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I Ministry Vision and Role of ARIO

Ministry Vision

“A strong agri-food sector that is integral to Ontario’s economy and contributes
innovative solutions to protect the environment, to provide safe and nutritious
food, to promote the bio-economy and to support the health and well-being of
Ontarians.”

The Ontario Ministry of Agriculture, Food and Rural Affairs invests significantly in research,
education, technology transfer and analytical and diagnostic services to achieve the above vision.
A strategic and coordinated priority setting system is integral to funding excellent research. The
Agricultural Research Institute of Ontario is an important part of such a system.

Role of the Agricultural Research Institute of Ontario (ARIO)

The Agricultural Research Institute of Ontario (ARIO) fills a unique role in providing strategic
direction for research activities that contribute to prosperous, competitive and sustainable agricul-
tural, food and rural sectors in Ontario. The Institute was created in 1962 under the Agricultural
Research Institute of Ontario Act and reports to the Minister of Agriculture, Food and Rural Affairs.
ARIO’s mandate, as defined by the Act, is to advocate areas of research for the betterment of agricul-
ture, veterinary medicine and consumer studies and to increase production efficiency and marketing
of agricultural products by stimulating interest in research.

ARIO Mission Statement:

ARIO, as appointed representatives of the agri-food sector, are dedicated to the strategic use of
science and innovation to enhance the sustainability and profitability of Ontario’s agri-food sector.
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Letter from the Chair

Guelph, Ontario
June 26, 2006

Honourable Leona Dombrowsky

Minister of Agriculture, Food and Rural Affairs
Legislative Buildings

Toronto, Ontario M7A 1A3

Dear Minister Dombrowsky:

I have the honour of submitting the 42nd annual report of the Agricultural Research Institute of Ontario (ARIO) for
the period April 1, 2005 to March 31, 2006.

Members of the ARIO are extremely pleased with the accomplishments over the past year, including the realization

of an ARIO recommendation into a highly successful inaugural Agri-Food Innovation Forum, as well as the pre-
sentation of the Agri-Food Innovation Awards. Other highlights include a review of the Institute’s governance, the

implementation of an expert panel approach to priority setting, and the introduction of two new research programs

in Bioproducts and Sustainable Production Systems.

We are also pleased that the Government of Ontario acted on the Institute’s advice regarding transferring respon-
sibility for agricultural education and research infrastructure to the ARIO. We look forward to opportunities for
improved alignment of resources to current and emerging program needs, more efficient and cost effective opera-
tions, and the increased private sector partnerships that this decision facilitates.

We continue to enjoy a strong working relationship with the ministry and feel privileged to not only make recom-
mendations regarding research funding but also, to work with researchers of the highest calibre who value the
pursuit of excellence, innovation and relevance in agri-food and rural research.

This report summarizes our activities and achievements over the past fiscal year. We are pleased to share this
information with you.

Sincerely,

Murray Porteous,
Chair, Agricultural Research Institute of Ontario
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Chair’s Report

D uring 2005-06, the Agricultural Research Institute of Ontario continued to implement the key, high priority
recommendations for the future directions of agri-food research in Ontario, which we first presented in June 2004.

The Institute reviewed its governance structures in the fall of 2005, to improve our ability to provide the Minister of
Agriculture, Food and Rural Affairs with strategic, long-term advice. Three specialized committees were created to
address executive, infrastructure and business planning issues to ensure we were properly positioned for the transfer
of research and educational infrastructure.

An ad hoc Panel, set up to establish research priorities for Sustainable Production Systems, provided expert advice that
better allowed us to view sustainable production research in Ontario through a strategic, long-term (five to 10 years)
lens. ARIO relied on the panel’s input when we provided recommendations to OMAFRA regarding the introduction
of the Sustainable Production Systems Research Program, which integrates the former plant and animal research
programs.

The inaugural Agri-Food Innovation Forum, also a recommendation of ARIO, which focused attention on the potential
of agri-food research to enhance human health, was well-attended by scientists, researchers, agricultural producers,
business innovators and executives. The 2006 Forum has a focus on bioproducts, and will be held in collaboration with
the BIO World Congress on Industrial Biotechnology and Bioprocessing.

As part of the forum, the Agri-Food Innovation Awards, recognizing and celebrating young research talent in On-
tario, were presented in three categories: Communications, Innovation and Young Canadian Innovator. The SPARK —
Students Promoting Awareness of Research Knowledge - initiative at the University of Guelph captured the
Communications Award; The Fresh Cut Apple Slices Team, comprising representatives from the whole apple value
chain, earned the Innovation Award; and, Dr. Alison M. Duncan garnered the Young Canadian Innovator Award for
her work with soybean isoflavones.

