 and $84,000, respectively, for administrative services and $22,166 and
$17,044, respectively, for other activities. The Association and the Council share office space,
basic office furnishings, office equipment including: supplies, copy machine, fax machine, and
computer equipment. The Association owns all the above equipment and leases the office
space. The Association also employs an administrative assistant that works one-haif time for
the Association and the other half for the Council. In turn, the Council reimburses the
Association on a monthly basis for these shared items. The Council employs an executive
director who works one-half the time for the Councit and the other half for the Association. The
Association reimburses the Council one-half of the executive director’s salary each month.




Dakota Renewable Fuels is also a related party of the Council. They were established as a
producer group to establish an ethanol plant in North Dakota. They share office space with the
Council as well as office equipment with the Association. Two members of the Council board
and the executive director of the Council are also on the board of directors of Dakota
Renewable Fuels. For fiscal years 2004 and 2003, the Council paid Dakota Renewable Fuels

$1,438 and $150, respectively.

|Note 3 - Other Significant ltems |

The Council's deposits at June 30, 2004 were $383,067. This amount represents approximately
nine months of expenditures.




STATE AUDZTOR
“IBERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL .
600 £ BOULEVARD AVE. - DEPT. 117
BISMARCK. ND 58505

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF SPECIAL-PURPOSE FINANCIAL STATEMENT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable John Hoeven, Governor
Members of the Legislative Assembly
Jocie Iszler, North Dakota Corn Utilization Council Executive Director

We have audited the special-purpose financial statement of North Dakota Corn Utilization
Council for the two-year period ended June 30, 2004, and have issued our report thereon dated
September 17, 2004. We conducted our audit in accordance with generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance: _

As part of obtaining reasonable assurance about whether the North Dakota Corn Utilization
Council's special-purpose financial statement is free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not -express such an
opinion. The results of our tests disclosed no instances of noncompliance that is required to be
- reported under Government Auditing Standards.

internal Control Over Financial Reporting:
In planning and performing our audit, we considered the North Dakota Corn Utilization Council's

internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the special-purpose financial statement and not to provide
assurance on the internal cantrof over financial reporting. However, we noted one matter
involving the internal control over financial reporting and its operation that we consider to be a
reportable condition. Reportable conditions involve matters coming ta our attention relating to
significant deficiencies in the design or operation of the internai controf over financial reperting
that, in our judgment, could adversely affect the North Dakota Corn Utilization Council's ability to
record, process, summarize, and report financial data consistent with the assertions of
management in the special-purpose financial statement. The reportable condition noted above
is that there is a lack of segregation of duties in certain areas. However, no recommendation
will be made, since implementation is not feasible and duties are segregated to the extent
possible between the executive director and the administrative assistant.




A material weakness is a condition in which the design or operation of one or mare of the
internal control components does not reduce to a relatively low leve! the risk that misstatements
in amounts that would be material in relation to the financial statement being audited may occur
and not be detected within a timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would
not necessarily disclose all matters in the internal control that might be reportable conditions
and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, we believe the reportable condition regarding
segregation of duties is a material weakness. We also noted one matter involving the internal
control over financial reporting that we have reported to the management of the North Dakota
Corn Utilization Council in a separate letter date September 17, 2004.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, and management of the North Dakota Corn Utilization Council and is not
intended to be and should not be used by anyone other than these specified parties. However,
this report is a matter of public record and its distribution is not limited.

Robert R. Peterson
State Auditor

September 17, 2004



1325 23rd Street South
Fargo, ND 58103
701-239-7258

Fax: 701-239-7260
ndcorn@state.nd.us

North Dakota Corn Utilization Council

North Dakota Corn Utilization Council
Report to the Legislative Council
January, 2005
Summary of Activities

Description of Group:

The North Dakota Corn Utilization Council was created by SB 2282 adopted by the 52™
Legislative Assembly and was effective July 22, 1991. The NDCUC is governed by N.D.C.C. 4-10.6
through 4-10.14 and various other affecting chapters. The rate of assessment is one quarter of one
percent of the value of a bushel of corn and is levied on all corn marketed and sold in North Dakota with
the exception of popcorn and sweet corn.  Growers choosing not to participate are entitled to a full refund
of the total assessment collected by making a written request for a refund application and following
guidelines established by the NDCUC. The Council is governed by seven directors who reside in and
are participating growers in the district they represent.

y
. Summary of Activities:

Organizations requesting funding submit a project proposal request and present the proposal to.
the NDCUC Board of Directors at quarterly directors' rmeetings for discussion and a vote. The Council
funds production research, expansion of the ethanol industry in North Dakota, animal agricutture,
producer communications, new uses for corn, and world market development and maintenance. The
Council works with the North Dakota Corn Growers Association in furthering these efforts.

The research goals of the NDCUC focus on production research and development of new uses.
The primary production research emphasis has been on the development of early maturing varieties of
corn with increased cold tolerance. The NDCUC supports research on new uses for corn through
contributions to the National Corn Growers Association. Corn products are rapidly replacing petroleum in
industrial applications. Polylactide {PLA), a biodegradable polymer made from corn, is being used
successfully in the manufacturing of a wide variety of everyday items such as clothing, packaging,
carpeting, recreational equipment and food utensils. Because these products are biodegradable and
made from a renewable resource, they offer tremendous environmental benefits. Research on the
development of corn based industrial solvents and related applications points to future high end value
added opportunities.

The NDCUC's support for animal agriculture increased significantly from the last biennium. The
majority of this support was for the dried distillers grains outreach program. This program provided
participating cattle and dairy producers each with five tons of dried distillers grains on a trial basis.
Geographic area and feed shortage due to drought or disaster were used as distribution criteria. Survey
results indicated a high degree of satisfaction with the product and a high adoption rate. The NDCUC
committed $150,000 toward research projects supporting the Beef Center of Excellence at NDSU. In
addition, the NDCUC contributed to the ND Dairy Coalition Executive Director position and a media

‘ campaign designed to educate the public about the benefits of the animal agriculture industry to North
Dakota.
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The NDCUC marketing efforts are directed to four areas: ethanol, marketing of new uses. export
marketing, and producer communications. The NDCUC funds marketing of new uses and export
marketing through contributions to the Nationat Corn Growers Association, U.S. Grains Council and
Northern Crops Institute. As the ethanol industry grows, the development of export markets for dried
distillers grains into neighboring Canadian markets has grown in importance. The NDCUC partners with
the American Coalition of Ethanol in sponsoring racing events featuring ethanol powered cars and
supports ND racers using ethanol as their primary fuel source. tn 2002, the NDCUC continued the
ethanol coupon and marketing program designed to increase ethanol market share past 30%.
Unfortunately, market share for ethano! has remained at or under 30%. ~ This reinforces the findings of
the NDCUC study that indicated that consumer buying habits for gasoline are primarily determined by
pricing and availability, both of which are difficult to influence through marketing. In 2004, the ND
Department of Commerce launched an ethanot marketing campaign. At that point, the NDCUC
redirected its efforts primarily toward the marketing of E85 through the “Do You Drive EB57" marketing
campaign. :

The NDCUC collaborated with the National Ethanol Vehicle Coalition and the ND Department of
Commerce to increase the gallons of E85 sold in North Dakota to over 100,000 galions per year. Four
new stations installed or converted an existing tank to E85: Cenex Fargo, Cenex West Fargo, Cenex
Devil's Lake and Cenex Oakes. The NDCUC also supported language in the 2004 Jobs Bill that
improved the way ethanol excise taxes and blender’s credits are credited.

The NDCUC supported the development of the ethanol industry in North Dakota through securing
legistation in the 2003 legislative session that provides for an ethanol production incentives for new plants
in North Dakota. in addition, the NDCUC provided support for two new plants in North Dakota: Dakota
Renewable Fuels, LLC and Red Trail Energy, LLC. Together, these plants would have the potential of
using over 32 million bushels of corn per year and adding $40 million annually in additional personal
income for North Dakota households through the creation of jobs and additional business volume.
Currently, 70% of the corn raised in North Dakota is exported. The NDCUC support of additional ethanol
plants in North Dakota is in response to a need to capture the value added potential of the corn raised in
North Dakota. Corn that is processed in North Dakota by plants that are owned by ND residents more
than triples in economic value to the state when compared to corn that is exported.

Goals and Objectives of FY 2004-2006

Growth in the production and use of ethanol will continue to be a major focus of the NDCUC. The
goal for E10 is to increase market share from the current 30% up to 50%. The goal for E85 is to reach the
approximately 10,000 owners with registered flex-fuel vehicies in North Dakota, inform them of their
vehicle's flex fuel capability and available fueling sites and provide incentives to purchase E85. In
addition, the NDCUC plans to increase the number of E85 stations in North Dakota from five to 20.
Pricing is the number one factor influencing consumer choice at the pump. Therefore, the NDCUC will
pursue legislation that gives E85 a tax holiday for the next four years in order to give the product an
opportunity to gain a place in the market. The NDCUC will also pursue legislation that increases investor
incentives for investment in value added agricultural businesses such as ethanol piants. In recognition of
the fact that expanded ethano! production will also expand the production of dried distillers grains NDCUC
will continue with research and marketing programs targeted to provide a high quality, consistent feed
product for ND livestock producers. Growth of the ethanol industry will require a consistent, reliable corn
crop. NDCUC will partner with Extension, private industry and the ND Corn Growers Association to
design a "Master Corn Grower Program” designed to provide ND corn producers with cutting edge
information. The 2003 corn crop produced 134 million bushels with an average yield of 114 bushels per
acre. Planted corn acreage for the 2004 crop year increased by 28%. The cool, wet 2004 season
coupled with an early frost brought increased attention to the fact that ND corn producers need better risk
management tools through crop insurance. The NDCUC will work with the Risk Management Agency on
improved products and policies. '
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ND Corn Utilization Council

Fargo, North Dakota

Statement of Proejcted Revenues and Expenditures
For the current and next biennium

2002-2004 and 2004-2006
(UNAUDITED)

Prepared by the ND Corn Utilization Council

Beginning Balance

REVENUES:

Assessment revenues collected from tst purchasers:

Less: Refunds Paid to Growers
Net Assessment Revenue

Shared Labor Contract
Interest Income
Miscellaneous income

Total Revenue

EXPENDITURES:

2002-2004

$ 236,520.00

2004-2006

$ 411,386.00

$1,158,657.00
$27.420
$ 1,131,237.00

$1,160,657.00
$31,200
$ 1,129,457.00

38,400.00
2,437.00
2,760.00

P

$ 1,174,832.00

Program Expenditures (includes Administrative expense and payroll)

Livestock
Ethanot Marketing & Promotion
Export Marketing
Domestic Marketing: New Uses
Value-Added Business Development
Grower Services
Public Policy
Research

Total Program Expenditures

Administrative cost

Total Expenditures
Revenues Over (Under) Expenditures

Ending Balance
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154,963.00
$ 268,596.00
$ 93,815.00
$ 35,472.00
$ 14,426.00
$ 108,368.00
$ 147,767.00
$ 117,646.00
$ 941,053.00

14,600.00

$ 58,912.00

$ 999,965.00

$ 174,867.00

411,386.00

2,5600.00

R

$ 1,146,557.00

250,000.00
300,000.00
90,000.00
36,000.00
30,000.00
120.000.00
140,000.00
150,000.00
1,116,000.00

LR R AR BRI B B I

©

70,000.00

$ 1,186,000.00

&

{39,443.00)

R

371,943.00



“Do You Drive EB5?” Campaign

In 2004 the ND Corn Council launched the "Do You Drive E85" campaign
in North Dakota. The campaign focuses on informing vehicle owners

that they drive a Flexible Fuel Vehicle which can utilize the 85% ethanol,
15% petroleum based fuel that costs an average of $.20 less per gallon than
regular unleaded fuel in North Dakota, Vehicle owners simply look at

the inside cover of their fuel door, check their owners manual, or match a
character in the Vehicle [dentification Number or VIN. NDCC is informing
the public through television, radio and print advertising; as well as events
such as E85 Day at the F/M Redhawks game, the Punt, Pass and Kick

event for an E85 truck at NDSU Bison football games, as well as booths at
numerous trade shows
across the state. As of
December (, 2004 ND
sold 110,000 gallons
of E85 fuel. There are
approximately 10,000 ‘g
Flex Fuel Vehicles in ND.

© NDCCE8S
Dedge Caravan

State efforts to increase ethanol use

The announcement by Minnesota Governor Tim Pawlenty in September

of 2004, to increase the ethanol contents of gasoline in Minnesota from 10
to 20% boosted interest in an ethanol directive in North Dakota that all
unleaded fuel except premium contain at least a 10% ethanol blend. OQver
the last two years, marketshare for 10% ethano! fuel in North Dakota has
hovered in the 27-32% range. Market share refers to the percentage of
gallons that contain 10% ethanol blend. The percentage volume of ethanol
in North Dakota’s fuel supply is about 2.7% which amounts to approximately
11-12 million gallons of ethanol per year. The state currently produces 37
million gallons. [f two new plants come on line in the next year or two,

the state could produce over 100 million gallons per year. If all unleaded
fuel except premiumn contained 10% ethanol blend, the volume of ethanol
used in North Dakota would increase to about 35 million gallons per year.
Consumer studies conducted by the ND Corn Council of the gasoline
buying practices of ND residents indicates that consumers have a positive
attitude toward ethanol and make gasoline purchasing decisions based
primarily on price. lowa has instituted a petroleum retailer incentive that
gives petroleum retailers 2.5 cents per gallon for every gallon of 10% ethanol
blend they sell after the individual retailer’s sales of 10% blend reaches

60% of total sales. This has increased lowa's market share of ethanol blend
to 65%. During the 2005 legislative session the states of ldaho, Missouri,
and Montana are considering bills that require the use of 10% ethanol in

all gasoline. The ND Corn Council will continue working with petroleum
marketers and consumers to help increase ethanol usage in North Dakota.
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E35 Grand Opening in Oakes

Gavernar Hotven with the Andrews family at the E85 Grand Opening in Fargo.
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Growing E85 in North Dakota
Since August of 2003, the ND Corn
Council has helped fund four new

E85 fueling pumps at Cenex stations

in Fargo, West Fargo, Devil's Lake

and Oakes. Each pump had a grand
opening where E85 fuel was priced for
just $.85 per gallon. These new E85
fueling stations are a collaborative effort
between the ND Corn Council, the
National Ethanol Vehicle Coalition and
the ND Governor's office. As part of
the Fargo Cenex Grand Opening on
September 10, 2003, marathon runner
Tom Andrews of St. Paul, MN began

a week long marathon from Fargo

to St. Paul bringing attention to the
importance of E85 fuel to producers,
consumers, and most importantly. ..

the environment.

Federal legislation predicted to

increase ethanol use

The ND Corn Council supported the
efforts of the National Ethanol Vehicle
Coalition in achieving the passage of
the Volumetric Ethanol Excise Tax
Credit (VEETC). This provision, part
of the Job Bill signed by President Bush
in October 2004, extends the federal
excise tax credit on ethanol to 2010. In
addition, VEETC provisions will likely
eliminate many of the tax barriers that
may be limiting the growth of E85.




Approximately 55% of US corn is fed to livestock. In ND only 10% of
the corn raised is fed to livestock. A goal of the ND Corn Council is
to grow the [ivestock industry in ND as a value added market for ND
grown corn.

DRIED DISTILLER’S GRAINS OUTREACH PROGRAM

NDCC is continuing the success of the Dried Distiller's Grain Outreach
Program. In 2003 and 2004 over 50 North Dakota livestock producers
stricken by drought and poor hay quality received DDGS in both
granular and lick tub forms through the ND Corn Council. This high
protein-high energy livestock feed, which is a co-product of ethanol
production, was well received and extended dwindling hay and feed
supplies of participating livestock producers. Feedback from the
livestock producers was very positive. The co-products improved the
palatability of feed, worked well in total mixed ration feeding, and
improved the overall appearance and health of their animals.

Dairy and Cattle

The ND Corn Council supported the growth of ND's dairy industry by
contributing toward the funding of the ND Dairy Coalition’s Executive
Director’s position. [n addition, the Council has committed $125,000
toward the Beef Center of Excellence program through these studies:
Assessment of ND Beef Industry; Development of Best Management
Practices for Cow-Calf Operations; Best Feedlot Management Practices;
and Best Beef Cattle Slaughter Management Practices. The Beef Center
of Excellence is a collaborative project between the ND Ag Innovation
Center and North Dakota State University with the objective of
developing state of the art beef processing facilities for processing
North Dakota livestock.

ND Corn Usage, 2003-04

Net leaving
State Residual
69% 7%

Processing
10%




PROMOTING NEW USE PRODUCTS

As a cooperator of the L1.S. Grains Council, the ND Corn
Council promotes the multifunctional uses of corn, which
are beginning to make their way to the public mainstream
in foreign countries thanks to Polylactic Acids (PLA) made
from corn. Blankets, toys, picnic utensils, grocery bags and
clothing are just a few of the over 600 non-food items that
can be made from corn that can be found at www.ndcorn.
com (click on “corn products”). For example, the uses
for polylactic acid (PLA) in Japan are seemingly infinite.
Japanese corporations have developed a “contactless card”
made from PLA that can be used as an employee/student
identification card, membership card, public transportation
ticket, etc. Company officials claim the communications
capability and durability of the PLA product are equivalent to
conventional contactless cards. Also, Japan has developed an
inkjet printer film made from PLA that is called “Primake HL
PLA" There is also PLA-based film for use in food packaging
and in the roofs and walls of agricultural greenhouses. The
film contains higher heat resistance than conventional
iodegradable plastics. Another Japanese company has
veloped computer memory cards and sticks made of PLA.
LA based food containers are also making their way into

organic food stores. The Japanese PLA market, which the
NDCC and USGC have supported for several years, is
expected to utilize 120,000 metric tons of PLA (equivalent
to 12.5 million bushels of corn} by 2010.

Products made from PLA include. containers, dinnerware and even burial
urns used in Japam

NDCC Executive Director Jocie Iszler and Captain Corelius at Ag in the Classroom in Minot

Ag in the Classroom-Informing future corn

users!

The ND Corn Council told the story of the many uses

of corn to over 5000 students and consumers. These
individuals learned about corn based products made

from Polylactic Acid, (PLA) and other corn products

by participating in North Dakota’s Ag in the Classroom
campaigns in Minot, Bismarck and Fargo. Fourth and
Fifth grade students from surrounding communities are
brought into the “classrooms” to learn about corn, as

well as other commodities in North Dakota. The ND
Corn Council uses this opportunity to inform students of
corn based products, both food and non food, as well as
ethanol, corn production and the environment. Many are
very surprised to hear that corn can be made into diapers,
toys, and containers. To learn more about the over 600
non-food items made from corn, go to www.ncga.com and
click on "600 products made from corn”




Maintaining and Growing

Foreign Markets
While North Dakota’s primary objective
is to increase the utilization of corn
within the state through value added
enterprises, the fact remains that the
U.S. exports 20% of its corn crop and
these exports are a strong market force
influencing local price. ND Corn
Council Executive Director Jocie Iszler
accompanied the US Grains Council
on a two week trade mission to Asia in
August 2004 with the mission to assess
mature and future markets in Taiwan,
emerging markets in Vietnam, and
evaluate the future of corn exports to
China. Taiwan continues to be a strong
customer of US corn with 95% of their
corn coming from the US in the amount
of 300 to 400 million bushels per year.
rowth in the feed grains market in
aiwan has leveled off due to a slowing
in the growth of their swine and poultry
industry. However, there is strong
interest in developing the bio-plastics
industry. With a population of 23.6
million people on an island roughly the
size of Maryland and Delaware there
are environmental landfill concerns.
The market potential for corn through
bio-plastics in Taiwan is estimated at 55

million bushels per year. Export goals
of Taiwanese bioplastics compounders
further increase the market potential
for corn based bio-plastics. Market
potential in the area of DDCS is
expected to grow to 27 million bushels
per year as Taiwanese dairy producers
awareness of the relationship between
DDGS use and increased production in
their herds increases.

The feedmill industry in Vietnam has
experienced an annual growth rate of
15% over the past 10 years.

This is due to increased per capita
income and corresponding increased
demand for more animal protein, the
shift from backyard feeding operations
to large scale confined animal feeding
operations (CAFOs), and improved
infrastructure relating to ports. US
Grains has facilitated this growth by
providing technical assistance in the
area of risk management to feed mill
managers and introducing DDGS to
CAFOs. Vietnams ability to produce
corn is rapidly being outpaced by the
growth in their livestock industry.
Local feedmills are increasingly seeing
US corn is competitive with locally
grown corn. Vietnam opened its first
port able to receive a Panamax vessel

in August of 2004 thereby paving the
way for US grain shipments. With a
population of 80 million people that
is growing at an annual rate of 1.8%,
Vietnam is an emerging market for
US corn.

China's major use for corn is related to
the fact that 50% of the world's hogs
or about 500 million head are raised in
China. In contrast, the US produces
about 50 million head of hogs on the
same land mass as China but with a
population of 295 million as compared
to China’s population 1.28 billion.
The US Grains Council is facilitating
the development of the swine industry
in China by providing technical
assistance to swine herdsmen on
management issues, especially health
protocol management of CAFOs.
China's development of its CAFOs
appears to be outpacing its ability to
produce adequate quantities of corn.
All signs would indicate that China
will import corn but the government
is keeping control of imports through
its slow approval of biotech events.
Existing port regulations and
inspections can make it risky for
buyers to bring in grain.

Mexican Corn Delegation Visits North Dakota

[n May of 2004, a group of 11 corn buyers, representing
feedmills, and livestock and poultry producers in Mexico
attended a four day Northern Crops Institute (NCI) seminar
“Procurement of Feed Grains in the US Grain Marketing
System”. During the week ND Corn Council and ND Corn
Crower Association directors networked with the group and
had the opportunity to point out the advantages of buying
corn from North Dakota. During the seminar, ND Corn
Council Director Wallie Hardie gave a presentation on
biotechnology from the producer's perspective. In addition,
the corn buyers had an opportunity to tour the Hardie

farm near Fairmont, ND to get a glimpse of North Dakota
agriculture in action.




ND Corn Utilization Council
Fargo, North Dakota

Statement of Revenues and Expenditures
Actuali for 2002-2004; Projected for 2004-2006

Beginning Balance

REVENUES:

Assessment revenues coilected from 1st purchasers:

$236,520.00

$1,158,657.00

$411,386.00

$1,160,657.00

Less: Refunds Paid to Growers $27,420 $31,200
Net Assessment Revenue $1,131,237.00  $1,129,457.00
Shared Labor Contract $38,400.00 $14,600.00
Interest Income $2,437.00 $2,500.00
Miscellaneous income $2,760.00
Total Revenue $1,174,832.00  $1,146,557.00
EXPENDITURES:
Program Expenditures (inciudes Administrative expense and payrof)
Livestock $154,963.00 $250,000.00
Ethanol Marketing & Promotion $268,596.00 $300,000.00
Export Marketing $93,815.00 $90,000.00
Domestic Marketing: New Uses $35,472.00 $36,000.00
Value-Added Business Development $14,426.00 $30,000.00
Grower Services $108,368.00 $120,000.00
Public Policy $147,767.00 $140,000.00
Research $117,646.00 $150,000.00
Total Program Expenditures $941,053.00 $1,116,000.00
Administrative cost $58,912.00 $70,000.00
Totat Expenditures $999,965.00 $1,186,000.00
Revenues Over (Under) Expenditures $174,867.00 $(39,443.00)
Ending Balance $411,386.00 $371,943.00

150,000

ND Gorn Production

100,000

Bushels/1000

Years 1989-2003
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North Dakota Dairy Promotion
Commission
Bismarck, North Dakota

House and Senate Agriculture Committee Report
For the Two-Year Period Ended June 30, 2004

Robert R, Peterson
State Auditor
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PHONE
(701) 328-2241
FAX
(701} 328-1406

STATE AUDITOR
ROBERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT 117
BISMARCK, ND 58505

November 17, 2004

House and Senate Agriculture Committees:

Transnﬁitted herewith are the financial statements and auditor reports of the North
Dakota Dairy Promotion Commission as required by North Dakota Century Code section
4-24-10.

Specifically you will find the state auditor’'s report on the financial statements, the
statement of revenues and expenditures, notes to the financial statements and the

. compliance and internal control report. Complete audit reports may be obtained by
contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincerel

Robert R. Peterson
State Auditor



PHONE
(701} 328-2241
FAX
(701) 328-1406

STATE AUDITOR
ROBERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE GAPITOL
600 E. BOULEVARD AVE. - CEPT. 117
BISMARCK, ND 58505

STATE AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Jerry Messer, North Dakota Dairy Promotion Commission

The following pages were taken from the audit report of the North Dakota Dairy Promotion

Commission for the two-years ended June 30, 2004. The financial statements are the

responsibility of the management of the North Dakota Dairy Promotion Commission. The
. auditor’s responsibility was to express an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors plan
and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agriculture Committees, with a comprehensive overview of the North Dakota Dairy Promotion
Commission's operations. The revenues and expenditures are reported under the modified

. accrual basis of accounting. The financial statements are not intended to be a presentation in
conformity with generally accepted accounting principles. The complete audit report should be
reviewed to obtain a complete picture of the financial position and operations of the North
Dakota Dairy Promotion Commission. The complete report may be obtained by contacting the
Office of the State Auditor.

The audit resulted in a clean (unmodified) audit opinion. In accordance with Government
Auditing Standards, a report was also issued on the auditor’s consideration of the North Dakota
Dairy Promotion Commission's internal control over financial reporting and the tests of its
compliance with certain provisions of laws, regulations, contracts, and grants.




This report is intended solely for the information of the meeting of the Joint Agriculture
Committees and should not be used for any other purpose. However, this report is a matter of
public record and its distribution is not limited.

Robert R. Peterson
State Auditor

November 17, 2004




NORTH DAKOTA DAIRY PROMOTION COMMISSION
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NORTH DAKOTA DAIRY PROMOTION COMMISSION

Statements of Revenues, Expenditures, and Changes in Net Assets
For the Fiscal Years Ended June 30, 2004 and 2003

2004 2003
Revenues:
Assessments ‘ $451,940 $ 499,462
Interest income 414 901
Other revenue 25 25
Total Revenues 452,379 500,388
Expenditures:
Payments to Midwest Dairy Association 452 500 503,250
Bank fees 1,212 1,277
Legal 41 81
Audit . - 2,542
Office supplies 48 -
Total Expenditures 453,801 507,130
Change in net assets (1,422) (6,742)
Net Assets - Beginning of Year 301,791 308,533
Net Assets - End of Year $300,369 $ 301,791

The accompanying notes are an integral part of these financial statements

-10-




NOTE 1

NORTH DAKOTA DAIRY PROMOTION COMMISSION

Notes to the Financial Statements
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

For financial reporting purposes, the North Dakota Dairy Promotion Commission includes
all funds programs, and activities over which it is financially accountable. The North Dakota
Dairy Promotion Commission does not have any component units as defined by the
Government Accounting Standards Board. The North Dakota Dairy Promotion Commission
is part of the State of North Dakota as a reporting entity. The financial statements report all
revenue and expenditure activity in the operations program.

The North Dakota Dairy Promotion Commission was established by NDCC chapter 4-27,
and is responsible for promoting North Dakota dairy products through coordinated
research, education, public relations, advertising, and other means. The Commission helps
ensure the future operations of processing plants tocated in North Dakota cities and towns
and maintains dairy markets particularly for the family farms. In addition, the Commission
is to provide for the safekeeping of records, inspection thereof, and penalties for violation of
unpaid assessment fees. The Commission receives its funding through an assessment of
ten cents per hundredweight of all milk or some product there from produced in the State of
North Dakota. The Commission operates on a continuing appropriation and received no
funding from the state legislature.

B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above. In
accordance with NDCC chapter 4-27 these activities are funded on a continuing
appropriation basis from a special revenue fund, (the Dairy Promotion Commission
operating fund). The statement of revenues and expenditures is a combined statement to
give the users an overview of the agency’s activity.

C. Fund Financial Statements

The net assets are reported as unrestricted net assets with constraints on resources which
are imposed by management, but can be removed or modified.

D. Fund Accounting Structure

The Commission uses funds to report its financial position and the results of its operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. The
accounting and reporting treatment applied to a fund is determined by its measurement
focus.

The Commission reports the Dairy Promotion Commission operating fund as a major
governmental fund. It is used to account for the collection of assessments and fransactions
relating to the promoting of North Dakota dairy products through coordinated research,
education, public relations, advertising, and other means.
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NOTE 1

NOTE 2

NORTH DAKOTA DAIRY PROMOTION COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
E. Basis for Accounting

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accrual, generally when they are both
measurable and available. Revenues are considered to be available when they are
collected within the current period or soon enough thereafter to pay liabiiities of the current

period.

Major revenues that are susceptible to accrual, and therefore recorded on the accrual
basis, include assessments and interest. All revenues are determined to be available if
collected within one year of fiscal year end. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting.

F. Cash and Cash Equivalents

Cash and cash equivalents includes all funds deposited with the Bank of North Dakota.

G. Investments

investments include funds deposited into a money market with AG Edwards.

CHANGE IN ACCOUNTING PRINCIPLES

For the fiscal year beginning July 1, 2002, the Commission implemented the following new
accounting standards issued by GASB:

Statement No. 34, Basic_Financial Statements and Management's Discussion and
Analysis — for State and Local Governments

Statement No. 37, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments: Omnibus, and

Statement No. 38, Certain Financial Statement Note Disclosures.

Statement No. 34 as amended by Statement No. 37, establishes new financial reporting
standards for state and local governments. This statement’s requirements represent a
significant change in the financial formats and changes in fund types and accournt groups.
In addition to fund financial statements, governments are required to report government-
wide financial statements, prepared using the accrual basis of accounting.

Statement No. 38 requires certain note disclosures when Statement No. 34 is implemented.
The provisions of these new standards have been incorporated into the financial statement

notes.
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NOTE 3

NOTE 4

NOTES

NORTH DAKOTA DAIRY PROMOTION COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

INVESTMENT IN MIDWEST DAIRY ASSOCIATION

Under the terms of a Dairy Research and Promotion Agreement dated July 1, 1993, the
Commission provided capital of $155,170 in the form of cash and equipment to Midwest
Dairy Association (MDA, formerly American Dairy Association/Dairy Council of the Upper
Midwest). This investment, along with investiments made by American Dairy Association of
South Dakota and Minnesota Dairy Research and Promotion Council totaled $1,500,000.
These investments enabled MDA to commence operations, and provided working capital
for the activities of coordinating and implementing dairy promotion, research and education
programs on behalf of dairy producers in North Dakota, Minnesota and South Dakota.

In the event the Dairy Research and Promotion Agreement between the Commission and
MDA is terminated, the Commission may receive a refund of its contributed capital. Upon
termination, MDA has the right to determine the appropriate disposition of the
Commission’s capital contribution. However, until the capital is refunded in full, and as long
as MDA exists, the Commission’s contribution shall be reflected as an investment on the
Comrnission’s financial statements.

ORGANIZATION AND RELATED PARTY TRANSACTIONS

As stated in Note 1, the Commission is an entity of the state of North Dakota and as such,
other state agencies of the state and political subdivisions are related parties.

DEPOSITS AND INVESTMENTS

The GASB requires certain financial statement disciosure of deposits and investments such
as the disclosure of carrying amount by type of investments and classification into one of
three categories based upen credit risk. Category 1 includes deposits that are fully insured
or collateralized with securities held by the Commission or by its agent in the Commission’s
name. Category 2 includes deposits which are collateralized with securities held by the
pledging financial institution's trust department or agent in the Commission’s name.
Category 3 includes deposits which are not collateralized or are collateralized by the
pledging financial institution, trust or agent, not in the Commission’s name.

North Dakota Dairy Promotion Commission is required to maintain its operating funds at the
Bank of North Dakota. All deposits at the Bank of North Dakota are uncollateralized, a
category 3 risk as defined by the GASB, but guaranteed by the State of North Dakota
according to N.D.C.C. 6-07-10.
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NORTH DAKOTA DAIRY PROMOTION COMMISSION

Notes to the Financial Statements - Continued

June 30, 2004 and 2003
NOTE 5 DEPOSITS AND INVESTMENTS - Continued
Carrying Totatl Bank
June 30, 2004: Amount Balance Category1 Category 2 Cateqgory 3
Cash deposits $ 57,759 $ 57,759 $ - 3 - § 57,759
Money market as investments 48,521 48,521 48,521 - -

Totals $106,280 $106280 $ 48,521 $ - $ 57,759

June 30, 2003:

Cash deposits $ 26627 $ 26627 $ - $ - $ 28,627
Money market as investments 78,172 78172 78,172 - -
Totals $104,799 $104,799 $ 78,172 § - § 26,627

NOTE 6 RELATED PARTY TRANSACTIONS \

NOTE 7

The North Dakota Dairy Promotion Commission contracts with the Midwest Dairy
Association {MDA), a related organization through similar control and management, to
implement and administer programs intended to coniribute to the betterment of North
Dakota’s dairy farmers and the state’s dairy industry. Such programs include, but are not
limited to: product advertising and promotion, nutrition programs, dairy food publicity,
communications, public relations, and industry relations. All of the Commission board
members are also members of the North Dakota Division of Midwest Dairy Association.
Under the terms of the contract, MDA also provides the Commission with administrative,
financial, and reporting services. Payments under these contracts were $452,500 and
$503,250 for the years ending June 30, 2004 and 2003, respectively. As of June 30, 2004,
the remaining balance of the 2004 contract was $225,000.

RISK MANAGEMENT

The Commission is exposed to various risks of loss related to torts, theft, damage,
destruction of assets, errors and omissions, injuries to employees and natural disasters.
The Commission participates in the following funds or pools:

The Risk Management Fund {RMF) was created in 1995 and is an internal service fund to
provide a self-insurance vehicle for the liability exposure of state agencies resulting from
the elimination of the state’s sovereign immunity. The RMF manages the tort liabitity of the
state, its agencies’ employees, and the University System. All state agencies participate in
the RMF and their fund contribution was determined using a projected cost allocation
approach. The statutory liability of the State is limited to a total of $250,000 per person and
$1,000,000 per occurrence.
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. NORTH DAKOTA DAIRY PROMOTION COMMISSION

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

NOTE7  RISK MANAGEMENT - Continued

The State Bonding Fund currently provides the Commission with blanket fidelity bond
- coverage in the amount of $150,000 for its employees. The State Bonding Fund does not
currently charge any premium for this coverage.

There have been no significant reductions in insurance coverage from the prior year and
settled claims resulting from these risks have not exceeded insurance coverage in any of
the past three fiscal years.

NOTE 8 DUE TO / DUE FROM STATE AGENCIES

2004 2003
Due to other state agencies
Bank of North Dakota $ a8 $ 98
Attorney General 11 -
State Treasurer - 14
Total $ 109 $ 112

l . Due from other state agencies
Bank of North Dakota
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CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Governor of North Dakota
The Legislative Assembly

The North Dakota Dairy Promotion Commission
Bismarck, North Dakota

We have audited the financial statements of the governmental activities and the major fund of the North
Dakota Dairy Promotion Commission, a department of the State of North Dakota, as of and for the years
ended June 30, 2004 and 2003, which collectively comprise North Dakota Dairy Promotion Commission’s
basic financial statements and have issued our report thereon dated September 24, 2004. We conducted
. our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Audifing Standard, issued by the

Comptroller General of the United States.
Internal Controf over Financial Reporting

In planning and performing our audit, we considered the North Dakota Dairy Promotion Commission's
internal control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal control
over financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be a material
weaknesses. A material weakness is a reportable condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.

Compliance

As part of obtaining reasonable assurance about whether the North Dakota Dairy Promotion

Commission's financial statements are free of material misstatemsnt, we performed tests of its

compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance

with which could have a direct and material effect on the determination of financial statement amounts.

However, providing an opinion on compliance with those provisions was not an objective of our audit and,

accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
) . noncompliance that are required to be reported under Government Auditing Standards.

BRADY, MARTZ & ASSOCIATES, P.C.
207 East Broadway, P.O. Box 1297

Bismarck, ND 585021297 (701) 223-1717 Fax (701) 222-0894

OTHER OFFICES: Minot and Grand Forks, NO -16- RSM McGladrey Network

Thief River Falls, MN An Indepenclently Owned Member



This report is intended solely for the information of the audit committee, management, the Legislative
audit and Fiscal Review Committee, and other state officials, and is not intended to be and should not be
used by anyone other than those specified parties.

BraSs , MBS

BRADY, MARTZ & ASSOCIATES, P.C.

Septermnber 24, 2004




NDDP C North Dakota Dairy Promotion Commission

2015 Rice Street - St. Paul, MN 55113
651-488-0261 Fax 651-488-0265

North Dakota Dairy Promotion Commission
Summary of Activities
July 2003 - June 2005

Introduction

According to the North Dakota Century Code Section 4-27-02, the purpose of the North Dakota
Dairy Promotion Commission is to “promote the sale and disposal of North Dakota dairy products through
coordinated research, education, public relations and advertising.” The intent of this summary is to
explain how the North Dakota Dairy Promation Commission (NDDPC) is fulfilling this legislative mandate.

Description of Group

in 1993, we successfully completed a consolidation with the dairy promotion organizations in two
of our neighboring states: South Dakota and Minnesota. That new organization became known as
American Dairy Association/Dairy Council of the Upper Midwest (ADA/DC of the Upper Midwest). Then, in
year 2000, ADA/DC of the Upper Midwest further consolidated with the Midland Dairy Association
resulting in the formation of our current organization, Midwest Dairy Association (MDA). This new
organization, MDA, now covers nine states: North Dakota, South Dakota, Minnesota, fowa, Kansas,
Missouri, Arkansas, |linois, and part of Oklahoma. MDA markets to 34 million consumers in the Upper
Midwest and represents 13,000 dairy farmers, It currently administers a budget of approximately 18
miillion dollars. Roughly 46% of MDA’s budget is invested in programs prometing cheese, North Dakota's
priority product. It allocates roughly 28% to promote fluid milk. (More details on specific program activity to
follow in this report.)

As a result of these changes, we believe North Dakota dairy farmers are making more efficient
use of their promotion dollars. On behalf of North Dakota dairy farmers, MDA is now reaching consumers
in heavily populated areas such as Chicago, Kansas City and Tulsa, doing a better job of promoting
cheese, spreading overhead costs over a larger area, and specializing staff while maintaining local
control through eight division boards. ‘

Dairy farmers instituted these changes because North Dakota's milk production, like that of other
Midwest states, has continued to fali over the past several years. That drop in production resuited in a
significant decline in our promotion budget. Dairy farmers in other MDA states, experiencing this same
praduction loss, are meeting these challenges by working together to get more bang for dairy farmers’
prometion dollars. ‘

It is important to note, however, that even though we are now part of a bigger organization, North
Dakota dairy farmers still maintain control of their programs. The North Dakota Dairy Promotion
Commission retains final approval of a contract each year with MDA to carry out its promotion programs.
Further, all members of the North Dakota Dairy Promotion Commissicn serve as members of the MDA
North Dakota Division board, along with additional North Dakota dairy praducers. The MDA North Dakota
Division board is represented on the MDA Corporate Board according to North Dakota's share of the total
MDA budget. Thus, each year the MDA North Dakota Division elects two of its members {0 serve on the
MDA board. That board currently has two members serving from North Dakota: Jerry Messer, Richardton,
and Terry Entzminger, Jamestown. Through Jerry Messer's representation on the Midwest Dairy
Association board, he acts as a director of the national UDIA (United Dairy industry Association) board of
directors and serves as Treasurer of DM! {Dairy Management Inc.)
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it is important to note too that North Dakota dairy producers are informed about their dairy
promotion pragrams now, more than ever. At local information meetings each year, MDA board and staff
make a major effort to inform producers how their check-off dollars are invested and to solicit their
direction and feedback. The meetings provide grassroots accountability back to thase who fund the
pregram. In addition, every dairy farmer in North Dakota receives an invitation to one of these
informational meetings, an annual accounting of how check-off funds are spent, and periodic newsletter
reports on promotion activity carried out on their behaif.

Program Description for Current Biennium

Cheese Promotion

For many years cheese promotion has been our main focus. Because dairy farmers in the Upper
Midwest produce more milk than can be consumed locally, we convert much of our milk to cheese that is
shipped and sold to consumers in other parts of the country. In fact, the largest part of MDA's budget is
used to market our products in more highly populated areas in the Midwest and beyond.

MDA has promoted cheese through national promotions such as the “Ahh, the Power of Cheese”
summer and fail cheese campaigns carried out during 2003. MDA has traditionally provided a major part
of the funding to carry out these cheese carmnpaigns nationwide, and now continues to implement
advertising for cheese, mitk and yogurt through a new farmer-funded effort called 3-A-Day, which we'il
describe shortly.

During 2003, several memorable, humorous TV ads helped get the point across that cheese is a
“must have” item for the fridge. An ad called “Closing Up Shop” depicted a late-night shopper who was
put behind bars while trying to purchase Cheddar cheese. Another, cailed “Pinata,” was geared for kids. It
showed a magician at a kid's party who was flattened by a cheese-filled pifiata. These entertaining
television ads ran during prime-time programming on popular programs such as CSI, Law & Order, ER
and on family network programming such as TV Food, Hallmark, The Agency, and Crossing Jordan.

As mentioned earlier, the check-off program launched a new 3-A-Day campaign, which included
cheese ads on major market radio stations focusing on the nutritional attributes of three dairy servings
each day. Since then, dairy advertising has consistently carried this new 3-A-Day theme.

Promoting Cheese through Foodservice

The main goal in foodservice is to promote new and more menu items which include cheese. To
accomplish that goal, MDA provides expertise on consumers’ preference for cheese-rich menu items and
helps bring cheese-friendly items to market. Our foodservice partners provide the lion's share of the
dollars to actually carry out the product promotions so it becomes a win-win partnership.

It was just such a partnership with Wendy's that proved to be extremely successful in selling
cheese. The dairy check-off helped Wendy's develop its Wild Mountain Cheeseburger and Chicken
sandwiches. The sandwiches were a huge hit with consumers; in fact Wendy's sold approximately 20
million of them and in the process sold over 900,000 pounds of cheese. Both sandwiches, featuring Colby
Jack Cheese and a smoky cheese sauce, were credited with a 5.4% increase in sandwich sales. The
dairy check-off invested doilars to test these sandwiches before they were added to the menu. The
positive test results ultimately resulted in a national rollout at Wendy’s 6,000 stores nationwide.

We share check-off-funded research with them, such as data on cheese trends, menu trends,
and consumer preferences. We give them technical assistance and help them come up with new ideas on
how to position cheese in a way that will give their menu items more consumer-appeal.

in 2003, the dairy check-off partnered with Pizza Hut in its “Summer of Cheese” promotion, which
focused on cheese as the main ingredient in pizza that gives it its unique taste appeal.
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Because of these and other efforts to promote cheese, per capita cheese consumption has
topped the 30-pound level in the U.S. and per capita cheese consumption has doubled since 1975.

Milk Promotion

The dairy industry is continuing its popular “got milk?” advertising campaign to promote fluid mitk
sales. The humorous ads remind consumers that milk is an essential beverage that goes with their
favorite foods. The “got milk?" slogan has become almost universally recagnized in households across
America,

MDA ran several new milk ads to reach kids including “Tumbie” for chocolate milk and “Ant" for
white milk. Both were run on the Nickelodeon and Cartoon Network. We also took advantage of the
partnerships with Cartoon Network and Nickelodeon to eniist the Powerpuff Girls and The Wild
Thorberrys in mitk ads targeting kids.

Radio, however, became the main advertising tool for milk during 2003. The check-off program
continued the radio milk campaign directed at Moms, the group that most strongly influences kids in what
they eat and drink. Because Moms rarely have time to watch TV, the new milk ads have been run on
radio and in magazines women read.

In the most recent "Celebrity Ode to Mom” radic campaign, music superstar LeAnn Rimes was
featured. In her ad, Rimes said "Growing up, a favorite part of my day was drinking the milk from my
cereal bowl. | knew | loved the taste, but what | didn't know was that milk was helping to give me strong
and healthy bones.”

Other famous singers in past ads have included Ray Charles, Aretha Franklin, Wynonna Judd
and Aaron Neville who sang songs of appreciation to their moms for giving them milk as a kid.

During 2004 the milk campaign carried the 3-A-Day theme.

Check-off helps make milk a8 menu choice at McDonalds, Wendy’s

The dairy check-off also teamed up with McDonald’s to offer Milk Jugs in white and chocolate
single-serve plastic containers as a choice in their Kids Happy Meal package. MDA staff planned
approximately 30 media events and promotions with local McDonald's outlets this past summer, many of
which included involvement of a lacal dairy farmer and a dairy princess who explained the care with which
milk is produced. To help highlight this milk launch at McDanald’s, MDA provided “got milk” crew buttons,
coloring sheets and other support materials.

These new Milk Jugs, featuring Ronald McDeonald surfing on a wave of Milk, are now offered
nationwide in more than 13,500 McDonald's locations.

Wendy's too, with help from the dairy check-off, began offering milk in attractive kid-friendly
plastic packaging. Wendy's announced recently that its sales of milk in 8-ounce, single-serve plastic
containers of white and chocolate at its nearly 6,000 stores nationwide surpassed 1.6 miliion units,
compared to an average 65,000 units per week before the introduction of the new milk offerings.
McDonald’'s milk sales also made a huge jump—from about 625 thousand milk cartons before instituting
the new packaging to over 4.5 million after changing to the new colorful plastic milk cartons.

