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Il Ministry Vision and Role of ARIO

Ministry Vision

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 advice on strategic
directions for research activities that contribute to prosperous, competitive and sustainable agri-
cultural, food and rural sectors in Ontario. The Institute was created in 1962 under the Agricul-
tural 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 ag-
riculture, 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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Guelph, Ontario
June 8, 2007

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 43™ annual report of the Agricultural Research Institute of Ontario (ARIO) for the
fiscal year April 1, 2006 to March 31, 2007.

Members of the Agricultural Research Institute of Ontario have had an intense and exciting year. One of the most
significant accomplishments was taking over the ownership of the 14 research stations and three agricultural college
properties located throughout the province. ARIO has begun the process of developing a long-term infrastructure
strategy that, when completed, will provide the road map for developing the key partnerships and major reinvestment
opportunities necessary for strengthening agri-food research in this province for years to come.

Another important accomplishment was our review of current agri-food research priority setting and funding methods
that led to the recommendations that were recently submitted for your consideration.

The Agricultural Research Institute of Ontario continues to be very encouraged by the reception of the Ontario Ministry
of Agriculture, Food and Rural Affairs to our advice. We appreciate the excellent work done by the ministry and its staff

in implementing many of our key recommendations.

This report summarizes the activities of the ARIO over the past fiscal year and we are pleased to take this opportunity to
share this information with you.

Sincerely,

Murray Porteous,
Chair, Agricultural Research Institute of Ontario
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his past year was an exciting one for ARIO as the commitment of the Premier and Minister of Agriculture, Food

& Rural Affairs to transfer the agricultural research and education infrastructure portfolio to ARIO was officially
realized on March 6, 2007. ARIO recognizes the exciting strategic opportunities that ownership of these properties
presents for the agriculture and agri-food sectors and rural communities in this province. As a result, our primary
focus during 2007-08 will be on the development of a long-term infrastructure strategy that will pave the way for
new external investment and the establishment of the key partnerships necessary for revitalizing these critical
infrastructure assets.

The Institute spent considerable time in 2006-07 setting new agri-food research priorities, resulting in the recom-
mendations on strategic research themes that were subsequently submitted to the Minister. We believe that these
recommendations will assist the Ministry in maximizing the economic, social, and health outcomes of Ontario’s
investment in agri-food research.

The second annual Agri-food Innovation Forum (a previous ARIO recommendation) was held in July 2006 in
Toronto in conjunction with the BIO World Congress on Industrial Biotechnology and Bioprocessing. Over 400
delegates, including scientists, industry representatives, and government officials from Ontario and the interna-
tional community, attended the forum with the theme of Celebrating Excellence in Canadian Industrial Bioproducts. The
2007 Forum is currently in the planning stages and will be held in Ottawa in October with a theme related to the
environment.

I have particularly enjoyed the opportunity to participate on the Ontario Research and Innovation Council (ORIC)
over the past year. This group provides advice to the Premier in his role as Minister of Research and Innovation
(MRI) and there have been several opportunities to promote the potential for agri-food research to help the province
meet its goals of Better Health and Jobs and Prosperity for Ontarians. This linkage is particularly important in view
of the work being done by MRI to develop the research priority agenda that will transform the economy over the
next two decades. ARIO’s efforts to develop a vision, including a set of priorities, identification of critical infrastruc-
ture needs and the resulting economic impacts, will provide ARIO and the Ministry with a strong case for future
investment in the agri-food sector by both industry and government.

The upcoming year promises to be as exciting as the last as we develop our long term vision for the province’s agri-
food research infrastructure while continuing to provide strategic advice to the Minister.

Murray Porteous
Chair, ARIO
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David Antle,
Director of Research

he Ontario agri-food sector has enormous potential to provide solutions for issues facing Ontario including those

in health, energy and the environment. Research and innovation in new areas like bioproducts, functional foods
and biofuels can play a significant role in providing economic sustainability for rural communities and the agri-food
sector, as well as economic growth and prosperity for the province as a whole.

The Ministry of Agriculture, Food and Rural Affairs (OMAFRA) invests approximately $40 million annually in
research funding for the benefit of the agri-food sector. This investment develops and supports excellent researchers
and graduate students, and provides the direct operating, physical infrastructure, and indirect support necessary to
make it all possible.

The legal transfer of the 14 research stations and three agricultural colleges to ARIO was completed in March 2007.
This action has signaled to industry and other governments a new willingness to explore opportunities for re-invest-
ment and has already begun to facilitate discussions around future public-private partnerships.