In August 2005, the minister announced that the province’s 14 research stations and 3 agricultural colleges would be
transferred to ARIO on April 1, 2006. Institute members believe this is the beginning of a new era in agri-food research
and innovation, which will provide for a more efficient use of current investments and, more importantly in the long
run, an opportunity for greater industry influence, investment and partnership in the future development and utiliza-
tion of these sites.

ARIO looks forward to another good year of activities, engaging the agri-food industry to identify opportunities to
better use and enhance our research infrastructure, and providing strategic advice to the minister on the province’s
agri-food research and innovation agenda.

Murray Porteous
Chair, ARIO
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Director’s Report

T rue innovation and sustainability for the agri-food industry and rural communities will come only from strategic
investments in the future. Innovative research will assist Ontario’s agri-food sector in taking advantage of oppor-
tunities in new areas such as bioproducts and nutraceuticals, laying the groundwork for success in the increasingly
competitive global markets.

OMAFRA invests approximately $40 million in research funding annually for the benefit of the agri-food sector, and
works in partnership with stakeholders to identify strategic directions and to set priorities for research.

With advice from the ARIO, the University of Guelph successfully introduced two new research programs — the
Bioproducts Program and the Sustainable Production Systems Program.

The Bioproducts program represents a new research focus, that investigates the replacement of petroleum-based prod-
ucts with renewable, plant-based resources. It builds on the university’s expertise in life sciences, crop and livestock
genetics and production and business/market analysis.

i

‘ The Sustainable Production Systems Program will encourage scientists from a range of disciplines and institutions to
David Antle, collaborate and pursue plant and animal research in an integrated and sustainable manner.
Director of Research
Following ARIO’s recommendations, the decision was taken by the Ontario government to transfer 14 research
stations and 3 agricultural college properties to ARIO, effective April 1, 2006. This is expected to provide opportunities
to more effectively align research infrastructure with research priorities, to improve cost effectiveness, and to create
opportunities for significant industry partnerships.

ARIO increased the frequency of its meetings in 2005-06, to more effectively meet the new strategic focus that resulted
from its governance review.

I sincerely thank the members of ARIO for all their hard work and dedication to furthering innovative agricultural and
agri-food research and other initiatives during the past year, and look forward to their continued expertise, commit-

ment and dedication during the exciting year ahead..

I would especially like to acknowledge Ginty Jocius for his significant contributions as the ARIO’s Chair between
January 2002 and November 2005, and for his outstanding dedication to Ontario’s agri-food industry.

Dave Antle, Director of Research
Agricultural Research Institute of Ontario
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I Auditor’s Report

To the Director of Agricultural

Research Institute of Ontario R I &IB

We have audited the combined statement of financial position of the Research Trust Funds of the ROBINSON LOTT & BROHMAN LLP
Agricultural Research Institute of Ontario (“ARIO”) as at March 31, 2006 and the combined statement Chartered Accountants and Business Advisors
of revenue and expenses for the year then ended. These financial statements are the responsibility of

ARIO’s management. Our responsibility is to express an opinion on these financial statements based

on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance 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.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of the Research Trust Funds of the Agricultural Research Institute of Ontario as at March 31, 2006 and

the results of their operations for the year then ended in accordance with Canadian generally accepted
accounting principles.

//;W bedd v oot LLS

Guelph, Ontario Chartered Accountants
May 25, 2006
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Agricultural Research Institute of Ontario

Research Trust Funds

Combined Statement of Financial Position

As at March 31, 2006

Assets

Cash and cash equivalents
Due from ARIO

Accounts receivable

Land

Liabilities

Due to other research trust funds
Accounts payable

Unclaimed expenditures

Holdbacks

Fund balance

Alternative
ARIO Renewable New March 31, March 31,
(note3) Fuels VMAP Directions  Food Safety Eliminations 2006 Total 2005 Total
$ $ $ $ $ $ $ $

10,974,350 0 0 0 0 0 10,974,350 10,633,024
0 345,486 672,603 6,814,468 1,190,767 (9,023,324) 0 0
270,046 115,245 3,501 35,486 6,181 0 430,459 201,321
9,793 0 0 0 0 0 9,793 9,793
11,254,189 460,731 676,104 6,849,954 1,196,948 (9,023,324) 11,414,602 10,844,138
9,023,324 0 0 0 0 (9,023,324) 0 0
393,133 0 0 89,643 53,110 0 535,886 539,953
38,456 49,208 60,000 1,809,207 538,368 0 2,495,239 2,722,581
0 5,612 0 66,991 19,808 0 92,411 326,265
9,454,913 54,820 60,000 1,965,841 611,286 (9,023,324) 3,123,536 3,588,799
1,799,276 405,911 616,104 4,884,113 585,662 0 8,291,066 7,255,339
11,254,189 460,731 676,104 6,849,954 1,196,948 (9,023,324) 11,414,602 10,844,138