Collectively, these efforts have the potential to move an additional 400 million pounds of milk
annually! '

Earlier last year, dairy farmers also partnered with McDonaid's via colorful print ads directed at
Kids and Moms in which Ronald McDonald wore a milk mustache to underscore the importance of milk
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for growing, healthy bones. One ad targeted Moms to highlight their importance as a milk-drinking role
model, while the other showed kids the fun of drinking milk.

Launched new “3-A-Day of Dairy” program

The Midwest Dairy Assaciation worked with Dairy Managément Inc. (DM} and other dairy check-
off groups around the country to launch 3-A-Day, a nutrition-based marketing and education program that
allows retailers, dairy manufacturers, health professionals, and others to deliver a unified dairy message.

The new program, which encourages consumption of three servings of dairy a day for stronger
bones, received its official kick-off on March 3 (3/3/03), with special promotional activities carried out in
grocery stores, schools and through consumer media.

MDA staff has continued to work with processors, manufacturers, retailers and other industry
groups to encourage use of the “3-A-Day” logo on their product packaging. Nearly 60 retzil chains have
signed onto the program, representing more than 50 percent of grocery stores nationwide. They include
Wal-Mart, Kroger, Cub, and Rainbow along with over 55 major manufacturers like Swiss Valley Farms,
AMP!, Kraft, Borden, Land O'Lakes, Bongards, Sargento, Cass Clay, Dannon, Yoplait, and NesQuik. The
new 3-A-Day of Dairy logo now appears on approximately 2.5 bitlion qualified dairy product packages
and the number keeps growing.

MDA's registered dietitians made more than 44 TV appearances about 3-A-Day throughout
MDA/'s nine-state region, garnering millions of media impressions. In addition, more than 240,000 doctors
and dietitians from leading heaith organizations were educated on the importance of 3-A-Day of Dairy for
stronger bones and better bodies.

During 2004 the check-off added a new element—weight loss claims—to the campaign to give it
even greater power and impact. Because of check-off-funded research proving that dairy foods help to
control weight when used as part of a low calorie diet, those findings were incorporated into the 3-A-Day
campaign. MDA worked with its many retail partners in major markets to support the connection between
3-A-Daya and weight loss through newspapers and TV ads, in-store sampling and custom radio. MDA
also worked with processors to include the 3-A-Day/weight loss loge on more than 30 brands.

MDA/’s advertising for cheese and milk also incorporated the weight loss theme. tn conjunction
with the new national 3-A-Day TV spots, called “1...2...3...It's so easy,” MDA produced two 3-A-Day radio
spots. The first spot delivered a cheese message, the second communicated the importance of getting
calcium from dairy for healthy bones and strong bodies.

Another key way the check-off is spreading information about 3-A-Day is through a three-year
partnership between WebMD and 3-A-Day of Dairy. WebMD is an internet resource that reaches nearly
two million consumers and 300,000 health professionals. The site helps explain dairy's important role in
weight management.

MDA also generated substantial publicity throughout MDA's territory on the topic "New Study
Shows 3 to 4 servings of Dairy Each Day Help Burn Fat,” documenting Dr. Michael Zemel's clinical trial
findings at the University of Tennessee on the positive impact of dairy calcium on weight loss.

Check-off instrumental in creating a Healthy School Environment

Throughout MDA's nine-state region, MDA staff members have been the driving force behind
development of Action For Healthy Kids state teams. Those teams are now working toward making our
schools healthier through better nutrition and physical activity. MDA staff organized a Healthy Schools
Summit in nearly every state to bring together key health professionals and key school educators to
showcase how they too can make their schools healthy. In some cases, the governor and other top
leaders in the state helped lead the charge.
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Here in North Dakota Action For Healthy Kids has joined with Healthy North Dakota and North
Dakota Team Nutrition to form the North Dakota Healthy School Nutrition Alliance. This group is made up
of aver 30 health professionals and educators to help develop healthy school nutrition guidelines for North
Dakota schoals.

The Midwest Dairy Association has been active in promoting dairy nutrition in North Dakota by
being a regular guest on TV stations in Fargo and Bismarck and by attending and exhibiting at several
health professional and educator conferences such as the North Dakota Dietetic Association meetings,
the North Dakota Medical Association Conference and the North Dakota School Board Association
conference.

MDA is encouraging schools to take several easy steps: use MDA's nutrition education materials,
make dairy foods available throughout the school day, offer milk cold in attractive coolers, provide a
variety of flavors, and add milk vending machines.

MDA has participated in an exciting new program to encourage use of milk vending machines in
schools and other public places. The check-off helped fund a study to determine the potential of mifk
sales in school vending machine to find out if this venue truly represents a good marketing opportunity for
milk. The study indicated that if school milk vending were widespread, it could potentially increase school
milk consumption by 131 million single-serve units per year and make a huge positive impact on milk's
image with Kids. MDA is now working with partners outside the dairy industry who are willing to purchase
and operate the machines.

MDA shared the resuits of a major vending test done in lowa with processors, school
administrators and the media. The test revealed that ali-dairy vending machines could be profitable for
both schools and processors—and add significantly to milk consumption in school. Another test done
earlier this year in Kansas helped us understand that dairy vending can work egually well in smaller
schools—provided students are directly involved in managing the machines.

More than 50 “Dairy Makes a Difference” grants were awarded to schools that featured creative
ideas for reminding students, parents and staff that dairy foods are key to a healthy diet. Innovative
classroom education projects, milk mustache photos, dairy snacks, vending machine promotions and
poster contests were some of the imaginative ideas featured in these grant projects.

Linking student achievement with eating breakfast, MDA’s breakfast grants provided 21 schools
the opportunity to offer a grab-and-go breakfast, breakfast in the classroom or a breakfast after first
period. The goal: increase the number of students who eat a breakfast including dairy foods.

Helped protect dairy's reputation through Dairy Confidence Campaign

Dairy farmers in the Midwest were instrumental in forming a dairy issues management system to
challenge orchestrated misinformation campaigns by anti-dairy special interest groups. Our strategies
and consumer-tested messages helped the dairy check-off keep consumers focused on the wholesome,
nutritious benefits of dairy products.

Dairy farmer spokespersons, as part of a Spokesperson Network organized by the check-off,
have been trained for providing an effective response in major Midwest markets including Chicago, St.
Louis, Cedar Rapids/Dubuque/Waterloo, Des Moines, Springfield, Kansas City, Minneapolis/St. Paul,
Little Rock, Tuisa, Wichita, the Quad Cities and Sioux Falls.

The check-off's issues monitoring system alerts us—often days or weeks ahead of ime—when
radical activists plan an attack on the dairy industry. As a result, dairy farmers are now able to respond
quickly and effectively, so that consumers will remain confident in the care and concern dairy farmers
have for their cows and in the wholesomeness of dairy products.
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As part of a June Dairy Month campaign this past summer, MDA developed a “Cow Spa” graphic
comparing a dairy farm to a "spa for cows” to illustrate the excellent care cows receive. The campaign
received publicity in major newspapers around the country. Comparing a dairy farm to a spa helped get
the important point across to consumers that farmers take good care of their cows.

MDA’s Farmer Spokesperson Network and staff responded to a host of media inquiries about the
rise in retail dairy product prices earlier this year, explaining to consumers that dairy farmers work hard to
produce milk but do not set the price paid at the grocery checkout. At the same time, we reminded
consumers that dairy products are still a great value in the supermarket, with great nutrition—inciuding
caicium and eight cther essential nutrients-—for just pennies per ounce.

Developed new partnership with NFL to leverage dairy promotion success

Early in 2004, the dairy check-off launched a new four-year partnership with the National Football
League (NFL) formalizing a long-term relationship with individual NFL players and coaches. The new
relationship is designed to drive dairy sales and to bring excitement to dairy product promotions.

Nationally, the check-off is capitalizing on events such as Kickoff weekend and the Super Bowl.
Here in the MDA area, the check-off is working with the Minnesota Vikings, Chicago Bears, Kansas City
Chiefs, and St. Louis Rams to extend awareness of 3-A-Day and increase sales of milk, cheese and
yogurt.

This year, the dairy check-off and the NFL rolled out a nationwide schoot program to show kids
ages 6-14 the importance of including three servings of milk, cheese and yogurt in their diets each day. In
several markets, MDA is working with processors to add NFL nutrition messages to milk cartons served at
schools.

Here in the Upper Midwest, classrooms will receive a full-size growth chart of Viking Center Matt
Birk wearing his milk mustache as he toasts the viewer with a glass of milk carrying the 3-A-Day logo.

Following are examples of dairy promotions MDA carries out in North Dakota:

1. Television and radio advertising. Dairy farmers in North Dakota are major advertisers. They
sponsor events such as the North Dakota Football Champicnships, Hockey Championships, Girls’ Class
B Basketball, Boys' and Girls' Class A Basketball and Boys’ Class B State Basketball tournaments. These
activities generate high listener interest and place dairy products into a very receptive, friendly
environment. MDA also sponsored outdoor billboard advertising in the Fargo and Bismarck markets. In
addition, MDA worked with radio stations KLTA-FM and KVOX-FM in conjunction with Hornbacher's
grocery stores in a promotion called “Back to School,” a promotion encouraging families to get their 3-A-
Day of dairy.

2. Nutrition education programs in schools. Dairy Council, dairy producers’ nutrition education
arm, provides teachers throughout the state with eye-catching materials to help explain the importance of
dairy products in a balanced diet. Dairy Council programs are inciuded in the curriculum in many of the
school districts in North Dakota. 1t also distributes information and materials to North Dakota's health
professionals who provide clients with dietary advice.

3._Restaurant and grocery store promotions. An MDA staff member works directly with North
Dakota grocery stores to solicit their involvement in the major cheese promotions held throughout the
year. Another staff member works with the North Dakota restaurant industry. MDA has partnered with
national restaurant chains with a strong presence in North Dakota—chains such as McDonald’s,
Wendy's, Taco Bell, and Pizza Hut. '

4. Dairy's Image. When the dairy industry is confronted with a challenge such as BSE in the news
or a spike in dairy prices, through the check-off, North Dakota dairy farmers have a team of staff and
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farmer spokespersons who are ready to respond on short notice. That helps protect the image of North
Dakota dairy farmers and the foods they market.

5. Local activity. Even thaugh we are now affiliated with a larger regional promotional
organization, MDA has retained the local activities so important to local producers, such as involvement in
the North Dakota State Fair and the Dairy Princess program. These activities help us deliver a positive
image of the dairy industry to consumers.

Projected Activities

During the next biennium, we will build on the foundation of programming established during our
long history. We will continue to produce advertising in the award-winning tradition of years past. We will
continue to emphasize the 3-A-Day program because it holds the greatest potential for increasing dairy
consumption,

We will continue to develop effective promotions with grocery stores and with restaurants where
consumers make their purchasing decisions. We will continue to stress nutrition education in our schools
s0 that tomorrow’'s consumers will include dairy products as part of a balanced diet. And, to stretch the
impact of shrinking promotion dollars, we will continue to develop partnerships with local media and food
manufacturers whose promotional interests are parallel with our own.

Conclusion

In closing, we'd like to share some very good news in the area of dairy consumption that is a
tribute to the effectiveness of dairy promotion programs.

The dairy check-off promotion program was established in 1984 with one purpose: to increase
demand for U.S. dairy products. When dairy farmers began the check-off program, there was a milk
surplus of approximately 9.5 billion pounds. Teoday, that surplus is nearly gone and there are now no
significant government dairy purchases, in spite of rising production nationally on the farm. Since the
program began 20 years ago, per capita dairy consumption has increased from 533 pounds per year to
approximately 594 pounds.

During this past year, 2003, total dairy consumption continued to climb by a total of 2.2 percent,
according to USDA figures. Figures are not yet available for 2004,

Finally, in an article published in Hoards Magazine, dairy economist Harry Kaiser of Cornell
University says: “If there were no check-off, the average price received by dairy farmers would have been
5.1% lower, or 73 cents per hundredweight lower.”

Based on this information and other studies that have been conducted with respect to dairy

promotion, it seems clear that dairy promotion is an excellent tool with which to improve sales and bring a
positive return for North Dakota dairy pro_clucers.
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NORTH DAKOTA DAIRY PROMOTION COMMISSION
Bismarck, North Dakota

STATEMENT OF PROJECTED REVENUES AND EXPENDITURES

For the Current and Next Biennium

2003-2005 and 2005-2007
(UNAUDITED)

Prepared by the North Dakota Dairy Promotion Commission

REVENUES:
Assessments
Interest
Miscellaneous

Total Revenues
EXPENDITURES:
Program Expenditures:

Contract Payrment to Midwest Dairy Association

Total Pragram Expenditures
Administration

Total Expenditures

Revenues Over (Under) Expenditures
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2005-2007 2003-2005
Biennium Biennium
$ 735780 $- 847,950
880 840

50 50

$ 736810  $ 848,840
$ 735,780 $ 871,000
$ 735,780 $ 871,000
8,085 7,774

$ 743,865 $ 878,774
$  (7.058) $ (29,934)




North Dakota Dry Bean Council
Frazee, Minnesota

House and Senate Agriculture Committee Report
For the Two-Year Period Ended June 30, 2004

Drvision of State Audit

Robert R, Peterson
State Auditor
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PHONE
{701) 328-2241
FAX
(701) 328-1406

STATE AUDITOR
“OBERT AR. PETERSON

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
800 £. BOULEVARD AVE, - DEPT. 117
BISMARCK. ND 58505

November 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Dry Bean Council as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the
statement of revenues and expenditures, notes to the financial statements and the
compliance and internal control report. Complete audit reports may be obtained by
. contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincerely,

Lo st

Raobert R. Peterson
State Auditor




PHONE
(701} 328-2241
FAX
(701) 328-1406

STATE AUDITOR
TORERT R. PETERSCN

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL ,
600 E. BOULEVARD AVE. - OEPT. 117
BISMARGK, ND 58505

INDEPENDENT AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly.

Tim Courneya, North Dakota Dry Bean Council Administrator

Dakota Dry Bean Council for the two-year period ended June 30, 2004. This special-purpose
financial statement is the responsibility of the management of the North Dakota Dry Bean
Council. Our responsibility is to express an opinion on this special-purpose financial statement
based on our audit.

. We have audited the special-purpose statement of revenues and expenditures of the North

We conducted our audit in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion. '

The accompanying special-purpose financial statement was prepared to provide state decision
makers, including the Legislative Audit and Fiscal Review Committee, with a comprehensive
overview of the North Dakota Dry Bean Council's operations. The revenues and expenditures
are reported as discussed in the first note to the financial statements. This special-purpose
financial statement is not intended to be a presentation in conformity with generally accepted
accounting principles. :

in our opinion, the special-purpose financial statement referred to abave presents fairly, in all
material respects, the revenues and expenditures of the North Dakota Dry Bean Council for the
two-year period ended June 30, 2004, in conformity with the basis of accounting described in

. the first note to the financial statements.



Our audit was made for the purpose of forming an opinion on the special-purpese financial
statement taken as a whole. The statement subsequent to the notes is presented for purposes
of additional analysis and is not a required part of the special-purpose financial statement of the
North Dakota Dry Bean Council. The statement subsequent to the notes has been subjected to
the auditing procedures applied in the audit of the special-purpose financial statement and in
our opinign, is fairly stated in all material respects in relation to the financial statement taken as
a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
August 20, 2004 on our consideration of the North Dakota Dry Bean Council's internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, and management of the North Dakota Dry Bean Council and should not be
used for any other purpose. However, this report is a matter of public record and its distribution
is not limited.

é}@a/\—-,/

Robtert R. Peterson
State Auditor

August 20, 2004




COMPARATIVE STATEMENT OF REVENUES AND EXPENDITURES
For The Two-Year Periods Ended June 30, 2004 and 2002

_2004-2003 _
REVENUES: -
Bean Assessments (net of refunds of $194,674) $ 1,598,405
Interest on Investments 8,221
Total Revenues $ 1,606,626
EXPENDITURES:
Operating Expenses ' $ 12,612
Management and Consulting Services 2,125,632
Total Expenditures $ 2,138,243
Revenue (Under)/Qver Expenditures 3 (531,617)
NONOPERATING REVENUE:
USDA Grant $ 375,000

. Total Nonoperating Revenue $ 375,000

Revenue and Nonoperating Revenue
(Under)/Over Expenditures $ (156,617)




NOTES TO THE SPECIAL-PURPOSE FINANCIAL STATEMENT
For The Two-Year Period Ended June 30, 2004

|Note 1 - Summary of Significant AccountingPolicies]

The responsibility for this special-purpose financial statement, the internal control structure, and
compliance with laws and regulations belongs to the management of the North Dakota Dry
Bean Council. A summary of the significant accounting policies follows:

A. Reporting Entity

For financial reporting purposes, the North Dakota Dry Bean Council includes ali funds,
programs, and activities over which it is financially accountable. The North Dakota Dry Bean
Council does not have any component units as defined by the Government Accounting
Standards Board. The North Dakota Dry Bean Council is part of the state of North Dakota as a
reporting entity.

The North Dakota Dry Bean Council was created by the 1977 Legislature through passage of
the “Edible Bean industry Promotion Act’ pursuant to NDCC chapter 4-10.3. it being the
intended purpose that the production, development, marketing, and promotion of dry beans in
North Dakota is important to the general welfare of the people of North Dakota. The
accomplishment of which required the establishment of the North Dakota Dry Bean Council for
that purpose and with the objectives of contributing to the stabilization and improvement of the
agriculture economy of the state.

The North Dakata Dry Bean Council is composed of one participating grower elected from each
of the five districts established in chapter 4-10.3 of the North Dakota Century Code. An
assessment of 10 cents per hundredweight is imposed on all dry beans grown in the state and
sold to a designated handler. All moneys levied and collected by the North Dakota Dry Bean
Councit are to be deposited in an account designated “Dry Bean Fund” at the State Treasurer
and used for carrying out Council objectives. '

The Northarvest Bean Growers Association performs the administrative duties and the record-
keeping requirements of the North Dakota Dry Bean Councit under contract. This related party
is further explained in Note 2 to the financial statement. The financial statement includes only
activities of the North Dakota Dry Bean Council, which is one department with one division. The
North Dakota Dry Bean Council is responsible for and is funded under a continuing
appropriation.

B. Revorting Structure

The financial statements include all activities of the reporting entity as defined above. These
activities are funded from fund 241, the Dry Bean Fund. The comparative statement of
revenues and expenditures is a combined statement to give the users an overview of the
agency's activity, :




C. Basis of Accounting

Revenues and expenditures on the comparative statement of revenues and expenditures are
principally reported on the modified accrual basis of accounting, which are generally accepted
accounting principles (GAAP) for governmental fund types.

Under the modified accrual basis of accounting, revenues are recognized when susceptibie to
accrual (i.e., measurable and available). Measurable means the amount can be determined,
available means due and collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. Revenues are considered available if they are
collected within 30 days after fiscal year-end. Expenditures are recorded when goods or
services are received. Exceptions include principal and interest expenditures which are
recorded when due; compensated absences which are recorded when paid; and, ciaims and
judgments.

There can be differences between revenues and expenditures reported on the state's
accounting system and those reported by the Office of Management and Budget in the state's
CAFR in accordance with GAAP. Examples of these include:

1. Loan receipts and loan disbursements are accounted for as revenues and expenditures on
the state's accounting system (and at times are budgeted as expenditures).

2. Revenue reported on the statement of revenues and expenditures can differ from GAAP
revenues because certain receivables are accrued for GAAP purposes while they were not
recorded as revenue on the state's accounting system when they are received after the
apply back period.

3. Certain transfers are sometimes recorded as revenues and expenditures on the state's
accounting system,

4. Expenditures recorded on the state's accounting system do not report expenditures relating
fo capital lease and other financing arrangements.

D. Other GAAP Reporting Differences

GAAP financial statements would include a balance sheet by fund type and account group.
Revenues and expenditures would aiso be reported by fund type. GAAP financial statements
would alse provide more complete note disclosures.

For this report, revenues and expenditures are reported on a departmental basis to give an
overview of the North Dakota Dry Bean Council's operations. All revenues and expenditures
are included. :



\Note 2 - Related PartiesJ

The Northarvest Bean Growers Association {Assaciation) is a related party of the North Dakota
Dry Bean Council (Council). The Council contracts with the Association for management and
consulting services. For fiscal years 2004 and 2003, the Council paid the Association $978,998
and $1,141,394, respectively, for services. The Association pays salaries and benefits for the
Administrator and Secretary of the Council and the Association owns all fixed assets.

|Note 3 - Other Significant Items |

The North Dakota Dry Bean Council’s deposits at June 30, 2004 were $385,674. This amount
represents approximately 4 months of expenditures.
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FAX
(701) 328-1406

STATE AUDITOR
TMBERT A. PETERSON

STATE CF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
500 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 585085

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF SPECIAL-PURPQSE FINANCIAL STATEMENT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable John Hoeven, Governor
Members of the Legisiative Assembly

Tim Courneya, North Dakota Dry Bean Council Administrator

We have audited the special-purpose financial statement of the North Dakota Dry Bean Council
as of and for the two-year period ended June 30, 2004, and have issued our report thereon
dated August 20, 2004. We conducted our audit in accordance with generaily accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether North Dakota Dry Bean Council's
special-purpose financial statement is free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed one instance of noncompliance that is required to be reported under
Government Auditing Standards and is described in the accompanying schedule of Findings,
Recommendations, and Agency's response as item 04-1.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered North Dakota Dry Bean Council’s internal
control over financiat reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the special-purpose financial statement and not to provide assurance
on the internal control over financial reporting. However, we noted one matter involving the
internal control over financial reporting and its operation that we consider to be a reportable
condition. Reportable conditions involve matters coming to our attention relating to significant
. deficiencies in the design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect North Dakota Dry Bean Council’s ability to record, process,




summarize, and report financial data consistent with the assertions of management in the
special-purpose financial statements. The reportable condition noted above is that there is no
segregation of duties. However, no recommendation will be made, as it is not feasible to obtain
proper segregation of duties due to the size of this entity.

A material weakness is a condition in which the design or operation of one or more of the
internal controf components does not reduce to a relatively low level the risk that misstatements
in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normai course of
performing their assigned functions. Our consideration of the internal control over financial
reporting would not necessarily disclose all matters in the internal control that might be
-reportable conditions and, accordingly, wouid not necessarily disclose all reportable conditions
that are also considered to be material weaknesses, However, we believe the reportable
condition described above is a material weakness. We also noted two matters involving the
internal control over financial reporting that we have reported to management of the North
Dakota Dry Bean Council in a separate letter dated August 20, 2004.

This report is intended for the information of the Governor, Legislative Audit and Fiscal Review

Committee, and management of the North Dakota Dry Bean Council. However, this report is a
matter of pubfic record and its distribution is not limited.

Robert R. Peterson
State Auditor

August 20, 2004




FINDINGS, RECOMMENDATIONS, AND AGENCY'S RESPONSE
For The Twe-Year Period Ended June 30, 2004

COUNCIL MEMBERS' PER DIEM (Finding 04-1)

The North Dakota Dry Bean Council members are receiving one hundred dollars of per diem per
day starting in August of 2003; instead of the seventy-five dollars they are allowed.

North Dakota Century Code 4-10.3-05 states the North Dakota Dry Bean Council members are
to receive compensation not exceeding seventy-five dollars per day while attending meetings or
performing duties directed by the council.

RECOMMENDATION:
We recommend that the North Dakota Dry Bean Councﬂ

1) Comply with the Century Code and only compensate their council members a per diem
of seventy-five dollars per day.

2) Contact their agency’s representative in the Attorney General's office to determine the
appropriate course of action.

RESPONSE:

We concur with this recommendation in complying with the Century Code and will use legal
counsel from the North Dakota Attorney General's office to determine what per diem rate is
approprate and if any corrective measures are required.
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DESCRIPTION
NORTH DAKOTA DRY BEAN COUNCIL

The North Dakota Dry Bean Council was created by the 1977 Legislature through passage of the
“Dry Bean Industry Promotion Act’ pursuant to NDCC section 4-10.3. It being the intended purpose
that the productions, development, marketing and promotion of dry beans in North Dakota is
important to the general welfare of the peopie of North Dakota. The accomplishment of which
required the establishment of the North Dakota Dry Bean Council for that purpose and with the
objectives of contributing to the stabilization and improvement of the agriculture economy of the
state.

The Council is composed of one participating grower elected from each of the five districts
established in Chapter 4-10.3 of the NDCC. An assessment of 10 cents per hundred weight is
imposed on all dry beans grown in the state delivered into this state, or sold to a designated handier.
All moneys levied and collected by the Council are to be deposited in an account designated “Dry
Bean Fund” at the State Treasurer and used for carrying out Council objectives. The administrative
duties of the Councii, and the record-keeping requirements of the Council are performed under
contract by the Northarvest Bean Growers Association.
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U - 50072 E. Lake Seven Rd. » Frazee MN 56544
DISTRICTS. = =7 ¢ g D Phone (218) 334-6351 * Fax (218) 334-6360

PROGRAM SUMMARIES
Biennium 2003-2005

PROMOTION
ND Dry Bean Ad Campaign Targets the U.S. Epicurious Audience. Uses Johnny Apple seed
approach and goes city by city.

Why the epicurious and who is 8 epicurious?

- Epicurious are food savvy individuals that have knowledge and experience with beans,
open to learning more.

«. Young epicurious are cocking/entertaining on their own for the first time, awareness
of beans from trendy new restaurants like Chipotle, willing to try new things and
high comfort with web.

- Midiife epicurious like cooking for family and friends, atways looking for something new and
healthy for their family and utilize web as a time saving device for information.

+  Mature Epicurious are concermed about health/nutrition, cook healthy for themselves,
family and friends and enjoy cooking from scratch, utilizing web more for information.

PROGRAM RATIONAL

Objectives
+ Raise awareness for North Dakota grown beans and their heaith benefits and keep them
top-of-mind amongst a specific audience.

*  Promote bean consumption among the target audience. Make beans relevant.
- Provide target audience with new reasons and new ways to use beans. Keep beans
top of mind.

STRATEGIC APPROACH:
To Increase the general awareness of dry beans
» Create a passion for beans by delivering positive, upbeat bean messages to the epicurious.
- Focus primarily on developing an army of consumers that will help highlight versatility and
health benefits

«  Utilized third parties to reach target audiences and lend credibility to messages, including:
- High-profile TV coverage to promote the heaith benefits of beans.
- Generate interest amongst U.S. packagers and canners for point of purchases.
- Print media to reach audiences with credible bean messages

- Refined program, tactics and massaging further by gathering information to target
perception of beans/barrier to usage.

How Did We Target Even Further?

+  Our message will self seiect the audience,

+ Message crafted to bring those most relevant to us.

« Arm them with information.

« Let them spill the beans, created our own army of supporters.




. Other Essential Audiences:
»  Growers

- Continue to get them excited and motivated.
- Instill pride in what the industry is doing.
+ Trade
- Specifically canner and packagers.
- Give them an opportunity to get involved.
+ National/local Media
- intrigue.
- Arm them to spread our word.

OUR THEME - What Is A Bean?

+  What do we want to tell them?

+ Beans are loaded with unexpected coolinary benefits.
+ Intangibte cool factor.

* interest and cache.

» Persona

Beaning of America - Selection Process

*  We utilized a "media efficiency index” as a guide to determine market feasibility.
*  We evaluated market size to ensure coverage.

* We balanced the coverage throughout U.S.

Beaning of America Goes Where?
» Fargo, Boston, Sacramento, Minneapolis/St. Paul, Chicago and San Antonio

Who Helped Promote Beans Along The Way?

+ North Dakota State Governor
= Minnesota State Govermnor
: * Mayor of Chicago

Mechanism Used To Raise The Awareness of Beans
» Played off of the giggle factor that beans have.
+ Message created were:
- Who Cut The Cholesterol
- Who's Laughing Now
- Live To Be An Qld Fart
- Toot f You Like Beans
- Without Beans, Chili Would Be Just A Bowl Of Meat
- Shaped Like A Kidney But Good For Your Heart, Go Figure
- The Pinto, Lousy Car, Great Bean ‘
- Ever Seen An Obese Caowboy
- We're Letting It Slip Beans Are Rich In Folate

Elements Of The Campaign
» Continue to use:
- Street Furniture (Info Panels/Shelters, Benches, Phone Pillars)
- Bulletins & Posters, Delivery Trucks, Train Wrap
- Radio
» New:
- Wallscapes
- Coasters
- Online

. 13




Accomplishments

«  Over $118,000 free press coverage.

Over $130,000 of bonus media.

5.7 miliion impressions through PR print coverage.
295.3 million impression through paid media.
46,500 Web hits to date from five markets.

ONGOING PRCMOTION

We continue our commitment to regional promotion by traveling throughout out the region mesting
with dietitians, food service personnel, chefs, WIC, and providing educational units to our local
schools, i.e. Ag In The Classroom.

Promoting dry beans to consumers is a task that North Dakota bean growers share with other bean
organizations under the umbrella of the American Dry Bean Board.

A variety of consumer media projects were used. The goal was to position beans as part of today's
healthy, active lifestyle; to communicate beans' great taste; generate awareness of beans; and to
provide new reasons and ways to use beans. '

First Ever Dry Bean Distary Message was approved, “A diet including beans may reduce your risk of
heart disease and certain cancers.”

“Hunting For The Super Bean®, North Dakota bean growers sponsored the first ever conference at
the USDA-ARS Grand Forks, N.D., Human Nutrition Center. Nearly 40 scientist identified a dozen'

bioactive factors that plant breeders could work on to improve health-based marketing opportunities
for dry beans.

North Dakota partnered with other bean organizations to form the Beans For Health Alliance.
= What is the “BHA™?
- Non-profit public-private partnership
- Initial Funding Source
- One-time grant from the U.S. Agency for International Development (USAID) totaling
$1.5 million over 2 years (2004-5) with Match required from Members (in-kind acceptable).
« The “Case” for Beans
- Emerging evidence shows that eating beans contributes to improved health:
» Reduces risk of cancers (colon, breast, prostate)
» Reduces risk of cardiovascular disease
» Reduces obesity and risk of Type 1l diabstes
+ Provides important nutrients for growth (especially children)
« By increasing the overall health and nutritional status, can delay the onset of AIDS in HIV
positive persons and is a critical component for the effectiveness of anti-virals.

- “BHA" supported $600,000 worth of health related research projects.
- Grand Forks Nutrition Center was a recipient of $200,000

«  “BHA” influences the USDA and the pending release of the 2005 U.S. Dietary Guidelines is

expected to promote a 400-percent increase in bean consumption for wornen and a 200-percent
jump for men.

RESEARCH
akota identi ch_prioritie

Research is so important to our profits that we maintain a strong financial commitment even when
acres panted to dry beans were decreasing.




We lost our bean breeder (Ken Grafton) wha took the position of Director of the College of Agriculture
at NDSU, but we continue to allocate most of the research budget to the dry bean breeding program.
In 2004 the program released a new black bean variety named Eclipse. The breeding project
involves 45 acres of variety plots. The program is on going for screening dry bean lines for white
mold, root rot, rust, anthracnose, common mosaic virus resistance, canning quality, color and identify ,
white mold resistance genes and to insert the genes into new dry bean varieties. Yield tests, |
breeding nurseries, variety trails and a winter nursery are all part of the program. Other research trials
will be conducted on, dry bean disease controi, development of dry bean populations with possible
resistance to while mold, resistance to bean rust, storage of dry edible beans on the farm, searching
for the best combination of nitrogen fertilizer and inoculator for dry bean production, biotechnology to
produce low-flatulence dehydrated pinto bean products, integrated strategies to controt bean root
rot, optimizing dry bean desiccants and weed control in dry edible beans. NDSU will continue to
survey dry bean growers (sponsored by the growers) about the production practices and the
problems they encountered in 2004. The survey guides the dry bean breeding, research and
extension programs; supports pesticide registration applications, and documents production trends.

PRODUCER COMMUNICATIONS

Five issues of the Naortharvest Bean Grower is distributed to more than 3,000 dry bean growers in
North Dakota and Minnesota, and several hundred members of the industry in the U.S. and Canada -
- profiles severai bean growers, and covers a wide variety of marketing, production and industry
news. The U.S. Dry Bean Industry has requested that North Dakota market this magazine to all
growing and processing regions in the U.S. plus distribute to U.S. embassies.

Other releases are used to report to the growers about seasonal items that pertain to markets, crop
reports, chemical clearance, etc., and a 16 page Research Journai in magazine format devoted to
the research funded by the bean growers rounds off our printed communication program.

THE WEB SITE

We maintain a comprehensive site focusing on dry bean issues that communicate with three primary
audiences: Growers, Buyers and Consumers/Foodservice Professionals. The site developed uses
cold fusion technology which allows for the rapid update of information on the site. Our continued
goal is to make www.northarvestbean.org the premier information source for North Dakota producers
and buyers of beans worldwide.

DEVELOPMENT

North Dakota growers investigate the potential for new foreign trade; servicing important traditional
overseas buyers and increasing worldwide demand for U.S. beans are all part of a cooperative
market development program. These market development initiatives are done in cooperation with
other U.S. bean industry organizations. The program works with a variety of foreign trade initiatives —
the Market Access Program, Food for Peace (PL480) and the Foreign Market Development Program.
The cooperative market development initiative also serve as a voice for a united dry bean industry on
trade and farm policy issues. Development activities are conducted around the globe. We set out to
conduct activities in Brazil, Mexico, Russia, France, the Middle East, ltaly, North Africa, Spain, the
United Kingdom and much of Centrai America. All of this work is made possible by the U.S. Dry Bean
Council (USDBC) support staff located in several countries around the world.

CUBA CONNECTION

Trade trip by North Dakota Dry Bean Growers did make what some are cailing “historic”
progress on trade with Cuba.

For the first time in 40 years, the U.S. shipped dry edible beans to Cuba and the beans came from
North Dakota. Growers call the shipment “historic®, not only because it's the first in 40 years, but
because it was entirely managed locally.

15




. Profiling Cuba shows it is the leading Caribbean importer of dry beans. During 2002, Cuba imported
about 108,000 tons of dry beans. China was the dominant supplier of Cuba's dry bean imports in
2001/02, providing 79,398 tons. The 2002 sale of 20 tons of dry beans to Cuba by a North Dakota
trader begin a significant shift of sales to this new market. Sales to Cuba from the U.S. now total
20,000 metric tons.
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. OBJECTIVES & GOALS
Biennium 2005-2007

PROMOTION
Working Toward a Consolidation of the U.S. Dr Bean Industry To Support Creating Consumer
Messages Based On Science

The food industry is getting larger and larger portions of growth and profits from "functional
foods,"” i.e., foods have a health benefit beyond simple nutrition. The general category of food
is growing in sales at about 2% per year, while functional food sales are the fastest growing
sector, today accounting for about 5% of all food sales, but growing at 10-12% annually. All
levels of the foed business are paying high attention to functional aspects of foods, that is, the
health attributes. if beans are not successfully positioned in part, on their functional traits (e.g.,
fiber, other nutrients), consumers will acquire and use substitutes. Soy-many consumers have
learned it has high fiber, along with phytoestrogens that are heart healthy, and healthy for
women in particular. Tragic irony: edibie beans contain higher levels of some of those 7
phyto-active compounds, and higher levels of dietary fiber. Yet, because the bean industry
has not pursued a health claim with the speed of soy, and has not effectively communicated
those attributes otherwise, consumers now reach for soy (and other products) for these
elements. Edible beans are likely falling prey to substitution. Add to this the declining time for
home cooking and food prep, and the failure of this generation to pass along those skills to our
children, we don't see a rebound of sales here unless there is a major effort to rekindle
demand through new product introductions, heavy promotion, and other partnerships.

The Bean Heaith Alliance has begun an industry-wide initiative to advance the science behind

A beans. The North Dakota grower has done the same, doing its part by supporting the first ever
Edible Bean and Human Heaith Conference here in Grand Forks 18 months ago. These
initiative must continue, and invoive the whole industry. The science must be there for edible
beans to have the basis to make effective claims; failing that, edible beans will see sales
losses to other commodity products. How much? There is no reliable forecast available that
we are aware of and we shall not wait around to find out, rather, we want to take the buil by
the homs and manage the futurs.

The industry has got to get behind a two-pronged strategy for the re-positioning of edible

beans to '

1) include a health aspect, the heaith aspect to resuit in one or more very defensible,
science-based propositions, and

2) tell the world (consumers) about it! Conducting science and then burying it under the
bushel basket wouldn't be good policy; nor would making claims without science be
advisable. Doing nothing is not an option. Goed claims should be a part of industry
advertising, labeling, and sales promotion activities.

GOAL

North Dakota growsrs will develop a strategy for funding the science, one that includes all
levels of stakeholders producers, elevators, packers and canners.

Market Research
Developing Market-oriented Strategies for Health and Nutrition, Food Technology, and
- Value-added Industrial Products

New and significant activities have been undertaken by the North Dakota grower in the last two
years, including efforts to re-position beans through a new promotional strategy, and early studies of
potential opportunities in the areas of new, value-added industrial products and new food

. technaologies.
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The need for basic research into these areas by marketing personnel has largely been satisfied
through earlier reports. Now, in at least two of these disciplines {(health & nutrition as well as value-
added industriai products}, the role of marketing has shifted to that of liaison between the grower
and the affected federal labs. The latter include the Grand Forks Human Nutrition Research Center,
and the National Center for Agricultural Utilization Research (NCAUR), Peoria, lllinois.

The third issue-area, new food technology, continues to be investigated in search of a "best-fitting”
federal partner.

The grower has traditionally organized its research doilars and its committee structure around
agronomic issues. We will likely continue to devote the lion's share of those funds in that manner, but
are expressing considerable interest in the long-term development of thaese three new initiatives. In
the case of health and nutrition, dramatic changes to communication strategy, and a significant new
partnership with the Grand Forks Human Nutrition Research Center have occurred. These
investigators hope that similar cutcomes will occur as the grower builds successful partnershlps with
NCAUR, and a yet to be identified federal food technology laboratory.

GOAL
The goal is to maintain and further develop relationships on behalf of the grower by networking to
improve the overall presence, usefuiness, and image of the dry bean.

DEVELOPMENT

It has become a North American trend to import beans and distribute into our domestic market. On
the average, B0 percent of all dry beans used in a 12 month pericd is consumed by our domestic
consumer. We were dealt a4 major price depreciating factor in 2002/03 that did not support bean
production in the state. Our crop of 2004 was affected by frost and disease, market prices jumped.
U.S. importers and or end users are now purchasing Mexican produced beans to place bearish
pressure on the supply side of the bean market equation.

GOAL

The tools of communication, possible trade legislation to increase food aid purchases, and increased
food safely inspection will need to be given even greater attention since this phenomena continues
to position our main market as part of a now world supply of dry beans,

R RCH (D ean Plant Breedin
Dr. Ken Grafton past state funded dry bean breeder stationed at NDSU feft that position summer of
2003 and currently NDSU has not hired a person to fill this vacancy created when he left.

GOAL

The state (NDSU) hire a plant breeder to ¢ontinue the development of varieties that are adapted to
this region and to help sustain an industry that currently generates $100,000,000 dollars to the
states economy.

COMMUNICATION

Continued development of a web site to fit the North Dakota producers needs for current and easy
access to information about research, markets, eic. The consumer link for accessing information on
using dry beans grown in North Dakota, recipes and health issues will be current and linked to other
sources providing info.

GOAL

The site will evolve into being market specific. Print publications will move into program
announcements/reporting.
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North Dak

STATEMENT OF PROJECTED REVENUES AND EXPENDITURES

ota Dry Bean Council
Frazee, Minnesota

For the Current and Next Biennium
2003-2005 and 2005-2007

(UNAUDITED)

Prepared by the North Dakota Dry Bean Council

REVENUES:

Assessment Revenues Collected from 1st

Purchasers
Less:
Refunds Paid to Producers

Net Assessment Revenue
Interest Income
USDA Grant Income

Total Revenues

EXPENDITURES:
Program Expenditures:
Promotion
Research
Producer Communications
Development

Total Program Expenditures
Administration

Total Expenditures

Revenues Over (Under) Expenditures
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2005-2007
Bienni

$1,950,000

175,000
$1,775,000
8,000

3 2

1.783.000

$ 576,000
400,000
80,000
256,000

$1,312,000
255,000

$1,567,000
$_ 216,000

2003-2005
Biennium

$1,445 246

0.07

$1,315,174
6,400
$__375.000

$1.696.574

$ 537,273
375,577
79,970
241,110

$1,233,930
249,700

$1,483,630
$ 212944




ORGANIZATION OVERVIEW

Working Together
Minnesota Dry Bean North Dakota
‘Research & Promotion Counclit Dry Bean Council
Administers the Minnesota _ | Administers the Dry Bean Industry
Dry Bean Promotion Act. Promotion Act of North Dakota.

Northarvest Bean Growers Assoclation
Coordinates
Minnesota and North Dakota Bean Coungcil
promotion, development, and research programs.

® —

Development || _National Regional | Research Communication
Promotion {1 Promotion
{J.8. Dry Bean Councif GdB - ' ND 8 MN NDSU Magazme
Gabriel deGrood Bendt Ag in the Classroom
Northern-Crops tnstitite 1 1 fUND 1 {Research-Aepon
American Dry Bean Board{ Minn Agri Growth Council
Legistative Activities UofM Talkin' Beans Flyer
International Alliance Regional Trade Shows
Food Aid to Promote the Health Web Site
Benefits of Dry Beans ] Peproduction of
and Other Pulses Pamphlets & Cockbooks|

Mission Statement

NHBGA , growers representing growers through the check-off system, is North America’s largest supplier ot quality dry
beans. Working together to better the industry through promotion, research, market development, education of
consumers and monitoring of governmental policy.

Our future goals must be continued market exposure and careful monitoring of new ideas, consumer choices, and
producer needs.
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PHONE
(701) 328-2241
FAX
(701) 328-1406

STATE AUDITOR
.)BEHT R. PETERSON

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK. ND 58505

November 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Dry Pea and Lentil as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the

. statement of revenues and expenditures, notes to the financial statements and the
compliance and internal control report. Complete audit reports may be obtained by
contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincerel

Robert R. Peterson
State Auditor




PHONE
(707) 328-2241
FAX
(701) 328-1406

STATE AUDITOR
.JBEHT R. PETERSON

STATE CF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITGL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

STATE AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Eric Bartsch, North Dakota Dry Pea and Lentil Council

The following pages were taken from the audit report of the North Dakota Dry Pea and Lentil
Councit for the two-years ended June 30, 2004, The financial statements are the responsibility

. of the management of the North Dakota Dry Pea and Lentil Council. The auditor's responsibility
was to express an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors plan
and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agriculture Committees, with a comprehensive overview of the North Dakota Dry Pea and Lentil
Council's operations. The revenues and expenditures are reported under the modified accrual
basis of accounting. The financial statements are not intended to be a presentation in
conformity with generally accepted accounting principles. The complete audit report should be
reviewed to obtain a complete picture of the financial position and operations of the North
Dakota Dry Pea and Lentil Council. The complete report may be obtained by contacting the
Office of the State Auditor.

The audit resulted in a clean {unmodified) audit opinion. In accordance with Government

Auditing Standards, a report was also issued on the auditor's consideration of the North Dakota

Dry Pea and Lentil Councii’'s internal controf over financial reporting and the tests of its
. compliance with certain provisions of laws, regulations, contracts, and grants.




This report is intended solely for the information of the meeting of the Joint Agricuiture
Committees and should not be used for any other purpose. However, this report is a matter of
public record and its distribution is not limited.

Robert R. Peterson
State Auditor

November 17, 2004




ND DRY PEA AND LENTIL COUNCIL

Statements of Revenues, Expenditures, and Changes in Net Assets

For the Fiscal Years Ended June 30, 2004 and 2003

Revenues:
Assessments
Interest income
Total Revenues
Expenditures:
Salaries and benefits
Operating expenditures
Grants
Total Expenditures
Revenues Over (Under) Expenditurés Before Transfers

Transfer
Transfer from Govenor's Office

Change in net assets
Net Assets - Beginning of Year

Net Assets - End of Year

The accompanying notes are an integral part of these financial statements

4

2004 2003_
$ 263,215 $ 179,200
149 204
263,364 179,404
4,001 2,711
51,110 46,319
163,000 141,295
218111 190,325
45,253 (10,921)
45,000

45,263 34,079
59,078 24,999

$104381  $ 50078




NOTE 1

ND DRY PEA AND LENTIL COUNCIL

Notes to the Financial Statements
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

For financial reporting purposes, the ND Dry Pea and Lentil Council includes all funds
programs, and activities over which it is financially accountable. The ND Dry Pea and
Lentii Council does not have any component units as defined by the Government
Accounting Standards Board. The ND Dry Pea and Lentil Councit is part of the State of
North Dakota as a reporting entity. The financial statements report all revenue and

expenditure activity in the operations program.

The ND Dry Pea and Lentil Council was created by the 1997 Legislature through passage
of Senate Bill No. 2124 pursuant to NDCC chapter 4-10.7. It is the intended purpose that
the production, development, marketing and promotion of dry peas and lentils in North
Dakota are important to the general weltare of the people of North Dakota. The
accomplishment of which required the establishment of the North Dakota Dry Pea and
Lentil Council for that purpose and with the objectives of contributing to the stabilization and
improvement of the agriculture economy of the state.