See accompanying notes
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I Auditor’s Report

Agricultural Research Institute of Ontario

Research Trust Funds

Combined Statement of Revenue and Expenses
As at March 31, 2006

Alternative
ARIO Renewable New March 31, March 31,
(note3) Fuels VMAP Directions Food Safety 2006 Total 2005 Total
$ $ $ $ $ $ $
Revenue
Grant income 0 213,450 0 1,350,000 500,000 2,063,450 1,962,389
Revenue and royalties 992,034 0 0 0 0 992,034 751,258
Investment income 59,943 9,222 17,381 175,415 31,689 293,650 439,889
1,051,977 222,672 17,381 1,525,415 531,689 3,349,134 3,153,536
Expenses 521,686 155,577 1,421 1,210,196 575,947 2,464,827 3,410,392
Write down of investment 75,924 0 0 0 0 75,924 0
Net revenue (expenses) 454,367 67,095 15,960 315,219 (44,258) 808,383 (256,865)
Fund balance, beginning of year 1,340,202 183,803 600,144 4,769,364 361,826 7,255,339 6,933,043
Net amount transferred from (to) 4,707 155,013 0 (200,470) 268,094 227,344 579,152
unclaimed expenditures
Inter fund transfer 0 0 0 0 0 0 0
Fund balance, end of year 1,799,276 405,911 616,104 4,884,113 585,662 8,291,066 7,255,330

See accompanying notes
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Notes to the Financial

Statements
For the Year Ended March 31, 2006

1. NATURE OF BUSINESS

The Agricultural Research Institute of Ontario (ARIO) is a non-profit corporate body reporting directly to the Minister of Agricul-
ture, Food and Rural Affairs. It was created by the ARIO Act (1962) with specific responsibilities over the co-ordination and direc-
tion of agricultural research programs in Ontario. These programs relate to a broad range of commodities and disciplines, covering
all aspects of the agri-food system. In addition, ARIO manages the Vegetation Management Alternatives Program research fund on
behalf of the Ministry of Natural Resources, and all funding is provided by the Ministry of Natural Resources.

Funding for programs supported by the ARIO is available from two sources. The Ontario Government, through the Ministry of
Agriculture, Food and Rural Affairs, is the primary source of funding. The Ontario Government also provides funding for the com-
petitive research programs. The secondary source of funding is the private sector. Under the ARIO Act, the Institute may accept
grants and donations for research. These funds usually come from commercial sources (such as agri-business, marketing boards,
and producer associations) and can be either designated for specific projects or non-designated. In addition, with the approval of
the Minister of Agriculture, Food and Rural Affairs, the ARIO is able to hold patents and earn royalties on research developments.

All receipts are held in trust by the Director of Research and are allocated in accordance with the terms of the funds.
The research funds are managed by the secretariat to ARIO as follows:

Agricultural Research Institute of Ontario (ARIO)
Alternative Renewable Fuels

Vegetation Management Alternatives Program (VMAP)
New Directions Research Program

e Food Safety Research Program

2. SIGNIFICANT ACCOUNTING POLICIES

(a) INVESTMENTS
All investments are carried at the lower of cost plus accrued interest or fair market value and are recorded on the
trade date basis.

(b) UNCLAIMED EXPENDITURES
Unclaimed expenditures are defined as the total approved budget for competitive research projects less expenses
incurred to date.

(c) INCOME TAXES
ARIO is not subject to income taxes.

(d) RESTRICTIONS ON THE EXPENDITURE OF FUNDS
The purpose, funding, terms and conditions, and duration of each research trust fund are stipulated in the relevant
Order-in-Council or Ministry correspondence.
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Auditor’s Report

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(e) FINANCIAL INSTRUMENTS
Carrying amounts of the organization’s financial instruments including cash, accounts receivable, prepaid expenses,
accounts payable, unclaimed expenditures and holdbacks approximate fair value due to their short maturities.
(f) USE OF ESTIMATES
The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the year. Actual results could differ from those estimates.
() DEFERRAL METHOD
Agricultural Research Institute of Ontario follows the deferral method of accounting for contributions. Restricted
contributions are recognized as revenue of the appropriate fund in the year in which the related expenses are incurred.
Unrestricted contributions are recognized as revenue of the appropriate fund when received or receivable if the amount
to be received can be reasonably estimated and collection is reasonably assured.
3. ARIO RESEARCH FUND
Revenues and expenses related to this fund consist of:
Designated Seed Technology Unpledged Total Total
Funds Royalty Royalty Equity 2006 2005
Grant income $ 0 $ 0 $ 0 $ 0 $ 0 $ 12,389
Revenue and royalties 91,350 579,745 320,939 0 992,034 751,258
Investment income 1,599 27,009 25,183 6,152 59,943 77,340
92,949 606,754 346,122 6,152 1,051,977 840,987
Expenses 21,594 425,313 74,779 0 521,686 768,054
Investment write-down 0 0 0 75,924 75,924 0
Net surplus (deficit) for the year 71,355 181,441 271,343 (69,772) 454,367 72,933
Fund balance, beginning of year 13,929 632,281 529,227 164,765 1,340,202 1,071,533
Transfer from unclaimed expenditures 4,707 0 0 0 4,707 323,625
Transfer to food safety 0 0 0 0 0 (127,889)
Fund balance, end of year $ 89,991 $ 813,722 $ 800,572 $ 94,993 $1,799,276  $1,340,202
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Notes to the Financial

Statements
For the Year Ended March 31, 2006

4. STATEMENT OF CASH FLOWS

A statement of cash flows has not been presented, as it would provide no additional meaningful information.

5. COMPARATIVE FIGURES

Prior year’s figures have been reclassified to conform to the current year presentation.

6. SUBSEQUENT EVENTS

(a) TRANSFER OF CAPITAL ASSETS TO ARIO
During the 2006-07 fiscal year, the title for capital assets (land and buildings) with a carrying value of approximately $61.9
million will be transferred to ARIO from the Government of Ontario. Carrying value is being used as the transfer value since
the transfer is taking place between non-arm’s length parties, is non-monetary in nature, and does not have commercial sub-
stance. As an agency of the Government of Ontario, ARIO will report these capital assets (and other assets and liabilities) in
consolidation with the Ministry of Agriculture, Food and Rural Affairs on an annual basis.

(b) TRANSFER OF RESEARCH FUNDS
A decision was approved previously by Senior Management within the Ministry of Agriculture, Food and Rural Affairs for a
one-time transfer of $750,000 from the ARIO Research Fund (Royalty Funds) to a newly created fund known as the Life
Sciences and Agri-Food Innovation Fund (LAIF). This lump sum transfer was to be completed during the 2006-07 fiscal year.
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I Vajor Issues Considered by ARIO

April 2005

¢ University of Guelph’s report on the Bioproducts research program
* Report on Agri-Food Innovation Centre Feasibility Study
¢ Research and infrastructure at the University of Windsor

June 2005

* Report on OMAFRA/University of Guelph Bioproducts research program

* Report on service costs and cost recovery initiatives at the University of Guelph

* Report of the Ad Hoc Sustainable Production Systems Advisory Panel

* Report from the University of Guelph on the proposed Sustainable Production Systems research
program

® The inaugural Agri-Food Innovation Forum, funded through the APF was held in Toronto with the
theme of, “Food: A healthy value proposition”. The forum was a success and was well attended
by stakeholders

August 2005

¢ The Minister of Agriculture, Food and Rural Affairs announced that the Ontario government-owned
agri-food research and education infrastructure would be transferred to ARIO effective April 1, 2006

September 2005

* Review of infrastructure issues and strategy
¢ Review of governance
¢ Infrastructure at Guelph area research stations
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During 2005-2006

October 2005

* Research infrastructure transition planning

e AAFC consultations on the National Science Strategy

¢ ARIO governance and development of MOU with OMAFRA
¢ Infrastructure at Vineland research station

December 2005

¢ Development of a business plan for the coming fiscal year

¢ University of Guelph report on the OMAFRA funded Bioproducts and Sustainable Production
Systems research programs

¢ Infrastructure at Simcoe research station

February 2006

¢ Joint meeting with the Ontario Agricultural Services Co-ordinating Committee (OASCC) to
receive presentations of annual reports by the committee chairs

¢ Review of research priorities identified by OASCC and recommendations based on those
priorities

¢ Continued development of the Institute’s business plan for the coming year

¢ Review of existing membership of the Institute and recommendations on areas where future
expertise is needed

¢ Future direction for the Agricultural Colleges

* Presentation on the Ministry of Research and Innovation and the Ontario Research and
Innovation Council
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