The Council is composed of one participating grower elected from each of the five districts
established in section 4-10.3-04 of the NDCC. Funds are derived from an assessment at
the rate of one percent of the net value of dry peas and lentils grown in the state or sold to
a first purchaser. All moneys levied and collected by the Council are to be deposited in an
account designated “Dry Pea and Lentil Fund” at the State Treasurer and used for carrying

out Council objectives.
B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above.
These activities are funded from fund 227, the Dry Pea and Lentil Fund, and fund 002,
which are federal grant funds. The grant funds were a USDA Promotion and Specialty
Crops Allocation administered by the USDA-Commaodity Credit Corp. and passed through
from the ND Office of the Governor. The statement of revenues and expenditures is a
combined statement to give the users an overview of the agency's activity.

C. Fund Financial Statements

The net assets are reported as unrestricted net assets with constraints on resources which
are imposed by management, but can be removed or modified.

D. Fund Accounting Structure

The Council uses funds to report its financial position and the results of its operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. The
accounting and reporting treatment applied to a fund is determined by its measurement

focus.

The Council reports the Dry Pea and Lentil Council operating fund as a major governmental
fund. itis used to account for the collection of assessments and transactions relating to the
production, development, marketing #nd promotion of dry peas and lentils within the state.



NOTE 1

NOTE 2

ND DRY PEA AND LENTIL COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

E. Basis for Accaunting

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accrual; generally when they are both
measurable and available. Revenues are considered to be available when they are
collected within the current period or soon enough thereafter to pay liabilities of the current

period.

Major revenues that are susceptible to accrual include assessments and interest. All
revenues are determined to be available if collected within one year of fiscal year end.
Expenditures generally are recorded when a liability is incurred, as under accrual

accounting.
F. Cash and Cash Equivalents

Cash and cash equivalents includes all funds deposited with the Bank of North Dakota.

G. {investments

Investments include funds deposited in a money market with AG Edwards.

CHANGE IN ACCOUNTING PRINCIPLES

For the fiscal year beginning July 1, 2002, the Council implemented the following new
accounting standards issued by GASB:

Statement No. 34, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments

Statement No. 37, Basic_Financial Statements and Management's Discussion_and
Analysis — for State and Local Governments: Omnibus, and

Statement No. 38, Certain Financiai Statement Note Disclosures.

Staternent No. 34 as amended by Statement No. 37, establishes new financial reporting
standards for state and local governments. This statement's requirements represent a
significant change in the financial formats and changes in fund types and account groups.
In addition to fund financial statements, governments are required to report government-
wide financial statements, prepared using the accrual basis of accounting.

Statement No. 38 requires certain note disclosures when Statement No. 34 is implemented.
The provisions of these new standards have been incorporated into the financial statement

notes. :



NOTE 3

NOTE 4

ND DRY PEA AND LENTIL COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

ORGANIZATION AND RELATED PARTY TRANSACTIONS

As stated in Note 1, the Council is an entity of the state of North Dakota and as such, other
state agencies of the state and political subdivisions are related parties.

DEPOSITS AND INVESTMENTS

The GASB requires certain financial statement disclosure of deposits and investments such
as the disclosure of carrying amount by type of investments and classification into one of
three categories based upon credit risk. Category 1 includes deposits that are fully insured
or coilateralized with securities held by the Council or by its agent in the Counci’s name.
Category 2 includes deposits which are collateralized with securities held by the pledging
financial institution’s trust department or agent in the Council's name. Category 3 includes
deposits which are not collateralized or are collateralized by the pledging financial
institution, trust or agent, not in the Council's name.

ND Dry Pea and Lentil Council is required to maintain its operating funds at the Bank of
North Dakota. All deposits at the Bank of North Dakota are uncollateralized, a category 3
risk as defined by the GASB, but guaranteed by the State of North Dakota according to

N.D.C.C. 6-07-10.

Carrying Total Bank

June 30, 2004: Amount Balance Category1 Category2 Category 3

Cash deposits $ 9389 $ 9389 $ - % - $ 9389

Money market as investments 44,577 44 577 44 577 -

'
&

Totals $ 53966 $ 53,966 $ 44577 § 9,389

June 30, 2003:

Cash deposits $ 4415 $ 4,415 § - % - § 4415

Money market as investments 27 470 27,470 27,470 -

NOTE 5

Totals $ 31,885 $ 31,885 $ 27,470 $ - $ 4415

DUE TO STATE AGENCIES
2004 2003

Due to other state agencies
Information Technology Department 3 - $ 5




NOTE 6

NOTE 7

ND DRY PEA AND LENTIL COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

RELATED PARTY TRANSACTIONS

North Dakota Dry Pea and Lentil Association and United States Dry Pea and Lentil Council
are related parties of the Council. They provide promotion and research services for the
Council. The Council has made payments to the North Dakota Dry Pea and Lentil
Association of $163,000 and $141,295 for the years ended June 30, 2004 and 2003,
respectively. The Council has made payments to the United States Dry Pea and Lentil
Council of $36,000 and $35,000 for the years ended June 30, 2004 and 2003, respectively.

The Council had a service contract with Progressive Consulting, Inc. to provide ail the
administrative functions for the North Dakota Dry Pea and Lentil Council. Payments were
made to Progressive Consulting of $4,799 and $4,521 for the years ended June 30, 2004
and 2003, respectively. The contract between the Council and Progressive Consuilting
expired on July 31, 2004 and was not renewed.

The Council has signed a contract with the North Dakota Dry Pea and Lentil Association as
of August 2004 to provide all the administrative functions for the Council,

RISK MANAGEMENT

The Council is exposed to various risks of loss related to torts, theft, damage, destruction of
assets, errors and omissions, injuries to employees and natural disasters. The Councii
participates in the following funds or pools:

The Risk Management Fund (RMF) was created in 1995 and is an internal service fund to
provide a self-insurance vehicle for the liability exposure of state agencies resulting from
the elimination of the state’s sovereign immunity. The RMF manages the tort liability of the
state, its agencies’ employees, and the University System. All state agencies participate in
the RMF and their fund contribution was determined using a projected cost allocation
approach. The statutory liability of the State is limited to a total of $250,000 per person and

$1,000,000 per occurrence.

The Councit pays an annual premium to the Fire and Tomado Fund to cover property
damage to personal property. Replacement cost coverage is provided by estimating
replacement cost in consultation with the Fire and Tornado Fund. The Fire and Tornado
Fund is reinsured by a third party insurance carrier for losses in excess of one million
dollars per occurrence during a twelve-month period.

There have been no significant reductions in insurance coverage from the prior year and
settled claims resuiting from these risks have not exceeded insurance coverage in any of

the past three fiscal years.
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Eric Bartsch, North Dakota Dry Pea and Lentil Council

We have audited the financial statements of the North Dakota Dry Pea and Lentil Councii as of
and for the fiscal year ended June 30, 2004, and have issued our report thereon dated August
11, 2004. We conducted our audit in accordance with auditing standards generally accepted in
. the United States of America, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether North Dakota Dry Pea and Lentil

Council's financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, grants, and the Soybean
Promotion and Research Order (the “Order”) relative to the use and investment of funds
collected by the State Council and with terms described in Sections 1220.228(a) and
1220.211(j) of the Order relative to prohibited uses of funds collected by the North Dakota Dry
Pea and Lentil Council, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered North Dakota Dry Pea and Lentil Council's
internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
the internal control over financial reporting. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control over financial
reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a
. relatively low level the risk that misstatements in amounts that would be material in relation to




the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, and management of the North Dakota Dry Pea and Lentil Council and is
not intended to be and should not be used by anyore other than these specified parties.
However, this report is a matter of public record and its distribution is not limited.

Aol it

Robert R. Peterson
State Auditor

August 11, 2004
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North Dakota Dry Pea
& Lentil Council

PO Box 1352 « Bismarck, ND 58502

Background

In 1997 the ND State Legislature created the North Dakota Dry Pea and Lentil Council. The Council is in
charge of assessing a 1% net value check-off of dry peas, lentils, chickpeas and lupins grown or sold in
ND. The Councit uses the funds for promotion, market development, education and research of these
specific crops. Since the creation of the Council the North Dakota pulse industry has increased
dramatically. In 1997 North Dakota represented 85,000 acres of pulse crops and in 2004 North Dakota
planted over 415,000 acres of dry peas, lentils and chickpeas and is now the number one growing state in
the United States. Since 1997 the processing capacity has increased from one processor to seven
processing plants in 2004. The processing plants are value added ventures that employ anywhere from
five to thirty people. In addition to the seven processing plants, several country elevators have expanded
their facilities to handle both food and feed grade peas.

Organization

The Council is made up of five elected council members and an Ex-officio member. Each council
member represents the district in which he lives. Each board member serves a maximum of three, three
year terms.

The Council hired Progressive Consulting Inc. until July 31, 2004 to provide staff to administer the
collection and perform the duties assigned by the council members. Progressive Consuiting Inc provided
the NDDPLC with an Executive Director to carry out the policies of the Council.

The Council contracts with the North Dakota Dry Pea and Lentil Association for its efforts in market
promotion, research coordination, industry education and domestic policy. In addition the council is
contracting with the NDDPLA to provide administrative services for the council. Currently the NDDPLA
has an Executive Director, Director of Marketing and a State Promotions Director.

The council also contracts with the US Dry Pea and Lentil Council {USDPLC) to work in the areas of
internationai market development and research coordination.

Current Activities

Since inception in July 1997, the Council has been collaborating efforts with the ND Dry Pea and Lentil
Association and the US Dry Pea and Lentil Council. The council enters into contracts with these
organizations giving direction where to spend the contracted funds.

The North Dakota Dry Pea and Lentil Council has:

» Been in constant contact with elevators, processors and growers; educating them about the 1897
law requiring the 1% check-off.

* Expanded the list of first purchasers and promoted the establishment of new processors.

A
1l

Telephone: 701/222-0128 Fax: 701/223-4130 * E-mail: nddpla@btigate.com




* Working with the US Dry Pea and Lentil Council in forming a new national organization that
represents all states to address national issues that affect dry pea, lentil and chickpea producers
. across the nation.

= North Dakota Dry Pea and Lentil Association - The North Dakota Dry Pea and Lentil Association
has worked as a team with the NDDPLC in marketing, research and education. Below is a brief
description of the activities under contract between the NDDPLA and NDDPLC.

* Marketing - The NDDPLC has contracted with the NDDPLA to develop and conduct foreign and
domestic market programs for dry peas, lentils, chickpeas to increase demand and product
recognition with consumers and the trade.

s International Trade Missions

* Cuba - Cuba is the western hemispheres largest market for dry peas with an annual
import volume of about 225,000 melric tons of peas. Recent federal legislation has
allowed for ND exporters to negotiate with Cuban officials on a cash only basis. The
NDDPLA has put an emphasis on expanding the Cuban market. Since the partial
liting of the embargo ND has shipped over 35,000 mt of yellow peas into Cuba.

* Philippines — The Philippine market is a strong feed and high quality food market for
US peas. The NDDPLA organized a three person trade team to the Philippines to
visit with several food and feed grade dry pea buyers. The mission resulted in several
sales of high quality green peas for the snack market in SE Asia.

* China - The NDDPLA traveled with the ND Trade Office on a trade mission to China.
The mission featured visits with several potentiai feed buyers who are looking for high
protein feed ingredients. In addition to the high protein feed market the trade team
also visited with several noodle manufactures that are looking to purchase yellow
. peas. The trade team gained several contacts and the potential for sales to China
are extremely high. China remains potentially a very large buyer of ND and US dry
peas.

* |nternationaf Trade Teams

* Eastern Europe and Bulgaria — Through a USDA cooperative grant the NDDPLA
hosted two trade teams from Eastern Europe and Bulgaria. Both trade teams
featured buyers of lentils and dry peas. Both markets are small but remain as a new
and emerging market for North Dakota pulse crops.

= Domestic Feed Market — The dry pea industry in North Dakota is committed to developing
a strong feed pea market in North Dakota and the United States. Dry peas are a high
source of both protein and energy and have been proven to be a high value feed
ingredient in several livestock feed rations. The NDDPLA has hired a marketing director
to focus on the development of the feed industry. The NDDPLA is working on educating
the feed industry of the true feed vaiue of feed peas in several different livestock rations.

* Education - The NDDPLC has contracted with the NDDPLA to host an annual convention,
conduct grower meetings and maintain a website to educate growers about new technologies,
disease control, weed control products and other related production tools.

*  Grower Convention - The NDDPLA Education Committee each year hosts an annual
convention. At the annual convention producers have the opportunity to listen to experts
on pulse production, marketing, goverrment affairs and important industry issues. The

. convention attracts 150 plus dry pea, lentil and chickpea producers from the Midwest
region.




Winter Meetings — The NDDPLA hosts several production workshops throughout the
state of North Dakeota. The spring production meetings are informative for producers who
want to learn more about dry pea, lentil and chickpea production, markets and industry
news. In addition, the NDDPLA participates in several trade shows around the state
educating the public about growing, feeding and marketing pulse crops.

Pulse News - The NDDPLA sends out a quarterly newsletter, “PULSE NEWS”, to the
members of the asscciation. The newsletter updates the growers on industry events.
The NDDPLC and NDDPLA also send an annual report of activities to all checkoff paying
producers in North Dakota.

The NDDPLA maintains a website at www.ndpealentil.org. The website offers information
to producers on production, marketing and government affairs. Producers utilize the
website to stay informed on all activities of the pulse industry.

* Research - The NDDPLC has contracted with the NDDPLA to coordinate and enter into contracts
with third parties to conduct, dry pea, lentii and chickpea research to solve dry pea, lentil and
chickpea production problems and increase yield.

The NDDPLA Research Committee worked to garner $250,000 worth of research funding
for ND dry peas, lentils and chickpeas. The funds were generated from state checkoff
funds and the Cool Season Food Legume grant fund that was strongly supported by the
ND Dry Pea and Lentil Association,

The NDDPLA research committee granted $6,000 towards a chickpea weed control study
conducted by Brian Jenks of North Dakota State University. Weed control options in
chickpeas are very limited and the weed control study researched other potential options
for weed control in pulse crops.

The NDDPLA research committee granted $2,900 towards a study on field pea response
to nitrogen applications conducted by Bob Henson of the Carrington Research Extension
Center. The study is looking at the yield and protein level of peas when nitrogen was
added to the soil when planting peas.

The NDDPLA research committee granted $9,100 to the construction of a feed mill at the
Carrington Research Extension Center, no till drill at the Dickinson Research Extension
Center and the Agronomy Seed Lab at the North Central Research Extension Center in
Minot ND. All three investments are beneficial to conduct and complete quality research
on dry peas, lentils and chickpeas.

The North Dakota Dry Pea and Lentil Association has been working with the North Dakota
Department of Agriculture applying for Section 18's. The puise industry received section
18's for Gramoxone on peas, LSP seed treatment on lentils, Quadris on chickpeas, and
Spartan on chickpeas and dry peas.

s  Government Affairs

Pesticide Harmonization — Pulse crops are being used as a pilot program for pesticide
harmonization within the NAFTA TWG on pesticide harmonization. The goal of the pilot
project is to eliminate all trade barriers in North America due to pesticide use. The goat of
the pulse growers in ND and the US is to establish a NAFTA label, harmonization of
maximum residue limits and to expedite the pesticide registration process. The project
has been successful in harmonizing several MRLs that are potential trade irritants. The
NDDPLA is continuing to work with EPA and the NAFTA TWG on developing a NAFTA
label. '




Crop Insurance — The NDDPLA worked to improve the t-yields for dry pea, lentil and
chickpea producers around the state of North Dakota. In addition the NDDPLA asked the
Risk Management Agency to evaluate the premiums for summerfallow vs. continuous
crop. Producers who are using pulse crop in their rotation were experiencing better yield
and quality wheat crops then when they were planting wheat in a summer fallow rotation.
The NDDPLA was successful in convincing RMA to lower premiums for producer who are
using pulse crops in their rotation and RMA is going to continue to evaluate the rotation
benefits of continuous crop vs summerfaliow rotations.

The NDDPLA supported crop disaster legisiation, increased PL 480 purchases, free
market trade and improved crop insurance.

= US Dry Pea and Lentil Council - The NDDPLC contracts with the USDPLC to work on foreign
market development, US research coordination and pesticide registration issues.

* International Marketing

Trade Offices — The USDPLC has seven trade office located throughout the world located
at Mexico, China, Spain, France, India and Thailand. The trade offices work on the
market development of US peas, lentils and chickpeas.

Trade Teams - North Dakota has hosted trade teams from India and the Philippines
through funding from the USDPLC. The trade teams featured several major buyers of
puise crops. India is the world’s largest buyer of pulse crops and the Philippine are the
largest buyer of dry peas. The trade teams had the opportunity to visit with several of the
states processors on purchasing ND pulse crops. Both trade team missions resulted in
pulse crop sales.

Trade Missions — Through USDPLC frade missions ND processors and the pulse industry
have had the opportunity to promote our products in markets such as India, China,
Mexico, and Europe. [n addition, the USDPLC and ND had representation at several
large trade shows such as ANUGA, Alimentarian and Confitexpo.

The funds that are contributed to the USDPLC are used as matching funds to leverage
over 3900,000 in USDA Foreign Market Development funds. The USDPLC uses these
funds for trade missions and funding foreign trade offices throughout the world.

»  Research

The USDPLC coordinates pulse research in the United States to prevent research
duplication. The USDPLC is currently working with the NDDPLA to increase federal .
research funding for pulse crops.

The USDPLC works with the Environmental Protection Agency to establish full labels for
effective fungicides, insecticides and herbicides for puise crops. The USDPLC works with
the NDDPLA on writing Section 18 applications.

Future Activities

The Council has set the following goals for the coming biennium. The goals would be accomplished

through contracts with the ND Dry Pea and Lentil Association and the US Dry Pea and Lentil Council:
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Research

Continue to conduct research on pulse crops to improve overall production, end use development
and marketability of pulse crops.

Establish an extension of the USDA/ARS breeding program in the Midwest. Currently the
USDA/ARS pulse breeders are located at Puliman Washington. The NDDPLA Research
Committee is working to establish funding to place a person in North Dakota that will work with the
current USDA/ARS breeding program to breed varieties specific to ND growing conditions.

Establish a pulse quality lab in North Dakota that would test the quality of dry peas, lentils and
chickpeas. :

Work with North Dakota Department of Agriculture and USDPLC on labeling of new and improved
chemical control options for pulse crops.

Marketing

Continue to promote North Dakota peas, lentils and chickpeas domestically and on a world wide
basis to bring the highest value back to the ND producer and industry.

Continue to bush to open free trade with Cuba. Cuba currently imports about 250,000 mt of peas
annually and would be a major buyer of ND peas if the embargo would be compietely lifted.

Continue to coordinate with the USDPLC and work with the current seven USDPLC trade offices
to promote ND pulse crops on a world wide scope. The Council will work with the USDPLC to
maximize matching of federal marketing funds for oversees promotion.

Continue to promote feed peas as a high value feed ingredient in livestock rations. Feed peas
feature several feeding characteristics that make it an attractive feed ingredient in several
livestock rations.

Education

Continue conducting seminars and developing education brochures on the production and
marketing of pulse crops.

Government Affairs

Continue to push for NAFTA labels for all pesticide products and to eliminate any trade barriers on
a world wide basis due to pesticide uses.

Continue to support legisiation on trade agreements, disaster, farm bill legislation and all
legislation that will benefit the ND producer.

Industry

Continue to develop the processing capacity and industry in North Dakota to reflect the growth in
the ND pulse industry.

Educate the growers and industry on the importance and the benefit of the checkoff law.
Improve the transportation of pulse crops out of North Dakota to the market place. Currently ND
exporters and producers are at a disadvantage because of freight rates and container availability

out of North Dakota. The ND puise industry is going to continue to work on developing and
promoting competitive shipping from North Dakota to the market place.
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North Dakota Dry Pea and Lentil Council
Bismarck, North Dakota

Statement of projected Revenues and Expenditures
For the Current and Next Biennium
2003-2005 and 2005-2007
(UNAUDITED)

Prepared by the North Dakota Dry Pea and Lentil Councii

2005-2007 2003-2005
. Biennium Biennium
REVENUES:
Assessment Revenues Collected from 1™ Purchasers $1,440,136 $683,124
Less:
Refunds Paid to Producers $28,500 $15,000
Net Assessrent Revenue $1,411,636 $668,124
Interest Income 51,412 3668
Totai Revenues $1,413,048 $668,792
EXPENDITURES:
Program Expenditures:
Market Deveiopment $543,200 $268,497
Research $430,276 $141,523
Domestic Policy $233,240 $61,444
Producer Education $104,913 $87,536
Council Function $100,000 $76,464
Total Expenditures $1,411,629 $635,464
Revenue Over (Under) Expenditures $1,419 533,328
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Roger Johnson - m— Phone {701) 328-2231
Agriculture Commissioner TN Toll Free  (800) 242-7535
www.agdepartment.com i NO!"th Dakota Fax (701) 3284567

Department of

Agriculture

o—

600 E Boulevard Ave., Dept. 602
Bismarck, ND 58505-0020

North Dakota Honey Promotion Fund
Summary of Activities
2003-2005

The Honey Promotion Fund is governed by the Board of Directors of the North Dakota Beekeepers
Association. The Board consists of ten members that include a Director at Large, a President, a Vice-
President, a Secretary-Treasurer, and the six remaining members represent different geographic areas of
the state. The North Dakota Department of Agriculture administers the fund.

The mission of the Honey Promotion Fund is “Market Development,” which is defined in state law as
“research, promotion, and education programs toward better and more efficient production, marketing,
and utilization of honey for resale.”

The Honey Promotion Fund is funded by a five cent per colony assessment on all bee colonies that are

. required by law to be registered with the North Dakota Department of Agriculture. Assessments are
refundable after receipt of a written request from a contributing beekeeper within 30 days of the
remission of fees to the Commissioner of Agriculture.

One main focus area of our promotion activities includes participation in the “Living Ag Classroom”, an
educational program that teaches fourth grade students where their food comes from. Students from the
Fargo, Bismarck, and Minot rotate through about 15 booths learning about a variety of commodities
produced in North Dakota. We also participated in the Morton County Ag Day and the North Dakota
Farm Bureau’s “Special Assignment Pizza" in Williston which also targets young students.

The Honey Promotion Fund is also used to pay travel costs of speakers attending the annual convention
of the ND Beekeepers Association. These speakers are generally USDA bee research scientists,
extension specialists, and other honey bee experts brought in to educate our state beekeepers about
diseases, pests, and other issues of importance to the industry.

An annual contribution is made to the University of Minnesota Haydak Fund for support of applied
research done by Dr. Marla Spivak and her associates. Dr. Spivak’s research has centered on breeding
hygienic honey bees to lessen dependence on chemicals for control of honey bee pests and diseases.

Our promotional activities include: providing honeystix, promotional brochures, and educational
materials such as videos and teacher’s guides to schools, Extension Service, ete.

The future activities and goals of the Honey Promotion Fund will continue to be education of youth,
I industry promotion, and research.

Respectfully submitted by: Bonnie Woodworth, President, North Dakota Beekeepers Association.




HONEY PROMOCTION FUND
Bismarck, North Dakota

. STATEMENT OF PROJECTED REVENUES AND EXPENDITURES
. For the Current and Next Biennium
2003-2005 and 2005-2007
(UNAUDITED)

Prepared by North Dakota Honey Promation

2005-2007 2003-2005
Biennium Biennium
Revenues:
Honey Promotion Fees $ 30,000 $ 30,000
Less:
Refunds Paid to Beekeepers 2,000 2,000
Net Assessment Revenue 28,000 28,000
Miscellaneous Sales 300 300
Interest income 50 50
Total Revenues $ 28,350 3 28,350
Expenditures:
Travel 10,000 10,000
Postage 275 275
. Copier Rental 15 15
Conference Expenses 400 400
Dues & Memberships 65 65
Stipends 2,200 2,200
Awards, Rewards, Prizes 350 350
Freight 700 700
Research Fees 3,600 3,000
Operating Fees 400 400
Audit 35 35
Copies/Printing 500 500
Educational Supplies 3,000 3,000
Service Contract-Office equip 10 10
Promoticnal Supplies 4,000 4,000
Miscellaneous Supplies 1,500 1,500
Total Expenditures $ 26,450 $ 26,450

Revenues Over (Under) Expenditures
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Drivision of State Audit

North Dakota Milk Marketing
Board
Bismarck, North Dakota

House and Senate Agriculture Committee Report |
For the Two-Year Period Ended June 30, 2004

Robert R, Peterson
State Auditor




STATE OF NORTH DAKOTA

MILK MARKETING BOARD

410 E. Thayer Ave.
Bismarck, ND 58501-4049

. Telephone (701) 328-9588
) Shirley Gummer, Mandan Fax (701) 328-9596
Chairperson, Consumer Member ' E-mail - ndmilk @state.nd.us

Galen J. Erb, Amenia
Producer Member

DIRECTOR -

Barbara Lang, Jamestown
Consumer Member

Jeff T. Beyer, Bottineau
Processor Member

Mike Kraft, Williston
Retailer Member

December 27, 2004

. House and Senate Agriculture Committees

Board Members - - North Dakota Milk Marketing Board

Transmitted herewith is the biennial report of the North Dakota Milk Marketing Board. This-
report contains a Statement of Revenues and Expenditures for the two-year period ended ..
June 30, 2004 and a Statement of Projected Revenues and Expenditures for the current
and next biennium. North Dakota Century Code section 4-24-10 contains the reportlng
requirements for North Dakota commodlty groups. gt

Sincerely,




Contents

Transmittal Letter

State Auditors Report

Statement of Revenues, Expenditures, and Changes in Fund Balances
Notes to the Financial Statements

Independent Auditors’ Report on Compliance and Internal Control
North Dakota Milk Marketing Law

Board's Mission Statement

Program Objectives

Services Provided

Summary of Activities

Statement of Projected Revenues and Expenditures for the
Current and Next Biennium UNA[DITED

11
13
15
15
16
17

20



STATE AUDITCR
BEAT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CARITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

November 17, 2004

House and Senate Agricuiture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Milk Marketing Board as required by North Dakota Century Code section
4-24-10.

.Specifically you will find the state auditor's report on the financial statements, the

statement of revenues and expenditures, notes to the financial statements and the
compliance and internal control report. Compiete audit reports may be obtained by
contacting my office.

The Office of the State Auditor would like to thank the commodity gréups for their
cooperation in preparing these reports.

Sincerely

Robert R. Peterson
State Auditor

PFHONE
1701} 328-2241
FAX
(701) 328-1406



PHONE
(7Q1) 328-2241
FAX
(701) 328-1406

STATE AUDITOR
JBERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

STATE AUDITOR'S REPORT

Honorabte John Hoeven, Governor
Members of the Legislative Assembly

John E. Weisgerber, Jr., North Dakota Milk Marketing Board

The foliowing pages were taken from the audit report of the North Dakota Milk Marketing Board

for the two-years ended June 30, 2004. The financial statements are the responsibility of the

management of the North Dakota Milk Marketing Board. The auditor's responsibility was to
. express an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors pian
and perform the audit to obtain reascnable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also inciudes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agriculture Committees, with a comprehensive overview of the North Dakota Milk Marketing
Board's operations. The revenues and expenditures are reported under the modified accrual
basis of accounting. The financial statements are not intended to be a presentation in
conformity with generally accepted accounting principles. The complete audit report should be
reviewed to obtain a complete picture of the financial position and operations of the North
Dakota Milk Marketing Board. The complete report may be obtained by contacting the Office of
the State Auditor.

The audit resulted in a clean (unmodified) audit opinion. In accordance with Government
Auditing Standards, a report was also issued on the auditor's consideration of the North Dakota
Milk Marketing Board's internal control over financial reporting and the tests of its compliance
with certain provisions of laws, regulations, contracts, and-grants.



. This report is intended solely for the information of the meeting of the Joint Agriculture
Committees and should not be used for any other purpose. However, this report is a matter of
public record and its distribution is not timited.

AL

Robert R. Peterson
State Auditor

November 17, 2004




NORTH DAKOTA MILK MARKETING BOARD

Statements of Revenues, Expenditures, and Changes in Fund Balances
For the Fiscal Years Ended June 30, 2004 and 2003

Revenues:
Assessments
Interest income
Total Revenues
Expenditures:
Salaries and benefits
Operating expenses
Equipment
Total Expenditures
Revenues Over (Under) Expenditures
Fund Balance - July 1

Fund Balance - June 30

2004 2003
$ 204,906 $ 223575
1,211 2,301
206,117 225,876
166,047 172,853
39,722 39,607
1,222 3222
206,991 215,682
(874) 10,194
325,267 315,073
$ 324,333 $ 325267




NOTE 1

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

For financial reporting purposes, the North Dakota Milk Marketing Board includes all funds
programs, and activities over which it is financially accountabie. The North Dakota Milk
Marketing Board does not have any component units as defined by the Government
Accounting Standards Board. The North Dakota Milk Marketing Board is part of the State
of North Dakota as a reporting entity. The financial statements report all revenue and

expenditure activity in the operations program.

The North Dakota Milk Marketing Board was established by NDCC chapter 4-18.1, and is
vested with the powers and has the duty to supervise, regulate, and control the fluid miik
industry of the state including the production, transportation, processing, storage,
distribution, and sale of milk in the state and to conduct hearings upon any subject pertinent
to ifs duties. They may act as a mediator or arhitrator to settle any controversy or issue
pertaining to fluid milk among or between producers, processors, distributors, retailers, or

consumers,
B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above. In
accordance with section 4-18.1-12 these activities are funded on a continuing appropriation
basis from a special revenue fund, fund 213 (the Milk Marketing Board operating fund).

C. Government-Wide and Fund Financial Statements

The Statement of Net Assets and Statement of Activities report information on all non-
fiduciary activities of the Board. The Board reports all activities as governmental activities
which are financed through assessments. The Statement of Net Assels presents the
reporting entity’s assets and liabilities, with the difference reparted as net assets. The net
assets are reported as unrestricted net assets with constraints on resources which are
imposed by management, but can be removed or modified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function. Program revenues include charges for assessments
on the sale of milk products.

Separate fund financial statements are provided for the Milk Marketing Board governmental
fund.

D. Fund Accounting Structure

The Board uses funds to report its financial position and the results of its operations. Fund
accounting is designed to demonstrate legal compliance and to aid financial management
by segregating transactions related to certain government functions or activities. A fund is
a separate accounting entity with a self-balancing set of accounts. The accounting and
reporting treatment appiied to a fund is determined by its measurement focus.




NOTE 1

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCCUNTING POLICIES - CONTINUED
D. Fund Accounting Structure - Continued

The Board reports the Milk Marketing Board operating fund as a major governmental fund.
It is used to account for the collection of assessments and transactions relating to the
supervision, reguiation, and control of the fluid milk industry within the state.

E. Basis for Accounting

The government-wide statements are reported using the economic resources management
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of cash flows.

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accrual; generally when they are both
measurable and avaflable. Revenues are considered to be available when they are
coilected within the current period or soon enough thereafter to pay liabilities of the current

period.

Major revenues that are susceptible to accrual include assessments and interest. Al
revenues are determined to be available if collected within one vyear of fiscal year end.
Expenditures generally are recorded when a liabiiity is incurred, as under accruai
accounting, However, expenditures related to compensated absences are recorded only

when payment is due and payable.

F. Cash and Cash Equivalents

Cash and cash equivalents includes all funds deposited with the Bank of North Dakota.

G. Investments
Investments include funds deposited in a money market with AG Edwards.

H. Accumulated Unpaid Annual and Sick Leave

N.D.C.C 54-06-14 allows employees to accrue annual leave at a variable rate between one
and two days per month based on years of service. [n general, accrued annual leave
cannot exceed thirty days at each calendar year end. Employees are paid for unused
annual leave upon termination or retirement.

Sick leave is accrued at the rate of one day per month without limitation on the amount that
can be accumulated. Employees vest in sick leave at ten years of service at which time the
State is liable for ten percent of the employee's accumulated unused sick leave.




NOTE 2

NOTE 3

NOTE 4

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

CHANGE IN ACCOUNTING PRINCIPLES

For the fiscal year beginning July 1, 2002, the Board implemented the following new
accounting standards issued by GASB:

Statement No. 34, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments

Statement No. 37, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments: Omnibus, and

Staternent No. 38, Cartain Financial Statement Note Disclosures.

Statement No. 34 as amended by Statement No. 37, establishes new financial reporting
standards for state and local governments. This statement’s requirements represent a
significant change in the financial formats and changes in fund types and account groups.
In addition to fund financial statements, governments are required to report government-
wide financial statements, prepared using the accrual basis of accounting.

Statement No. 38 requires certain note disclosures when Statement No. 34 is implemented.
The provisions of these new standards have been incorporated into the financial statement

notes.
ORGANIZATION AND RELATED PARTY TRANSACTIONS

As stated in Note 1, the Board is an ehtity of the state of North Dakota and as such, other
state agencies of the state and political subdivisions are related parties.

DEPOSITS AND INVESTMENTS

The GASB requires certain financial statement disclosure of deposits and investments such
as the disclosure of carrying amount by type of investments and classification into one of
three categories based upon credit risk. Category 1 includes deposits that are fully insured
or collateralized with securities held by the Board or by its agent in the Board's name.
Category 2 includes deposits which are collateralized with securities held by the pledging
financial institution’s trust department or agent in the Board's name. Category 3 includes
deposits which are not collateralized or are collateralized by the pledging financial
institution, trust or agent, not in the Board’s nama.

North Dakota Milk Marketing Board is required to maintain its operating funds at the Bank
of North Dakota. Ail deposits at the Bank of North Dakota are uncollateralized, a category
3 risk as defined by the GASB, but guaranteed by the State of North Dakota according to

N.D.C.C. 8-07-10.
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NOTE 4

NOTE S

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

DEPOSITS AND INVESTMENTS - Continued

Carrying Total Bank

June 30, 2004: Amount Baiance Category 1 Category 2 Category 3

Cash deposits $ 184,325 § 184,325 $ - $ - $184,325

Money market as investments 129,317 128,420 100,000 - 29,420
Totals $ 313642 $ 313,745 $ 100,000 $ - $ 213,745

June 30, 2003:

Cash deposits $ 188,104 § 188,104 $ - 3 - $ 188,104

Money market as investments 128,624 128,969 100,000 - 28,969
Totals $ 316,728 $ 317,073 $ 100,000 $ - $ 217,073

GENERAL LONG TERM DEBT

Balance

Amounts Due

Amounts Due

Governmental Activities: 7/1/2003 Additions Reductions Within One Year Thereafter
Other long-term liabilities: .
Compensated absences $ 30,400 $13,822 3§ 12,857 $ 12,857 § 18,508

Balance Amounts Due  Amounts Due

Governmental Activities: 7/11/2002 Additions Beductions Within One Year Thereafter
Other long-term liabilities:

Compensated absences $ 31,740 $ 6290 $ 7630 $ 7630 $ 22,770

NOTE 6

PENSION PLAN

The Milk Marketing Board participates in the North Dakota Public Employees’ Retirement
System administered by the State of North Dakota. The following is a briet description of

the plans.

Defined Benefit Pension Plan — NDPERS is a cost-sharing muitiple-employer defined
benefit pension plan covering substantially ail classified employees of the Milk Marketing
Board. The plan provides retirement, disability and death benefits. if an active employee
dies with less than three years of credited service, a death benefit equal to the value of the
employee’s accumulated contributions, plus interest, is paid to the employee’s beneficiary.
If the empioyee has earned more than three years of credited service, the surviving spouse
will be entitled to a single payment refund, life-time monthly payments in an amount equal
to 50% of the employee’s accrued normal retirement benefit, or 60 monthly payments equal
to the employee's accrued normal retirement benefit calculated as if the employee were
age 65 the day before death occurred or monthly payments in an amount equal 10 the
employees’ accrued 100% joint and survivor retirement benefit if the member had reached
normal retirement age prior to date of death. If the surviving spouse dies before the
employee’s accumulated pension benefits are paid, the balance will be payable to the

surviving spouse’s designated beneficiary.
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NOTE 6

NOTE7

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

PENSION PLAN - Continued

Eligible employees who become totally disabled after a minimum of 180 days of service,
receive monthly disability benefits that are equal to 25% of their finai average salary with a
minimum benefit of $100. To qualify under this section, the employee must meet the
criteria established by the Retirement Board for being considered totally disabled.

Employees are entitled to unreduced monthly pension benefits equal to 2.00% of their final
average salary for each year of service beginning when the sum of age and years of
credited service equal or exceed 85, or at normal retirement age (65). The plan permits
early retirement at ages 55-64, with three or more years of service.

Benefit and contribution provisions are administered in accordance with chapter 54-52 of
the North Dakota Century Code. This state statute requires that 4% of the participant’s
salary be contributed to the plan by either the employee or by the employer under a “safary
reduction” agreement. The Milk Marketing Board has implemented a salary reduction
agreement and is currently contributing the employees’ share. The Milk Marketing Board is
required to contribute 4.12% of each participant’s salary as the employer's share. The
required contributions are determined using an entry age normal actuarial funding method.
The North Dakota Retirement Board was created by the State Legisiature and is the
governing authority of NDPERS. The Milk Marketing Board's required and actual
contributions to NDPERS for the fiscal years ended June 30, 2004, 2003, and 2002 were

$12,683, $13,008, and $13,897, respectively.

NDPERS issues a publicly available financial report that includes financiél statements and
the required supplementary information for NDPERS. That report may be obtained by
writing to NDPERS; 400 East Broadway, Suite 505, PO Box 1214, Bismarck, ND 58502-

1214, .
RISK MANAGEMENT

The Board is exposed to various risks of loss refated to torts, theft, damage, destruction of
assets, efrors and omissions, injuries to employees and naturat disasters. The Board

participates in the following funds or pools:

The Risk Management Fund (RMF) was created in 1995 and is an interai service fund to
provide a self-insurance vehicle for the liability exposure of state agencies resulting from
the elimination of the state’s sovereign immunity. The RMF manages the tort liability of the
state, its agencies’ employees, and the University System. All state agencies participate in
the RMF and their fund contribution was determined using a projected cost allocation
approach. The statutory fability of the State is limited to a total of $250,000 per person and

$1,000,000 per occurrence.

The Board pays an annual premium to the Fire and Tornado Fund to cover property
damage to personal property. Replacement cost coverage is provided by estimating
repiacement cost in consuitation with the Fire and Tornado Fund. The Fire and Tornado
Fund is reinsured by a third party insurance carrier for losses in excess of one million
doliars per occurrence during a twelve month pericd. The State Bonding Fund currently
provides the Board with blanket fidelity bond coverage in the amount of $50,000 for its
employees. The State Bonding Fund does not currently charge any premium for this

coverage.
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NOTE7

NOTE 8

NOTE 9

NORTH DAKOTA MILK MARKETING BOARD

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

RISK MANAGEMENT - Continued

Workforce Safety and insurance is an enterprise fund of the State of North Dakota. The
Bureau is a state insurance fund and a “no fault” insurance system covering the State’s
employers and employees financed by premiums assessed to employers. The premiums
are available for the payment of claims to employees injured in the course of employment.

There have been no significant reductions in insurance coverage from the prior year and
settled claims resulting from these risks have not exceeded insurance coverage in any of

the past three fiscal years.

DUE FROM / DUE TO STATE AGENCIES

Due to other state agencies 2004 2003
Information Technology Department $ 152 5 67
Department of Transportation 156 102
Central Services 25 -

Total 3 333 $ 169

Due from other state agencies
Bank of North Dakota $ 52 $ 48

OFFICE LEASE COMMITMENT

The Board leases office space owned by the North Dakota Education Asscciation. The
lease requires a monthly payment of $568. The current lease is a month to month lease.
The lease expense was $6,818 and $6,818 as for the years June 30, 2004 and 2003,

respectively.
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CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Governor of North Dakota
The Legislative Assembly

The North Dakota Milk Marketing Board
Bismarck, North Dakota

We have audited the financial statements of the governmental activities and the major fund of the North
Dakota Milk Marketing Board, a department of the State of North Dakota, as of and for the years ended
June 30, 2004 and 2003, which collectively comprise North Dakota Milk Marketing Board's basic financial
statements and have issued our report thereon dated September 2, 2004. We conducted our audit in
. accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Govemment Auditing Standard, issued by the Comptroller

General of the United States.
Internal Control over Financial Reporting

In planning and performing our audit, we considered the North Dakota Milk Marketing Board ‘s internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal control
over financial reporting. Our consideration of the internal control over financial reporting wouid not
necessarily disclose ail matters in the internal control over financial reporting that might be material -
weaknesses. A material weakness is a reportable condition in which the design or operation of one or
more of the internal control compeonents does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in refation to the financial
statements being audited may occur and not be detected within a timely period by employees in the
narmal course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.

Compliance

As part of obtaining reasonable assurance about whether the North Dakota Milk Marketing Board's

financial statements are free of material misstatement, we performed tests of its compliance with certain

provisions of laws, reguiations, contracts, and grant agreements, noncompliance with which could have a

direct and material effect on the determination of financial statement amounts. However, providing an

opinion an compliance with those provisions was not an objective of our audit and, accordingly, we do not

express such an opinion. The results of our tests disclosed no instances of noncompliance that are
. required to be reported under Government Auditing Standards.

BRADY, MARTZ & ASSOCIATES, P.C.

307 East Broadway, P.O. Box 1297

Bismarck, ND 585021297 (701} 223-1717 Fax {701) 222-0894
GTHER OFFICES: Minot and Grand Forks, ND 1 RSM McGladrey Network

Thief River Falls, MN 4n Indenendently Owned Member



This report is intended solely for the information of the audit committee, management, the Legislative
audit and Fiscal Review Committee, and other state officials, and is not intended to be and should not be
used by anyone other than those specified parties. ‘ J

BroSy  Mats”

BRADY, MARTZ & ASSOCIATES, P.C.

September 2, 2004
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MILK MARKETING LAW

North Dakota's fluid milk industry has operated under a pricing structure and fair
trade practice law since July 1, 1967; that affects producers, processors, distributors,
retailers, and consumers.

North Dakota's 1967 Legislature enacted the law that established a Milk
Marketing Board with powers.to regulate fluid milk prices and fair trade practices within
the dairy industry and establish milk-marketing areas within the state. Experts in the
field consider it to be the best and most flexible state milk law in the country.

The five-member Board appointed by the governor includes one grade A
producer, one processor, one food retailer and two consumers.

Milk regulation is a complicated business. Listed below are some of the ways that
the Milk Board helps stabilize and maintain a market for North Dakota milk.

1. The Milk Board establishes minimum prices for Grade A milk to be paid by
processors to producers. Grade A. producers are paid a blend price for milk based on
their utilization rate between milk used for bottling and for other products. The utilization
rate in the Upper Midwest Federal Milk Marketing Order is roughly 39% and the
utilization rate under the jurisdiction of the Milk Board is roughly 70%. This means that
producers regulated by the Milk Board generally have a higher utilization rate and
receive a higher price. In addition, minimum producer prices established by the Milk
Board have often been greater than those established in the Upper Midwest Federal
Milk Marketing Order. Although the Milk Board does not regulate the manufacturing
grade price, a healthy Grade A market supports and promotes a healthy manufacturing
grade market.

13
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2. The Milk Board regularly audits processing plants to insure that producers are
properly paid.

3. The Milk Board has authority to license processors, distributors and retailers.
Processors and distributors must agree to provide retailers, schools, hospitals, nursing
homes and restaurants the same frequency of delivery and services as are customary
in the community. This provision has proved to be very helpful in maintaining delivery of
milk to remote rural areas.

4. The Board has discretionary authority to adopt and enforce a wide variety of
fair trade practice regulations. These include such things as gifts from dealers to
retailers, free equipment, unauthorized advertising allowances, unauthorized loans and
the like. The enforcement of fair trade practice regulations protects small operators from
predatory and monopolistic trade practices.

5. The Board establishes minimum wholesale and retail prices for milk. This is
the best way to prohibit sales below cost by retailers and dealers and prevent
destructive price wars. it also establishes a floor price sufficient to keep reasonably
efficient processors, distributors and retailers in business.

The Milk Board recognizes that it does not have authority to do all things for all
peopie. The Interstate Commerce Clause of the United States Constitution prohibits the
Milk Board from regulating transactions, which occur outside the geographical limits of
the state even though such transactions can have an adverse impact within the state.
The limitations of interstate commerce require that regulation of milk within North
Dakota be such that prices and trade practices within the state remain competitive with
surrounding states. North Dakota is a sparsely populated state resuiting in extremely
high distribution costs. In spite of this, milk prices in North Dakota have generally been
at about the median of prices charged for milk in the United States.

Producers aiso recognize that they need local plants to purchase their product who
could earn a reasonable rate of retum on their investment. They also recognize that the
plants need retailers to market North Dakota milk to North Dakota consumers at a price
which is fair to both. The Milk Board does not guarantee a profit to anyone. The Milk
Board establishes a safety net so that milk wars and predatory trade practices will not
force reasonably efficient producers, processors and retailers to go out of business. The
proponents of economic development and growth in North Dakota State the best
opportunity for such development and growth is the processing and finishing of
agricultural products. This is what the North Dakota dairy industry has done in the past
and would like to continue in the future.

14




The dairy industry of North Dakota believes that the Milk Board is essential to
give North. Dakota people the privilege of drinking milk which is produced by North
Dakota farmers, processed in North Dakota plants and sold at a fair price to North
Dakota consumers with some North Dakota milk production left over for export.

It is conceded in the North Dakota dairy industry that if the Milk Board became
ineffective or was lost, that all of North Dakota would soon be inciuded in the Upper
Midwest Federal Milk Marketing Order. The choice is not whether or not there will be
milk regulation; the choice is whether there will be state regulation or federal regulation.

The overwhelming majority of persons in the dairy industry of North Dakota
believe that the North Dakota Milk Marketing Board is an essential element in
maintaining a strong and viable dairy industry in North Dakota.

BOARD'S MISSION STATEMENT

Promote and ensure an adequate supply of fresh and wholesome milk to the
public of the State and recognizing the perishable nature of milk to set minimum dairy
farmer, wholesale and retail prices on milk products, to eliminate unfair and
demoralizing trade practices and to provide economic stabilization to the dairy industry.
The Board through public hearings and audits, supervises, investigates and regulates
ail segments of the Grade A dairy industry. The Board may aiso act as a mediator or
arbitrator in connection with any controversy or issue among or between dairy farmers,
processors, distributors, retailers or consumers if such controversy or issue pertains to
the production, transportation, processing, storage, distribution or sale of milk products.
The Board through its licensing functions provides a viable market for Grade A dairy
farmer milk and Grade A milk products manufactured within the State and strives to
protect the State from becoming a dumping ground for dairy products from other States
at the expense of our North Dakota dairy farmers, independent distributors and
processing piants.

PROGRAM OBJECTIVES

Set minimum- dairy farmer, wholesale and retail prices on milk products.
Eliminate unfair and demoralizing trade practices and to provide economic stabilization
to the dairy industry. Audit, supervise, investigate and regulate all segments of the
Grade A dairy industry. Act as a mediator or arbitrator in connection with any
controversy or issue among or between dairy farmers, processors, distributors, retailers
or consumers if such controversy or issue pertains to the production, transportation,
processing, storage, distribution or sale of milk products. Provide a viable market for
Grade A dairy farmer milk and Grade A milk products manufactured within the State and
strives to protect the State from becoming a dumping ground for dairy products from
other States.
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SERVICES PROVIDED

Establish, publish and audit monthly minimum Grade A dairy farmer Class I, It and Il
prices. Promulgate and enforce regulations governing farm-to-plant dairy farmer hauling
rates. Promulgate and enforce regulations governing dairy farmer purchasing
agresments. Enforce regulations governing milk classification, reporting and auditing
procaedures. Conduct a processing plant audit program to insure compliance of item 1
through 4 above. Conduct cost studies and economic surveys regarding the production
and marketing of Grade A milk products. Establish minimum andfor maximum
wholesale and retail prices and audit for compliance of such. Eliminate unfair, unjust
and demoralizing trade practices through audit and investigation of such. Recover dairy
farmer underpayments and assessment underpayments. Issue dairy farmer, processor,
distributor and retailer licenses. Hold public hearings, take sworn testimony, study
exhibits, and enter into deliberations and issue marketing plans. ‘

PROGRAM STATISTICAL DATA

The audit program has recovered over $978,875 in under payments to Grade "A" dairy
farmers to date and assessment underpayments recovered to date amount to over
$267,228. The Board has ensured that an adequate supply of milk is available to
consumers in all areas of the State. The Board has brought economic stability to the
Grade A dairy industry of this State and eliminated the chaotic, destructive trade
practices within the dairy industry. The Board has ensured that this State has not
become a dumping ground for surplus dairy products from other States at the expense
of our North Dakota dairy industry.

Funds to administer the law are obtained from a check off/assessment of ten cents per
hundredweight on the total volume of Class | and Class Il milk sales in the State by all
licensed processors and distributors.

Marketing-Law.doc
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MILK MARKETING BOARD
Bismarck, North Dakota

SUMMARY OF ACTIVITIES

For Fiscal Years Ended June 30; 2003 and 2004

Board Meetings...........ccocoeerniirnnnnns

Official Orders and Supplements Issued.............ccc.coceee .
Public Hearings...........c.cccoeneeee.

Administrative Hearings........................

Hearing Notices Issued....................

Official Orders and Supplements Issued.................
Complaints of Violations Received................c.ccoevce.
Violations Investigated...................
Plant-Distributor Cost Studies..............ccccoeninnnnees
Producer Cost Studies............cocoeviriinninne,

Hauling Rate Cost Studies.............ccoovviiniinnns

Citations Issued..............eve.

Injunctive ACtionS............ooouiiniiiiiiiiiiii e

Administrative Complaints Filed...............oooooooii e
Number of Plants Audited for Producer Payments and Assessments,
Number of Months Audited.............c..oocoiiiiiiiiii

Nuinber of Producer Adjustments..............o.cooviiiiininnenneaenn
Total Underpayments Recovered for Dairy Farmers.....................
Total Underpayments Recovered for Dairy Farmers to Date..........
Total Assessment Underpayments Recovered to Date..................
North Dakota Processors and Distributors Licenses......................

Out-of-State Processors-and Distributor Licenses........................

17

003

20

191
1,362
46
55

o O O W W W

17
204
1,008

$27,997
$924,601
$260,721

69
23

g
=
=]
b

191
3,486
45
54

QO O W W W

19
228
1,020

$ 54,274
$978 875
$267,228

68
22




MILK MARKETING BOARD
Bismarck, North Dakota

GRADE "A" RECEIPTS/UTILIZATION
For Fiscal Years Ended June 30, 2003 And 2004

'GRADE A RECEIPTS

UTILIZATION
Class I
Class II
Class 1II
% I
% I
% I

BOARD MEMBERS

STAFF

EXPENSES

Fluid Consumption-

In Quarts

Cost of Admin. Per Quart

Population

Per Capita Fluid Consumption

In Quarts

Cost of Admin. Per Person

Revenue

003

376,054,342 Lbs

178,324,969 Lbs

25,185,126 Lbs

172,544,247 Lbs
4742 %
6.700 %
4588 %

5
4
$215,681.52
178,324,969 Lbs
82,941,846 Qts
$.002600
633,837 Est.
281.34 Lbs
130.86 Qts’
$.3403
$.10 per CWT
Class I and II

Processors

18

2004

348,794,501 Lbs

178,757,182 Lbs

24,834,168 Lbs

145,203,151 Lbs
5125 %
712 %
41.63 %

5
4
$206,991.53
178,757,182 Lbs
83,142,875 Qts
$.00249
633,837 Est.
282.02 Lbs
131.17 Qts
$.3266
$.10 per CWT
Class I and @I

Processors




MILK MARKETING BOARD
Bismarck, North Dakota

MILK UTILIZATION IN NORTH DAKOTA
For Fiscal Years Ended June 30, 2003 and 2004

Grade "A" Receipts North Dakota Producers
Gross $ Payment

State Wide Blend Price Per CWT

Average Butterfat Test

Class I Price Range Per CWT Within FM.O
Average Class I Price Per CWT Within FM.O
Class I Price Range Per CWT State Ordered
Average Class I Price Per CWT State Ordered
Premium Range Per CWT Class I Over FM.O
Average Premium Per CWT Class I Over FM.O
Gross Premium Payment

Average Premium Blend Per CWT Over FM.O.
Average Class II Price Paid Per CWT

Average Class I1I Price Paid Per CWT

19

003

376,054,342 Lbs.

$ 43,543,357.04
$ 1158
368 %

$ 12.27 to $11.29
$ 1186

$ 13.76to $13.76
$§ 1376

$247 to $1.49

$ 1.90
$£4,362,230.37
$ 1.16
$ 1097

$ 9.35

2004

348,794,501 Lbs.
$ 54,515,315.13
15.62
3.69 %
$22.78 to $11.42
$ 15.54

$ 23.42to §13.76

$§ 1644
$234t0 $0.64
$ 090

$ 4,743,605.21

$ 1.36
$ 12.44
$ 14.04




North Dakota Milk Marketing Board
Bismarck, North Dakota

STATEMENT OF PROJECTED REVENUES AND EXPENDITURES

For the Current and Next Biennium
2003-2005 and 2005-2007

(UNAUDITED)

Prepared by the North Dakota Milk Marketing Board

2005-2007 2003-2005
Bienpium Biennium
REVENUES:
Assessments $ 437,920 $ 413,396
Interest 2,660 2,550
TOTAL REVENUES $ 440,580 $ 415,946
EXPENDITURES:
Salaries $ 357,150 $ 333,400
Operating Expenditures 81,760 80,044
Equipment 920 1,622
TOTAL EXPENDITURES $ 439,830 415,066
" Revenue Over Expenditures $ 750 3 880
20




North Dakota Oilseed Council
Bismarck, North Dakota

House and Senate Agriculture Committee Report

% For the Two-Year Period Ended June 30, 2004
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PHONE
(701) 328-2241
FAX
(701) 328-1406

STATE AUDITCR
'BERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, NQ 58505

November 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Oilseed Council as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the

statement of revenues and expenditures, notes to the financial statements and the

compliance and internal control report. Complete audit reports may be obtained by
. contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports.

Sincere

Robert R. Peterson
State Auditor




PHONE
{701) 328-2241
FAX
(701} 328-14086

STATE AUDITOR
JBERT R. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR

STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK. ND 58505

STATE AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Lerrene Kroh, North Dakota Qilseed Council

The following pages were taken from the audit report of the North Dakota Qilseed Council for
the two-years ended June 30, 2004. The financial statements are the responsibility of the
management of the North Dakota Oilseed Council. The auditor's responsibility was to express

. an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors plan
and perform the audit to obtain reascnable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agricuiture Committees, with a comprehensive overview of the North Dakota Oilseed Council's
operations. The revenues and expenditures are reported under the modified accrual basis of
accounting. The financial statements are not intended to be a presentation in conformity with
generally accepted accounting principles. The complete audit report shouid be reviewed to
obtain a complete picture of the financial position and operations of the North Dakota Oilseed
Council. The complete report may be obtained by contacting the Office of the State Auditor.

The audit resulted in a clean (unmodified) audit opinion. In accordance with Government
Auditing Standards, a report was also issued on the auditor’s consideration of the North Dakota
Oilseed Council's internal control over financial reporting and the tests of its compliance with
certain provisions of laws, regulations, contracts, and grants.




This report is intended solely for the information of the meeting of the Joint Agriculture
Committees and shouid not be used for any other purpose. However, this report is a matter of
public record and its distribution is not limited.

Raobert R. Peterson
State Auditor

November 17, 2004




NORTH DAKOTA OILSEED COUNCIL
Statements of Revenues, Expenditures, and Changes in Fund Balances

For the Fiscal Years Ended June 30, 2004 and 2003

Revenues:
Assessments (net of refunds of $44,075 and $57,183)

Interest income

Total Revenues

Expenditures:
Salaries and benefits
Operating expenses
Equipment

Total Expenditures

Revenues over {under) expenditures

"Fund Balance - July 1

Fund Balance - June 30

2004 2003
$1,038,293 $1,004,409
6,230 12,915
1,044,523 1,017,324
83,002 50,302
801,411 1,201,163
1,810 -
856,223 1,251,465
188,300 (234,141)
1,443,161 1,677,302
$1,631,461 $1,443,161




NOTE 1

NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

For financial reporting purposes, the North Dakota Oilseed Council inciudes aft funds
programs, and activities over which it is financiaily accountable. The North Dakota Qilseed
Council does not have any component units as defined by the Government Accounting
Standards Board. The North Dakota Oilseed Council is part of the State of North Dakota
as a reporting entity. The financial statements report all revenue and expenditure activity in

the operations program.

The North Dakota Qilseed Council was established as a result of the Sunflower Industry
Promotion Act of North Dakota (Chapter 52, 1977 Session Law, House Bill 1423). The
Council was established with the objective and purpose of contributing to the stabilization
and improvement of the agricultural economy of the State of North Dakota. The Council
shall promote, through research and advertising, sunflower, safflower, canola or rapeseed,
crambe, and flax produced and marketed for sale in the State of North Dakota.

B. Reporting Structure

The financial statements include all activities of the reporting entity as defined above. In
accordance with section 4-10.2-08 these activities are funded on a continuing appropriation
basis from a special revenue fund, fund 245 (the Qilseed Council operating fund).

C. Government-Wide and Fund Financial Statements

The Statement of Net Assets and Statement of Activities report information on all non-
fiduciary activities of the Council. The Council reports all activities as governmental
activities which are financed through assessments. The Statement of Net Assets presents
the reporting entity's assets and liabilities, with the difference reported as net assets. The
net assets are reported as unrestricted net assets with constraints on resources which are
imposed by management, but can be removed or modified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function. Program revenues include charges for assessments
on the sale of sunflower, safflower, cancla or rapeseed, crambe, and flax.

Separate fund financial statements are provided for the Oilseed Council governmentai fund.

€. Fund Accounting Structure

The Council uses funds to report its financial position and the results of its operations.
Fund accounting is designed to demonstrate legal compliance and to aid financial
management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. The
accounting and reporting treatment applied to a fund is determined by its measurement

focus.




NOTE 1

NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

C. Fund Accounting Structure - Continued

The Council reports the Oilseed Councit operating fund as a major governmental fund. [t is
used to account for the collection of assessments and transactions relating to the
promaotion, through research and advertising, of sunflower, safflower, canola or rapeseed,

crambe, and flax produced within the state.

D. Basis for Accounting

The government-wide statements are reported using the economic resocurces management
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of cash flows.

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accruai; generally when they are both
measurable and available. Revenues are considered to be available when they are
collected within the current period or soon enough thereafter to pay liabilities of the current

period.

Major revenues that are susceptible to accrual include assessments and interest. All
revenues are determined to be available if collected within one year of fiscal year end.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, expenditures related to compensated absences are recorded only

when payment is due and payable.
E. Cash and Cash Equivalents

Cash and cash equivalents includes all funds deposited with the Bank of North Dakota.

F. Investments

Investments incfude certificates of deposit and funds deposited in a money market with AG
Edwards. '

G. Prepaid items

Prepaid items reflect payments for costs applicable to future accounting periods. Prepaid
iterns are reflected as a reservation of fund balance on the balance sheet.

H. Accumulated Unpaid Annual and Sick Leave

N.D.C.C 54-06-14 allows employees to accrue annual leave at a variable rate between one
and two days per month based on years of service. In general, accrued annual leave
cannot exceed thirty days at each calendar year end. Employees are paid for unused
annual leave upon termination or retirement.

Sick leave is accrued at the rate of one day per month without limitation on the amount that
can be accumulated. Employees vest in sick leave at ten years of service at which time the
State is liable for ten percent of the en@loyee's accumulated unused sick leave.




NOTE 2

NOTE 3

NOTE 4

NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

CHANGE IN ACCOUNTING PRINCIPLES

For the fiscal year beginning July 1, 2002, the Council implemented the following new
accounting standards issued by GASB:

Statement No. 34, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments '

Statement No. 37, Basic Financial Statements and Management's Discussion and
Analysis — for State and Local Governments: Omnibus, and

Statement No. 38, Certain_Financial Statement Note Disclosures.

Statement No. 34 as amended by Statement No. 37, establishes new financial reporting
standards for state and local governments. This statement's requirements represent a
significant change in the financial formats and changes in fund types and account groups.
In addition to fund financial statements, governments are required to report government-
wide financial statements, prepared using the accrual basis of accounting.

Statement No. 38 requires certain note disclosures when Statement No. 34 is implemented.
The provisions of these new standards have been incorporated into the financial statement

notes.
ORGANiIZATION AND RELATED PARTY TRANSACTIONS

As stated in Note 1, the Council is an entity of the state of North Dakota and as such, other
state agencies of the state and political subdivisions are related parties.

DEPOSITS AND INVESTMENTS

The GASB requires certain financial statement disclosure of deposits and investments such
as the disclosure of carrying amount by type of investments and classification into ane of
three categories based upon credit risk. Category 1 includes deposits that are fully insured
or collateralized with securities held by the Council or by its agent in the Councif’s name.
Category 2 includes deposits which are collateralized with securities held by the pledging
financial institution’s trust department or agent in the Council's name. Category 3 includes
deposits which are not collateralized or are collateralized by the pledging financial
institution, trust or agent, not in the Council’s name.

North Dakota Oilseed Council is required to maintain its operating funds at the Bank of
North Dakota, All deposits at the Bank of North Dakota are uncollateralized, a category 3
risk as defined by the GASB, but guaranteed by the State of North Dakota according to

N.D.C.C. 6-07-10.




NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

NOTE 4 DEPOSITS AND INVESTMENTS - Continued

Carrying  Total Bank

June 30, 2004; Amount Balance  Category 1 Cateqory 2 Category 3
Cash deposits $ 764012 3§ 764012 § - 3 - $ 764,012
Certificates of deposits as investments 187,000 197,000 197,000 - -
Money market as investments 182,357 182,357 100,000 - 82,357
Totals $1,143,369 §$1,143,369 $ 297,000 $ - 3 846,369

June 30, 2003:

Cash deposits . $ 400,089 $ 400089 $ - $ - $ 400,089

Certificates of deposits as investments 296,000 296,000 296,000 - -

Money market as investments 181,383 181,383 100,000 - 81,383
Totals $ 877472 $- 877,472 $ 396,000 § - $ 481,472

NOTE 5 GENERAL LONG TERM DEBT

Balance Amounts Due  Amounts Due
Governmental Activities: 7/1/2003 Additions Reductions Within One Year Thereafter
QOther long-term liabilities:
Compensated absences. $ 8167 % 4150 § 4773 § 4773 3 2,771
Balance Amounts Due  Amounts Due
Governmental Activities: 7/1/2002 Additions Reductions Within Qne Year Thereafter
Other long-term liabilities:
Compensated absences . $ 8565 $ 2028 § 2426 $ 2028 $ 6,139

NOTE G DUE TO/DUE FROM STATE AGENCIES

2004 2003
Due to other state agencies
Information Technology Department $ 507 $ 645
Attomey General 30 38
Office of Management & Budget - 111
Central Services - 164
Total $ 537 $ 958

Due from ather state agencies
Bank of North Dakota $ 232 3 140




NOTE 7

NOTE 8

NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

RELATED PARTY TRANSACTIONS

The North Dakota Oilseed Council contracts with the National Sunflower Association for the
promotion, research, production and marketing of sunflower products. The members of the
North Dakota Oilseed Council are also members of the National Sunflower Assaciation
board. The annual contracts extend from January 1 to December 31. The contract
payments for the years ended June 30, 2004 and 2003 were $223,333 and $490,000,
respectively. The 2004 contract remaining payment of $126,667 is due by August 1, 2004.

The North Dakota Qilseed Council contracts with Northern Canola Growers for the
promotion, research, production and marketing of canola products. The annual contracts
extend from January 1 to December 31. The contract payments for the years ended June
30, 2004 and 2003 were $234,199 and $579,145, respectively. The 2004 contract
remaining payment of $133,333 is due by August 1, 2004.

The North Dakota Qilseed Council contracts with AmeriFlax for the promotion, research,
production and marketing of flax products. The annual contracts extend from January 1 to
December 31. The contract payments for the years ended June 30, 2004 and 2003 were

$104,500 and $168,448, respectively.
RISK MANAGEMENT

The Council is exposed to various risks of loss related to torts, theft, damage, destruction of
assets, errors and omissions, injuries to employees and natural disasters. The Council

participates in the following funds or pools:

The Risk Management Fund (RMF) was created in 1995 and is an internal service fund to
provide a self-insurance vehicle for the liability exposure of state agencies resulting from
the elimination of the state’s sovereign immunity. The RMF manages the tort liability of the
state, its agencies’ employees, and the University System. All state agencies participate in
the RMF and their fund contribution was determined using a projected cost allocation
approach. The statutory liability of the State is limited to a total of $250,000 per person and

$1,000,000 per occurrence.

The Council pays an annual premium to the Fire and Tomado Fund to cover property
damage to personal property. Replacement cost coverage is provided by estimating
replacement cost in consultation with the Fire and Tornado Fund. The Fire and Tornado
Fund is reinsured by a third party insurance carrier for losses in excess of one million
dollars per occurrence during a twelve month period. The State Bonding Fund currently
provides the Council with blanket fidelity bond coverage in the amount of $5Q,000 for its
employees. The State Bonding Fund does not currently charge any premium for this

coverage.

The North Dakota Workforce Safety & Insurance is an enterprise fund of the State of North
Dakota. The Bureau is a state insurance fund and a “no fault” insurance system covering
the State’s employers and employees financed by premiums assessed to employers. The
premiums are available for the payment of claims to employees injured in the course of

employment.

There have been no significant reductions in insurance coverage from the prior year and
settled claims resulting from these risks have not exceeded insurance coverage in any of

the past three fiscal years. 9



. NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

NOTE9 PENSION PLAN

The Oilseed Council participates in the North Dakota Public Employees’ Retiremant
System administered by the State of North Dakota. The following is a brief description of

the plans.

Defined Benefit Pension Plan — NDPERS is a cost-sharing multiple-employer defined
benefit pension plan covering substantially all classified employees of the Qilseed Council.
The plan provides retirement, disability and death benefits. If an active employee dies with
less than three years of credited service, a death benefit equal to the value of the
employee’s accumulated contributions, plus interest, is paid to the employee’s beneficiary.
It the employee has earned more than three years of credited service, the surviving spouse
will be entitled to a single payment refund, life-time monthly payments in an amount equal
to 50% of the employee’s accrued normal retirement benefit, or 60 monthly payments equal
to the empioyee’s accrued normal retirement benefit calculated as if the employee were
age 65 the day before death occurred or monthly payments in an amount equal to the
employees’ accrued 100% joint and survivor retirement benefit if the member had reached
normal retirement age prior to date of death. If the surviving spouse dies before the
employee’s accumulated pension benefits are paid, the balance will be payable to the

. surviving spouse’s designated beneficiary.

Eligible employees who become totally disabled after a minimum of 180 days of service,
receive monthly disability benefits that are equal to 25% of their final average salary with a
minimum benefit of $100. To qualify under this section, the employee must meet the
criteria established by the Retirement Board for being considered totally disabled.

Employees are entitled to unreduced monthly pension benefits equal to 2.00% of their final
average salary for each year of service beginning when the sum of age and years of
credited service equal or exceed 85, or at normal retirement age (65). The plan permits
early retirement at ages 55-64, with three or more years of service.

Benefit and contribution provisions are administered in accordance with chapter 54-52 of
the North Dakota Century Code. This state statute requires that 4% of the participant's
salary be contributed to the plan by either the employee or by the employer under a “salary
reduction” agreement. The Oilseed Council has implemented a saiary reduction agreement
and is currently contributing the employees’ share. The Qilseed Council is required to
contribute 4.12% of each participant's salary as the employer's share. The required
contributions are determined using an entry age normal actuarial funding method. The
North Dakota Retirement Board was created by the State Legistature and is the governing
authority of NDPERS. The Qilseed Council's required and actual contributions to NDPERS
for the fiscal years ended June 30, 2004, 2003, and 2002 were $3,660, $3,520, and
$3,374, respectively.

NDPERS issues a publicly available financial report that inciudes financial statements and
the required supplementary information for NDPERS. That report may be obtained oy

. writing to NDPERS; 400 East Broadway, Suite 505, PO Box 1214, Bismarck, ND 58502- |
1214.
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NORTH DAKOTA OILSEED COUNCIL

Notes to the Financial Statements - Continued
June 30, 2004 and 2003

NOTE 10 COMMITMENTS

The Qilseed Council has various commitments for research projects. These projects call
tor half of the grant to be paid upon the approval of the research project. The remaining
half is to be paid at the completion of the project and presentation to the Board of Directors.
The balance of the contracts for the research projects committed and unpaid as of June 30,
2004 is $65,795.

1
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CERTIFIED PUBLIC ACCOUNTANTS
AND CONSULTANTS -

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPCRTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Governor of North Dakota
The Legisiative Assembly

The North Dakota Qilseed Council
Bismarck, North Dakota

We have audited the financial statements of the governmental activities and the major fund of the North
Dakota Qilseed Council, a department of the State of North Dakota, as of and for the years ended June
30, 2004 and 2003, which collectively comprise North Dakota Qiiseed Council's basic financial
. statements and have issued our report thereon dated August 12, 2004. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standard, issued by the Comptroller

General of the United States.

Internal Control over Financial Reporting

in planning and performing our audit, we considered the North Dakota Oilseed Council's internal control
over financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over financial
reporting. However, we noted cne matter involving the intenal control over financial reporting and its
operation that we consider to be a reportable condition. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect North Dakota Qilseed Council ability to
record, process, summarize, and report financial data consistent with the assertions of management in
the financial statements, The reportable condition noted above is that there is no segregation of duties.
However, no recommendation will be made as it is not feasible to obtain proper segregation of duties due

to the size of this entity.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normaf course of performing
their assigned functions. Qur consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be materiai
weaknesses. However, we believe that the reportable condition described above is not a material

. weakness.

BRADY, MARTZ & ASSOCIATES, P.C.
207 East Broadway, P.O. Box 1297
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Compliance

As part of obtaining reasonable assurance about whether the North Dakota Qilseed Council's financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be
reported under Govemment Auditing Standards.

This report is intended solely for the information of the audit committee, management, the Legislative

audit and Fiscal Review Committee, and other state officials, and is not intended to be and should not be
used by anyone other than those specified parties.

Brodu Mahy_

BRADY, MARTZ & ASSOCIATES, P.C.

August 12, 2004
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4023 State St.
Bismarck, ND
58503-0620
Phone
701-328-5100

FAX:
.'31—328—5 101

North Dakota Oilseed Council

For the Marketing and Promotion of: Canola, Crambe, Flax, Safflower, Sunflower

REPORT TC THE
2005 NORTH DAKOTA LEGISLATIVE ASSEMBLY
SENATE AND HOUSE AGRICULTURE COMMITTEES

Background

Sunflowers became a popular oilseed crop in North Dakota in the mid-to-late 1970’s. Growers
requested better methods of production, processing and marketing of their sunflowers and
therefore requested the state legislature to establish the North Dakota Sunflower Council in 1977.
Producers funded the Council with a 1 cent per hundredweight assessment for promotion,
marketing and research.

Because of the increased interest in the production of the rapeseed/canola, crambe, safflower
and flax, there was a move to include these oilseeds under the ND Sunflower Council during the
1989 legisiative session. The N.D. Sunflower Council was renamed the ND Oilseed Council and
became the umbrelia organization for the five cilseed crops. The assessment was also increased
from 1 cent to 2 cents per hundredweight for sunflower, safflower, canola/rapeseed and crambe
and 2 cents per bushel for flax.

_During the 1997 Legislative Session, the North Dakota Oilseed Council members requested an

increase in the assessment for sunflower and the other oilseeds from 2 cents to 3 cents per
hundredweight. An exception to this request was flax, which is already 3.8 cents/cwt. Growers
may request a refund of the assessment, if they choose, within sixty days after it is paid.

Organization

Sunflower producers initially directed the ND Sunflower Council by electing representatives at the
county level, who in turn elected seven district representatives. These seven producers made up
the board of directors. In 1988, when the law changed to include safflower, canola/rapeseed,
crambe and flax, it provided for the governor to appoint a safflower grower, a canola/rapeseed
grower and a flax grower as well as someone from the ND Ag Experiment Station. The Ag
Commissioner serves as an ex officio member. During the 1997 Legislative Session, the NDOC
members requested that the law be changed to include an appointment of a crambe
representative on the board. Because of the substantial increase in canola acres, there needed
to be more canola representation on the board. During the 2001 Legislative Session, the Council
requested the taw to be changed to delete the appointed canola position and to elect county
canola representatives who in turn would elect three district canola representatives. The fifteen
elected and appointed individuals develop policy and programs, oversee their implementation and
approve budget expenditures. The staff consists of one full-time permanent employee as the
NDOC contracts with the following groups:

(N National Sunflower Association for the majority of its sunflower work;
{2) Northern Canola Growers Association for the majority of its canola work;
(3 AmeriFlax, Inc. for the majority of its flax work. -

SUNFLOWER — SUMMARY OF ACTIVITIES FOR THE 2003-05 BIENNIUM

The National Sunflower Association (NSA) and the ND Qilseed Council are important partners.
The NSA is able to match each Council doliar on a 10 to 1 ratio. The NSA is able to get matching
dollars from other state grower groups, the sunflower industry, federal government and from
various grants.
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Background

Sunflowers became a popular oilseed crop in North Dakota in the mid-to-late 1970's. Growers requested
better methods of production, processing and marketing of their sunflowers and therefore requested the
state legislature to establish the North Dakota Sunflower Council in 1977. Producers funded the Council
with a 1 cent per hundredweight assessment for promotion, marketing and research.

Because of the increased interest in the production of the rapeseed/canola, crambe, safflower and flax,
there was a move to include these oilseeds under the ND Sunflower Council during the 1989 legislative
session. The N.D. Sunflower Council was renamed the ND Oilseed Council and became the umbrella
organization for the five vilseed crops. The assessment was also increased from 1 cent to 2 cents per
hundredweight for sunflower, safflower, canola/rapeseed and crambe and 2 cents per bushel for flax.

During the 1997 Legislative Session, the North Dakota Oilseed Council members requested an increase
in the assessment for sunflower and the other oilseeds from 2 cents to 3 cents per hundredweight. An
exception to this request was flax, which is already 3.8 cents/cwt. Growers may request a refund of the
assessment, if they choose, within sixty days after it is paid.

/4
Organization
Sunflower producers initially directed the ND Sunflower Council by electing representatives at the county
level, who in turn elected seven district representatives. These seven producers made up the board of
directors. In 1989, when the law changed to include safflower, canola/rapeseed, crambe and flax, it
provided for the governor to appoint a safflower grower, a canolafrapeseed grower and a flax grower as
well as someone from the ND Ag Experiment Station. The Ag Commissioner serves as an ex officio
member. During the 1997 Legislative Session, the NDOC members requested that the law be changed
to include an appointment of a crambe representative on the board. Because of the substantial increase
in canola acres, there needed to be more canola representation on the board. During the 2001
Legislative Session, the Council requested the law to be changed to delete the appointed canola position
and to elect county canola representatives who in turn would elect three district canola representatives.
The fifteen elected and appointed individuals develop policy and programs, oversee their implementation
and approve budget expenditures. The staff consists of one full-time permanent employee as the NDOC
contracts with the following groups:

(1) National Sunflower Association for the majority of its sunflower work;
(2) Northern Canola Growers Association for the majority of its canola work;
(3) AmeriFiax, Inc. for the majority of its flax work.

SUNFLOWER — SUMMARY OF ACTIVITIES FOR THE 2003-05 BIENNIUM
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The National Sunflower Association (NSA) and the ND Oilseed Council are important partners. The NSA
is able to match each Council doilar on a 10 to 1 ratio. The NSA is able to get matching dollars from
other state grower groups, the sunflower industry, federal government and from various grants.

14




PROGRAMS

Production Resaarch

Weeds: Great strides have been gained in weed control in sunflower. CLEARFIELD sunflower allows
farmers to control most broad leaf and grassy weeds post-emergent. There are efforts underway to gain
additional post-emerge herbicides including Express.

Sclerotinla: A major focus has been to identify tolerance/resistance to Sclerotinia head rot. Three
irigated misting system have been established within North and South Dakota to test hybrids and
breeding/genetic material. The misting systems mimic the weather requirements for the disease to occur.
Thus, testing can take place at three locations each year and the incidence of disease is guaranteed.
Progress in identifying hybrid tolerance has already been made. In addition, the NSA was instrumental in
gaining federal funding for the Scierotinia Initiative. Nearly $1 million was allocated in the first year and
that has been increased to $1.4 million. The Initiative is a multi-state and multi-crop funding source in
order to make significant progress in reducing the severity of this disease on several crops. Also, a
fungicide has been labeled by EPA for sunflower Sclerotinia control. More testing is required before the
company will label the product. '

insect control: A new insecticide seed treatment was labeled in 2004 to control early season soil
insects. Developing genetic resistance continues to be a long-term goal.

Blackbirds: Cattail eradication continues to be a major program assisting in dispersing blackbird flocks.
Lure plots were used for the first time in 2004. The concept is to plant up to 20 acre lure plots near
troublesome wetlands. This theoretically will keep the birds out of commercial fields. USDA is paying
producers for the lure plots. The plots also have other wildlife benefits over winter. Efforts to reduce
blackbird numbers in states south of here continue. Avicides work well in feedlot settings. Often feediots
can have muiti-million member flocks at feedlots for the entire winter, USDA's Wildlife Services continues
to search for other novel approaches for this serious problem.

Utilization Research and Promotion

NuSun: This oil was developed to better compete in the domestic market. Great strides have been
made in a few short years. The majority of the sunfiower acres are now the NuSun type. Many national
and regional food companies are using the oil to fry potato chips, nuts, seeds and other food products.
Fammers have gained additional value. High oleic type sunflower is also expanding due to market
demand.

Confections: SunButter™ is now a market reality and the manufacturers have also gained ‘commodity
status’ at USDA for school food service eligibility. This is a major achievement and opens many doors
and opportunities. In-shell confection sunflower continues to enjoy strong domestic growth in demand.
Several major food companies are marketing in-shell and the distribution is national and the products
have been improved significantly.

International Market Development:

The NSA continues to conduct aggressive promotion programs in Mexico, China, Taiwan, Spain and
Germany. The NSA has an agreement with the USDA Foreign Agricultural Service which provides most
of the operating dollars. Although the sunflower producer is no longer as reliant on the export market, it
continues to play a vital role in determining the value of sunflower,

Information Transfer:

The Sunflower magazine and the NSA website www.sunflowernsa.com continue to be the direct link to

producers, the industry and consumers. The website is of utmost importance. In October, more than

33,000 persons spent significant time on the NSA website. For exa ple, the site offers daily price
information for producers and others. '
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SUNFLOWER — PROJECTED ACTIVITIES FOR 2005-2007

Research and Production:

Emphasis will continue to be piaced on research and gaining additional crop protection product labels.
An effort will be made to gain an additional plant geneticist position for the USDA ARS Sunflower
Research Unit located in Fargo. The position would breed sunflower for insect tolerance/resistance.

Blackbirds will continue to gain a great deal of time and effort. Programs to eliminate a greater number of
over-wintering blackbirds will be pursued. Destruction of desirable habitat (cattails) in the production
region will remain a high priority. Researching additional dispersing agents will considered.

Better production tools in the hands of the producer will result in higher yields and a more competitive
crop.

Promotion and Market Davelopment:

The NSA will maintain an active role in promoting the various sunflower products both domestically and
overseas. There are new and ever expanding opportunities. The sunflower industry has innovative
companies that are willing to invest and pursue new products. The NSA must continue to provide the
basic research and information to the professionais such as nutritionists and other apinion leaders.

CANOLA - SUMMARY OF ACTIVITIES FOR THE 2003-2005 BIENNIUM
EDUCATION

Canocla Forum

The Northern Cancla Growers Association hosted a Canola Forum in Minot in December in 2003 and
2004. This meeting provided updates on the canola industry to canola growers from the north central part
of the state.

Various topics covered at these meetings including a market outlook, NCGA report of activities, an update
on fertilizer research in canola to reduce input costs, an insect survey update and the latest research
findings in blackleg control in canola. In addition, the NCGA gave a report on the quality of the U.S.
canola crop and its comparison to the Canadian crop.

Canola Day

The Northern Cancla Growers Association hosted its Annual Canola Days in Langdon in 2003 and 2004.
Approximately three hundred people attended the events and speaker forum. Speakers included Derwyn
Hammond — Straight-cut canola research in Canada, Ron Beneda— Blackleg Issues in Canola and NDSU
researchers reporting on sclerotinia in 2003 and canola fertilization research, NDSU researchers, and
market analysts specializing in the oilseeds markets.

The 2005 Canola Day will be held in Langdon on February 9",

Producer Meetings

The NCGA conducted several grower meetings in the biennium to attempt to generate more interest in
growing canola and to convey methods to reduce input costs. Meetings were held in Mohall and Garrison
which covered topics such as contract marketing opportunities for growers, canola production and weed
control and rotational issues in canola production. The Garrison meeting was held in conjunction with a
local Crop Improvement Meeting.

Summer Fleld Days

The Northern Canola Growers Association collaborated with the NDSU North Central Research Extension
Center and the Langdon Research Center in the biennium to provide agronomic information for canola
growers. The research tours consisted of three hours of moming presentations and were followed by an
industry-spensored golf toumament. The events provided producers with an opportunity to review canola
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research taking place at the Research Extension Centers. Topics covered during the tours included insect
and disease management as well as a review of a rotation trial and a new misting system designed to
evaluate fungicides on cancla, blackleg trials in canola, voluntary control of canola in selected crops and
fertilization research in canola.

Blackleg incidence was not a concem in 2004. Many reports came back to the NCGA office that the
blackieg CD’s it developed and the education of growers during the winter meetings on blackieg
management greatly helped avoid increased infestations in 2004, The NCGA produced and mailed out
over 350 CD'’s in 2003-2004 to the industry on how to manage blackleg in canola.

Sclerotinia Risk Map for Canola

The first Sclerotinia risk maps for each year of the biennium were reieased in early June. The maps
provided information on sclerotinia risk, crop stage and soil moisture conditions. The NCGA received
positive feedback from growers who indicated the maps aided them in their decisions to apply a fungicide.
Growers are requesting even more detailed information on an individual field level and the NCGA will be
working with NDSU to identify new methods to meet this need of growers.

Information Services

The NCGA published the Northem Canola News during the biennitm. The NCGA also published a
magazine, the Canola Journal, in December, March, June and October, which is distributed to over 3,100
growers in the region. This magazine is published on a regular basis during the winter months by the
NCGA.

The Northem Canola Growers Association had a very active year of marketing and promotion activities.
NCGA joined up with Canada in a collaborative marketing campaign, a U.S. Canola Oil Promotion
Committee, (COPC) focused solely on promoting canola in the U.S. Barry and Sheri Coleman were
formally accepted to the committee as representatives of the U.S. canola industry. This committee
. created a new theme: Canola...One Oil, Infinite Possibilities! This theme is carried through by both the
US and Canada in joint and independent marketing.

Additionally, the NCGA has been involved in its own multitude of activities in canoia promotion and
marketing. At a spring conference held by the Canola Council of Canada, we leamed that agricuttural
groups have done a good job of ‘preaching to the choir' and need to refocus its message delivery system
to gain increased general knowledge to the consumer using all forms of media and targeted groups. In a
recent Omnibus survey conducted by the COPC, it was found that 50% of Americans have canola oil in
their kitchen. Of those, only 50% of them know why they use it. Our goal is to reiterate why the 50%
have canola oil in their kitchen, as well as to engage the remaining 50% to using canola oil. We have
divided our marketing into several focus areas:

Primary purchasing consumers age 16-54,
Heaithcare Professionals,

Dietary Professionals, and

Culinary Professionals

The NCGA has developed new and updated materials to promote the health message of canola. New
displays have been developed, along with new brochures and portfolios, as welt as a proposed change in
the look of the NCGA website to include health and consumer information with links. The NCGA
developed and printed 10,000 booklets by the American Heart Association highlighting the health benefits
-of canola oil. Sheri Coleman has been accepted as an American Heart Association Council member at
the national level as welf as a committee member at the ND affiliate branch.

Relationships are being cultivated in the medical community, particulary cardiologists, endocrinologists
and specialists in childhood obesity. We want to establish and promote speaking engagements across
the U.S. during major medical events to support the health benefits and research of canola oil., For
example: Dr, Robert Vogel, Vascular Biologist that has written the upcoming book: Virtual Biondes, Dog

17




Walking and Canola Oil: A prescription for a healthy American Diet, Dr. Farzad Deyhim, Texas A & M
researcher is conducting a study on Diabetes and Canola Oil, and Dr. Walter Willett-Harvard School of
Public Health is researching obesity and vegetable oils.

Collaborative Marketing with Canada
Collaborative projects were conducted with staff from NCGA and the Canadian Provinces that promote

canola in the US market. The focus was on health professionals, culinary professionals and overall
media.

ACC Conference

{ACP Conference

Media Campaign

International Congress of Dietetics

Canota Camp

Canola Camper Collaboration/articles/publications/recipe development
Janice Newell-Bissex, canola spokesperson secured ‘
American Dietetics Association Conference

American Heart Association Conference

Medlcal/Health Research

« Canola/Diabetes Research Underway at Texas A & M

International Projects

« Mexican Culinary Collaboration/Los Amigos

= MIATCO: Marketing Collaboration NCGA/MCC
Fancy Foods Show, NYC
Media Interviews

National Projects

Spice Company Collaborative Marketing

Coleman Joins AHA as Professional Council Member
Oil Bottling Companies: Collaboration, gourmet market
Culinary School Collaboration

IFT Conference

Canola Luncheon Capitol Hill

State/Local Projects

KMOT Ag Days/Minot

Tastebuds Culinary Show: Bismarck Civic Center

Collaborative Work with NDSU Extension

Promoting canola oil with Dan’s Super Market

Pilot Project Written: Standing Rock Indian Reservation/Diabetes Study
NDSU Annual Meeting Presentation

Culinary Section Added to Greeter Magazine

Canola Links with School Nutrition Alliance
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Foreign Market Development

The Northemn Canola Growers Association participated with the Minnesota Canola Council in developing
an exhibit in New York that also targeted Mexican companies. Spanish brochures on canola oil health
benefits were also developed that will be distributed to hospitals and nutritionists, primarily in the
Monterrey area of Mexico.

The Sth Annual U.S. Canola Quality Survey was conducted by the NCGA which shows the oil
characteristics of the U.S. crop as well as the grade characteristics. The sample region included North
Dakota and the northwest canola growing region of Minnesota.

NCGA Officials also met with Regasa, a canola crusher in Monterrey, Mexico, to discuss pians to promote
canola oil to health professionals in the hospital industry in Monterrey. A plan will be sent to MIATCO for
2005 to conduct several educational sessions on canola oil in this targeted market. CHS Mitton and the
Bottineau Farmers Elevator have made sales of canola seed to this crusher in Monterrey in the past three
years. The NCGA will seek to solidify canola consumption in this market.

USCA Marketing Committee

Barry Coleman, Executive Director of the Northem Canola Growers Association, serves as a
representative on the U.S. Canola Association's Marketing Committee. The committee meets twice
annually to identify ways in which to promote canoia oil both domestically and in foreign markets. The
committee realizes that the U.S. Canola Association has limited funds and staff with which to engage in
marketing activities, therefore the NCGA serves as the primary marketing arm of the canola industry in
the United States.

REGULATORY

Full Section 3 Pesticide Labels

Our pesticide harmonization activities continue to reap benefits for U.S. canola growers. In 2003, our
efforts resulted in a full Section 3 pesticide label for Prosper on canola and in 2004, Decis on canola.

The NCGA has been persistent in securing these labels for U.S. canola producers. Fortunately, many of
the limitations to growing canola have been removed as new crop protection products have been labeled
for canola.

Desiccant on Canola

Early this year the Northern Canola Growers Association voted to pursue a label for a desiccant on
cancla to complement our research to increase the utilization and interest of straight-cutting canola for
harvest. Dr. Brian Jenks agreed to carry the request forward for the canola industry to IR-4 at its Food
Use Workshop in September. Brian was able to secure an “A” priority for Gramoxone Max from IR-4,
which means IR-4 will fully fund all studies ($150,000) to gather the necessary residue data to support a
registration for Gramoxone Max on canola. We also ensured that when a label is issued, it will cover
canola in ali states, not just the northem region. The NCGA Research Committee is in the process of
finalizing specifics for the label.

Listed below are the crop protection products now available for use on canola:

Herbicides Seed Treatments Insecticides Fungicldes
Assure ll Raptor Allegiance FL Capture Quadris
Poast Stinger Thiram Ethyl Parathion Ronilan
Treflan  Sonalan Gaucho Methyl Parathion Topsin M
Liberty Helix, Helix Xtra Decis Endura
Roundup Carboxin ‘
Beyond Prosper

Muster

Select

Prism
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CANOLA - PROJECTED ACTIVITIE_S FOR 2005-2007

The primary focus of the NCGA in the next biennium will be the promotion of canola in the domestic
market as this is the largest market for U.S. grown canola. Dietitians and health educators will be the
primary target audience. The NCGA plans to cooperate with the Canola information Service of
Saskatoon, Saskatchewan to conduct joint efforts in promoting canola as well as with the Canoia Councit
of Canada. These activities will include attending food shows of the Institute of Food Technologists, the
Cardiology Institute and the American Heart Association. In addition, the NCGA seeks to collaborate with
spokespeople from the health industry to give lectures at key symposiums on the health benefits of
canola oil and seek researchers to write grants to the National Inst

FLAX — MARKETING — SUMMARY OF ACTIVITIES FOR THE 2003-2005 BIENNIUM
Prepared by Kaye Effertz, Executive Director to AmeriFlax, Inc.

Marketing projects supported with funds from the “flax check-off’ via NDOC are listed and briefly
described below: .

1. Co-developed and funded the “Flax Facts” brochure with the-Saskatchewan Flax Development
Commission. Brochure is a health and nutrition brochure based on North American research.

2. Co-developed and funded the “World Class Recipes’ book with the Saskatchewan Flax
Development Commission. Recipes feature flaxseed as a main ingredient in many world-class
recipes.

3. Retained the Northem Crops Institute staff to develop commercial bakery formulas for the food
processing industry. In addition, NCI developed a flaxseed fact sheet for bakers and food
scientists to use In existing or new farmulations,

4. Trade Show Exhibit - A portable double-sided trade show booth was developed to promote
flaxseed to the livestock industry and the pet food industry.

5, Retail Baker's Association Expo (RBA) — Exhibited at the RBA Expo in 2003-2004. The RBA is
the largest retail bakery show in the U.S. and has 3,500 member companies including
supermarkets, independent bakeries and food service facilities.

6. Intemational Association of Culinary Professionals (IACP} — Exhibited with the Saskatchewan
Flax Development Commission at the IACP Expo in 2003-2004. The show is the largest gathering
of culinary professionals in North America.

7. International Baking Industry Expo (IBIE) - Exhibited at the IBIE Show in 2004. The show is the
largest bakery show in the world and is held every third year.

8. Institute of Food Technology Food Expo (IFT) —Exhibited with the Saskatchewan Flax
Development Commission at the IFT in 2003 and 2004. IFT is the largest gathering of food
research and development scientists in the United States. Dr. Cliff Hall, NDSU attended the
meeting with AmeriFlax and served as the technical advisor. :

9. National Cattlemen’s Beef Association Expo (NCBA) — Exhibited at the NCBA in 2003 and 2004.
The ND Dept. of Agriculture sponsored the booth. Dr. Greg Lardy, NDSU attended the meeting
with AmeriFlax and served as the technical advisor.

10. National Agriculture Publications Summit (APS)— Exhibited at the largest gathering of agriculture

editors and livestock editors in the United States in 2003 and 2004. Flaxseed feeding research
from Kansas State University was featured during the event.
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Kansas State Livestock Days — Exhibited at Kansas State University during the annual livestock
event. Producers and feedlot managers from the Midwest attended the event.

. High Plains Nutrition Conference — Attended the High Plain Nutrition Meeting in 2004. Attendees
included US livestock nutritionists.

. National Media Relations — Promoted ND produced flaxseed to national food media in the United
States. Articles and mentions were printed in several national publications including Baking
Management, Food Product Design, Milling and Baking News, etc. National media coverage was
also achieved in several livestock publications such as John Deere Furrow Magazine, American
Angus Association, Feedlot Magazine, Beef Magazine, etc.

. Local/Regional Media Relations —Substantial media coverage was achieved during the biennium.,
Articles on the flaxseed loan rate and muitiperil crop insurance were published in Agweek, Farm
& Ranch Guide, Red River Farm Network and several TV and radio networks throughout ND.

. Website Development -Website updates were made throughout the biennium including additions
such as new photographs, new consumer recipes, bakery formulations, food processing info,
livestock research, data base improvements, new company listings, etc. The AmeriFlax address
is www.ameriflax.com.

. ND Producer/Consumer Relations — New marketing projects and NDOC research projects were
promoted to ND producers and consumers through various media and trade show events
throughout the state. “World Class Recipes” bocks were sent to ND Extension Service and
nutritionists for use in heaith seminars. Meetings were set up with flaxseed industry
representatives throughout the biennium.

. Collaboration — AmeriFlax worked jointly with NDSU, USDA Grand Forks Human Nutrition
Center, UND School of Medicine, Saskatchewan Fiax Development Commission, Flax Council of
Canada, Archer Daniel Midland (ADM) Company, Cargill Company and other flax related
companies throughout the biennium. Highlights included a meeting and tour through ADM and a
meeting with the Saskatchewan Flax Development Commission.

FLAX — MARKETING - PROJECTED ACTIVITIES FOR THE 2005-2007 BIENNIUM

1.

»

w

4,

Consumer Recipe Books — Continue to promote the “Flax World Class Recipes” cookbook that
features flaxseed as a versatile ingredient, This book was co-developed with the Saskatchewan
Flax Development Commission,

Flax Facts Brochure — Continue to promote the “Flax Facts” brochure, a health and nutrition
brochure. This information was co-developed with the Saskatchewan Flax Development
Commission.

Culinary Institute of America/Harvard School of Public Health Promotion ~ Participate in an
invitational retreat and new media initiative for restaurants, supermarkets and volume
foodservice. Promote flaxseed via the Culinary Institute of America website — www.prochef.com.
This site receives 2 million hits per month.

American Society of Baking Conference (ASB) —~ Exhibit at the ASB Expo, which is an
organization whose mission is to facilitate interaction between professional bakers and ingredient
suppliers.

Research Chefs Association Annual Conference (RCA) — Exhibit at the RCA Expo which is the
ieading professional community for food research and development,
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Retail Bakers Association Expo (RBA) — Exhibit at the RBA Expo, which is the largest retail
baker's show in the United States.

Institute of Food Technology Expo (IFT) — Exhibit at the IFT Show to pitch new product
development ideas to the food processing industry. Dr. Cliff Hall, NDSU attends the show with
AmeriFlax as a technical advisor.

Recipe Formulation for Food Processors — Develop and promote recipe formulations to U.S. food
processing companies and bakeries.

Promotional Material Development — Create new promotional materials for upcoming trade
shows. Existing materials will be reprinted.

Food Media Relations — Key food editors will be contacted throughout the year to create
awareness of AmeriFlax projects and the positive attributes of using flaxseed as an ingredient.

Nationat Cattlemen’s Beef Association (NCBA) — Exhibit at the NCBA Expo to create awareness
of flaxseed feeding research from Kansas State University and ND State University.

Agriculture Publications Summit (APS)/Livestock Media Relations - Attend the APS convention to
create awareness of flaxseed feeding research to national livestock media.

Livestock Conventions/Livestock Meetings — Promote flaxseed feeding research at various
meetings including livestock conventions in ND, SD, NE, IA, and KS. Meetings may also be
conducted with feedlots and/or beef alliances.

Livestock Promotion Information — New information will be written about the latest livestock
feeding research. This information will be distributed to interested feedlots, extension
representatives, livestock producers and/or livestock media.

Website Development — Continue to add new information to the AmeriFlax website. Additions will
include production information, database updates, research, recipes, photographs and the latest
news and events.

Producer Relations — Feature AmeriFlax marketing projects and NDOC research projects through
various media and trade show events. Trade shows include Marketplace of Ideas, the ND Ag
Expo and the ND Steckmen's Expo.

Collaboration — AmeriFlax will continue to work jointly with NDSU, USDA Grand Forks Human
Nutrition Center, UND Schooi of Medicine, Saskatchewan Flax Development Commission, Flax
Council of Canada, Archer Daniel Midland Company, Cargill Company and other flax related
companies throughout the biennium.
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Prepared by Dr. Jack F. Carter, Professor Emeritus, NDSU, and

FLAX - RESEARCH - SUMMARY OF ACTIVITIES FOR THE 2003-2005 BIENNIUM
. Flax Consultant to North Daketa Qilseed Council

Actlvities of Dr. Jack Carter, Plant Sclence, NDSU, Fargo partly as Flax Consultant to NDOC

1. a. The NDOC has partially funded research at KState Univ., Manhattan, KS for 5 years via an
NDSU “pass through® project feeding flaxseed to beef cattle in the “receiving and finishing”
rations. Feeding 5% to 8% ground flaxseed in standard rations replacing part of soybean oil meal
and/or tallow has significantly reduced morbidity and mortality and need for re-vaccination in
receiving cattle. Feeding flaxseed to finishing cattle has increased gain/feed unit, rate of gain and
carcasses grading Prime and Choice worth an extra $6/cwt of carcass.

b. Holstein steers fed finishing rations as in 1a. above produced the same resuits as with beef
cattle and shortened the feeding period to slaughter. Holstein steers compose 25% of the cattle
finished for slaughter in the U.S. {(Re 1a./1b., if 50% of the beef feeding industry place flaxseed in
the ration, SEVERAL HUNDRED THOUSAND ACRES of new flax production will be required to
supply this new market.)

2. Ancther “pass through” project written with Dr. Dwivedi of Pharmaceutical Science, S.D. State
Univ., Brookings, related to feeding flaxseed qil in the first experiment and ground flaxseed in
second experiment to rats in which colon cancers were induced with a chemical. Tumor
incidence was reduced from 100% to 54%, and tumors/rat from 3.1 to 0.7, in rats fed comn oil
(control) or flaxseed oil, resp. Very similar and supporting results were obtained when the rats
were fed ground flaxseed.

3. The NDOC funded a small part of a clinical trial with human subjects and Dr. Carter arranged a

: gift of the flaxseed oil used from a donor. The research was at the University of Massachusetts,

Worcester, Medical School, feeding flaxseed oil tending to reduce total and LDL cholesterol and

. triglycerides. The trial was too small for statistical significance and will be repeated in 2005-2007
with NDOC and NDSU invited to participate.

4. A similar experiment to #3 above was done with people in clinical trials or rats at Univ. of
Pennsylvania, Philadelphia to study effect of feeding flaxseed or durum wheat bran on serum
glucose and biood lipids with positive results. A third experiment involved feeding ground
flaxseed from NDOC vs. a purified lignan from Chromadex re incidence of an inflammatory lung
disease in mice. All experiments will be repeated in 2005-2007. NDSU/NDOC supplied durum
wheat bran as a “placebo” with high fiber and low fat for U. Penn. experiments. (The same
materials were provided to Dr. Rhee, NDSU, in a similar clinicat experiment which obtained
supporting data to that obtained by the U. Penn clinical trial with people. (See Rhee)

5. The flaxseed consultant to NDOC arranged a gift of flaxseed oil to an aquaculture experiment
producing walleye fish {an attempt to increase omega 3 fatty acid in fish) for the commercial fillet
market. No results have been reported yet. (See report on feeding perch fish with flaxseed
processed to remove some fiber at Carrington R/E Center in 2001-2003 Legislative Report.)

6. The Flax Consuitant to NDOC routinely responds to inquiries about flaxseed and oil via e-mail,
postal, phone, personal visits, etc. as described briefly below. Made an extensive literature
search and a report on alpha linolenic acid (ALA} consumption re prostate cancer risk. The report
and copies of first page of key publications were sent to about 30 key “flaxworkers™ in North
America.

1. Revised Flax Leaflet as published by NDSU.
. Reviewed research proposals on flax and supported, or did not support, with testimonial
letter for funding by NDOC or other agencies.



1. Prepared TABLE of fatty acids in various plant seeds, animal sources, etc. for QUICK
REFERENCE by “flax workers, and others”. '

V. Evaluated and collected data on Ruling by FDA on HEALTH CLAIMS ALLOWED with
foods containing omega 3 fatty acids, specifically ALA.

V. Assisted with using flaxseed as major new component of so-called LoCarb foods - -
flaxseed is relatively low carb/seed with balanced nutrients.

Vi, Arranged a Sept. 24, 2004 meeting with the Akin flax stem fiber research group in
Georgia with Composites America in Fargo, latter using flax stem fiber in compaosites.

Vil Prepared a suggested new format for Proposals for funding to flax section, NDOC.

VIl.  Arranged free voluntary CADMIUM TESTING of flaxseed for mainly the annual Omega
production in ND, some in SD and Montana, to provide essential information for export
and some domestic utilization. A map of ND i§ provided with 12 years of data of great
vaiue to those companies contracting flaxseed produced with low cadmium.

Research and “Extension” Activities of Departments and R/E's, NDSU, other than those of Dr.
Jack Carter, 2003 - 2005

Dr. Greg Lardy, Beef Cattle Specialist, Animal and Range Sciences Department, NDSU, Fargo

The North Dakota Qilseed Council partiaily funded research on flaxseed inclusion at 25% in creep feed
for nursing steer calves resulted in no significant differences in calf growth or creep feed intake. Flaxseed
processing for use in finishing beef feedlot diets also was evaluated. Cattle fed processed flaxseed had
better performance than cattle fed whole flaxseed. Cattle fed flaxseed tended to have better USDA

Quality Grade than cattle not fed flaxseed. Processing (rolling or grinding) flaxseed is required for

optimum utilization in high concentrate beef feedlot diets.

Greg Endres, Area Extension Speclalist, Carrington, ND R/E Center

Flax Response to Nitrogen and Seeding Rates

Field research was conducted during 2001-04 at Research Extension Centers in Carrington, Langdon
and Minot to evaluate flaxseed yield and quality response to selected soil nitrogen levels (<60, 60, 90 and
120 Ib/acre) and seeding rates (20, 32, 44 and 56 Ib/acre). Soil N levels of <90 b N/acre were sufficient
to support yield (triat average yield from each site-year ranged from 9.5 to 26.5 bushels/acre). Generally
seed oil content decreased with >60 |bs N/acre, and omega 3 ALA concentration decreased with

increasing soil N rates. Seeding rates of 20 Ib/acre (average of 33 p{antslftz) provided similar seed yield
as higher rates.

Dr. Clifford Hall lll, Food Sclentist, Cereal Sclence Department, NDSU

Flaxseed gum was extracted from mechanically separated hull using distilled water at 85°C and a pH of
6-6.5 for a 3 hour period. Both defatted and non-defatted hulls were used. The water:seed ratio of 35:1
was greater than that used by previous researchers working with whole seed. Their resulting % solids
content was 0.85 and 0.80% for the defatted and non-defatted hull, respectively. When using a
water:seed ratio of 13.5, other researchers achieved 1.1-1.6% solids. In our case using more than twice
the amount of water gave nearly as much solids content. This is logical because the gum is more
concentrated in the hulf fraction than in the whole seed.

Dr. Yeong Rhee, Assistant Professor, Health, Nutrition and Exercise Sclence, NDSU

The NDOC has partially funded a research project to investigate effects of flaxseed or wheat bran
supplementation on serum glucose and lipid profiles in people with impaired glucose tolerance. The
study results suggested that flaxseed may lower fasting blood glucose and triglycerides levels in glucose
intolerant individuals.

Scott Halley, Crop Protection Speclallst, Langdon R/E Center, NDSU, Langdon

a. A study was concluded with 2003 crop comparing fungicides azoxystrobin, prothioconazole, sulfur,
and vinclozolin on cultivars Omega, Webster, AC Watson and Rahab 94 flax for control of pasmo
disease, Septoria linicola. Azoxystrobin, trade name Quadris, increased yield by 4.7 bufacre.
Prothioconazoie, an experimental fungicide from Bayer, also increased yields. Azoxystrobin reduced
pasmo severity by 12% over the untreated. AC Watson and Rahab 94 had greater yields than
Omega and Webster. Omega had less pasmo severity than the other cultivars. A paper “Distribution

24




and Severity of Pasmo on Flax in North Dakota and Evaluation of Fungicides and Cuitivars for
Management” was published in the Plant Disease Journal in October of 2004 as a result of this
funded project.

b. Additional research has been funded by the ND Oilseed Council for 2004 and 2005 with completion in
2006. The objective is to evaluate 10 flax cultivars at Langdon for pasmo severity with or without
pasmo inoculation. A complementary study will evaluate several fungicides that have been effective
to control pasmo at several different times of application.

Dr. Cari Bradley, Plant Pathologist, NDSU

a. The NDOC funded a flax field disease survey for ND in 2003. A total of 87 flax fields were surveyed.
The most prominent disease found was pasmo, which had a ND average incidence of 17.7% The
information coilected in the field surveys will serve as a basis for setting flax disease research
priorities.

b. The NDOC funded a 2-year field research trial in 2003 and 2004 to evaluate the effect of fungicide
seed treatments on flax cultivars differing in seed color, report in 2005. The goal of the project was to
identify management options for seed and seedling diseases, especially for yellow colored flaxseed,
which may be more disease susceptible. In 2003, neither plant stand nor yield were improved by a
fungicide seed treatment compared to an untreated controt. Data for 2004 are being prepared and
interpreted to report in 2005.

Dr. James Hammond, Professor, Plant Sclences, NDSU

Effect of Latitude/Longitude, Fargo to Northem sites Saskatchewan & Manitoba, on Oil Content and
Quality of Flaxseed

Nearly 60 years of data on oil content and oil quality (measured as lodine Number which correlates
positively with alpha linolenic acid content, ALA) data have been entered into a database, The oil quality
 data have been prepared for analysis. Based on 57 years of data at 70 locations in the United States and
Canada of 465 flax lines, the lodine Number increases approximately 1.5 units per 100 miles North and
increase approximately 0.2 units per 100 miles West. One year of data has been collected and
pracessed in a common laboratory for oil content and ALA content. A second year of data is being
collected during the fall 2004. A poster at the annual Crop Science Society meeting on the results of the
57 years of regional data on oil quality is in preparation for the 2004 meetings in Nov. 2004 and for Flax
Institute in 2008. :

Evaluate the potential to select a pure stable vellow-seeded flax cultivar
Initially plans were to start selecting individual plants in the greenhouse during 2003-2004, but funds were

not available until late spring 2004. Hand selected yellow seed of the cultivars ‘Omega’ and ‘Carter’ was
seeded in isolation in the spring 2004. At present the seed on these plants is still not mature. At least
1000 plants of each cultivar will be harvested individually, threshed, cleaned and seed color determined.
A second generation of plant lines will be planted in isolation in 2005 to determine seed purity (brown
seeds would suggest mutation or unstable genes). In addition, lines will be planted with altemate rows of
a brown-seeded line to determine potential outcrossing in later generations. This research will continue
into 2005 - 2007 biennium,

Kent McKay, Area Extension Agronomist, Minot R/E Center, NDSU, Minot

An experiment that evaluated the effect of swathing versus straight combining of six flax cuitivars on seed
yield, bol and seed shatter, lodging and see quaiity was conducted in 2003. The experiment was lost in
2003 due to adverse environmental conditions but was repeated in 2004. The experiment in 2004 was
successful and results will be reported to NDOC as a Progress Report.
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Prolected Actlvities for the 2005-07 Blannium

Dr. Jack F. Carter as Flax Consuitant to NDOC, and as President of the Flax institute.

a. Continue all activities to “keep up-to-date’ to react to, answer questions, keep aware and
knowledgeable about the latest research about flaxseed, all uses, in the world mainly as published in
scientific literature and public press to best serve the scientific community, North Dakota flax growers,
flax in commerce, etc.

b. Take flaxseed samples from field to determine cyanogens in flaxseed and small flax plants re a report
prepared on cyanogens in flax in late 2004, related to cyanogens/cyanides, HCN as in
sudangrass/sorghum, cassava, etc. re potential harm to people consuming flaxseed. This need
results from Law or Regulation in JAPAN requiring ZERO TOLERANCE for cyanogens in flaxseed,
etc. The problem has been ongoing since 1990 with provision of guidelines to individual flax
merchants wishing to export to Japan. Results from an intensive search of the literature is being sent
to all known potential flaxseed exporters. Briefly, cyanogens in flaxseed is considered a NON-ISSUE
(1 tell them NOT TO WORRY!} by the nutritional and “safety” community in foodstuffs, at the level of
cyanogens in flaxseed. The result may be to persuade Japan to change the law or regulations in this
regard.

c. Probably write a pass through project to continue cooperative research feeding flaxseed to beef caftle
with Animal Science, Kansas State Univ., continuing research started in 1999. Specifically research
to “fine-tune” feeding flaxseed to “receiving cattle (just coming to finishing yard) and flaxseed feeding
procedures, e.g., rates, etc. Further, NDSU/NDOC may participate more in the Extension program at
KState in a program to get the flax feeding research results and their application to beef feeders in
Kansas and adjacent states, ND too, more rapidly. (The present “high” price of flaxseed at $8/bu at
country elevators is a barrier to use of research results in commercial feedyards.)

Dr. CIiff Hall, Food and Cereal Science, NDSU

Present research shows that more of gum from flaxseed can be extracted using somewhat more water
but somewhat increases drying problems. Research will continue in 2005-07 regarding efficient drying of
wet gum and the influence of drying on physical and chemical properties of the gum. The gum is
potential replacement for imported gums such as gum arabic, carrageenan, etc.

Dr. Yeong Rhee, Assistant Professor, Health, Nutrition and Exercise Sciencs, NDSU

Determination of antioxidant role of flaxseed in prevention of cardiovascular disease development in
individuals with impaired glucose tolerance. This project will investigate if 20 grams of defatted flaxseed
hull {500 mg lignan) per day will reduce the risk of cardiovascular disease in individuals with impaired
glucose tolerance. This project is proposed as supplemental research to the current pending research
project “determination of antioxidant role of flaxseed in improvement of glycemic controf in individuals with
impaired glucose tolerance” which is submitted to USDA for potential funding by Nov. 2004.

Dr. Dwived], Pharmaceutical Sclences, South Dakota State University, Brookings
Dr. Dwivedi will request flax funds, NDOC, to supplement a possible grant from another source on
control/prevention of colon cancer by feeding flaxseed to mice engineered to develop colon cancer.

Kent McKay, Area Extension Agronomist, Minot R/E Center, NDSU, Minot
The NDOC will be asked to provide partial funding for the “swathing vs. straight combining” experiment in
2005 and 2006.

Dr. James Hammond, Professor, Plant Sciences, NDSU

Research will be proposed to conduct fraditional breeding to determine the potential to increase the
omega 3 alpha linclenic fatty acid content (lodine number for linseed oit processors) in flaxseed beginning
with the 2005 production season.
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Dr. Greg Lardy, Beef Cattle Specialist, Animal and Range Sclences Department, NDSU

a. The effect of heat and xylose treatment of flaxseed on escape protein and fatty acid content,
b. The effect of lignans in flaxseed consumption of ovariectomized ewes.

¢. The effect of flaxseed consumption on reproduction of beef cows.

SAFFLOWER

Production and Markets

North Dakota acreage was nearly 29,000 acres in 2004, an increase over prior years, Yields were lower
in 2004 due to numerous frosts throughout the summer and drought conditions in southwest North
Dakota. The average production will be 650/Ibs per acre which is below the normal yearly average.

Recently there has been a surge in the bird seed markets and that market may account for more than
75% of the 2003 production. The remainder of the oleic production is being crushed at Montola Growers
at Culbertson, Montana for safflower oil. Acreage and production may decrease next year due to the
environmental conditions experienced this past growing season and at this time there are no contracts
being offered locally for safflower production.

In 2000 a Sunflower Growers Association was formed to promote and advance the interests of safflower
producers and lobby representatives in promotion, chemical registration, and cooperation among all
segments in the safflower industry.

Research and Disease Control

Evaluation of Quadris fungicide to controt Alternaria on safflower was funded by the NDOC in 2002. This
successful project has helped with a Section 18 labeling of this fungicide and in developing
recommendations for its use.

New Research in progress includes:

Herbicide evaluation and labeling.

Use of sulfur to enhance oil content.

Determining ways to enhance seedling vigor,

Use of fungicides to control diseases and enhance fuil season maturity.
Selecting varities for herbicide tolerance and disease resistance.
Development of new bird seed varities.

SOk wN

Herbicide Labeling

Safflower has very few herbicides available to control weeds. Triflurafin and Sonalan are the only effective
herbicides registered for use on safflower that will control Russian Thistle and Kochia; but with very
inconsistent results. Poast, a herbicide used to control grasses, was given full label clearance in 2003.
Harmony GT, Kerb, Paraquat, and Roundup for spring bumdown of weeds and as a preharvest
dessiccant have been submitted for full registration. Select, a grass herbicide, is also being evaluated for
- full label. Evaluation and trials of Spartan herbicide are now in progress for use as a preplant chemical
for control of small broadleaf weeds in notill safflower. Many herbicides have been evaluated for
broadleaf weed control in safflower and new herbicides will continue to be avaluated in the future.

CRAMBE
Pesticide Registration

The main emphasis for pesticide registration was the labeling of glyphosate herbicide for preharvest
application on crambe. AROA has been working with Brian Jenks of the North Central Research and
Extension center and Jim Gray of the ND Dept. of Ag on applying for a section 18 for glyphosate on
crambe. It was discovered that the expected residues in crambe meal fed to livestock wouid potentially
be a concern. These residue issues will need to be resolved before a section 18 ¢an be granted.
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Federal Government Relations

1. Loan Rate

The implementation of the 2002 US Farm Bill eliminated the crambe support price structure. The
American Renewable Qil Association worked with Senator Dorgan, Senator Conrad and Representative
Pomeroy to reinstate the marketing loan and loan deficiency payment for crambe. Reinstatement of the
marketing loan for crambe was successful. The current loan rate for crambe is $.0930/1b.

2. Terminal Point

The Terminal point to determine the posted county price for crambe is located in Carrington, ND.
Currently the only crush poeint available in the region is located in Culbertson MT where the majority of the
crambe production is located. AROA worked with USDA to use Culbertson as the terminal point in
determining the posted county price.

3. Crop Insurance

The federal crop insurance program for crambe was a pilot program for a few select counties in North
Dakota. Producers outside of the pilot program counties could only obtain crop insurance through a
written agreement, which provides them with low vield history and poor crop insurance coverage. The
AROA asked the USDA Risk Management Agency to convert the pilot program into a full crop insurance
coverage program for crambe. The pilot program was dropped by the RMA in 2004 and the ARQA is
currently seeking the reinstatement of the program.

Crambe Agronomic Research Coordination

The American Renewable Qil Association submitted a funding request of $10,000 for the North Central
Research Extension Center fund drive to build an agronomy seed lab. Quality seed is a major factor in
successful production of crambe. To maintain quality crambe seed and accurate seed testing, it is
important to have a good facility to handle the seed testing requirements and quality storage which the
proposed agronomy seed lab would provide.

Crambe Marketing

Traditionally crambe has been produced under production contracts offered by companies such as Kings
and Oilseed Partners. In 2004, no contracts were made available to US crambe producers. Recently
there has been discussion with Springdale Crop Synergies in the United Kingdom with the possibility of
North Dakota producing crambe to fulfif the oil demand they have in Europe. AROA is working with
Springdale Crop Synergies to help them meet their needs. There were no contracts offered this year for
crambe,

Grower Meeting _
AROA conducted an annual meeting on February 27, 2004. The meeting featured the election of new

board members, review of the past year's financials and an update on the activities of 2003. The meeting
notice was sent to over 500 crambe producers in North Dakota.
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STATEMENT OF PROJECTED REVENUES AND EXPENDITURES

NORTH DAKOTA OILSEED COUNCIL
Bismarck, North Dakota

For the Current and Next Biennium
2003-2005 and 2005-2007

UNAUDITED

Prepared by the North Dakota Oilseed Council

REVENUES

Assessment Revenues Collected from 1% Purchasers
Less:
Refunds Paid to Producers

Net Assessment Revenue
Interest Income

TOTAL REVENUES

EXPENDITURES:
Program £xpenditures

Administration
Total Expenditures

Revenues Over (Under) Expenditures
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2005-2007
Biennium

$2,427,800.00
121,390.00

$2,306,410.00
12,225.30

$2,318,635.30

$1,587,567.43

110,777.08

$1,688,344.51
$ 620,290.79

2003-2005
Biennium

$2,180,706.16
110,279.65

$2,070,426.51
12,215.67

$2,082,642.18

$1,458,399.45

106,516.44

$1,564,915.89
$ 517.726.29
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2004 Sunflower Harvest a Mixed Bag

It’s no surprise that given the cool growing season, the row-
crop harvest for many producers in the Northern Plains extended
into November. Harvest yields and quality are a mixed bag in the
Dakotas and Minnesota, generally better as one travels further
south.

Sunflower harvest reports out of the High Plains are generally
favorable for yields and test weights, both confection and oil
types. Preliminary USDA estimates in Kansas put average yield
at about 1,530 Ibs/acre this year, well above last year’s 1,165-1b
vield. Final yield reports could push that number higher. Limited
irrigated sunflower in the High Plains is doing very well, with
yields up to 3,000 Ibs/acre.

Limited irrigation is a practice which might be described as
“strategic watering,” prewatering if need be prior to planting, and
watering again at stand establishment, just prior to flowering
through seed fill. Increasing numbers of crop producers in the
High Plains are finding that limited irrigation of sunflower is
more profitable than irrigating other crops, with good yields and
less water use that also saves on immigation pumping costs.

President Signs Bill with Biodiesel Tax incentive

The tax incentive will take effect January 1, 2005, and lasts
for two years. It is expected to provide an economic surge in sev-

Sunflower Briefs

eral sectors of the U.S. economy including manufacturing, agri-
culture, and ail sectors that provide support services to these
industries. The incentive is expected to increase biodiesel demand
from an estimated 30 million gallons in fiscal year 2004 to at least
124 million gallons per year, based on a USDA study. However,
depending on a number of other factors including crude oil prices,
the industry projects that demand could grow much higher than
that in the next decade.

The growing biodiesel market over the long-term will be posi-
tive for oilseed demand, but the positive impact on sunflower
prices will likely be limited. The NSA’s Larry Kleingartner points
out that biodiesel processors prefer to use lower-priced vegetable
oils, such as soy and palm. Biodiesel consumption will help eat
away soy and palm oilseed supplies, which helps the entire veg-

.etable oil compiex.

New Sunflower Bread in Mexico

The National Sunflower Association has been aggressively
promoting the use of confection sunflower kernel in bakery prod-
ucts in Mexico for the last three years. As a result of this promo-
tion, the largest Mexican baker has started using confection sun-
flower kernel in one of its breads. The bread is being distributed
nationwide in all major supermarkets. The NSA plans to work
directly with the baker to promote this product to consumers. W

b@ perFormers;

Discover the AMAZING benefits of Triumph'’s unique short-statured

NuSun™ sunflowers! These PROVEN performers yield the same

as conventional ‘flowers and offer good oil content and tolerance to

hail. Put these MONEY-MAKERS to work on your farm!

Joseph Legako,

Triumph Sunflower Breeder
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NuSun™ Qil
Clearfield* NuSun™
Short-Statured NuSun™

NuSun is a regrestered trademarks of and are used under Ecerss from the Natlonat Surfiower Association.
CLEARFIELD and CLEARFIELD Production System ara ks of and used unger icants from BASF Corporation.
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Flaxseed is a Rich Source of "Healthful Fats™

Floxseed possesses a very healthy fatty acid profile. The ofl from the
seed is low in saturated fat (approximetely 9%}, contains medercte
amounts of monounsaturated fat (spproximately 18%), and is high in
polyunsaturated fats (approximately 73%). 0f the nutritionally bene-
ficial polyunsaturated fats, clmast 16% belong to the cmega-6 family

primarily as linoleic acid {LA), whereas the remaining 57% belong to

the omega-3 family primarily os alpha-linolenic acid (ALA). Both LA
and ALA are essentiol fotty acids (EFAs). EFAs
are termed essential because they ore
"essential 1o life", meaning they
cannot be produced by the body
ond therefore must be obtained
from the diet. EFAs are

incorporated into the
Nutritional Properties of Fluxseed

membranes of our body
e R RS IR R

e cells 1o keep them fluid.
As o result, they acl os
"gate-keepers” to allow
the entry into cells of
important nutrients os
well gs the removal of
foxins. More importantly,
EFAs ore converted fo

hormene like substances

known as eicosanoids that
effect physiological
M9, fundtions such as cell growth and division, platelet aggregation (blood
T,‘;i:f " clotting), inflammatory responses, hemorrhage, vosoconsiriction and
ﬁ : vosodilation of blood vessels, blood pressure, and immune function.
caskFlox e activity of the eicosanoids impacts clinical conditions involved in

cardiovascular health, inflammatery disorders, immunity, and certain

(ancers.

The Importance of an Opfimal Omega-6 to Omega-3 Ratio

Critical for proper functioning of body cells is an optimal dietary rotio
of omego-6:0mege-3 futty acids. This is because the omega-6 and the
omega-3 fatty acid families form different eicosanaids with diffesent
activities and they compete with ane another for the enzymes respon-
sible for the synthesis of these eicosanoids. For instance, some
eicosanoids stimulate pro-inflemmatory and hypertensive events
whereas other eicosanoids have opposite effects. Thus, @ proper bol-
ance of essential fatty ocids in the diet is important. For optimal
health, Health Canada recommends an omego-6:0mega-3 fatty acid
dietary ratio of 4:1 to 10:12. The U.S. Food and Drug Administration
hus yef to set an official recommendation in this area.

It is speculuted thot in today's Western society the ratio of omega-6:
omega-3 futty acids may be os high as 20-30:1%. Teday's elevated
dietary omega-6:omega-3 ratio is largely atiributed to the plethora of
vegetable oils currently available and consumed that are high in the
omega-6 fotty ocid, LA. A distinction needs to be made, however,

 between LA, which is widely available, and another omega-6 fatty

arid, gamma linolenic acid {GLA), which has numerous health benefits.
GLA hos been shown promise in the freatment and prevention of
symptoms associated with rheumotoid erthritis, diabetes, skin prob-
lems and most recently, immune system disorders. A healthy body can
convert LA into GLA, but due to a number of lifestyle (i.e. high meat
infake} and environmental factors (i.e. pollution), this conversion is
limited leaving many in foday's society deficient in GLA.

Technological developments, such as food processing, have also
depleted much of the ALA and omego-3 content from foods, which
further contributes fo on imbalanced omega-6:omega-3 ratio. Overall,
we are consuming teo much LA and not enough ALA and other
omega-3 fatty ocids, o situation that may negatively impact health.
A great deol of attention, therefore, has been focused on ALA and
omega-3 fatty acid fomily due to their deficiency in feday's diet, o5~
well as their beneficial effects in numerous clinical conditions.

Clinical Effects of ALA
e Cardiovascular Disease (CVYD)

(VD is un orea of research where the cansumption of ALA ap
to show the greatest potentiol for heaith benefit. Three distindt, .
but interdependent, sl *
pothological phenomene kS

may eccur that uhi-
mately lead o CV:
thrombasis, fibrillatio
and otherosclerosis:
Various dinicat




from atherosclerosis; infarction (obstruction of blood vessels) and stroke ~ FLAXSEED NUTRITIONAL ANALYSIS

from thrombosis; and sudden death {cardiac arrhythmia) os o result of ¢

fibrillation, may result. Numeraus intervention studies have established

the beneficial effects of ALA on cardioe events. Nutrients osper 100g  Minerals mg/100g

. » The Health Professional Follow-up Study?, which began in 1986 with o

eohort of 51,529 heaith professionals, demonstrated that o 1% [ [t (qlcivm 199.0 - 236.0
increase in ALA inleke expressed os percent of energy was ussociated i

with o 40% reduction in the risk of non-fotal coronary heart disease ot . 4'0 - 420 g1 Copper 1
(CHD). P L ARl Iron 50 - 62

» The landmark Lyon Diet Heart StudyS included participants wha hed )

previously survived o myacardia infarction. The experimental group Mognesium 3620 - 421.0
consumed a typical Mediterranean style diet rich in ALA, whereas Manganese 30 - 32
the control group consumed a typical Western-type diet low in ALA.

Results demonstrated o 75% reduction in non-fatal myacardial Phaspharus 4980 - 6220
infarction, and a 70% reduction in tofal death amongst the experi- Potassium 6810 - B30

mental group, in comparison 1o the control group. DR o !

o The Nurse's Health Study® consisted of o 10-year follow-up of Total Carbohrydrate: 34 0 - 380 !ﬂ Sodivm 770 - 340
76,283 women with no previously diagnosed cancer or (VD. After I T . I 42 - 50
adjustment for age, standard coronary heart disease risk factors, B o
and distery intake, results demonsirated that a higher intake of ALA  Profein:- Nog| microg/100 g
was associated with o lower relative risk of fatal and non-fotal
myocardial infarction.

« In the Moselle study’, the diets of two groups of fifty Moselle farm-  Vitamins mg/kg
ers were analyzed for different constituents. It was reported that o

Selenium 50

lower dietary intake of LA, coupled with higher intakes of ALA | Aluminum 30
(dietary LA:ALA ratia of approximately 5:1), markedly decrensed Tocopherols/vitamin E (mg ATE) 50- 1 Borium 2.00
platelet reactivity (i.e. the tendency of platelets 1o "dot"}. * .
« A recent review of studies focusing on flax and ALAS concluded that my/100g Codmium 0.5
the fatty acid can reduce ventricolar fibrilletion, and n:!uy bemore  Ascorhic acid/vitamin C 0.50 - 1.30,51 Chromium <1.00
effective than either eicosapentaencic acid (EPA) and docosa- PP
hexoenoic acid (DHA) which are found in high levels in Thiamin vitamin B1 017 - 0.33 . Cobalt 017
Futty fi;h u;d fisl;luils- e Riboflovin/famin 82~ 0.16 - 0.20'| Lead <0.25
to inhibit t wi t
ﬁﬂtﬁ plc::ue:: f AW T HAC] e Qrowth o dierasce Niacin/nicoinic acid 1.40 - 321  Molybdenum <0.50
omen who consumed 50 g of milled floxseed a doy for  pyridoxine/vitamin B6 090 - 0.61. . Nickel 170
weeks exhibited total blood end LDL-cholesteral o
("had” cholesterol) leve! reductions of 9% and Pantothenic add 057 - 150 T <300
18%, respediveLy‘".dThes: L:Hem ' micog/kg A roge of valves is pmvidfeg whichdr;ﬂerrs differ-
tributed & ences in aulrient content of flaxseed due to
werioﬂth‘: [:ligeh u:m“m‘:,sf‘zznzs Falic acid 1120 -278.0  environmentsl effects such as temperature and rain-

fall on seed development,

ficial soluble fiber found g Y

K . in the floxseed. _Sm_ne Vitamin £ values are given in ATEs (Mlpha-tocopherol
y  research hos indicat- equivalents):

\ ed that ALA 1 mg alpha-tocopherof = 1 mg ATE x 0.8 mg afpha-

tocopherol/mg ATE

Referentes

Adapted from:

USDA Nutrient Data Loboratory website -
htte:// www.nof.usdla.gov/faic/ Foedcomp

Vaisey-Genser, M. und Morris, D.H. floxseed:
¥ Health Nutrition ond Functionality.
| Flax Council of Canade. Winnipeg, Manitoba.



Whole and mifled
flax are easity
incarperated into
breakfast, lunch
or dinner fare.
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from flaxseed may reduce serum triglyceride levels, ancther blood
lipid associated with CVD, without altering HDL- cholesteral {"good”
cholesterol) levels®. Altering lipid profiles is especiafly imporfant in
the prevention and management of CYD.
Researchers believe that the protective effects of ALA ogainst cardiac
avents such os thrombesis, fibrillation, and atherosclerosis ore partly
due 1o ALN's ability to improve blood lipid profiles. In addition, once
incorporated into ceflulor membrane phosphotipids, ALA increases
membrane fluidity resulting in changes in membrane function. These
alterations may decrease the risk of (VD vio an influence on calcium
ion exchange across the membrane!1. In addition, ALA has been
shown to decrease the production of thromboxane 82 (TXB2), and
prostaglandin E2 (PGE2), which are proaggregatory eicosanoids pro-
duced from the omege-6 futty acid, erachidonic ecd!!

In addition to cardiovascular health, research suggests that ALA shows
potential in other clinical conditions:

* |nflammatory Disorders

ALA may have proteciive effects in inflammatory disorders such o
theumatoid orthritis'2 and systemic lupus erythmetosus'3. The anti-
inflammatory actions of ALA are attributed to its ability 1o inhibit the
production of pro-inflammatory eicosanoids such as TXB2.

* Immune Function

ALA in flaxseed has been shown to have positive effects on immune
function, which is the body’s ability to defend itself ageinst infection.
This may be particularly important in the management of auto-
immune disorders such s fupus nephrifis!S. In a 1995 study, nine
patients were fed 15 g of floxseed dnily for four weeks'4. The dosage
was then increased to 30 g and then 45 g doily for subsequent peri-
ods of four weeks. The researchers concluded that 30 g of flaxseed
showed benefit in terms of kidney function as well as other inflamma-
tory parameters. The positive effects of ALA on immune function are
believed to be due fo its effects on membrane phospholipids, os well
as eicosanoid and cytokine production!!.

* Cancer ‘
A review of the literature?® on the onfi-carcinogenic properties of ALA
and amega-3 fotty acids indicated an inhibitory effed of dietary ALA on
tumor incidence and growth in animal models using chemically induced,
tronsplantable and spontaneous tumors. These results have been report-
ed for concers of the breast, colon, pancress, and splenocytes.

Flaxseed as the best choice for omega-3's
from plants

Flaxseed oil contains mare than three times as much omega-3 fatty
acids than omego-6 futty acids. The omega-6 1o omega-3 ratio of
flaxseed is 0.3:117. When comparing to other common plant based
oils, corn il has an omega-6:0mega-3 ratio of 58:1, soybean ol
7:1, and conola oil 2:178. Due to the current high dietary intake of
the omega-6 fatty ucid LA, coupled with the deficiency of omega-3
fatty ocids in taday’s typical North American diet, fiaxseed il dlearly
provides the best overall dietary EFA ratio. Supplementing the diet
with flaxseed provides a good source of the plant bosed omega-3
fatty acid ALA, low levels of LA os well os o healthy and optima}
omega-6:omega-3 ratio.

Flaxseed as an excellent source of lignuns

Flaxseed is ane of the richest sources of lignans providing 75-800
fimes higher levels than other plant sources. Lignans represent
approximately 0.7 to 1.5% of flaxseed!®. Lignans are phytoestrogens
— "phyto" meaning derived from plants, and "estrogen” referring to
the hormone produced in the body. Phytoestrogens are beneficial
tompounds that affect the metabolism of hormones such os estrogen
in humans. The major lignan in flaxseed is seicaisolariciresinol digluco-
side, commonly referred to os SDG'. Once ingested, SDG is converted
in the colon to the memmalian lignans enterodiol ond enterolactone,
which are responsible for numerous beneficial biologicat effects.

« Lignans provide profection agoinst certain forms of cancer due o
estrogenic and anfi-estrogenic activity in the body. Lignan consump-
fion may be particularly beneficial in hormone sensitive cancers such
as those of the breast, endometrium, and prostate?. A recent clini-
cal frial was conducted involving 50 women diagnosed with breast
cancer?!. While waiting for surgery, half of the women received
muffins containing 25 g of milled flaxseed daily while the other heif
received ordinary muffins. The women who received the flaxseed
muffins had slower-growing lumors compared fo the other group. A
further study was conducted with 116 women suffering from cyclical
mastclgia (breast pain}22, Women were fed either a muffin contain-
ing 25 g of flaxseed or a placeho for 4 menstrual cydes. The women
who received the flax muffins had significant reductions in breast
swelling and pain. Mastalgia has been linked to the development of
certain forms of hreast cancer.




« Lignans from flaxseed exhibit strang anfioxidant properties?.24
which may play a posifive role in cerfain cancers. This choracteristic
of lignans may also be responsible for reductions in atherosderatic
plaque fermation noted in animal studies?.

» The development of both Type-1 and Type-2 dinbetes has been
shown ta be due, in part, to oxidative stress. The flox lignan SDG
has been found 1o be effective in lowering the onset of hoth types of
diabetes due fo its potent antioxidative ability3233,

« Flax lignans also have the ability to lower serum cholesterol, an
effect helieved to be due to o modulation of enzymes involved in
tholesterol mefabolism?25.

Flaxseed as an excellent source of dietary fiber

Flaxseed contains approximately 28% dietary fiber, with a ratio of sol-
uble to insoluble fiber between 20:80 and 40:602. The insoluble
dietary fiber fraction plays an important role in the refief of constipe-
tion, a common problem among many individuals who consume low
fiber diets, are inacfive, or are using certain medications for other
conditions but that may promofe constipation. Diets high in insoluble
fiber result in o heaithy bacterial environment in the colon, which may
have protective effects against colon concer?”. The soluble dietary
fiber fraction of flaxseed is found primarily as mucilage gums, which
have been shown to play e role in lowering serum cholesterol levels??,
an effect that ultimately benefits cardiovascular health. '

Fluxseed as an excellent source of protein

The protein found in flaxseed is very similar to that of soybean pro-
tei, which is considered one of the most nutritious plant profeins. This
is due to ihe type of amino acids present, which are the building
blocks of protein. Flaxseed contains numerous "essential omino acids”,
which the body cannot produce and therefore must obtain from the
diet. Flaxseed protein has significance to vegetarians relying on plant
sources to meet their daily protein requirements,

Different forms of flax

Whole and Milled Flaxseed:
Both whole and milled flaxseed are rich in dietary fiber, lignans, pro-
tein, and the essentiof fatty acid, ALA. Careful chewing will break the

Floxseeds’ medicinal

seed cont of whole fluxseed to oflow the release of nutrients contained

within, whereas milled flaxseed is already pre-ground. It is a personal  populority through
thoice whether fo use whole or milled floxseed. the ages is i part
Haxseed Oil: due fo the many
Floxseed oil results from pressing the oil from the seed. Floxseed oil ~ forms it wos wsed in

ond continves fo be
utiized today.

provides more ALA {approximately 55-58%) on a per weight basis in
comparison to whole or milled seed (approximately 15-18%).

Stability of flaxseed

Baking: ,

Studies have shown that both the ALA and lignans in floxseed remain
stable under common haking temperatures of 178°C (350°F)3.
Muffins containing whole or milled (flour) flaxseed or oif (15g/kg}
showed no differences in levels of lipid oxidofion products (i.e. axygen
dervied breakdown) when compared to muffins containing wheat
flour with no flax ingredients2®. In boking, milled flax con be substi-
tuted for the fat used in recipes ot o rafio of 3:1. For example, 375
ml (1% cups) of milled Alaxseed can replace 125 mL (4 cup) of butter,
margarine, ceoking oil, or shortening. Adding whole or milled
Haxseed o oil to hoked goods such as muffins and breads is an excel-
len way 1o obtain the healthy constituents found in flax.

Frying:

Using flox oil for frying is not recommended as once the ail is
extracted from the seed, the polyunsaturated fatty acids may undergo
thermal oxidation when exposed fo the high temperatures used in food
brying®. This will give off flavors and odors fo the finished product.

Storage:
Whole floxseed can be stored ot room
temperature for up fo one year.
However, ground flaxseed is




Flax, o pretiovs
commodity in the
ancient world, was
prized for its muli-
tude of uses.
Today's research
not oply validates
its historicaf worth,
but promises o
future of expanded
uhilization.

more susceptible 1o oxidation and therefore rancidity. As a result
grinding whole flaxseed in o coffee grinder just prior fo use will
ensure the highest quality. Ground flaxseed con be stored in an air-
tight, opaque container and refrigerated for up ta 90 days, or frozen
o ensure the preservation of quality's. Similarly, once opened, flox
oil should be kept in an airtight, opague container and refrigerated.

Rmnmﬂdhhkedﬂuxneduﬂﬂnxseedoﬂ

At the present fime, there is no Recommended Diefary Allowance
(RDA} for EFAs in the United States®0. However, Health Canada has
established a Recommended Nufrient Intoke (RNI) for EFAs, specify-
ing the minimum daily intoke of ALA should be 0.5% of fotal
energy®. Simitasly, the Brifish Nutrition Task Force also recommends o
minimum doily infake of 0.5% energy from ALAY!. In September of
2002, the Notional Academy of Sciences’ Institute of Medicine (IOM)
released recommendations for several dietary constituents directed
towards reducing the onset of chronic disease™. The Health and
Human Service's Office of Disease Prevention and Health Promotion
{U.5.} commissioned the repor, “Dietary Reference intakes far
Energy, Carhohydrates, Fiber, Fat, Protein and Amino Adds
(Macranutrients!), in collaboration with Health Canada. tn this
report, the 10M set an acceptable level of intoke of ALA as 1.6
grams/day for men and 1.1 groms/day for women.

To put the Health Canada recommendation into perspecive, based on |
an average intoke of 2500 calaries per day, the following forms of
flox would provide the RNI for ALA:

Flaxseed oil: 2 to 3 grams of faxseed oil, which is equivalent fo 2
to 3 softgels (1000mg), or opproximately 2 mL (%4 tsp.) of ofl.

Whole or milled flaxseed: Approximately 15 to 25 mb (1 -2
thsp.) of milled flaxseed (approximately 30g) may provide adequute
supplementation of both ALA and lignans.

Difference Between Brown and Yellow Flaxseed,
Solin, and Linola™

Brown and yellow flaxseed both contain the same nutritional bene-
fits in terms of ALA, lignan, protein and dietary fiber content. It is o
matter of personal choice which seed is consumed os both are rich
in olt the nutrients for which flax is known. It is important to note,
however, there exists another fype of flaxseed that closely resem-
bles yellow flaxseed but is octually a derivative of flax known os
Solin. Solin contains low levels of ALA (< 5%). Solin varieties, suth
as Linala™ ore used to produce o vegetable oil that is used prima-
rily for frying applications.

Weight and lorie content of flaxseed (per spetific measurement)

.‘i.'--,..-'v - hc_i =;- ‘sas‘;n"l 3 ,—a
36 colories

3 ounees.

50 calories

2. /118 cofories |
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Fhe Clear Chaice Far Good Fealth

Canola oil is the lowest in saturated fat of any vegetable oil. It has half the saturated fat of olive oil
and almost as much monounsaturated fat.

Canola oil is the only vegetable oil that is rich in Omega 3’s (AL A). It also has an optimum ratio of
Omega 3’s to Omega 6’s.

Canola oil is rich in monounsaturated fats that have been show to reduce blood cholesterol levels, and
has moderate amounts of essential polyunsaturated fatty acids.

Like all vegetable oils, canola oil is cholesterol-free. Nutritional research is confirming that the fatty
profile of canola oil appears to be beneficial in preventing and treating coronary heart disease risk
factors including high blood cholesterol and lipid levels as well as thrombosis.

Specialty canola oils have been developed that do not require hydrogenation to be processed into
margarines. These canola oils are becoming more readily available as consumer preferences change.
These oils are:

1. Low linolenic canola 0il (LI.CO), where a decrease in ALA is offset by an increase in the
monounsaturated level.
2. High oleic canola oil (HOCQ), which has higher levels of oleic acid, coupled with reduc-

tionsin ALA,

These oils have superior stability and improved frying performance, therefore they are being marketed
for extended use in food applications requiring high cooking and frying temperatures as well as in
snack food products that require a long shelf life.

Horthern —

CANOLA GROWERS

Association

For more information on the health benefits of using canola oil in your diet, contact the
Northern Canola Growers Association at 701-223-4124 or visit our website at northerncanola.com.




Presentation before the 2005 North Dakota State Legislature
January 7, 2005
North Dakota Soybean Council Chairman, Matt Mechtel

Senator Tim Flakoll, Representative Eugene Nicholas, committee members
and visitors ... Good Morning. My name is Matt Mechtel, and I am the
Chairman of the North Dakota Soyvbean Council. I have served on the
Council for six years. My farm is located near Page, North Dakota where [

currently raise 5,000 acres of soybeans and corn.

The North Dakota Soybean Council, established in the 1985 Legislative
Session currently operates under the authority of the federal Soybean
Promotion and Research and Consumer Information Act (SPARC) which
was established in 1991. The soybean program is a mandatory program
under the scrutiny of the United States Department of Agriculture. Annual
audits of the Soybean Council are required by USDA and these audits are
conducted by the Office of the ND State Auditor. Every three to five years
the ND Soybean Council is also audited on behalf of the United Soybean
Board (a federal board whose members are appointed by the United States

Secretary of Agriculture). The United Soybean Board reports directly to the
USDA.

The North Dakota Soybean Council board consists of eight soybean growers
elected by soybean farmers who represent a specific district of the State.
The ND Commissioner of Agriculture, or his/her designee, is also an ex-

officio and voting member of the ND Soybean Council. Over 6800 soybean




producers from across North Dakota are represented through this

commodity check off program.

Although The North Dakota Soybean Council is a ND State entity and
operates as such, the Council also needs to retain certification status from
USDA for the collection of their check off funds. The soybean check off
program requires all soybean farmers to pay 0.5 percént of the market price
per bushel of soybeans sold. Soybean farmers across the nation are
investing in their future. The Council is required by federal law to transfer
50% of this collected revenue to the national program overseen by the
United Soybean Board. However, half of the funds are used at the state
level, supporting marketing and research programs right where beans are
grown. The other half forwarded to the United Soybean Board (USB),

is invested in five major areas: Communications, Domestic Marketing,
International Marketing, New Uses and Production. Annual collections at

this time exceed over $3 million dollars.

The objective of the Council is to improve soybean profitability through
investment in research, market development, promotions and education.
In the past, production research has been the Council‘s number one
priority. The Council still feels soybean production research is a top
priority for ND soybean farmers and allocates over 25% of the available
funds to this area of research. However, currently, the Council is putting
increased emphasis on new uses research, including biodiesel, and market
development for biodiesel and ND grown soybeans. To support this new
focus, the Council has added a Marketing Specialist position to their staff,

a new position since the last report to this committee.
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At the time of the last report, we had approximately 24 biodiesel retail sites
in ND. Today we have over 90 sites! We are told in 40 years our petroleum
resources will be depleted and the need to develop alternative fuels is

imperative. Biodiesel is an alternative fuel and a renewable resource made

from soybean oil!

Biodiesel is a clean burning fuel. Biodiesel works in dny diesel engine with
few or no modifications and can be used in pure form (B100), or blended
with petroleum diesel at any level- for example, B2. It offers similar fuel
economy, horsepower and torque to petroleum diesel. Pure biodiesel is
biodegradable, virtually non-toxic and can help clear the air with reduced
emissions of hydrocarbons, carbon monoxide, sulfates and particulate
matter. Biodiesel produces up to 50 percent less dangerous particulate
matter than petroleum diesel and reduces lifecycle carbon dioxide by 78
percent according to a U.S. Department of Energy study. It is the only
alternative fuel to have completed the Health Effects testing requirements of
the Clean Air Act.

The Council s efforts in biodiesel include the placement of Kiosks in major
ND airports and shopping malls that promote the benefits of biodiesel use.
The Council has provided biodiesel awareness meetings for fuel marketers,
farmers, and consumers now for three years. Last year alone, we held 39
such meetings. Currently the Council has supported the use of biodiesel in
school buses by working with interested ND School Districts to help “buy
down” the difference in cost between petroleum diesel and biodiesel.

Biodiesel is also a major focus of trade shows participated in by the Council

across this state, such as the ND State Fair, and the Big Iron Farm Show.




The North Dakota Soybean Council is also a proud member of the National
Biodiesel Board. The National Biodiesel Board is the national trade
association representing the biodiesel industry as the coordinating body for
research and development in the US. A North Dakota Soybean Council
representative Joel Thorsrud from Hillsboro, ND, attends regular National

Biodiesel Board meetings representing North Dakota soybean farmers.

And you may have seen the biodiesel truck parked outside. The Council
does not own this vehicle, but soybean farmers belonging to the ND Soybean
Growers Membership Association, who do own the truck, have provided the
Council the opportunity to place biodiesel advertising on this vehicle. This
biodiesel truck can be seen traveling across the state when Council
employees or Board members are on official business of the Council.

In all biodiesel promotions the Council emphasizes the following:

Biodiesel has the highest performance of any other alternative fuel.
a. Biodiesel has the highest energy content (BTUs) of any alternative fuel.
Biodiesel has higher cetaine then petroleum diesel, and similar fuel

economy, horsepower and lorque as petroleum diesel fuel

Lubricity
4 Biodiesel has significanily improved lubricity, which can decrease
maintenance costs and reduce engine wear. Blend levels as low as one
percent can improve engine lubricity by as much as 65%. Testing is

underway to determine specific blends that would be required in ultra-low

sulfur diesel fuel below 15 ppm.




. b, Biodiesel is supported by the Fuel Injection Equipment Industry as an
option to solve the lubricity problem with petroleum diesel fuel.
Safety
o Research conducted in the United States showed biodiesel emissions have
significantly decreased levels of all target polycyclic aromatic
hydrocarbons (PAH) and nitrated PAH compounds, as compared to

petroleum diesel exhaust. Polycyclic aromatic hydrocarbons and nitrated

polycyclic aromatic hydrocarbons have been identified as potential cancer
causing compounds. Resulls of sub chronic inhalation testing showed no
toxic results from biodiesel exhaust emissions—even al the highest
concentrations physically possible to achieve. These results conclusively
demonstrate biodiesel’s health and environmental benefits as a non-toxic,
renewable fuel.
b, Biodiesel has been registered with the U.S. Environmental Protection
. Agency as a fuel and as a fuel additive and has complied with all health
effects testing required by 211 (b) of the Clean Air Act Amendments of
1990.
¢. Storage and Handling-
1. Tests sponsored by the United States Department of
Agriculture confirm that biodiesel is less toxic than
petroleum diesel and biodegrades as fast as dextrose (a test
sugar). In addition, biodiesel has a flash point of over
300°F which makes it safer to store and handle than

petroleum diesel fuel.

Seamless Transition

a  Biodiesel can be used as a pure product or blended at any percentage

with petroleum diesel

. b. No engine modifications are needed to burn a blended biodiesel.




. ¢. Biodiesel is the only alternative fuel that can be used immediately and
seamlessly to transition an entire diesel fleet to a cleaner burning
alternative fuel program.

Least cost option of alternative fuels
a. For every one unit of energy needed to produce biodiesel, 3.24 unils of
energy are gained.
b. The cost of a 20% blend (B20) would increase the price of a gallon of fuel
The benefit would come from the added engine fife and the lower input
cost of an alternative fuel vehicle.

Renewable energy source

Availability
a. It is available nation wide. Virtually any fuel supplier can deliver B20
and B100 to any centrally fueled location. During the last legislative
session when soybean producers were seeking a 2% mandate, there were
. no retail sites in North Dakota. Today there are more than two-dozen
sites around the state, which is a marketing success for the Council
Testing
a. 30 million miles of successful over the road testing for Environmental

Protection Agency

With ongoing tensions in the Middle East, our nation continues 1o look for
ways to free itself from the grip of foreign oil dependency. The North
Dalkota Soybean Council feels the solution lies in the soybean fields of our
state. If a 20% biodiesel blend was used in all diesel sold in the state,
approximately a third of North Dakota’s soybean crop would be consumed.
If just a 2% biodiesel blend was used in all diesel fuel in North Dakota, over
3 million gallons of biodiesel would be needed, which would use over 1.5%

of the North Dakota’s annual soybean production supply, and generate a

. great deal of revenue for the state!




Since North Dakota’s diesel consumption does not exceed 10 million
gallons, and biodiesel is currently sufficiently supplied from other areas of
the country to North Dakota, a biodiesel plant may not be feasible at the
current time for our state. But the future looks promising, and with
biodiesel consumption increasing tremendously every year, a biodiesel plant

most likely will be feasible for North Dakota in the future.

The North Dakota Soybean Council realizes that biodiesel is not only good
for the farm economy, but it can help to reduce our country’s dependence on
foreign oil and protect our air quality. We will continue our biodiesel
efforts with hopes of this alternative fuel becoming more affordable and
more widely used across the state to increase domestic utilization of our

North Dakota produced soybeans.

Over the past two years the Council has continued to focus heavily on
soybean related research. In the Soybean Council section of your binders
you will find the research record of funded projects during the last two fiscal
years. To summarize this research, we are focused on disease and pest
control and management, new variety research (since the inception of the
Council we have realized 14 new varieties for ND soybean farmers),
production management practices; soybean storage, soybean nutrition
research; and soybean fuel research. As the research program is expanding
we found the need this past year to not only publish our Annual Report
(required by federal law) but to also publish a new resource fitled,

“Soybean Research Update”. Both of these publications are in your

binders.




To further assist farmers in getting this needed information, the Council
provides annual fall soybean field tours across the state where researchers
summarize the results of their research and provide the opportunity for
farmers to get their questions answered. In addition, the Council also
publishes a quarterly newsletter, a sample of which is also in your binders.
The Council places high importance on keeping ND soybean farmers
informed on Council activities and program results. There is also the
Annual Northern Soybean Expo, an educational event where farmers are
brought together to hear the latest in soybean production practices and

marketing their soybean crop.

Since the last session, the Council has taken a more aggressive stance in
international marketing and market development for ND grown soybeans.
Currently, the Council is funding market development promotion for the
Grays Harbor loading facility located in Aberdeen, Washington.
Approximately 1/3 of the ND soybean crop is marketed off the Pacific
Northwest. This harbor loads only soybean meal and corn meal and
although a new facility (only two years old) it has been more successful than
ever expected. Our Asian markets are open to high quality ND grown
soybeans. The Council has also sent representatives to Guatemala to
promote the use of soy milk and soy protein in child feeding programs, and

the Council sent representatives on a fact finding mission to Japan fo visit

an International Trade Show and promote ND grown soybeans.




Council staff also exhibit at major health fairs in North Dakota such as
Women’s Way; major farm shows such as the International Crops Exp,
school educational events such as “Living AG Classroom” where 4*
graders are brought together to learn about all crops and livestock raised in
ND; and industry shows such as the ND Grain Dealers Association Annual

Convention.

We often hear comments on the soybean check off program where producers
are pleased to see the high visibility of the ND Soybean Council. This check
off is a mandatory program and I am proud fo say, we are serving ND

soybean farmers well.

If anyone has any questions, 1'd be more than happy to address them. If not,

I thank you very much for your time.
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PHONE
(701) 328-2241
FAX
(701} 328-1406

STATE AUDITOR
BERT A. PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK. ND 58505

Navember 17, 2004

House and Senate Agriculture Committees:

Transmitted herewith are the financial statements and auditor reports of the North
Dakota Soybean Council as required by North Dakota Century Code section 4-24-10.

Specifically you will find the state auditor's report on the financial statements, the

statement of revenues and expenditures, notes to the financial statements and the

compliance and internal control report. Complete audit reports may be obtained by
. contacting my office.

The Office of the State Auditor would like to thank the commodity groups for their
cooperation in preparing these reports. '

o

Robert R. Peterson
State Auditor




PHONE
(701) 328-2241
FAX
{701) 328-1408

STATE AUDITOR
3ERT R. PETERSCN

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
500 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, ND 58505

STATE AUDITOR'S REPORT

Honorable John Hoeven, Governor
Members of the Legislative Assembly

Deborah Johnson, North Dakota Soybean Council

The following pages were taken from the audit report of the North Dakota Soybean Councit for

the two-years ended June 30, 2004. The financial statements are the responsibility of the

management of the North Dakota Soybean Council. The auditor's responsibility was to express
. an opinion on the financial statements.

The audit was performed in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that the auditors plan
and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

The financial statements are presented to provide state decision makers, including the
Agriculture Committees, with a comprehensive overview of the North Dakota Soybean Council's
operations. The revenues and expenditures are reported under the modified accrual basis of
accounting. The financial statements are not intended to be a presentation in conformity with
generally accepted accounting principles. The complete audit report should be reviewed to
obtain a complete picture of the financial position and operations of the North Dakota Soybean
Council. The complete report may be obtained by contacting the Office of the State Auditor.

The audit resulted in a clean (unmodified) audit opinion. [n accordance with Government
Auditing Standards, a report was also issued on the auditor's consideration of the North Dakota
Soybean Council's internal control over financial reporting and the tests of its compliance with
certain provisions of laws, regulations, contracts, and grants.




This report is intended solely for the information of the meeting of the Joint Agriculture
Committees and should not be used for any other purpose. However, this report is a matter of
‘public record and its distribution is not limited. '

Robert R. Peterson
State Auditor

November 17, 2004




NORTH DAKOTA SOYBEAN COMMISSION
Statements of Revenues, Expenditures, and Changes in Fund Balances
For the Fiscal Years Ended June 30, 2004 and 2003

Revenues:

Assessment revenues collected from 1% Purchasers

Less:

Assessment revenue remitted to Qualified State Soybean Brd
Assessment revenue remitted to United Soybean Board

Net Assessment Revenues

Interest income
Miscellaneous revenues

Total revenues
Expenditures:

Program Expenditures:
International marketing
Promotion
Consumer information
Industry information
Domestic Marketing
Producer communications
Research

Total Program Expenditures

Administration

Total Expenditures
Revenues over expenditures
Fund Balance, Beginning of Year

Fund Balance, End of Year

2004 2003
$3,019,440  $ 2,407,503
(95,100) (46,548)
(1.461,748) _ (1,180,737)
1,462,592 1,180,218
7,769 7.431
102,805 61,105
1,573,166 1,248,754
174,651 -
; 66,410
130,844 64,483
- 140,049
317,204 -
296,848 165,285
310,433 282128
1,129,980 718,355
163,872 152,185
1,293 852 870,540
279,314 378,214
869,650 491,436
$ 1148964 3 869.650




NOTES TO THE FINANCIAL STATEMENTS
June 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the North Dakota Soybean Council (hereafter
Council) have been prepared in conformity with generally accepted accounting principles
(GAAP) as applied to government units. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles.

A. Reporting Entity

For financial reporting purposes, the Council has included all funds, and has considered all
potential component units for which the Council is financially accountable, and other
organizations for which the nature and significance of their relationship with the Council are
such that exclusion would cause the Council's financial statements to be misleading or
incomplete. The GASB has set forth criteria to be considered in determining financial
accountability. This criteria includes appointing a voting majority of an organization’s
governing body and (1) the ability of the Council to impose its will on that organization or
(2) the potential for the organization to provide specific financial benefits to, or impose

. specific financial burdens on the Council.
Based upon these criteria, there are no component units to be included within the Council as
a reporting entity and the Council is included within the state of North Dakota as a reporting
entity.

B. Basis of Presentation

The accompanying financial statements are presented in accordance with accounting
principles generally accepted in the United States of America as prescribed by the GASB.

Pursuant to the provisions of GASB Statement No. 34, Basic Financial Statements, and
Management's Discussion and Analysis for State and local Governments, effective for the
Council's year ended June 30, 2004, the full scope of the Council's activities is considered
to be governmental activity.

C. Basis of Accounting

The government-wide statements are reported using the economic resources management
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of cash flows.

Governmental fund statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
when they become susceptible to accrual; generally when they are both measurable and
available. Revenues are considered to be available when they are collected within the

. current period or soon enough thereafter to pay liabilities of the current period, generally
within 30 days of year-end. The revenues that are determined to be susceptible to accrual
are soybean assessment revenue.




Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, expenditures related fo debt service, compensated absences, and
claims and judgments, are recorded only when payment is due and payable.

. Budgetary Policies and Procedures

The Council is not legally required to budget expenditures because a continuous
appropriation of all monies collected is granted to the Councit under section 4-10.5-12 of the
North Dakota Century Code.

Encumbrances, which represent commitments refated to unperformed contracts for goods or
services, have not been recorded in the financial statements, as encumbrance accounting is
not utilized.

. €ash and Cash Equivalents

Cash and cash equivalents for reporting purposes includes cash and short-term, highly
fiquid investments that are readily convertible to known amounts of cash and so near their
maturity that they present insignificant risk of changes in value because of changes in
interest rate. This includes investments with original maturity of three months or less. Also,
cash, as reported, may be under the control of the State Treasurer or by other administrative
bodies as determined by law.

. Receivables

Receivables include assessments receivable on soybeans, accounts receivable for
reimbursement of program expense, and interest receivable on investments.

. Capital Assets

Capital assets are stated at cost. Equipment with an original cost of $5,000 or more and an
estimated useful life in excess of one year are capitalized and reported in the government-
wide financial statements.

Depreciation is computed on a straight-line basis over the estimated useful life of the assets.
The useful life for equipment is 20 years.

. Compensated Absences

Annual and sick leave are a part of permanent employees’' compensation as set forth in
section 54-06-04 of the North Dakota Century Code. In general, accrued annual leave
cannot exceed 30 days at April 30, while accrued sick leave is not limited. Employees are
entitled to earn leave based on tenure of employment, within a range from a minimum of one
working day, to a maximum of two working days per month, established by the rules and
regulations adopted by the employing unit. Employees are paid for all unused annual leave
upon termination or retirement, per section 54-06-14 of the North Dakota Century Code.
Employees vest in sick leave at ten years of credible service, at which time the employer is
liable for 10% of the accumulated unused sick leave. The government-wide financial
statements present the cost of compensated absence as a liability. The governmental fund




financial statements recognize compensated absence when the liability is incurred and
payable from available expendable resources.

. Net Assets/Fund Balance

The difference between fund assets and liabilities is “Net Assets” on the government-wide
staterments and “Fund Balance” on the governmental fund statements.

J. Restatement of Beginning Net Assets

In connection with the implementation of GASB Statement No. 34, the amounts previously
reported for June 30, 2003 have been restated to reflect the addition of equipment, net of
accumuiated depreciation and compensated absences:

Fund balance, beginning of the year, as previously reported $ 869,650
Equipment, net of accumulated depreciation of $24,489 56,132
Compensated absences {15,590)
Net assets, beginning of the year, as restated $ 910,192

NOTE 2 - DEPOSITS AND INVESTMENTS

A. Deposits

State law generally requires that all state funds be deposited in the Bank of North Dakota.
NDCC 21-04-01 provides that public funds belonging to or in the custody of the state shall
be deposited in the Bank of North Dakota. Also, NDCC 6-09-07 states, “all state funds . . .
must be deposited in the Bank of North Dakota” or must be deposited in accordance with
constitutional and statutory provisions.

At June 30, 2004 the carrying amount of deposits was $707,222, and the bank balance was
$693,525. All deposits are considered a category 3, which includes uncollateralized
deposits, including any bank balance that is collateralized with securities held by the
financial institution, or by its trust department or agent but not in the entity's name. All of the
Council's deposits are at the Bank of North Dakota. Deposits with the Bank of North Dakota
are considered uninsured; however, these investments are guaranteed by the state of North
Dakota (NDCC Chapter 6§-09-10).

B. Investments

At June 30, 2004, the reported value of the investments (all certificates of deposit) was
$500,000, and the fair value was $500,000. All investments are considered a category 1,
which includes investments that are insured or registered in the name of the governmental
entity, or securities held by the entity or its agent in the entity’s name, and treasury bills at
the Bank of North Dakota.




NOTE 3 - CAPITAL ASSETS

The following is a summary of capital assets for the year ended June 30, 2004:

Balance Balance
7/1/03 Increases Decreases  6/30/04
Capital assets, depreciable:
Equipment $ 80,621 $ 80,621
Less accumulated depreciation (24,489) $ (3,628) (28,117)
Total capital assets, depreciable $ 56132 3 (3,628) - $ 52 504
Depreciation expense (allocated to research) $ 3,628

NOTE 4 - LONG-TERM LIABILITIES
A summary of changes in the long-term liabilities for June 30, 2004 is presented as follows:

Balance Additions  Reductions Balance Current
7/1/03 6/30/04 Portion

Compensated Absences $ 15590 $ 12221 $§ (5974 § 21837 § 2,184

NOTE 5 — LEASE OBLIGATIONS

The Council has two operating leases, rent of office space, a mailing system, and no capital
leases. Expenditures for operating leases were $24 460 for the year ended June 30, 2004,
Debt service requirements to maturity for operating lease obligations at June 30, 2004 are as

follows:

Years Ended June 30 Minimum Lease
2005 3 27,792
2006 27,792
2007 : 11,067
Total Minimum Lease Payments  § 66,651

NOTE 6 - PENSION AND POST-RETIREMENT PLANS/BENEFITS

The Council participates in the North Dakota Public Employees' Retirement System (NDPERS),
administered by the state of North Dakota. The following is a brief description of the plan:




A. Description of Pension Plan

NDPERS has a cost-sharing multiple-employer defined benefit pension plan covering
substantially al! classified employees of the state. The plan provides retirement, disability,
and death benefits. If an active employee dies with less than three years of credited
service, a death benefit equal to the value of the employee's accumulated contributions, plus
interest, is paid to the employee's beneficiary. if the employee has earned more than three
years of credited service, the surviving spouse will be entitled to either a single payment
refund, fife-time monthly payments in an amount equal to 50% of the employee's accrued
normal retirement benefit, or 60 monthly payments equal to the employee’s accrued normat
retirement benefit calculated as if the employee were 65 the day before death occurred, or
monthly payments in an amount equal to the employees’ accrued 100% joint and survivor
retirement benefit, if the member had reached normal retirement age prior to date of death.
If the surviving spouse dies before the employee's accumulated pension benefits are paid;
the balance will be payable to the surviving spouse's designated beneficiary.

Eligible employees who become totally disabled after a minimum of 180 days of service
receive monthly disability benefits that are equal to 25% of their final average salary, with a
minimum benefit of $100. To qualify under this section, the employee must meet the criteria
established by the Retirement Board for being considered totally disabled.

‘ Employees are entitled to unreduced monthly pension benefits beginning when the sum of
age and years of credited service equal or exceed 85, or at normal retirement age {65),
equal to 2% of their final average salary for each year of service. The plan permits early
retirement at ages 55-64, with three or more years of service.

B. Pension Plan Funding Policy

NDPERS is funded by employee contributions (set by statute} of 4% of regular
compensation. During the 1983-1985 biennium the state implemented the employer pickup
provision of the IRS code whereby a portion or-all of the required employee contributions are
made by the employer. The state is paying the full employee contribution. Employer
contributions of 4.12 percent of covered compensation are set by statute. The required
contributions are determined using an entry age normal actuarial funding method.

C. State Group Health Plan

Section 54-52.1-03.2 of the North Dakota Century Code establishes a Retiree Heaith
Benefits Fund to provide members who receive retirement benefits from the Public
Employees Retirement System a credit toward their monthly health insurance premium
under the state health plan based upon the member's years of credited service. The
employer contribution for the Public Employees Retirement System is set by statute on an
actuarially determined basis (projected unit actuarial cost method) at 1% of covered
compensation. Employees participating in the retirement plan, as part-time/temporary
members are required to contribute 1% of their covered compensation to the Retiree Health
Benefits Fund.

The North Dakota Retirement Board was created by the state legislature and is the
. governing authority of NDPERS. Benefit and contribution provisions are administered in

accordance with chapter 54-52 of the North Dakota Century Code. The Council's required




and actual contributions to NDPERS for the fiscal years ending June 30, 2004, 2003, and
2002 were $16,248, $13,087, and $11,438, respectively.

NDPERS issues a publicly available financial report that includes financial statements and
the required supplementary information for NDPERS. That report may be obtained by
writing to NDPERS - 400 East Broadway - Suite 505 - PO Box 1657 - Bismarck, ND 58502.

NOTE 7 - RISK MANAGEMENT

The Council is exposed to various risks of loss related to: torts, theft of, damage to, and
destruction of assets: errors and omissions; injuries to employees; and natural disasters. The
following are funds/pools established by the state for risk management issues:

The 1995 Legislative Session established the Risk Management Fund (RMF) - an internal
service fund, to provide a self-insurance vehicle for funding the fiability exposures of state
agencies resulting from the elimination of the state's sovereign immunity. The RMF manages
the tort liability of the state and its agencies’ employees and the university system. All state
agencies participate in the RMF and their fund contribution is determined using a projected cost
allocation approach. The statutory liability of the state is fimited to a total of $250,000 per
person and $1,000,000 per occurrence.

The Council also participates in the North Dakota Fire and Tornado Fund and the State Bonding
Fund. The agency pays an annual premium to the Fire and Tomado Fund to cover for loss to
business personal property; up to a limit of $100,000. Replacement cost coverage is provided
by estimating the replacement cost in consultation with the Fire and Tornado Fund. The Fire
and Tornado Fund is reinsured by a third party insurance carrier for losses in excess of
$1,000,000 per occurrence during a 12-month period. The State Bonding Fund currently
provides the agency with blanket fidelity bond coverage in the amount of $1,000,000 per
employee. The State Bonding Fund does not currently charge any premium for this coverage.

The Council participates in the North Dakota Worker's Compensation Bureau, an enterprise
fund of the state of North Dakota. The Bureau is a state insurance fund and a “no fault”
insurance system covering the state’'s employers and employees financed by premiums
assessed to employers. The premiums are available for the payment of claims to employees
injured in the course of employment.

There have been no significant reductions in insurance coverage from the prior years and
settled claims resulting from these risks have not exceeded insurance coverage in any of the
past three fiscal years.

NOTE 8 - RELATED PARTIES

As noted in Note 1 of these financial statements, the Council is an agency of the state of North
Dakota, as such; other agencies of the state are related parties. The Council had contracts with
North Dakota State University and the University of North Dakota for $264,890 during fiscal year
2004. The Council also has a particularly close working relationship with the North Dakota
Soybean Growers Association.
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NOTE ¢ - COMMITMENTS

At June 30, 2004, the Council had approved research contracts with North Dakota State
University and the University of North Dakota for $334,508 and the North Dakota Soybean
Growers Association for $28,700.

"




STATE AUDITOR
TOBERT R. FETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E. BOULEVARD AVE. - DEPT. 117
BISMARCK, NO 58505

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Henorable John Hoeven, Governor
Members of the Legisiative Assembly
Deborah Johnson, Executive Director

North Dakota Soybean Council

We have audited the financial statements of the North Dakota Soybean Council as of and for

the fiscal year ended June 30, 2004, and have issued our report thereon dated August 11,-

2004. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America, and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptrolier General of the United States.

Compliance

As part of obtaining reasonable assurance about whether North Dakota Soybean Council's
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, grants, and the Soybean Promotion and
Research Order (the “Order”) relative to the use and investment of funds collected by the State
Council and with terms described in Sections 1220.228(a) and 1220.211(j) of the Order relative
to prohibited uses of funds collected by the North Dakota Soybean Council, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounis. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance that are required -to be reported under
Government Auditing Standards. '

interria! Control Over Financial Reporting
In planning and performing our audit, we considered North Dakota Soybean Council's internat

control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control over financial reporting. Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the internal control over financial reporting that
might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively Jow
level the risk that misstatements in amounts that would be material in relation to the financial
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statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving the
internal control over financial reporting and its operation that we consider to be material
weaknesses.

This report is intended solely for the information of the Governor, Legislative Audit and Fiscal
Review Committee, and management of the North Dakota Soybean Council and is not intended
to be and shouid not be used by anyone other than these specified parties. However, this
report is a matter of public record and its distribution is not limited.

Robert R. Petersan
State Auditor

August 11, 2004
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SECTION 2

1411 32nd Street SW » Fargo, ND 58103 » Tel:701.239.7194
Free: 888.469.6409  Fax:701.239.7195 + www.ndsoybean.org

SUMMARY OF ACTIVITIES

CENTURY CODE

4-10.5-02

There is hereby established a North Dakota Soybean
Council. The council must be composed of one partic-
ipating grower elected from each of the districts estab-
lished in section 4-10.5-03.

The chairman of the council must be a member of the
council elected by a majority vote of the council. The
 Commissioner is an ex officiooting member of the
uncil. Every efected council member must be a cit-
’n of the state and a bona fide resident of and par-
cipating grower in the district the member represents.

The terrmm of each elected member is three years,
beginning on April first of the year of election, except
that initially two members must be elected for three-
year terms; three members must be elected for two-
year terms; and three members must be elected for
one-year lerms as designated by the commissioner. If
at any time during a member’s term the member ceas-

Deborah Johnson
Executive Director
johnsond@ndsoybean.org

Tim Radermacher
Marketing Specialist
tradermacher@ndsoybean.org

Suzanne Wolf
Communications Director
swolf@ndsoybean.org

es to possess any of the qualifications provided for in
this chapter, the member's office is deemed vacant
and the council shall, by majority vote, appoint anoth-
er qualified participating grower for the remainder of
the term of the office vacated.

The commissioner, or a county agent designated by
the commissioner, in cooperation with the cooperative
extension service, shall conduct all elections under
this section in each district in the manner the commis-
sioner deems fair and reasonable.

All efection must be conducted no later than April first
of each year. No elected member of the council is eli-
gibie to serve more than fwo consecutive three-year
terms.
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Bob Muellenbach
Administrative Services
ndsoyga@ndsoybean.org

Beverly Swenson
Business Manager
bswenson{@ndsoybean.org
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BOARD REPRESENTATION
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NorTH DaKOTA SoYBEAN CouNcCIL

BUHKE RENVILLE] B07 TIHEAU ROLETTE | TOMNER | CAVALIER FEREHA \
ANLIRNE l)
HCHENRY
BOUMTRAL PIERCE RATEEY  [RaLsi
PRED
BENION
WOKENZIE MCLEAN S HERIDGN] ‘AELLE [:7]
FORTER
o MERCER
BURLEGH | kDDER [ STUTIMAN
OLIVER
ITARK MORTON
RANT, :
SLOFE :
HETTNGER HARTON

EMEOHE | LOGAN

LAMOURE

DisTRICT 1 REPRESENTATIVE
DisTRICT 2 REPRESENTATIVE
DISTRICT 3 REPRESENTATIVE
DISTRICT 4 REPRESENTATVE
DisTrICT & REPRESENTA'INF;
DistricT 6 REPRESENTATIVE
DISTRICT 7 REPRESENTATIVE
DISTRICT 8 REPRESENTATIVE

Ex OFFicio MeEMBER
ND CoMmissionER OF AGRICULTURE

North Dakota Soybean Council

FY 2005
Board of Directors

“amﬂ—- rott RCINTOE BOREY SARGENT |
North Dakota Soybean Council
FY 2004
Board of Directors
. Matt Mechtel Robin Pratt Matt Mechtel
Chairman Board Member Chairman
Page, ND Northwood, ND Page, ND
District 3 District 6 District 3
Brett Johnson Darren Kadtec Brett Johnson
Vice Chairman Board Member Vice Chairman
Mooreton, ND Pisek, ND Mooreton, ND
District 1 District 7 District 1
Michael Satrom Dennis Renner Michael Satrom
Secretary/Treasurer Board Member Secretary/Treasurer
Galesburg, ND Mandan, ND Galesburg, ND
District 4 District 8 District 4
Raymond Martinson Roger Johnson Dennis Feiken
Board Member Ex Officio Member Board Member
Milnor, ND ND Commissioner of La Moure, ND
District 2 Agriculture District 2
Joel Thorsrud Joel Thorsrud
Board Member Board Member
Hillsboro, ND Hillsboro, ND
District 5 District 5
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Robin Pratt
Board Member
Northwood, ND
District 6

Darren Kadlec
Board Member
Pisek, ND
District 7

Dennis Renner
Board Member
Mandan, ND
District 8

Roger Johnson

Ex Officio Member
ND Commissioner of
Agriculture
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SECTION 2

CONTINUED

Over 6,800 soybean producers from across the state are
represented through this grass roots program. Soybean's
importance is a result of increased demand for traditional
products and an expanding array of new uses. The opti-
mistic future of soybeans is tied to the future of a growing
percentage of producers. Therefore, the importance and
need for the Council has grown as well. Every soybean pro-
ducer participates in the checkoff, at the rate of 0.5% of the
market price per bushel, when the crop is first sold.
Checkoff funds vary from year to year, but currently total
more than $3 million annually, 50 percent of which is for-
warded to the United Soybean Board.

The soybean checkoff includes a commitment to six funding
areas: international marketing, domestic marketing, con-
sumer information, producer communications, research and
administration. Producer communications, an essential
component in the successful implementation of the soybean
checkoff, involves the accurate and timely detivery of useful
information and valuable programs to soybean producers.

"« addition, the soybean checkoff includes funding to devel-
op a strong working relationship and support network with
private industry, as well as potential and current soybean
consumers. Throughout each of these program areas, pro-
motion is an essential element,

The Council is highly committed to funding a strong soy-
bean research program and allocates approximately 25% of
available revenues for soybean production research. The
North Dakota Soybean Council also contributes research
funds to the North Central Soybean Research Program
(NCSRP). NCSRP was established in 1992 to coordinate
soybean production research efforts on a regional levei.
NCSRP is comprised of 12 state soybean checkoff boards.

. |

PROGRAM DESCRIPTION

NCSRP invests soybean checkoff funds in research pro-
grams to better manage soybean cyst nematodes, white
mold, sudden death syndrome, precision agriculture, soy-
bean rust, soybean aphids and the value of biotech genet-
ics.

Research and development of new soy uses is a crucial and
effective component of the soybean checkoff. It creates
new products and sclutions that are not only better for the
enviranment, but are aiso proving to be effective at adding
value to soybeans. From carpets to lubricants, burgers to
feed, there are soy-based products for many everyday
uses.

The soybean checkoff thinks strategically, fostering
alliances at national and state levels, and working to keep
our largest and most important customer- an entire livestock
industry- strong and growing.

The soybean checkoff works hard to tout the high value and
quality of North Dakota and U.S. soybeans to markets
worldwide. It's why the United States is the largest soybean
exporter in the world.

The Council understands that there is a lot more to the soy-
bean industry than simply growing and harvesting beans.
That's where the soybean checkoff comes in. The Council
helps drive demand, boost soybean quality, find new uses
for soybeans, and make U.S. and North Dakota soybeans
the world leader.

Page 16




Sectevn2. RESEARCH PROGRAM

FY 2004 Funded Soybean Research

Match pd
Researcher Project Title NDSC SBARE by NDSC Cther
Ted Helms Breeding of Improved Conventional Cultivars $48,600.00
A, Jay Goos Screening Soybean Varieties for Resistance $22,650.00
to Iron Deficiency Chlorosis
Phillip McClean Identification of Markers for Iron Deficiency $3,359.00
Chlorosis Tolerance in Soybeans
Berlin Nefson Control of Soybean Diseases $48,300.00
Berlin Nelson Effect of Inoculum Density on $18,100.00
Fusarium Root Rot of Soybean
Tod Helms Soybean Cyst Nematode Cultivar Breeding $5,400.00
Ted Helms Food Grade Cultivar Breeding $7.280.00
A. Jay Goos Survey of Soybean Germplasm for $9,820.00
Drought Tolerance 7
= |
Ted Helms Roundup Ready Breeding of Improved Cultivars $38,400.00
. Sam Chang Effect of Storage on the Quality of Soybeans $6.758.00
Added on 9/08/03 $5,000.00
SBARE FUNDING
Phillip McClean See above § 15668.00|% 522300
Phillip Glogoza Soybean Aphid Establishrment, Impact, and _ $ 1800000 |3 6,000.00
Management for ND
Wayne Seames Evaluating Soy-Derived Fuet- JP8 Blends for $ 1500000 |% S5000.00f3% 75,000.00
Jet Aircraft Applications :
Total of Proposals Submitted : $213.667.00 $ 4866800 $ 16,223.00 $§ 75,000.00
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FY 2005 Funded Soybean Research

Match pd

Project Tite NDSC FY 05 | SBARE ¥Y04 JNDSC Other
Baerlin Neison (2/2 yr) {Effect of inoculum Dansity an Fusarium Root Rot of Soybean $  18.100.00
Berlin Neison (2/3 yr}  |1Control of Soybean Dissases $  49,300.00
R.J. Goos {3/3yr) Screening of Soyberan Yarieties for Resistance o fron $ 29,480.00

Deficiency Chlorosis
Duane Bergiund Soybean Production Survey (funded 12/18/03 for FY 05) $ 15,000.00
Scott Greetis Industrial Soybean-Basad Cab Liner System $  21,500.00 $21,500
Sam Chang {/3 yr) Effect of Storage on Soybean $  12,000.00
Vern Anderson Soybean hulls in raceiving diets:The vaiue of digesible fiber $  29,490.00
Ted Heims {Breeding of iImproved Cultivars $ 110,000.00
Ted Haims Breading for Central ND $  10,000.00
Ted Heims Phytophthora Root Rot Toferance & Water-Saturated Soil $ 15,000.00
SBARE FUNDING
Berlin Nelson A Scybean Plant Growth System/cyst Nematode $ 5110.00{% 220000
Carl Bradley Efficacy and sconomica of soybaan tungicide seed

treatments for disease management $ 3,000.00]% 1,000.00
Bob Harison Soybean Research to Nitrogen Fertlfizer $ 29250083 975.00
Wayne Seams (111 yr) |Daveloping e FeaaibleSoy-Derived Aviation Turbine $ 1630300|$ 5000.00)% €0,000.00

Fuel
Rich Zollinger Controiling RR voluniteer plants in RR crops $ 30000018 75000
Phil McClean |tdentification Markars for fron Def Chiorosts Tolerance $16,641.00 [$ 6,213.00
Total of Proposals Submitted :

$09670.00 $ 4897900 $16,138.00 $ 101,500.00
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Knowledge and understanding are perhaps the most valu-
able tools a soybean producer can possess as it is these
tools which will influence every action taken on the fam.
The North Dakota Soybean Council, recognizing the impor-
tance of a strong education in the prosperity of soybean
farming, offers several educational programs throughout the
year.

Annual Soybean Research Fietd Tours are held at various
NDSU test plots in the fall. These tours include informative
presentations on various research endeavors represented
in the actual test plots.

During the winter of 2003, the North Dakota Soybean
Council sponsored over 30 statewide Biodiesel
Informational Meetings for diesel consumers and industry.
Upon invitation and requests, the Council continues to
sponsor and speak at industry and public meetings around
North Dakota on bicdiesel. As a result, the merits of approx-
imately 80 North Dakota diesel retail sites carry biodiesel.
Prior to Council's efforts in 2001 and 2002, there were no
known North Dakota fuel retail sites carrying biodiesel.

In 2001, the Council became a member of the National
Bicdiesel Board (NBB). The NBB is the national trade asso-
ciation representing the biodiesel industry as the coordinat-
ing body for research and development in the US. It was
founded in 1992 by state soybean commodity groups, who

PROMOTION PROGRAM

were funding biodiesel research and development pro-
grams. Since that time, the NBB has developed into a com-
prehensive industry association, which coordinates and
interacts with a broad range of cooperator including indus-
try, government, and academia. The mission of the National
Biodiesel Board is to increase the demand of commercially
produced biodiesel in the United States through education,
communication, and quality assurance programs and by
serving as the national coordinating entity and clearing-
house of biodiesei information.

In the winter, the ND Soybean Council and the Soybean
Growers Association produce the Annual Northern Soybean
Expo and tradeshow in Fargo. This educational program
together with an expansive trade show provides for an
informative and entertaining event.

Various consumer promotion exhibits are conducted
statewide to provide education on the health benefits of
enhancing the diet with soyfoods.

y |
Finally, a strong media presence is supported to dissemi-
nate soybean education to progucers and consumers.
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NORTH DAKOTA SOYBEAN COUNCIL

STATEMENT OF PROJECTED REVENUES & EXPENDITURES

FOR THE CURRENT AND NEXT BIENNIUM

(UNAUDITED)

REVENUES:

Assessment Revenues Collected from 1% Purchasers
Penalties

Total Assessment Revenue

Less:
Assessment Revenues Remitted to Other QSSB's
Assessment Revenues Remitted to USB
Totial Assessment Revenues Due to Other QSSBs and USB

Net Assessment Revenues

Interest Income
Miscellaneous Revenues

Total Revenues

EXPENDITURES:

Program Expenditures:
International Marketing
Consumer Information
Industry Information
Domestic Marketing
Producer Communications
Research

Total Program Expenditures
Administration

Total Expenditures

Revenues Over (Under) Expenditures
Fund Balance, Beginning of Year

Fund Balance, End of Year
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2003-2005
Biennium

$6,259,400
$6,259,400
$ 190,200
$3.081.748
$3,271.948

$2,987 492

$ 16,009
$ 181,105

$3,184,606

$ 292,961
$ 298,224
$ 267,600
$ 317,204
$ 618,478

766,916

$2,561,383
$ 371,427

$2,932,810

$ 251,796
$2,018,614

$2,270,410

2005-2007
Biennium

$6,885,340

$6,885,340

$ 209,200
442,670

$3.651.890
$3,233,450

$ 17610
$ 199216

$3,450,276

$ 322,257
$ 328,046
$ 294,360
$ 348,924
$ 680,325

843,608

$2,817,520
$ 408570

$3,226,090

$ 224,186
$2,270,410

$2,494,598
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\ Our‘World Is Growing.

COUNTY

The North Dakota Soybean Council
contracted with an advertising agency
in Fargo to develop a new logo and
slogan to position the Soybean
Council and growers as part of an
expanding, thriving worldwide
market. It instills an international
flavor while maintaining a “local” feel.

There is great symbolism and
meaning in the Soybean Council’s
new logo. The soybean has many uses
and is a global product - on the
“grow.” Tl%is idea $ays to consumers,
“How can something so small do such
big things?”

REPRESENTATIVES

Greg Shanenko Carl Lindlauf Nathan Neameyer
Valley City Voltaire Mylo
Doug Goehring Togi/ Neu Mike Martinson
Menoken Ashley Delamere ~
Matt Mechtel Ward Eichhorst Larry Frueh
Page Coleharbor Goodrich
Michael Dick Dennis Renner Mike Satrom

- Munich Mandan Galesburg
Greg Richter Keith Deutsch Glen Nagel
Monango Plaza Jamestown
Steve Huizenga Doug Stein Paul Grann
Hauge Lakota Perth
George Topp Tom Schulz Joel Thorsrud
Grace City Crystal Hillsboro
Robin Pratt Mike Heidlebaugh Darren Kadlec
Northwood Rugby Pisek
Todd Edland Daryl Evenson Larry Widdel
Cooperstown Devils Lake Minot
Kenny Meier Pat Freeberg Loren Patrie
Steele Lisbon Bowdon
Dennis Feiken Jeff Volk g
La Moure Sherwood </

Willie J. Piatz
Napoleon

Brett Johnson
Mooreton
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Qur World Is Growing.

CHAIRMAN’S REPORT

WHAT CAN I SAY? WHAT A YEAR THIS HAS BEEN FOR NORTH DAOKTA SOYBEANS!

Al

ain, we had a record soybean
::tgop for North Dakotay?&feith
approximately 3.03 million
acres harvested. We can all be
proud of that!

We are a big part of the reason
that our United States is still
competitive in the world
market for soybeans. Qur
future here in North Dakota
for soybean production is really
bright. But, there are still some
concerns...concerns that the North Dakota Soybean
Council has been addressing, Soybean aphids, soci’bean
rust, soybean cyst nematode, sudden death

syndrome..and the list goes on and on. Research on
~sqese concerns is taking place, and your checkoff funds
e being spent wiser to help combat these yield
bbing threats.

I believe that farmers here in North Dakota are the
best in the world. And I know that farmers want to
deliver a quality product to their customers. I am sure

ou have all heard of the issues that our beans are
Yower in protein and oil than those raised in southern
climates. It is a concern for the United Soybean Board,
and with assistance from our National Board, the

Select Yield & Quality program was created. Last
year was our first full year collecting North
Dakota soybean samples from across the state
to create a true picture of our protein and oil
levels in North Dakota. It was discovered
that our beans are better quality than most
thought. The study, when completed in 2005, will
also yreld a great deal of information that will help us
make better agronomic decisions to grow berter beans.
This will make us, North Dakota soybean producers,
even more competitive nationally and internationally.

Speaking of better beans, the potential that lies in
shipping beans to the Pacific Northwest with AGP’s
Grays Harbor facility is incredible. If we can assure
the Pacific Rim countries that North Dakota can
provide the beans they desire, we will become the
“yea of choice for those countries for their soybean
lurchases. It holds lots of potential for us in the form
t a much better basis and increased demand! The
Council continues to support the Grays Harbor facility
since it is such a benetit to North Dakota soybean
farmers. :

Over the past year, the Council also stepped up efforts
in International Marketing. In April, I, along with
our Executive Director, Deborah Johnson, returned
from a successful mission trip to Guatemala. We had
the opportunity to witness the signing of an historic
document. The American Soybean Association,
the World Initiative for Soy in Human Health
(WISHH) and Tetrapak Corp signed a letter
of intent with the Guatemalan Government
and a local soy processor, pledging to work
together to put more U.S. soy protein into
Guatemalan feeding K{&grams. While on the

trip, we also met with the Ministers of education and
agriculture and U.S. Department of Agriculture
officials, as well as representatives of a private compar
that uses 15 tons of value added soy protein per mon
in processed meats and several food aid distributing
organizations. Successful international marketing trips
like this one help increase third world country’s rural
income and economic activity and provide a new
market for our soybeans. Knowing tge potential to
increase our bottom line here in North Dakota, the
Council plans to take on even more International
Marketing work in the next year.

Lastly, on the home front, the Council funded a radio
campaign over the past year promoting the livestock

. industry. Unfortunately, the livestock industry has

been sutfering over the years, and we as a board realize
the importance of the industry to our state. The
livestock industry, as a whole, contributes $3.25 billion
dollars to North Dakota’s economy and provides over
32,000 jobs. The radio campaign generated excellent
publicity and raised consumer awareness. The Council
was thrilled to have received such positive feedback.

Soybean farmers in North Dakota have much going
for them, for soybeans in this state have a very positive
future. The North Dakota Soybean Councli-rremajns
dedicated to investing your checkoff dollars into

rograms and projects that will benefit your bottom
ﬁne and help you remain profitable. We continue to
serve you proudly, and we look forward to more
exciting years ahead.

Sincerely,

Matt Mechtel, Chafrman

NORTH DAKCTA SCYBEAN COUNCIL




BIODIESEL ENTHUSIASM AND [INTEREST
CONTINUES TO THRIVE IN NORTH DAKOTA

With its popularity growing at a staggering pace
across the state, the North Dakota Soybean
Council (NDSC) continues to heavily promote
the alternative fuel, Biodiesel. Promotional
efforts have focused on increasing biodiesel
availability for North Dakota farmers and
consumers aimed at both the supply side and
demand side.

During the holidays, NDSC offered a free and
safe ride in Fargo. A yellow school bus shuttled
West Acres Mall shoppers to several area
shopping locations. The complimentary shuttle
was powered by a 2% blend of biodiesel (B2).
With the Council encouraging more school
districts in North Dakota to consider using
biodiesel in their school buses, the school bus
was a perfect fit for the holiday promotion.

During the March Class B Boys State Basketball
Tournament in Fargo, NDSC sponsored the
school bus biodiesel shuttle again to transport
players, family and friends to and from the
Fargodome and West Acres Mall.

The North Dakota Soybean Growers
Association recently purchased a new
Eick—up, which runs year-a-round on

iodiesel. NDSC purchased advertising on
the pick-up, and many North Dakotans see this
distinctive black truck traveling around the state
of North Dakota promoting biodiesel.

New kiosks promoting the alternative fuel are
set up in West Acres Mall, Fargo's Hector
Airport, Grand Forks’ Columbia Mall,
Bismarck’s airport and the Grand Forks airport.
These kiosks provide interested consumers
informational brochures on biodiesel.

Finally, 40 biodiesel educational presentations
were given this year to retailers, consumers,
and various groups. Biodiesel continues to show
soybean farmers a brighter future for their
soybeans.

FIRST BIODIESEL B20o PUuMP OPENS IN
NORTH DAKOTA

The North Dakota Soybean Council, diesel
consumers and biodiesef, enthusiasts celebrated
the opening of biodiesel pumps across the state.
Currently, there are more tian 80 locations
that offer biodiesel at a variety of blends. On
June 15, at one Stamart station located at the
corner of 1-29 and 13" Ave S. in Fargo, a mixture
of 20 percent biodiesel and 80 percent
petroleum diesel was offered to the public for
a limited time.

According to Joel Thorsrud, North Dakota
Soybean Council’s representative to the
National Biodiesel Board, the new pumps were
a giant step forward for North Dakota in terms
of commitment to renewable fuels, energy
efficiency and environmental health. Biodiesel
represents a tremendous opportunity — both
environmentally and economically — for the
region.

Many retailers in the state offer biodiesel, but
Stamart is the first biodiesel retailer offering
B20 at the pump.

More information about biodiesel can be found
at www.biodiesel.org.

TRACTOR TREK

KFYR’s Tractor Trek was a trek from Moffir,
ND to “Buckstop Junction” in Bismarck on
June 18, Anyone with a tractor was able to
participate..and ALL types of tractors
(especially tractor collectors) turned out to
participate. It was an opportunity for tractor
collectors to celebrate tﬁeir hobby and for the
community to reminisce about tﬁe days gone
by while showcasing tractors of the current era.

Doug Goehring (a member of the North
Dakota Soybean Council Research Committee?
rode in a tractor that was fueled with biodiesel.
The North Dakota Soybean Grower's
Association biodiesel pick-up was also there.

»
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BIODIESEL: SCHOOL BUSES

With parents increasingly concerned about the
harmful effects of diesel emissions exposure on
children who ride school buses, more school
districts across the U.S., including the Mandan
Public School District in North Dakota, have
turned to an American-made fuel to help reduce
the amount of dangerous soot and smog-causin

ollution from their diesel-powered schoo%
Euses. In fact, the start of the 2003 school year
marked the most widespread use of biodiesel
in schools yet in the United States.

Biodiesel is a homegrown solution for school
districts concerned about diesel exhaust. Its
widespread use could immediately benefit the
health of children while helping to protect the
environment, boost domestic energy security,
increase farm income and create jobs. This
can be done without sacrificing performance
or efficiency.

B1oD1ESEL TASK FORCE ENCOURAGES
BropieseL UsE

This year the North Dakota Biodiesel Taskforce
deci!ed not to pursue the construction of a
biodiesel facility in North Dakota. In addition
to conducting a feasibility study funded by state
and local funds, the Taskforce met with biodiesel
producers in Towa and with oil seed crushing
operations in South Dakota. The Taskforce also
met with interested producers from Minnesota.

The Taskforce is considering redirecting its’
efforts to look more comprehensively at
opportunities to refine vegetable oil. Notin

that three plants in North Dakota an

one in nearby Montana currently crush
oil seeds and export that oil for final
refining, the taskforce is curious as to
whether or not edible oil refining might
be possible. In the event that an edible oil
refinirf operation could be financially viable,

it could be expanded to include biodiesel when
and if economics would support such a decision.

NDSC EXHIBITS STATEWIDE

The North Dakota Soybean Council exhibits
at events around the state promoting soybean
research, biodiesel, new uses, and other checkoff
programs. including;

* Big Iron 2003 (West Fargo)
* International Crops Expo (Grand Forks)
* North Dakota State Fair (Minot)

* North Dakota Grain Dealers Association
Annual Convention (Fargo)

* North Dakota Ag Association Northern Ag Expo
(Fargo)

» Northern Soybean Expo (Fargo)
* Renewable Energy Summit (Bismarck)

» North Dakota Petroleum Marketers Association
Annual Convention (Fargo)

* 2004 Rib Fest (Fargo)
* NDSU Harvest Bowl (Fargo)

* North Dakota Motor Carriers Annual Convention
(Bismarck)

THE 2003-2004 RESEARCH UPDATE

Since soybean research continues to be a priority
for the North Dakota Soybean Councifa new
separate publication has been created to report
on Council funded research. The 2003-2004 Soybean
Research Update will highlight researcher’s reports
on their FY 2004 projects.




INTERNATIONAL MARKETING
WISHH & GUATEMALAN AG MINISTRY )
FIGHT HUNGER AND HELP REBUILD US. SOY MARKE*’

North Dakota
Soybean Counecil
(NDSC) Chairman
Matt Mechtel and
Executive Director
Deborah Johnson
traveled to
Guatemala in April
2004, where tgey
witnessed the
signing of an
historic document.
World Initiative for
Soy in Human Health (WISHH) and ASA/Mexico
City pledged support in efforts to increase soy protein’s
role in feeding Guatemalans. The delegation g‘om the
U.S. met with officials of the newly-elected government
of Guatemala — a country hit with several years of
drought and a drastic decline in earnings from coffee.
As a result, malnutrition is on the rise, especially amon
children and in rural areas. Both the Guatemalan an
U.S. governments are considering various solutions to
improve nutrition and provide opportunities for
economic activity.

The delegation’ trip included the following visits:

* A pilot project, managed by CARE, Inc., testing soy
drinEs produced locally with imported U.S: soy.

* A rural school and community center, supported by
Caritas and Food for the Poor, which uses soy-textured
tein, corn soy blend and soybean oil, as well as

SOy pro
buciswheat from North Dakota.

» Offices of the Minister of Education and the Minister
of Agriculture, who are eager to get school feeding back
on track, especially with highly nutritious foods.

The Minister of Agriculture signed a document with
WISHH, ASA/Mexico City, a local soy food
manufacturer and Tetrapak Ea drink packaging
manufacturer) pledging to develop project concepts
that use soy to improve nutrition and peoples’ lives.

North Dakota Soybean Council Chair Matt Mechtel
. and State Executive Deborah Johnson found soy and

other products from their home state were well received
in Guatemala. Food for the Poor is using U.S.
food assistance from the McGovern-Dole

International Food for Education and Child
Nutrition Program to help Guatemalan kids
as well as economic recovery that will assist
restored trade with the United States.

HUNGER ORGANIZATIONS AND GOVERNMENT REPS
ATTEND WISHH Foop AID CONFERENCE AND
SOY PROTEIN WORKSHOP

WISHH organized a conference Feb. 25-26 in
Washington, D.C,, for private volunteer organizations
(PVOs), government representatives from the U.S.
Department of Agriculture (USDA) and US. Agency
for International Development (USAID), soybean
processors and other commodity groups.

WISHH Advisory Panel farmer leader members
Darren Kadlec of North Dakota, Kristen Weeks-
Duncansen of Minnesota and Sharon Covert of Illinois
participated along with other C%ualified State Soybean
Board representatives from Illinois and Towa. The
group examined how to use more soy protein in the
wide array of food assistance programs and develop
project funding by the U.S. government. Currently,
Pisek producer, Darren Kadlec, North Dakota Soybean
Council director from District V11, represents NDSC
on the WISHH Advisory Council.

TRADE TEAM UPDATES

The North Dakota Soybean Council hosted dinners
throughout the fiscal year for visitors from Algeria,
Morocco, Tunisia, Pakistan and Bangladesh, who
participated in soybean education courses at the
Northern Crops Institute.

SOYBEAN CHECKOFF MEETING EXPLAINED
WHY QUALITY COUNTS

As most U.S. soybean farmers choose varieties based
on yield potential, United Soybean Board (USB), in
partnersgip with state soybean checkoff boards, the
American Soybean Association (ASA), Monsanto and
others in the soybean industry, explained the benefits
of evaluating protein and oil levels in addition to yield
potential at the ity Counts Forum on December 1, 2003,
at the Ramada Plaza Suites in Fargo. More than 100
North Dakota soybean producers and industry
representatives attended the event.

p)

.
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CONSUMER MARKETING

A FOCuUs ON SOYFOODS

SOYBEAN CHECK OFF STUDY REVEALS
CONSUMER CONFUSION

Approximately 127 million people in America are
overweight, according to the American Obesity
Association, and with 60 million obese people,
consumers are paying closer attention to food labels.
In a new study, conducted by the soybean checkoff,
consumers said total fat remains the most noted item
on the “Nutrition Facts” label at 17 percent, followed
by calories (14 percent), and saturated fat (13 percent).
While consumers look for saturated fat percentages on
the label and 90 percent report saturated fats as
unhealthy, approximately 50 percent also classified
beneficial fats (monounsaturated, polyunsaturated) as
unhealthy, showing confusion about fats in the diet.

General health is the biggest reason consumers review
nutrition labels (43 percent), however the urge to lose
weight is not far behind at 21 percent. Fortunately,
consumers do recognize foods that may help fight
obesity and increase the healthiness of their diet.
In fact, 62 percent of Americans believe that eating
soy-based foods may play a role in reducing obesity.
Even more Americans, 74 percent, perceive soy products

as healthy.

COUNCIL PROMOTES SOYFOODS
AT STATEWIDE EVENTS

The North Dakota Soybean Council exhibited at the following
events promoting soyfoods and the health benefits of soy:

* Women’s Showcase (Fargo)
* “For Women Only” Seminar (Grafton)

* North Dakotans Partnering for Women'’s
Health — 2003 Women’s Health Summit
(Bismarck)

* SENDCAA Child Care Provider’s Seminar (Fargo)

* Women’s Expo 2003 (Jamestown)

* North Dakota Nutrition Council Annual Conference
(Fargo)

* North Dakota Dietetic Association Spring
Convention (Bismarck)

* Life’s Focus 2004 (Jamestown)
» Life’s Options (Fargo)

* NDSC joined Soyfood Association of North America
(SANA) in recognizing April as National Soyfoods
Month. In the past, soyfoods have suffered from a
negative image regarding taste and texture, and the
North Dakota Soybean Council and soybean checkoff
is continuously striving to clear up that misconception.
To show consumers how delicious and accessible
soyfoods are and to celebrate 2004’s Soyfoods Month
in April, the Council partnered with supermarkets
by sponsoring demonstrations featuring soyfoods.

S0Y REDUCES RISK OF PROSTATE CANCER

With all the articles in women’s magazines, most women
are aware of the health benefits of soyfoods, but soyfoods
are not just for women. In fact, studies are showing
that soy may be more beneficial for men.

Primarily, soy has been shown to reduce the risk of
prostate cancer. So much so, that the American Cancer
Society included soyfoods consumption as one of its
seven steps to reduce risk of prostate cancer. Also, a
new study done at Children’s Hospital of
Cincinnati, found that equol—an obscure
molecule that’s created when soy is digested—
is a natural and powerful blocker of the male
hormone involved in prostate cancer. And here’s
a bonus, it’s also the hormone responsible for male
pattern baldness. Apparently equol can completely
halt the male hormone dihydrotestosterone (DHT),
which stimulates prostate growth and causes male
pattern baldness.

Compared to the United States, the rate of prostate
cancer in China and Japan, where soyfood consumption
is high, is extremely low. In fact, it’s about as low as
breast cancer rates
in those countries,




LivEsTOCK INITIATIVE
-~ NORTH DAKOTA SOYBEAN COUNCIL RALLIES TO

PROTECT NUMBER ONE CUSTOMERS

The U.S. livestock and poultry
industries are the number one
consumer of soybeans. The
North Dakota Soybean Council
(NDSC) and the soybean
checkoff know the importance
of a strong partnership between

roducers of both soyﬁeans and
Evestock and are working at both
the state and national [evels to
forge a stronger alliance.

In partnership with the United
Soybean Board (USB), the
livestock Industry Initiative has
been created and in working with
academia, agricultural and
soybean industry representatives
and the soybean checkoff,
volunteer farmer-leaders will
develop a strategic plan to ensure
the long-term growth of the
domestic livestock industry.

The impact and importance of the livestock indust
to the economy is very clear. The soybean checkog'
already contributes more than $1.5 million a
Eear to help build poultry, pork and beef exports,

ut enhancing the opportunities for these
industries to remain connected will only
increase soybean producers’ profit

opportunities. The North Dakota Soybean Council
and the soybean checkoff are committed to the support
of the livestock and poultry industries.

* In March, the North Dakota Soybean Council
faunched an extensive statewide radio campaign
promoting North Dakota’s livestock industry. The
radio ads were placed on numerous radio stations and
continued though the end of May. In April, the NDSC
radio ads focused on the hog industry, and in May, ads
focused on the beef industry.

* NDSC has also funded North Dakota livestock
projects to enhance the livestock industry in the state
and provide value-added back to soybean farmers.

* To help rejuvenate the dairy
industry, NDSC has committed
funds to the newly assembled
North Dakota Dairy Coalition
aided in part with the North
- Dakota Association of Rural
Electric Cooperatives. Their
mission is to ensure that by the
year 2020 there are 1,000
operating dairies in North

Dakota.

¢ The North Dakota
Agricultural Innovation
Development Center was
recently formed to provide
technical and other assistance
to North Dakota agricultural
lE:rodl.xcvf:rs to help them establish
usinesses that provide and sell
value-added agricultural
commodities and other
products. The North Dakota
Soybean Council is financially supporting an
Agricultural Innovation Development Center feasibili
study and market analysis focusing on the use of No
Dakota soybeans and soybean byproducts in pet food.
The purpose of this project is to determine if a pet food
grocessin% {Jlant using North Dakota soybeans could
e profitable.

* The hog producers have also begun efforts to revitalize
their industry in North Dakota. Hog producers in the
Cando area have recently joined tﬁe North Dakota
Pork Producers and various commodity groups to begin
a public relations campaign to promote and enhance
the swine industry in the state. A steering comumittee has
recently been assembled to bring together representatives
of commodity groups to initialize efforts. The
committee plans to begin an educational print, radio
and editorial campaign across the state.




FROM LEFT TO RIGHT):
Darren Kadlec of Pisek; Michael Satrom of

Galesburg, secretary/treasurer, Matt Mechtel of Page,
chatrman; Dennis Renner of Mandan: Chuck
Fleming of Bismarck serving as the North Dakota
Agriculture Commissioner's representative; Joel Thorsrud
o% Hillsboro; Brett Johnson of Mooreton, vice
chairman, and Dennis Feiken of La Moure.

(Not pictured: Robin Pratt of Northwood)

UNITED SOYBEAN BOARD
REPRESENTATIVE KENT
GRONLIE, Northwood, ND,
has served on the United
Soybean Board (USB) since
1999. Gronlie is currently a
member of USB’s executive
committee and is the
chairman of the Domestic
Marketing Commirtee. He
is also a member of the USB’s
Trade Analysis Committee.

UNITED SOYBEAN BOARD
REPRESENTATIVE VANESSA
KUMMER, Colfax, ND, has
served on the United Soybean
Board since 2003. Kummer
currently is on USB’s
International Marketing
Committee focusing on Asia.
She is also a committee member
of the Select Yield and
Quality Initiative.

(FROM LEFT TO RIGHT):

Suzanne Wolf, Communications Director; Tim Radermacher. Marketing
Specialist; Deborah Johnson, Executive Director; Bob Muellenbach,
Administrative Services: and Beverly Swenson, Business Manager.
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Research for

North Dakota Soybean Producers

The volunteer soybean producers on the North Dakota
Soybean Council (NDSC) are taking a balanced
approach and investing soybean checkoff funds to
solve problems and create opportunities that expand
value-added markets for soybeans.

The North Dakota Soybean Council oversees a soybean
research program based on farmer priorities to ensure
that research remains focused on the challenges farmers
face today. Farmers and researchers familiar with
pertinent soybean research issues form the NDSC
research committee. This committee identifies farmer
priorities, sets the Council’s research objectives, and
requests studies to meet these priorities. The primary
goal of the North Dakota Soybean Council’s investment
in research is to increase soybean farmers’ opportunities
for increased soybean quality, greater yields, better
pest and disease control, and expanded market options.

North Dakota Soybean Council
Research Committee

Chairman:
Michael Satrom - Galesburg

Dennis Feiken - La Moure
Darren Kadlec - Pisek
Robin Pratt - Northwood
Chris Johnson - Wahpeton
Jeff Leinen - Great Bend
Claude Richards - Fargo
Chuck Nelson - Thompson

Doug Goehring - Menoken

Research Consultant:
Keith Smith

Keith Smith & Associates
Farmington, MO

.

New and continuing research in the fiscal year beginning
July 1, 2003, and ending June 30, 2004, totaled $312,534.
This represents approximately 24 percent of the North
Dakota Soybean Council’s budget. The 2003-2004
Soybean Research Update is not only intended to help
keep soybean farmers current on agronomic research,
but to bring farmers the results of applicable research
for soybean management decision making.

North Dakota

Soybean Council
OurWorld Is Growing.
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ND Soybean Council
Research Programs

(Total Research Budget $312,534)

. Ted Helms Breeding of improved Conventional Cultivars
$48,600

. R Jay Goos Screening Soybean Varieties for Resistance To Iron Deficiency
Chlorosis
$22,650

. Phillip McClean Identification of Markers for Iron Deficiency Chlorosis
Tolerance in Soybeans
$8,582

Dr. Berlin Nelson Control of Soybean Diseases
$48,300

Dr. Berlin Nelson Effect of Inoculum Density of Fusarium Root Rot of Sovbean
$18,100

Dr.Ted Helms Soybean Cyst Nematode Cultivar Breeding
$5,400

Dr. Ted Helms Food Grade Cultivar Breeding
$7,280

Dr. R. Jay Goos Survey of Soybean Germplasm for Drought Tolerance
$9,820

Dr. Ted Helms Roundup Ready Breeding of Improved Cultivars
$38,400

Dr. Sam Chang Effect of Storage on the Quality of Soybeans
$11,758

Phillip Glogoza Soybean Aphid Establishment, Impact and Management
for North Dakota
$6,000

Dr. Wayne Seames Evaluating Soy-Derived Fuel- JP-8 Blends for Jet Aircraft
Application
$5,000

North Central Soybean Research Program
$75,000

Contracts, Fees and Administrative

$7,644




Control of Soybean Diseases

ipal Investigator: Dr. Berlin D. Nelson,
essor, Department of Plant Pathology,
NDSU
Cooperating Scientists: Dr. Ted Helms,
Professor, Plant Sciences, NDSU

Research Goals: The primary goal of this
project is to develop controls for major
diseases of soybean.

Objectives:

1. Screen breeding lines and cultivars for
resistance to Phytophbthora sojae, soybean
cyst nematode (SCN) and Sclerotinia
sclerotiorum.

2. Monitor pathogen populations for new
virulent types.

Benefits to North Dakota soybean
{rowers:
There are serious diseases that can
dramatically reduce yields and quality of
soybeans. Some of these diseases, such as
Phytophthora root rot, Sclerotinia stem rot,
Fusarium root rot, and now scybean cyst
nematode, are already problems in North
Dakota. Developing controls, especially
through host resistance, are needed to give

ers management tools to reduce the

s from these diseases. Controlling

r diseases are important to the success
of the soybean industry in North Dakota.

Description of Research:
Additional information was added to the
Sovbean Diseases web site established at
North Dakota State University (the URL is
www.ndsu.nodak. edu/sovdiseases/). The
information on the races of Phytopbthora
sojae in North Dakota for 2002 was added
to the web site.

An extensive screening program is in
progress (0 incorporate resistance to
Phytopbthora sofae into public soybean
cultivars, This is a cooperative project
between Dr. Ted Helms and Dr. Berlin
Nelson. During this past year, the
researchers screened 1,300 breeding lines
and inoculated over 15,000 plants 1o
identify resistant lines. About 64% of the
lines were resistant, indicating that the
breeding-screening program is progressing
well. Several different resistance genes are
being bred into the soybean germplasm.
Two new public soybean cultivars (La
Moure and RG405RR) were recently

sed with resistance to Phytophthora

rot, demonstrating the importance of

cooperative effort.

In addition to the work on resistance to
Phytophthora root rot, work is being done
to characterize the races of P. sojae in North
Dakota soils. This information is needed
to determine changes in the virulence of
the pathogen and to decide which
resistance genes should be used in this
area. Soil samples were collected from 151
fields in the eastern soybean growing areas
in 2003. The pathogen was baited from
the soils and the virulence phenotypes
were determined on the eight differentials
with Rps genes la, Ib, Ic, Id, 1k, 3a, 6 and
7. Seventy-six isolates of P. sojae from 43
fields were identified. Forty-seven percent
of the isolates were Race 4 and 30% were
Race 3. Other races identified were Race
28 (7.8%), Race 25 (0.9%), and Race 44
(1.3%). Several new Races (6.5%) were
also identified. These results, plus those
from 2002, indicated that the pathogen has
become more diverse in virulence in the
past 10 years. In the early 1990s the
dominant race was Race 3 (-85 % of isolates)
with a few other races (1, 4 and 9)
occasionally found. Race 3 has now become
less important, Race 4 more important,
and there are now different races appearing,
Some of these races can defeat the common
resistance genes (Rps I, Ik and 6) used in
North Dakota. Of the total isolates collected
in 2003, 58%, 17% and 4% could defeat
the Rps genes ic, Ik and 6, respectively.

Dr. Helms, NDSU soybean breeder, and
Dr. Nelson, are cooperating in an effort to
incorporate resistance to the soybean cyst
nematode into breeding material for North
Dakota. SCN was discovered in North
Dakota in August of 2003. During the
summer of 2003, molecular markers were
used to detect SCN resistanice in the crossing
blocks used to transfer the SCN resistance
gene (rb 11 into breeding material. Leaf
tissues were tested for the presence of the
SCN resistance gene using the microsatellite
mater SATT 309. Plants with the molecular
marker were identified and Dr. Helms
made additional crosses to these plants.
Molecular markers were used in this process
to increase the chances of transferring the
resistance gene and thus speed up the
development of SCN resistant breeding
material. Molecular markers were used o
screen another group of 150 breeding lines
with potential SCN resistance genes. Fifty-
five lines with the SCN resistance marker
were identified. The cooperative effort to
put SCN resistance into North Dakota
germplas‘;m is progressing on schedule.

A Sclerotinia stem rot screening nursery
was established in 2003 at Fargo to evaluate
110 public and private cultivars, plant
introductions and breeding material for
resistance. The site was irrigated and plants
were artificially inoculated. There were no
differences among cultivars because of
poor disease development due to hot
weather at inoculation. In cooperation with
a North Central team of scientists, another
white mold screening nursery was
established to examine resistance among
50 lines developed by various plant
scientists in the North Central region. Two
different inoculation dates were tested.
Differences among lines were detecte:
with a fall, but not a July inocula{ion.dj
Material with partial resistance o §.
sclerotiortm has been identified in these
cooperative studies.

Field studies were initiated on the survival
of the eggs of the soybean cyst nematode
in North Dakota soils. Six infested fields
were identified in 2003 and egg numbers
per 100 cc of soil were determined. These
egg populations will be monitored over
the years while the fields are in rotation
to crops other than soybean. Data on egg
population decline will be used to develop
recommendations on using crop rotation
to control SCN,

Outcomes, Findings and
Deliverables:

Releasing public soybean cultivars with
resistance to Phytophthora root rot is of
direct benefit to growers. Also, the
information on races of Phytophbthora is
useful to the private and public breeding
programs that are producing resistant
cultivars for North Dakota. This research
with soybean cyst nematode will eventually
result in cultivars resistant to this major
pest and new recommendations on N
management. »,



Principal Investigator: Dr. Ted Helms,
Professor, Plant Sciences, NDSU
Cooperating Scientists: Dr. Berlin Nelson,
Professor, Department of Plant Pathology,
NDSU; Dr. R. Jay Goos, Professor,
Department of Soil Science, NDSU/

The NDSU Soybean Breeding Project
started in 1986. Released cultivars include:
Council, Danatto, Traill, Norpro, Jim,
‘Daksoy, Barnes, Walsh, Sargent, RG200RR,
Nornatto, Nannonatto, La Moure, and
RG405RR. Testing sites that were
maintained by the project include: La
Moure, Great Bend, Wyndmere, Mooreton,
Fargo, Casselton, Prosper, Arthur, Grandin,
Northwood, ND, Additional test sites
re conducted by the Research and
sion Centers include: Devils Lake,
vMinot, Carrington (dryland and irrigated),
Dazey, Park River, Cavalier, and Langdon.

La Moure was released in 2004, La Moure
is @ marurity 0.7 conventional cultivar that
is high-yielding, lodging-resistant,
moderately resistant to iron-deficiency
chlorosis, and has the Rpslc allele (gene)
for resistance to phytophthora root rot.
La Moure was released through the North
Dakota Crop Improvement Association.
The North Dakota Soybean Council
provided the funds to develop this cultivar.
Resistance to phytophthora root rot was
identified by Dr. Berlin Nelson and iron
deficiency chlorosis ratings were conducted
by Dr. R. Jay Goos.

Two conventional experimental lines were
pre-released. The pre-release designation
indicates that a decision to invest resources
in seed multiplication has been made.
The final decision regarding whether to
release these lines will be made in January,
2005. ND99-4022 and ND99-2282 were
the two lines that were pre-released.
NT99-4022 is intended for the tofu specialty
et ND99-4022 is a yellow hila bean
arge seed size, high-protein, high-

Breeding of Improved '
Conventional Culiivars

yield and moderate tolerance to iron
deficiency chlorosis, ND99-2282 is a 00.3
maturity, conventional bean with yellow
hila, the Rps4 (gene) for resistance to
phytophthora root rot, high yield and
lodging resistance. The intention is for
ND%99-2282 to replace the cultivar Jim.

Two advanced conventional lines are
being increased this summer (ND99-2621
and ND99-2169). These lines are about
a 0.5 maturity and are high vielding with
the Rpsic allele (gene) for phytophthora
root rot resistance. Iron deficiency
chlorosis data will be determined in the
summer of 2004. These lines could be
pre-released in March, 2005 with a
targeted release date of January 2006.

First-year replicated yield tests of 465

conventional experimental lines are being
conducted in 2004. Advanced lines include
168 conventional lines. Approximately 5,000
conventional plant-rows are being tested.

Roundup Ready Breeding of
Improved Cultivars
Principal Investigator: Dr. Ted Helms,
Professor, Plant Sciences, NDSU
Cooperating Scientists: Dr. Berlin Nelson,
Professor, Department of Plant Pathology,
NDSU; Dr. R. fay Goos, Professor,
Department of Svil Science, NDSU

Roundup Ready cultivars developed by
NDSU include RG200RR and RG405RR.
RG40SRR was released in 2004. RG405RR
is a 0.5 maturity Roundup Ready cultivar
that is high yielding, susceptible to iron
deficiency chlorosis and has the Rps6 allele
(gene) for resistance to phytophthora root
rot. RG405RR will be marketed by the
non-profit corporation, Roughrider
Genetics. Resistance to phytophthora root
rot was identified by Dr. Berlin Nelson
and iron deficiency chlorosis ratings were
conducted by Dr. R. Jay Goos.

Four advanced Roundup Ready
experimental lines are being increased
this summer. These lines have high-yield,
lodging resistance, and the Rpsik allele
{gene) for phytophthora root rot resistance.
Iron chlorosis data will be determined this
summer. A decision has been made to
increase the seed of two of these lines in
Chile in the 2004-2005 winter season,
provided the 2004 data is supportive.
These lines could be released in January
2003, contingent on approval by the Dean
of the Experiment Station.

First-year replicated vield tests of 450
Roundup Ready experimental lines are
being conducted in 2004. Advanced lines
that are in the second or third year of
testing at multiple locations include 98
Roundup Ready lines. About 4,000
Roundup Ready plant-rows are being
tested.

Soybean Cyst Nematode
Breeding

Principal Investigator: Dr. Ted Helms,
Professor, Plant Sciences, NDSU/
Cooperating Scientists: Dr. Berlin Nelson,
Professor, Department of Plant Pathology,
NDSU: Dr. R. Jay Goos, Professor,
Department of Soil Science, NDSU

Soybean Cyst Nematode (SCN) was
identified for the first time in North Dakota
in August 2003. NDO01-3535 is a maturity
1.0 experimental line that has been found
to be highly resistant to Race 3 of SCN.
Dr. Berlin Nelson (NDSU) and Dr. Nieblack
(University of Illinois) cooperated to
determine that this line is resistant. NDOQ1-
3535 was developed by Ted Helms at the
NDSU Soybean Breeding Project. The
cross to develop this line was made in
1998 at Fargo, ND. ND01-3535 is high-

yielding and has the Rpsic allele (gene) -

for resistance to phytophthora root rot.
ND(1-3535 has the PI88788 source of SCN
resistance. About 4 acres of seed increase
of this line is being conducted in the
summer of 2004. This line could be pre-
released in March of 2005 and released in
January 2006. This is a high-yielding
conventional line, but further yield and
chlorosis data is needed for this line.

Dr. Berlin Nelson screened 174 NDSU
experimental lines for SCN resistance in
the 2003-2004 winter season using the
Sart309 molecular marker. Of these 174
lines, 81 have been identified with some
level of SCN resistance using the Satt309
marker. These 81 lines are being tested
in preliminary, replicated vield tests this
year. -Approximately 2000 plant-rows that
have the potential to have SCN resistance
are being evaluated in the 2004 growing
season. Lines that have been visually
selected will then be screened for the
Satt309 marker this coming winter. F2
and F4 populations have been developed
that have at least one SCN resistant parent
in their pedigree. Many crosses are being
made in the summer of 2004 to incorporate
SCN resistance into populations.




Food Grade Cultivar Breeding
Principal Investigator: Dr. Ted Helms,
Professor, Department of Plant Pathology,

ST7

rating Scientists: Dr. Berlin Nelson,

Messor, Department of Plant Pathology,
NDSU: Dr. R. Jay Goos, Professor;
Department of Soil Science, NDSU; Dr. Sam
Chang, Professor, Cereal and Food
Sciences, NDSU

Preliminary seed increases of four
experimental lines that have the potential
for the specialty tofu market were increased
in Chile in the 2002-2003 winter nursery.
ND92-4022 was selected for yield testing
in multiple locations in 2003 and 2004.
Dr. Sam Chang evaluated this line for tofu
quality in 2003 and 2004. Based on
agronomic data as well as tofu quality
data, this line was pre-released in March
2004. This line is high yielding and a 0.8
maturity with vellow hila. This line will
be considered for release in January 2005.

Crosses to develop new experimental lines
for the natto and sprout specialty markets
were conducted in the summer of 2003,
These F1 seeds were sent to Chile and

the F2 populations were planted at Fargo

Casselton. Crosses (o develop new tofu
lines were also made in 2003 and the
resultant F2 populations are being grown
in Fargo and Casselton in 2004.

Screening soybean variefies for
resistance to iron deficiency
chlorosis (IDC)

Principal Investigator: Dr. R. Jay Goos,
Praofessor, Soil Science Department, NDSU

is 2 common problem when soybeans
grown on high pH soils. The problem
usually worse on poorly-drained, wet
soils, Selection of a resistant variety is
the most important control measure. Each

year, 200 varieties are tested for resistance
to IDC under field conditions. Some of
these varieties are "standards", varieties
with which there is a lot of experience.

Some are NDSU breeding lines, but
typically 170 varieties are commercial
entries. The majority of soybean varieties
sold in North Dakota are not highly
resistant to chlorosis, and farmers must
be very careful when selecting varieties
for alkaline soils. For fields giving
temporary or moderate chlorosis, or
chlorosis in only small parts of the field,
varieties with resistance generally greater
than 'Council' are recommended. For
fields giving prolonged, widespread, or
severe chlorosis, it is recommended that
only the most resistant vareties be grown,
consistent with the other objectives of the
farmer (e.g. maturity). More than 500
varieties have been tested during the past
three years. The results can be found at:
www.soilsci.ndsu.nodak.edu/yellowsoybeans

Preliminary studies on the
drought tolerance of soybean
varieties

Principal Investigator: Dr. R. Jay Goos,
Professor, Department of Soil Science, NDSU

Soybeans are a full-season crop, capable.
of using much more water than falls in a
normal summer. Drought stress will limit
soybean vields in most years in North
Dakota, particularly west of the high water
table soils of the Red River Valley. Previous
studies from other areas have indicated
that soybean varieties differ in drought
tolerance, primarily related to their ability
1o manufacture compounds that assist in
the retention of water when presented
with drought stress. Ten varieties,
previously shown to be drought tolerant
or drought susceptible, were obtained
from the USDA collection, the seed
increased, and evaluated for drought
tolerance. Thirty-two NDSU breeding
lines or varieties were also evaluated for
drought tolerance. Two methods of
screening for drought tolerance were used.
One method involved growing the plants
in hydroponic solutions, using
polyethylene glycol (a large molecular
weight compound) in the hydroponic
solution, to induce water stress. The other
method involved growing plants in soil
with only a limited amount of daily
watering, to cause water stress.
Reproducible amounts of water stress
could be induced in soybean plants, by
either method, but were not able to show
meaningful differences in the drought
resistance of different varieties using these
techniques. It was concluded that
greenhouse screening for drought tolerance
was probably not feasible.




Influence of storage on characteristics
of soybean, soymilk and tofu

Principal Investigator: Dr. Sam Chang,
Professor, Cereal and Food Sciences. NDSU
E* gqiitive Summary

s = is one of the main factors to

e soybean quality for soy food
. During storage/shipping, the
physical and biochemical characteristics
of soybean may change to various degrees,
depending upon the initial soybean
moisture and storage/shipping conditions,
including various hurnidity and
temperatures. The changes in soybean
characteristics include darkening in surface
color, reduction in solid and protein
solubility, decrease in phytate content,
changes in isoflavones, protein structures,
sugar pattern and lipid oxidation. The
vield and quality of soymilk and tofu are
also negatively affected by adverse storage
conditions. Proper storage/shipping
management is necessary to keep soybean
quatity for making high-quality soy foods.
Therefore, storage research provides
important information for the soybean
industry to better manage soybean during
harvest, storage, and transportation to
maintain quality for soymilk/tofu making.

Introduction

Soy foods have many health benefits and
their market is increasing rapidly. Soybean
. affects final utilization, and is an
nt factor for trading soybean.

S n may be stored up to one year or
longer after harvest in a wide variety of
environmental circumstances. During
shipping in a beat, the temperature of
soybeans placed in close proximity of the
engine compartment may be heated to
higher than 50°C. The magnitude of the
quality deterioration depends on storage
time, temperature, and relative humidity
(LH). During un American Soybean
Asociation sponsored trip in May, it was
0 werved that Brazilian soybeans shipped
te+ Taiwan for oil extraction were deeply
colored due to improper storage and
processing, and the soy meal produced
had very poor functional quality for making
s0y protein ingredients.

Tofu is a complex food system; it requires
a series of processing steps. The
coagulation of soymilk is the most critical
step 1o influence yield and texmre qualities
hecause it involves complex interactions
among soy proteins, coagulants (usually
calcium or magnesium or food acids), and
other biochemical components, such as
I , lipids, and carbohydrate. The
t.echnnisms of how sovbean

B, mical compositions change during
storage concomitantly to affect tofu yield
and quality are not fully understood.
Therefore, the objectives were to
determine the influence of storage of

soybeans under several conditions on
soybean biochemical changes, soymilk
and tofu quality characteristics and
coagulant requirements.

Experiments

Three series of the laboratory model
studies were conducted. The first
series involved the storage of Proto
cultivar soybean in four conditions,
including adverse conditions (84% RH,
30°C), mild conditions (57% RH, 20°C),
cold conditions (4°C), and uncontrolled
ambient conditions {in a garage in Fargo)
for various periods of time. Soybean major
storage proteins, glycinin and B-conglycinin
were isolated and their composition and
structures were characterized. Soymilk
and soft tofu were prepared and their
quality characteristics were determined.
The second series involved the
determination of the amount of coagulant
requirements needed for stored soybeans
to make filled tofu. The third series
involved in the storage of three cultivars
in a wide range of temperature (20-55°C)
and an intermediate range of RH (60 to
80% RH).

Results

The first study series showed that
soybean color significantly darkened over
time during adverse storage (84% RH and
30°C). The lipid, proteins, ash and total
carbohydrate content in the beans did not
change significantly over time of storage.
However, sugar content decreased
significantly under the adverse storage
conditions.

Phytate content in soybeans stored under
the adverse conditions showed a linear
decrease with storage time. Titratable
acidity (free acids from oil hydrolysis and
oxidation) in soybean stored under the

adverse conditions increased linearly with -

storage time. The phytate content and
titratable acidity of soybean stored under
the three other mild conditions did not
change much. The yield of tofu made
from soybean stored under the adverse
conditions decreased significantly with
soybean storage time from 512 g at the
month zero (initial storage time} 0 71 g
after the seven months of storage.

Under the adverse storage condition of
84%RH and 30°C, the solids content in
soymitk remained above 8% for four
months, then was reduced to about 7.5%
in six months and continually decreased
to less than 2.4% in eight months. The

protein content in the soymilk showed a
similar decreasing trend with the solids
content of soymilk. It was reduced from
4.9% to 4.4% in the first month then
remained above 4% until six months. By
the end of the eighth month, the protein
content in the soymilk was only about 1%.
The molecular structures of the major
storage proteins in soybean changed
significantly during storage. Isoflavones
were changed from glucosides and
malonylglucosides to more aglycone forms
during adverse storage. Isoflvaones
changed slighty for beans stored at 57%RH
and in the ambient conditions. Beans
stored at 4°C did not change in its isoflavone
pattern. Isoflavones are health-promoting
compounds. Storage under the other three
mild conditions for up to 18 months did
not change bean quality substantially. The
storage conditions affected the coagulant
requirements. Results from tbe second
series of the study showed that the
higher the temperature and relative
humidity, the less coagulant is needed for
making tofu. This information is very
useful for tofu manufacturers. Results from
the third series of the study showed
that color darkened and tofu quality
decreased under some intermediate
humidity and high-temperature conditions.
Garage storage of three cultivars up to 10
months did not change quality substantially.

Conclusion

High relative humidity (80-85%) or
intermediate humidity (60-73% RH)
combined with high temperature (30-50°C)
decreased protein extraction, tofu yield
and textural quality. The color darkening
may be used as an indicator to predict the
quality of soybeans. Soybeans stored in
a ventilated garage in this Northern region
for up to 18 months could maintain their
qualities for food making. Based on the
model studies, storing beans at 708 RH
{13% moisture content) or lower, and a
temperature lower than 30°C is
recommended. Higher humidity or higher
temperature than these will be damaging
to the bean quality. The research provided
useful information for the farm and
processing industry to manage the storage
practice of the soybean to maximize the
quality for food uses. The study is also
important to alert the tofu makers that
coagulant concentrations should be
modified if the optimal concentration is
significantly affected by storage.

We thank NDSC for providing funding. which has served
as leverage for us 1o obtain federal competitive grants
stich as National Science Foundation and USDA-National
Competitive grant program for ihis resedrch.
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Identification of Molecular Markers

Principal Investigator: Dr. Phil
McClean, Professor, Plant Sciences,
NDSU

Cooperating Scientists: Dr. Ted Helms,
Professor, Plant Sciences, NDSU; Dr. R.
Jay Goos, Professor, Department of Soil
Science, NDSU

Tron chlorosis greatly reduces yield and
the profits associated with soybean
production on the high pH soils that are
common in the Red River Valley. Under
field conditions, soil variability makes it
difficult to identify iron chlorosis tolerant
experimental lines. The application of
molecular markers combined with a highly
accurate greenhouse evaluation system for
iron chlorosis has the potential to make
identification of iron chlorosis tolerant lines
more dependable. By targeting the genetic
material that is adapted to the northern
Great Plains, the development of molecular
marker systems will aid both public and

 private efforts to develop superior cultivars
or this important growing region.

rosatellite research has continued to

e a focus of research for this year. We

extended last year's work by isolating DNA
from an additional 150 entries from the

iron deficiency chlorosis (IDC) trial of Dr.

R. Jay Goos. T

These lines were then scored with the four
microsatellite (Satt020, Satt114, Sai199,
and Satt239) makers previously shown to
be associated with IDC tolerance. For each
marker, the lines containing the "tolerance”
alleles on average had a 0.5 lower IDC
score than those lines containing the
susceptible allele. Furthermore, it was
determined that those lines (n= 33)
containing the tolerant allele for all four
markers had a significantdy lower IDC score
than those lines (n=133) with the
susceptible alleles. As noted in a previous
report, one of these markers mapped near
a known IDC locus, yet the other three
markers represent new markers. This
suggests that we have uncovered new
genomic regions associated with IDC
tolerance.

All of the lines were also screened with
17 markers distributed throughout the
soybean genome. The goal was to
determine if lines demonstrating high levels
of IDC tolerance were refated. A neighbor-
joining analysis showed the relatedness
among the lines. Imporntantly, the highly
tolerant lines did not cluster as a group.
This one test suggests that the association
between the markers and tolerance was

510 further test this conclus

not due to population substructure. During 2%
.+ the coming year, we will use other statisticalggy

for Iron Chiorosis Tolerance in Soybeanss,

The goals for the upcoming year are (o
1) further analyze the statistical association
between the markers and population
substructure; 2) continue searching for
markers with stronger associations; and 3)
search for additional markers that have a
minor effect on IDC tolerance. The first
goal will be accomplished by performing
additional more powerful statistical tests.
The goal is to determine if a substructure
exists in the population that might explain
the observed associations. To achieve the
second goal, we will perform candidate
gene cloning. We will target genes known
to be involved in Fe nutrition from other
species and attempt to clone those in
soybean. The goal is to determine if one
of these genes acts as a major factor in
IDC tolerance. Finally, populations, derived
from the crosses Stine 0480 x Traill and
Traill x Glacier, were developed and
currently being advanced to later
generations. These populations will be
analyzed using traditional quantitative
analysis to uncover new markers. Aj\



Effect of Inoculum Density
on Fusarium Root Rot of Soybean

Principal Investigator: Dr. Berlin D.
Nelson, Professor, Department of Plant
Pathology, NDSU

- Research Goals: Increase the
understanding of the biclogy and
control of Fusarium root rot.

Objectives:

Determine the effects of inoculum
densities (ID) of virulent isclates of
Fusarium solani on Fusarium root rot
of soybean.

Benefits to ND soybean growers:
Fusarium root rot of soybean is an
important disease in North Dakota,
but little is known about the biology
of the disease or control. This research
examined one of the most important
aspects of the biology of disease. The
information gained helps in
understanding how important this
disease is to soybean growers and
was needed to develop controls.

.escripiion of Research:

The production of large quantities of
inoculum was investigated using
various types of media. It was
determined that conidia production

was greatest on a special casamino

acids medium developed in our lab.
The fungus was grown under UV and
fluorescent light to enhance
macroconida production. Spores are
then frozen for future studies.

Preliminary investigations on the effect
of ID on disease in a sandy loam soil
were initiated to provide information
on approximate Spore concentrations
that would result in disease. Inoculum
densities that allowed sufficient
numbers of surviving plants and a
high level of root rot were different
for various isolates. High ID (>5 x 10°
spores/gr soil) resulted in complete
seedling damping-off and no plants
to evaluate. At lower densities plants
survived but had poor root systems.
Rating tap roots or lateral roots for
lesions or discoloration was a poor
measure of disease, since there were
often few roots to evaluate. Measuring
root growth via rooi volume was a
more accurate method to assess the
effect of root rot. It appeared that
roots either rotted away very fast or
simply did not develop in infested
soils. The same studies were also
conducted in Sunshine Mix, a standard
potting medium used in greenhouses.
Disease development was not as
consistent and was generally at lower

: We, obtamed

Subsequent experiments focused on
seedlings and examme% ID ranging
from 1 x 10 3 to 1 x 109 spores per
gram of a silty loam soil. Both plant
emergence and root growth were
measured. Effects 02 emergence were
observed at 1 x 10t ID and higher.
At 1 x 100 ID there were few emerging
plants. There were significant
reductions in root length at 1 x 104
ID and higher, with almost no lateral
roots formed at 1 x 107 ID. Root
length is an excellent measurement
of the total root system in the soil,
and appears to be the most accurate
way to measure the effect of ID on
root growth. Total root diameter is
less useful as a measurement of root
damage, since short stubby roots can
have large diameters. At higher ID,
roots were stubby and short, but
above ground parts of the plants still
developed within the first three weeks
of planting. Plants can develop
substantial above ground growth in
highly infested soil when growing
conditions are optimal, but as soon
as these plants are stressed, the poor
root system results in a rapid decline
of above ground plant health.
Experiments are still in progress
examining various aspects of the
relaﬂonshlp of ID on root rot of

soybean

-Ouicomes Flndings»
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Soybean aphid establishment,

impact, and management for North Dakota.

(ncipal Investigator: Phillip Glogoza, MS
ndidate, Extension Entomologist, NDSU

Objective 1. Document the life bistory of

the soybean aphid, Aphis glycines, its spatial .

and temporal distribution, and its
relationship with its alternate bost
buckthorn (Rhamnus spp.).

BUCKTHORN (RHAMNUS SPP.)

It has been difficult to find soybean aphid
on the overwintering host, buckthorn
(Rhamnus cathartica). No soybean aphids
or eggs were found on buckthorn plants
at surveyed locations in three North
Dakota counties in the spring or fall of
2002 or 2003.

However, in the fall of 2003,
soybean aphid were found on
common buckthorn growing
in Mcoorhead, Minnesota.
Young saplings, 12" to 24"
in height, were found with
large populations of aphids
in Qctober. All colonies
were nymphs. Upon a

ek after finding them,
few aphids were found
e to large numbers of

multi-colored Asian lady
beetles feeding on the
aphids. Plants were marked
with surveyor flags for
future reference, however,
by January all saplings had
been destroyed by rabbit
and/or deer browsing the
shelterbelt. Some infested
plants were returned to the
lab where males from a lab
colony were provided to
the female oviparae and
eggs were laid on the
young plants. No eggs
hatched in the lab.

SOYBEAN (GLYCINE MAX)

In both 2002 and 2003, two 80+ acre
commercial soybean fields were surveyed
weekly for soybean aphid. The fields were
geo-referenced with 92-96 samples sites
mapped across the field (grid sampling
layoun). The geo-reference points were
used weekly 1o record aphid populations
served on leaflets. Variables recorded
luded total aphids recorded by nymphs,
ingless adults, and winged adults, key
predators, presence of disease, and location

of aphids on the plant. Surveys continued
until plants began to defoliate at the end
of August to the first two weeks of
September.

Seasonal Variation of Population
Aphids were first detected in early July at
all locations on late vegetative stage
soybeans. The first population peak was
observed both years around July 22 on
R2-R3 stage soybeans, After this very minor
peak, populations per trifoliate decreased
but populations became more uniformly
distributed in the field. The second, and
greatest population peak was observed in
late August to early September on late
reproductive stage sovbeans (R3-R7).
Populations in 2002 were smaller than

those in 2003. Rainfall may have
contributed to the difference. Measurable
rainfall in 2002 occurred on 12 days of
August, with the greatest rain events being
0.2" on 8/01, 8/08, and 8/11; 0.4" on 8/16;
and 0.3" on 8/31 for a total of 1.75". There
were seven days of rain recorded in 2003,
and all but one were less than 0.2"; 0.3"
was received on 8/25. Total rainfall in
August 2003 was 0.96".

Within-field distribution of soybean
aphid

In 2002 and 2003, aphids were first detected
in early July on late vegetative stage
sovbeans on the shelterbelt side of the
field or near the field edge. After four to
five weeks, aphid populations increased

and had spread more uniformly in thﬂ
field. Uniformity occurred after the first
population peak in late July. Aphid
populations increased rapidly by late
August to early September, at the R6-R8
stages in 2002. Populations in August 2003
began increasing a little earlier and were
peaking at R5. In one of the 2003 '
production fields, the population began
to decline shortly thereafter; the populations
remained high in the second. In this field,
the foliage was greener longer.

Some general observations that may be
important for our region, with our large
fields and open areas, include the
likelihood that shelterbelts influenced site
of initial colonization. It appeared that
after 3 1o 4 weeks of first aphid detection,
aphids were observed throughout the field,
though below currently recognized
economically significant populations. The
greatest numbers of aphids in the July
peak were associated with the sites of first
colonization. Recommendations for field
surveys include the suggestion of scouting
these border areas beginning in early july
to detect the initial colonization of apk

Objective 2. Evaluate currently available
soybean varieties from the northern
production area for possible
tolerance/resistance (o the soybean aphid.
Lab Screening of Varieties

A varietal screening program was set up
to evaluate commonly grown Northern
soybean “00” and “0" soybean varieties
for identifying natural resistance and/or
lerance in the. Wingless adult aphids
were placed on plants at the VC stage.
Aphid counts per plant were taken after
one and two weeks of aphid infestation.
Plant damage was recorded after two
weeks on a 1-4 scale. The aphid counts
were also assigned a value on a 1-4 scale.
An index was calculated by multiplying
the two values together, having a range
of 1-16, with a low score being desirable.
The mean Index Rating for the forty
northern, “0” varieties, varied from 2.7 to
11.4. The mean Index Rating for the forty
southern, “00" varieties, varied from 1.2
to 7.8. In the majority of the cases, large
aphid populations caused significant .
damage. However, MN0302 and Dyn: Q
3072 had large aphid populations whic
did not resuit in significant damage. Five




qrieties with small aphid populaiions
hlayed significant levels of damage (TR-
BRR, Korada, Thunder 0598, PB-0601RR
nd Proseed 0069). Generally, aphid
populations increased rapidly after the first
week of infestation. There were some
varieties in which populations decreased
considerably by the second week (DAC
Vision, S00-N7, Proseed 0039, Proseed
0079RR, NT 0505RR, NS0134RR, Proseed
0069 and DSR 0301RR). Damage to these
varieties was very significant, with damage
ratings ranging from 3.4 to 4. However,
the calculated Index was moderate due o
low aphid numbers remaining on the plants
at two weeks.

Field Screening of Select Varieties
Selected varieties from the controlled
screening study were tested in the field
o compare results observed under
controlled conditions to field situations.
The field study used 12 varieties out of
the 80, representing two varieties each for
high-middle-low index scores for both
maturity types. For each selected variety,
two treatments were used. The first was
an untreated treatment and aphid
iafestations were allowed to develop

hout interference. In the second

atment, thiamethoxam (CRUISER 55C®)
reated seed (@30 g a.i. per 100 kg seed)
was used to prevent or delay aphid
infestation during the season. Aphids were
sampled weekly, using whole plant counts.
Comparisons included vield and yield
compenent analysis among the various
treatments with the seed treatment
representing the maximum vield potential.
Yield component analysis was done
measuring variables such as plant height,
number of nodes, number of pods, vield
and seed weight. Seed quality analysis
was done measuring protein and oil
percentages.

Aphid populations failed to establish during
early vegetative stages of soybeans and
aphid introductions were unable to create
conditions similar to the controlled study.
Aphid populations increased during early
reproductive stages with an average of 50
aphids per plant by R4 stage soybeans in
untreated plots and by R3 stage soybeans
in treated plots, Two varieties with high
Aphid Index values (PS0B72 and TF-
L '49RR) had high aphid numbers

ughout the sampling period, but they
d&ormed differently with respect to seed
vields. TF-6149RR performed very poorly

but POOB72 unexpectedly yielded quite
high. There were no significant differences
between vield, seed weight, number of
nodes, pods and protein and oil
percentages of treated and untreated
treatrnents, The reason could be the late
establishment of aphid populations in the
plots after reproductive stages had been
reached and vield parameters were
determined.

Objective 3. Evaluate the efficacy of
insecticides for their ability to effectively
control soybean aphid.

The variety screening study used
thiamethoxam (Helix and Cruiser) as a
seed treatment to delay or prevent aphid
establishment on plants. Aphid infestations,
which increased in early August in all
plots, became established on the seed
treated plots during the first week of
August, about three weeks after the
untreated plots. The seed treatment delayed
aphid establishment but did not prevent
it. The insecticide appeared to have lost
effectiveness at the same time populations
began increasing throughout the region.

Objective 4. Cooperate on a region wide
soybean aphid yield-component study for
determining an economic threshold.

North Dakota participated in the common
experimental protocol for refining the
soyhean aphid economic threshold.
"Treatments" were designed to be varying
aphid populations. Due to late development
of aphid populations, treatments were
applied to coincide with reproductive
growth stages. Treatments began at R2
(two treatments to keep plots aphid free:
7-28-03 and 8-04-03), R3 (treatnents timed
with 7-14 days after aphid colonization:
8-04-03), R4 (treatments timed with 14-21
days after aphid colonization: 8-11-03),
and R3S (treatments timed with 2-28 days
after aphid colonization: 8-21-03). All
insecticide treatments were made using

lambda-cyhalothrin at 3.2 1. oz. of product
per acre. The variety was Asgrow 0801
(Roundup Ready). Aphids were sampled
weekly using whole plant counts. Yield
component analysis measured the variables:
plant height, number of nodes, pods per
node, seed weight, protein content and
oil content.

There were no significant differences in
vield, plart height, pods per plant, hundred
seed weight, or percent oil. Percent protein
was significantly greater for one untreated
check compared to the RS treatment. The
general conclusion is that the aphid
infestation level was not great enough,
nor did they establish early enough to
cause significant impact on the variables
evaluated.

Objective 5. To educate ND soybean
growers on the soybean apbid in the region

NDSU Extension Circular E-1232, Soybean
Aphid, Aphis glycines, Management in
North Dakota - 2002, was prepared and
published in June 2002. The circular is
currently in review for an updated printing.

In cooperation with the NDSU Integrated
Pest Management Program (Dr. Marcia
McMullen, IPM Program Coordinator),
soybean fields were surveyed from late
June until late July for detection and
characterization of soybean aphid
infestations in 2002 and 2003. The survey
effort coincided with the late vegetative
to R4 growth stages. The first detections
of soybean aphid in commercial fields
were during the first week of July.
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Evaluating Soy-Derived Fuel

. JP-8 Blends for Jet Aircraft Appilcaiions 7y

Principal Investigator: Dr. Wayne
Seames, Associate Professor of Chemical
Engineering at the University of North
Dakota.

Cooperating Scientists: Dr. Michael
Mann, Associate Professor, UND
Chemical Engineering; Mr. Ted Aulich,
Research Manager, UND Energy and
Environmental Research Center.

Can you imagine a world where
airplane engines run on fuels derived
from soybean oil? That world may be
closer than you think! UND researchers
have completed the first year of a
multi-year development program aimed
at developing soy-derived aviation fuels
that can serve as a substitute for
conventional JP8 aviation fuel, which
is preduced from crude oil.

There were two objectives to this work.
First, to test blends of JP8 and soymethyl
ester (also known as soy biodiesel or
ME) in a commercial aviation turbine
. order to evaluate the operating and
nvironmental performance. The
second objective was to perform a
series of standard chemical tests on
JP8/SME blends and to compare the
results to the current test result standards
required for JP8-certified fuels.

In response to the first objective, blends
of 2, 10, and 20% SME in JP8 were
tested using a T63A-700 turboshaft
helicoprer engine located in the Engine

Environmental Research Facility at the
Wright-Patterson Air Force Base (see
diagram). Tests were performed with
the rurbine operating at three common
conditions: idle, cruise, and takeoff.
During these tests, exhaust samples
were taken and evaluated using a
number of online analyzers and
analytical tests. At idle conditions, the
engine ran rough compared to pure
JP-8 fuels and therefore there was a
slight increase in emissions. This
occurred because SME is a slightly
heavier fuel than JP-8 and the TG3A
engine is optimized for JP-8. However,
at cruise and takeoff conditions, the
differences in fuel properties no longer
affected engine performance and
environmental emissions decreased.

To achieve the second objective a
detailed analysis of JP8 and blends of
2, 10, and 20% SME in JP8 was
performed. Comparing the results to
the specifications found that the blends
complied with many, but not all of the
specifications. Non-compliance
generally falls into two categories: those
due to the presence of glycerol {a by-
product of the esterification process)
in the SME and those related to cold
flow properties associated with the
heavier esters present in the SME.
Glycerol content can be controlled by
careful processing of soybean oil into
SME and by downstream phase

», North Dakota

Soybean Council
-, Qur World Is Growing.

1411 32nd St. SW » Fargo, ND 58103

separation. However, the cold flow
properties issue remains to be solved.
Tests were also conducted to determine
the trace metals content of SME and
JP-8. Since SME is derived from an
agricultural product, there is the
potential for update of residuals
inorganics from the soil. The results
show fairly significant concentrations
of iron (105 mg/liter) and copper (10
mg/liter) with lower concentrations of
arsenic (320mg/liter), antimony (295
mg/liter), and selenium (166 mg/liter).

Based on these promising results, efforts
are now underway to chemically
manipulate the chemical composition
of the soybean oil-derived fuel in order
to overcome the cold flow limitations
of SME. These efforts are focused on
mild thermal and catalytic cracking
techniques to transform the heaviest
of the molecules present in the fuel
feedstock and thus produce a fuel more
amendable to cold conditions.

The potential market impact from
this project is substantial. If only
1% of the current U.S. military jet
fuel supply is replaced by this biojet
fuel, it will require the production
of 26 million gallons per year of
this new product with gross sales
of approximately $42 million per
year. Can you imagine a world
where airplanes fly because of
soybeans?

Ph: 701.239.7 194 « Toll Free: 888.469.6409 « Fax: 701.23%9.7195
www.ndsoybean.org * soybeancouncil@ndsoybean.org

UNITED SOYRRAM
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FARMERS

CouNciL Looks To ExpaND PACIFIC

NORTHWEST QPPORTUNITIES

To keep North Dakota soybean farmers
well positioned in the world marketpiace,
the North Dakota Soybean Council has
enhanced their International Marketing
efforts recently by capitalizing on
opportunities to expand export markets
for North Dakota soybeans,

In July, North Dakota Soybean Council
(NDSC) Chairman Matt Mechtel, NDSC
Director Robin Pratt and NDSC Marketing
Specialist Tim Radermacher traveled to
Japan for the American Soybean
Association’s (ASA) Food Bean Seminar
in Tokyo. Numerous Japanese firms
attended the seminar representing an
array of facets of the soybean industry; -
for example, Tofu, Miso, Natto and whole
bean.

While in Japan, the Council's delegation
took the opportunity to meet the U.S,
Minister - Counselor for Agricuitural
Affairs in Japan. During their meeting,
the North Dakota delegation discussed
U.S. soybean quality, price and supply.
The Council delegation aiso met with
representatives from the Japanese office
of the American Soybean Association
and U.S. representatives of the Midwest
Shippers’ Association.

The group also had the opportunity to
visit the Kikkoman Corporation in
Shinbashi and tour their soy sauce plant.

From left to right: North Dakota Soybean Council
(NDSC) Marketing Specialist Tim Radermacher,
NDSC Director Robin Pratt and NDSC Chairman
Matt Mechtel tour Kikkoman Soy Sauce Corporation.

F E DI NG

ND Soybean Council board members, along with
other state soybean board members, tour the
Grays Harbor loading facility in September.

The tour gave the men a good
understanding of how Kikkoman's
products are made and the large amount
of feed stock the corporation requires to
produce their products.

The Council feeis buiilding face-to-face
relationships with key international
customers and potential new customers
is essential to a successful Internationai
Marketing program.

On the home front in September,
members of the North Dakota Soybean
Council traveled to Washington State to
get a first-hand ook at AGP's Grays
Harbor Terminal. NDSC has financially
supported AGP's Grays Harbor project,
past and present, due to the port's
tremendous benefit to North Dakota
soybean farmers. NDSC Chairman Matt
Mechtel, NDSC Secretary/Treasurer
Mike Satrom, NDSC Marketing Specialist
Tim Radermacher, NDSC Board
Members Joel Thorsrud, Dennis Feiken
and Dennis Renner traveled to the Waest
Coast's newest hub for business
development and international trade.

Grays Harbor is buik loading facility that
conveys agricultural commaodities direct
from rail cars to vessels. This facility
allows AGP to ship their products
considerably faster than any other West
Coast port to Pacific Rim locations.

A MERI CA!




ith
harvest
a little

late this year,
along with some
weather set
backs, hopefully
all of you are
fairing well in your
soybean fields.

3ut the weather has not slowed down
e North Dakota Soybean Councit.
The summer has been a busy time of
year with many projects undertaken.
Our international marketing program
has been stepped up this last year, and
a Council delegation traveled ta Japan
this summer to begin relations in that
country. The Council plans to continue
broadening our international marketing

“s even more throughout the next

In September, the Council was invited
to tour AGP's Grays Harbor loading
facility in Washington state. What a
great state-of-the-art facility! We had
the opportunity to see how the

October
1 ND Medical Assoc. Annual
Convention - Soy sponsored luncheon

2 Women's Showcase at the
Fargodome - Soyfoods promotion

Health Fair at the Gateway Mall
in Bismarck - Soyfoods Promotion

American Heart Assoc. “Go Red”

heon in Grand Forks - Council
sorship

18 Women's Expo in Bismarck at

Page 2

CHAIRMAN'S COMMENTS

gy MAaTT MECHTEL,

complete terminal operated. It was
surprising to learn that the facility has
no storage facilities, but everything was
managed for timeliness and total cost
effectiveness. When unioading their
soy meal, it was impressive how the
operation ran like a “well ciled
machine.” The cleanliness of the
facility was also unbelievable! We
were all privileged to be given the
opportunity to view this new facility that
has been a true benefit to North Dakota
soybean producers by opening the
door in transportation and commerce
for our northern beans.

Biodiesel promotion also continues to
top our project list. This summer, the
Council continued to spread the good
word of biodiesel across the state. The
North Dakota Soybean Growers
Association black biodiesel pick-up
continues to log many miles, while
striking up interest rofling down the
highway. It's amazing how many
farmers and diesel consumers are
aware of biodiesel and are now fans of
the alternative fuel, versus only a few
short years ago when biodiesel was

UpcomiNg NDSC EVENTS

MARK YOUR CALENDARS!

the Ramkota - Soyfoods promotion

28-27 ND Petroleum Marketers Assoc.
Annual Convention in Bismarck at the
Ramkota Inn - Biodiesel Promotion

27 ND Dietetics Convention in
Valley City - Soyfoods luncheon

30 NDSU Harvest Bowl Football
Game - Council sponsorship

November

30 - Dec. 1 NDAA Northern Ag Expo

PaGce

unknown by many. The Council
promises to continue promoting our
own vegetable oil-based renewable fuel
with hopes to see all diesel consumers
in North Dakota using a blend of
biodiesel.

And also, the Council is in the midst of
collecting soybeans across the state for
a second year as part of a three-year
soybean collection project analyzing
protein and ofl in our North Dakota
grown soybeans to gather accurate
data.

' Remember, our Pacific Northwest
customers purchase soybeans on
quality. We need to continue working
on improving our oil and protein levels
so these countries will continue to look
to us for their soybeans. But|am very
confident our North Dakota soybeans '
will meet our PNW customer's needs.

Best of luck with harvest!

Matt Mechtel

NDSC Chairman

- Soybean
promotion

December
6-9 United
Soybean Board Meeting in St. Louis, MO

16 ND Soybean Council Board
Meeting at the ada in Fargo

February
10 ANNUAL NORTHERN SOYBEAN
Expo AT THE RAMADA PLAZA SUITES Ity .
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NORTH DAakoTA NATIONAL REPS TRAVEL OVERSEAS TO

LEARN How To BETTER EXPAND FOREIGN MARKETS

. aving only been on the board since December, United
.1 Soybean Board (USB) Director Vanessa Kummer of
Colfax, ND has enthusiastically jumped into her new
position to better serve North Dakota and United State
soybean farmers. As a USB board member, Kummer was
appointed to USB's International Marketing Committee, Asia
sub-committee, and has had the opportunity to travel overseas

in the last six months. Her most recent trip was to People’s
Republic of China.

Kummer, along with USB Trade Anaiysis Committee Chair
Bryan Hieser, accompanied a delegation July 19-29th to
China. During their stay, they met with Chinese Agricultural
ministry officials at the federal and provincial levels, toured
soybean research facifities and met with soybean producers.
The objective of the trip was to determine China's capacity to
increase soybean production, determine their level of research
technology, what research technology could be transferred to
the U.S., and to analyze the country's strategic direction for
soybean utilization. The team determined that China could
double their soybean production, but in reality it is highly
unlikely. In China, competitive products, such as more
itable corn and high value vegetabie crops, are putting
qura on soybean production to decline rather than
rease. ASA Chairman Ron Heck and a representative from
the North America Export Grain Association and the USDA
Economic Research Service accompanied the USB directors
on this mission.

Along with her International efforts on USB, Kummer has aiso
kept busy on USB'’s Select Yield and Quality Committee.
During Big Iron September 14-16 in West Fargo, Vanessa,
along with USB Director Kent Gronlie of Northwood, ND, was
present at the USB exhibit booth talking to farmers about the
importance of selecting quality
soybean varieties. Soybean

B checkoff farmer-leaders like

B VVanessa are working 1o ensure
U.S. soybean farmers get the
most out of their crop. The United
Soybean Board is satisfying this
need by urging farmers to select
high-yielding varieties that also
have high protein and oil content.
This year, the soybean checkoff
is encouraging farmers to choose

Above: USB Director Vanessa
Kummer

North Dakota Soybean News, Octobar 2004

Right: Rick Ostlie
{fourth from the
right) was a
member of the
Japanese
Partnership Team
in August and
traveled to Japan
with ASA to
discuss important
issues facing
today's soybean
industry.

high-yielding soybeans that target 19 percent oil and 35
percent protein, to help ensure a stable future for the entire
U.S. soybean industry,

President Rick Ostlie of Northwood recently traveled to
Japan this past summer to promote U.S, soybeans and
soybean products to our internationat customers.

N ewly elected American Soybean Association (ASA) Vice

A Japanese Partnership Team, comprised of QOstlie, along with
ASA President Neal Bredehoeft, United Soybean Board (uss)
International Marketing Vice Chair Mark Pietz, USB International
Marketing Asia Subcommittee Chair Curt Raasch, USB
Executive Director Janice Dahl, ASA Internationai Marketing
Asia Division Director Paul Burke represented the United
State’s soybean industry August 22-27. Also, accompanying
the team was special guest member Randy Gordon from North
American Export Grain Association, Inc. who is also Vice
President of National Grain and Feed Association.

The delegation traveled to Japan to attend the 8th Annual
Partnership meetings. The team, along with Japan Country
Director Tom Nishio and USB International Marketing Japan
Consultant Karl Sera, had meetings with key customers from
the crushing industry and trading firms. Meeting topics
inciuded: the new crop outlook, an update on Select Yield &
Quality Initiative, soybean supply and demand outlook and
agricultural chemical management on soybean farms. From
the Japanese side, an update on soybean and soy oil markets
in Japan and analysis of imported soybean quality were
presented. In addition to the meetings and a reception, the
team visited Hannan Plant of Fuji Oil Company and No.2 Plant
of J-Qil Mills in Osaka and Kobe areas and Kashima Plant of
Showa Sangyo Company. The partnership program provides
an opportunity to discuss and exchange views on key issues
facing the two industries, and reinforces the U.S. soybean
industry’s commitment to the Japanese market.
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NorTH DAKOTA'sS DARREN KADLEC HELPS CHART

NexT STeps FOR WISHH PROGRAM

Program Builds Demand for U.S. Soy

orth Dakota Soybean Council Board Member Darren
Kadlec likes seeing a program that is built from the
ground up, and even better, he likes a program that
builds demand for U.S. soy. The World Initiative for Soy in
Human Health (WISHH) program is both.

This year, Kadlec helped guide the WISHH program as one of
nine farmer leaders from across the country to participate in
the WISHH strategic planning process. With three years
experience complete, WISHH undertook a strategic pianning
effort to help chart its path for the next four.

"The WISHH strategic plan has cutlined a business plan on,
how we will succeed," says Kadlec. "We are creating allies
through food assistance. The relationships we build through
WiSHH will allow us to partner in countries that we know
geographically fit with where we can ship U.S. soy.”

Soy for human consumption is expected to continue to grow
worldwide, but especially in Asia, Africa and Central America.
Global demand for protein by 2025 is expected to increase by

re than 80% from today's consumption levels, according to

iversity of lllinois Assistant Dean, College of Agricultural,
Consumer, and Environmental Sciences Steve Sonka. Such
dramatic protein needs will create many opportunities for both
livestock and soy protein sources.

Opportunity to impact that growth for U.8. soy is why the
North Dakota Soybean Council is one of 17 state soybean
organizations that suppart the program along with the
American Soybean Association (ASA} and United Soybean
Board. Their goal is to build more bridges between America's
bounty and sustainable nutrition programs in countries where
rapidly growing populations of all income leveis can benefit
from soy in their diets.

WISHH accomplishments to date have included:
+ Gaining USDA and U.S. Agency for International
Development (USAID) approval of five value-added soy
protein products, defatted soy flour, TSP, soy protein
concentrates, isolated soy protein and soy milk replacer, for
use in international food assistance programs. USDA and
SAID have begun purchasing several of these products.
‘T hrough WISHH education and cutreach to private
oluntary organizations, like Africare and Counterpart
International, at least eight groups have requested these

Page 4

products in their food assistance programs.

« Supported the feeding of 43,600 children through school
feeding programs in Cote d'lvoire, Honduras, Kenya, Senegal
and Zimbabwe.

+ Leveraged soybean grower support for WISHH by securing
outside funding from the USDA, USAID and soybean industry
partners, such as Archer Daniels Midland and Cargill. The
strategic pianning team helped craft a mission statement for
WISHH that is to create sustainable solutions for the protein
demands of people in developing countries through the
introduction and use of U.S. soy products. Their work aiso
identified more than 15 strategic goals and objectives that fall
into a number of major results areas, including:

- Increase the use of soy products in food assistance
and commercial market development and improve
communication of results with quantitative and qualitative
data;

- Grow and diversify the resources from outside
donors;

- Obtain a charitable tax status to support fundraising
and establish a formal board of directors;

- Ensure WISHH is well represented in Washington,
D.C. where many food assistance programs, Private
Voluntary Crganizations and other key stakehoiders are
located.

Kadlec says that WISHH's work is a good complement to
ASA's international livestock market development programs.
He also likes the fact that WISHH can make such a difference
to the health of children around the worid. "Protein is the
basic need of life that we forget in this country,” he says.

* e -
Salesian Missions added Textured Vegetabie Protein (TM) to
rice and vegetable dishes for school children in Cambaodia
after WISHH helped provided information about soy products
to Catholic organization. Salesion Missions then requested
the product through the U.S. Department of Agriculture's
Food for Progress Program. Photo credit Emest Kuhn

North Dakota Soybean News, October 2004
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DeLicious REcCIPES wiTH SoY ProMOTE GooD

HeEALTH FOR THE WHOLE FAMILY

Great Health, Great Taste Everyday!

e all try to maintain a healthy diet. We look for

ways to improve our family's meals, but for kids

and adults alike, taste still rules at the dinner tabie,
Easy to follow step-by-step recipes will help you add flavorful
and healthful soyfoods to all your meals. From soynuts to
soymilk, soy appears in many products and adds a powerful
dose of protein without sacrificing taste.

A new study published in the Journal of the American
Medical Association shows that obesity is quickly closing in
an tobaccoe as the nation's number one preventable killer,
According to dietitian Lynn Grieger, RD, soy provides a
natural solution.

"Along with exercise, a balanced diet rich in soy contributes
to a healthy body,” Grieger commented.

Not only is soy a versatile ingredient, but studies show there
are many possible health benefits to a soy-enriched diet.
Soy may help prevent heart disease, osteoporosis and

and prostate cancers.

According to United Soybean Board's Consumer Attitudes
about Nutrition study, 89 percent of Americans indicate
nutrition is important when choosing food products and 74
percent recognize soy products as heaithy.

No matter what the craving, soy can be incorporated into alt
types of cuisine, including a low-carbohydrate diet. If you
viould like to learn more about soyfoods or receive free

recipes, call the North Dakota Soybean Council at 1-888-
469-6409 or log onto www.ndsoybean.org

CORN AND Soy MUFFINS

1 1/2 cup All purpose flour ¢
1/2 cup Yellow cornmeal
1/4 cup Soy flour

1/4 cup Sugar

1 Tbsp. Baking powder
1/2 tsp. Salt

1 cup Light soymilk

2 Eggs

1/4 cup Soybean oil
{vegetable oil)

Mix flour, cornmeal, soy
flour, sugar, baking powder [
and salt. Combine soymilk, J
eggs and oil; add to dry
ingredients and mix oniy enough to moisten. Fill oiled muffin
tins. Bake at 400°F for 15 minutes, Makes 12 muffins.

Nutritional Analysis per muffin: 162.4 calories, 4.2 gm protein, 22.8
carbohydrates, 6.2 gm fat, 35.4 mg cholesterol, 1.0 gm saturated fat, 237.9
mg sodium, 1.0 gm dietary fiber.

LocATE YOUR NEAREST BloDIESEL RETAILER

or call the Soybean Office at 1-888-469-6409.

Board’s (NBB) website at www.biodiesel.org

For a list of current fuel retailers in North Dakota who offer a 2%
(B2) or higher biend of biodiesel, be sure to log on to North
Dakota Soybean Council’s website at www.ndsoybean.org

To learn all about biodiesel, be sure to log on to the National Biodiesel

The number of
bicdiesel
retails sites
continues to
grow
throughout the
state, with a
few sites
salling the
allemative fuel
at the pump...
even B20!

North Dakota Soybean News, October 2004

' North Dakota Soybean Council is a proud member of NBB.
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NoORTH SoYBEAN COUNCIL IN PICTURES
MAKING YOUR CHECKOFF PAYOFF!

3rd Annual KFYR Tractor Trek: The 2004 3rd Annual
KFYR’s Tractor Trek was held June 18th, and the
Council was a proud sponsor. All kinds of tractors
turned out to take part in the fun. KFYR'’s Tractor Trek
was an opportunity for tractor collectors to celebrate
their hobby and for the community o reminisce about
the days gone by and to showcase tractors of the
current era. The North Dakota Soybean Growers
Association's Biodiesel Pick-up was also present during
Tractor Trek.

YR SEW 4% L\

Minnesota Soybean Research & Promotion Council
and Minnesota Soybean Growers Association visit
North Dakota: Soybean farmer leaders of Minnesota
visited the Red River Valley in June. On the evening of
June 23rd, the North Dakota Soybean Council hosted a
dinner for both North Dakota and Minnesota state
soybean leadership to meet and discuss soybean
related issues at the Holiday Inn in Fargo. Above:
Council Secretary/Treasurer Mike Satrom of Galesburg

‘elcomes Minnesota leaders. At Mike's far left is fellow
A

ouncil Director Joel Thorsrud of Hillsboro. To Mike's
ight is North Dakota Soybean Growers Association
President Jeff Leinen of Great Bend.

Fargodome's Annual Rib Fest: Fargodome’s Annual
Rib Fest was held June 9-12. The North Dakota
Soybean Council sponsored this event and passed out
soynuts to all entering guests. The North Dakota
Soybean Growers Association’s Biodiesel Pick-up was
parked for the duration of the event. Since livestock
continues to be our number one customer of soybeans,
the North Dakota Soybean Council continues to actively
promote and support the North Dakota livestock industry.

A‘& ?-,

North Dakota State Fair: Since the North Dakota State
Fair is home to the largest annual event in North Dakota,
the North Dakota Soybean Council exhibited again this
year in Minot, July 23-31. Biodiesel was heavily
promoted during the fair, but soy recipes, soyfood
infarmation and soybean production information was also
available for fair guests. Biodiesel demand has increased
out in the westemn part of the state as well, with biodiesel
even being sold at the pump. Above: A family receives

soy coloring books along with
soy color crayons. Next year's @
State Fair will be July 22-30, <2 %5

2005.
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2nd, the North Dakota Soybean Council

sponsored a Red Hawk’s Baseball Game in
Fargo. The Council promoted soyfoods and
soy health during the game. The scoreboard

and announcer touted the merits of soy

throughout the game and all Red Hawk guests
received soynuts upon entering the stadium.
Above: Council Vice Chairman Brett Johnson
of Mooreton throws out the first ball of the game,
while Redhawk’s mascot Hawkeye catches.

Golf Tournament: The North Dakota

Soybean Council was a sponsor of the
1st Annual North Dakota Soybean
Growers Association Golif Tournament,
which was held at Rose Creek Golf
Course in Fargo August 31, 2004. The
event was open to all soybean farmers
and generated new membership for the
North Dakota Growers Association.
Above: Kim Alberty (left) of Agassiz
Seed and Supply and Aaron Skyberg
ht) of SK Food enjoy the beautiful
on the course during their four-man

cramble tournament.

Red Hawk’s Game Sponsorship: On August

Board Member Dennis Renner
{(pictured right) of Mandan
speaks to local soybean
farmers during Carrington’s
Research Field Tour September

. 9th. The Council sponsored
five field tours this year in Park
River, La Moure, Arthur, Great
Bend and Carrington.

Fargo Heart Walk: The Council is a
proud sponsor this year of the
Amaerican Heart Association's North
Dakota Heart Walks. Heart Walks
are a non-competitive walking event
that raises money to fight heart
disease and stroke. Donations are
collected to help fund lifesaving
research and community education
programs for adults and chiidren.
Along with the Council’'s sponsorship,
soynuts were passed out to walkers
at the September 11th Fargo Heart
Walk.

Big fron: The North Dakota Soybean
Council again heavily promoted Biodiesel
this year at Big Iron in West Fargo,
September 14-16. Biodiesel, courtesy of
the North Dakota Soybean Council, was
used in field demonstration tractors at Big
iron this year. Above: NDSC Marketing
Specialist Tim Radermacher speaks to
farmers about the advantages of
biodiesel and answers questions at Big
Iron. ‘

THE COUNCIL
INTRODUCES NEW LoGo

he North Dakota Soybean Council
is excited and proud to unveii their
re-designed state soybean iogo.

The success of today's North Dakota
soybean farmers depends on more
than just a gocd harvest. it also relies
on increasing the market share and
growing demand for our northern
soybeans. This is why the Council
has decided to change their “look.”
The North Dakota Soybean Council
and North Dakota farmers are part of
an expanding, thriving worldwide
market. Most importantly, the North
Dakota Soybean Council's top priority
is to help North Dakota soybean
farmers become more profitable and
the logo represents this mission.

North Dakota Soybean News, October 2004
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ith fall around the corner and kids now heading back to

the classroom, the North Dakota Soybean Council
(Council) has approved a new project designed to help more
school districts across North Dakota try the aiternative fuel,
biodiesel, in their school bus fleets.

Recently, North Dakota school districts around the state were
given the opportunity to apply for the North Dakota Soybean
Council's School Bus Biodiesel Grant Program. The Council
is offering funds to offset the incremental cost of biodiesel.
With this grant program, the Council hopes to help schools
with tight budgets and show districts how easy using biodiese!
in school buses can be.

Biodiesel can be used in existing engines with no modifications,
which saves budget-strapped school districts from the expense
etrofitting buses or purchasing costly new alternative buses.

With some children riding in school buses for long periods of
time, children are exposed to sooty, black, exhaust that
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pollutes the air children breathe r oo
on a school bus.

National studies, including one completed by the United
States Environmental Protection Agency (EPA), confirm that
diesel exhaust contains harmful particulate matter that can
lodge deep in the lungs and exacerbate asthma, a condition
most prevalent among children. This particulate matter also
contains carcinogenic compounds and has been linked with
heart and lung disease. Last year, the EPA issued standards
to clean up dirty diesel trucks and busses, which would
prevent more than 360,000 asthma attacks and 8,300
premature deaths annually.

in 2003, the Mandan School District was the first school
district in North Dakota to begin using biodiesel in their buses.
The Council hopes this new School Bus Biodieset Grant
Program will encourage more school districts to take
advantage of the domestically-produced, renewable fuel and
also help improve children’s heaith.

North Dakota Soybean News, October 2004
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NORTH DAKOTA SOYBEAN COUNCIL

Left: The ND Soybean
Growers Association
purchased a biodiesel
pick-up in 2003. The
ND Soybean Council
purchases advertising
of biodiesel on the
pick-up. Right: The
Council has funded
projects to assist
school districts’ usage
of biodiesel in their

school buses.

] Left: The Council spon-

| sored a Holiday Shuttle in
2003 that shuttled shop-
pers between the mall and
various stores in Fargo. A
school bus was used for
high visibility. Right: The
Councit purchased several
biodiesel kiosks that are
set up in high traffic loca-
tions in North Dakota. For
| example, major mails and
airports in Fargo, Grand
Forks and Bismarck.

Top left: The ND
Soybean Council
toured AGP’s Grays
Harbor facility in

2004. The Council
helped fund the initial
marketing program for
AGP’s new facility
located in Washington
state. The facility is a
day closer to the mar-
kets of the Pacific Rim
than any other West
Coast port. Bottom
left: The Council
traveled to Guatemala
in 2004 to help pro-
mote the consumption

5

Above: The ND S

i

of soy in underdevel-
oped countries. The
Council is a member
of WISHH (World
Initiative for Soy in
Human Health), which
organized the South

oybean Council continually
hosts trade teams that visit North Dakota,
which generally attend the Northern Crops
Institute or sponsored by the American
Soybean Association.




Left: Council leaders
1 have a good relationship
with ND media and
address soybean issues
with the media regularly.
Right: The Council
attends numerous ag
shows throughout the
year, including the ND
State Fair, Big Iron,
It International Crops Expo,
| Northern Ag Expo, KMOT
1 Ag Show, KFYR Ag Expo

- 33 . s
Above: During 2004’s
Soyfoods Month, the
Council sponsored soyfood
demonstrations tables at
various grocery stores
throughout the state.

truck showcased on the field.

bove: The Council annually sponsors
NDSU's Harvest Bowl game. As part of
the sponsorship, soy nuts are passed out
to attendees, along with the biodiesel

and the ND Grain
Dealers Convention,
among others.

Above: The Council is a statewide sponsor of
the American Heart Association. Council
advertisements of soy foods and health are
promoted at statewide Heart Walks, Go Red
Luncheons and American Heart
Association Galas.

Above: The Council sponsored a Red
Hawl’s game in 2004, Soynuts were
passed out to all attendees as part of the
sponsorship.

Top right: The
Council exhibits at
numerous health
and women conven-
tions promoting soy-
foods and soy
health. Bottom
right: The Council
annually participates
in the statewide
North Dakota Living
Ag Classroom
events, which take
place in Fargo,
Bismarck and Minot
and help educate
4th graders on vari-
ous commodities in
the state.
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North Dakota State Potato Council
PO Box 5674
Grand Forks, ND 58206-5674

Roger Johnsen, Chairman
Commissioner of Agriculture

REPORT TO THE
2005 NORTH DAKOTA LEGISLATIVE ASSEMBLY
SENATE AND HOUSE AGRICULTURE COMMITTEES

LEADERSHIP

The North Dakota Potato Council is composed of the commissioner of agriculture or his designated
representative, who is chairman of the council, and one participating grower elected from each of the five
districts. Every elected council member must be a citizen of the state and a bona fide resident of and
participating grower in the district he represents. The term of each elected member is three years and
begins on July first of the year of election. If at any time during a member’s term he ceases to possess
any of the qualifications, his office is deemed vacant and the council shall appoint another qualified
participating grower for the remainder of the term of the office vacated. All such elections must be
conducted in the month of June. No elected member of the council is eligible to serve more than two
consecutive three-year terms.

SERVICES

The production, development, marketing and promotion of Irish potatoes in North Dakota are important to
the generai welfare of the people of the state of North Dakota. it is in the public interest that better
methods of production, processing, marketing, advertising and promoting of potatoes grown in the State
of North Dakota be fostered, encouraged, developed, and improved so that the people of the state, potato
industry and people employed by said industry, directly or indirectly, should be benefited.

Providing research for producers on control of insect, weeds and diseases, as well as better cult