Over the last century, the province built an inventory of agricultural research stations and colleges that responded to
industry and regional needs of the day. In 2007 that infrastructure continues to play a key role in supporting research
activity under the OMAFRA-University of Guelph Agreement. However, just as research needs and priorities change,
so do the needs for the supporting facilities and infrastructure. ARIO has been asked to develop a strategy for this
infrastructure and has begun a process that will review and assess the current portfolio, take into consideration
current and future needs and create a new vision for the future.

One hundred years ago, the Vineland Research Station was formed as the result of a public-private partnership
between the province and Mr. Moses Rittenhouse. Centennial celebrations at the station in the fall of 2006 led to the
appointment of a Vineland Renaissance Advisory Panel which began to explore possibilities for revitalization of the
station. In March 2007, the Ontario government acted on the recommendations of the Advisory Panel and announced
$12.5 million in funding to the newly formed Vineland Research and Innovations Centre Incorporated.

The OMAFRA-University of Guelph Agreement represents a significant portion of the overall investment in research.
The current agreement was extended for one year until March 2008 to allow for fulsome discussions on how best to
move forward with this unique and innovative partnership.

I wish to thank the members of ARIO for their enthusiasm and dedication over the past year in furthering agricultural
and food innovation in Ontario. New challenges and opportunities lie ahead and I look forward to their continuing
commitment, knowledge and expertise in the year ahead.

Dave Antle, Director of Research
Agricultural Research Institute of Ontario
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Statement of Management’s Responsibility for Financial Reporting

he accompanying financial statements of the Agricultural Research Institute of Ontario (ARIO) have been prepared
in accordance with Canadian generally accepted accounting principles. Management is responsible for the accuracy,
integrity, and objectivity of the information contained in the financial statements.

The preparation of financial statements necessarily involves the use of estimates based on management’s best judgement,
particularly when transactions affecting the current accounting period cannot be finalized with certainty until future
periods. These financial statements have been prepared within reasonable limits of materiality with information
available up to and including May 16, 2007.

In discharging its responsibility for the integrity of the financial statements, management maintains financial and
management control systems and practices designed to provide reasonable assurance that transactions are authorized,
assets are safeguarded, and proper records are maintained.

The financial statements have been examined by RLB LLP, independent external auditors appointed by the Ontario
Ministry of Agriculture, Food and Rural Affairs on behalf of ARIO. The external auditors’ responsibility is to express

an opinion on whether the financial statements are presented fairly in accordance with generally accepted accounting
principles. The Auditors’ Report outlines the scope of their examination and opinion.

On behalf of management:

Rl

David Antle Rob Cunnington, C.A.
Director of Research Comptroller
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Auditors’ Report

rib}

Chartered Accountants
and Business Advisors

To the Members of the Agricultural
Research Institute of Ontario

We have audited the statement of financial position of Agricultural Research Institute of Ontario as at
March 31, 2007 and the statement of revenues and expenditures for the year then ended. These financial
statements are the responsibility of the Institute’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 Institute as at March 31, 2007 and the results of its operations and the changes in its financial
position for the year then ended in accordance with Canadian generally accepted accounting principles.

RIB LR

Guelph, Ontario Chartered Accountants
May 16, 2007 Licensed Public Accountants
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- Financial Information

Agricultural Research Institute of Ontario

Statement 1 - Combined Statement of Financial Position

For the Year Ended March 31, 2007

Cash

Temporary investments
Accounts receivable
Capital assets (note 3)

Accounts payable and accruals
Holdbacks payable

Unclaimed expenditures

Deferred capital contributions (note 4)

Fund balances

ASSETS

LIABILITIES

NET ASSETS
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2007 2006
(schedule 1)
794,104 93,669
9,663,880 10,880,681
529,097 430,459
60,857,867 9,793
71,844,948 11,414,602
1,034,453 535,887
188,269 92,410
4,880,084 2,495,239
46,768,994 0
52,871,800 3,123,536
18,973,148 8,291,066
71,844,948 11,414,602




Statement 2 - Combined Statement of Revenues and Expenditures and Changes in Fund Balances

REVENUES
Grants - Provincial (note 7)
Grants - Provincial - Minor Capital (note 7)
Grants - Federal
Grants - Other
Royalties
Investment income
Leases - Private industry
Amortization of deferred capital contribution

EXPENDITURES
Research project/program - Provincial
Research project/program - Federal
Other expenses
Leases - Private industry
Payments in lieu of taxes
Minor capital
Amortization of capital assets
Write down of investments

NET (EXPENDITURES OVER REVENUES) REVENUES OVER EXPENDITURES for the year

FUND BALANCES, BEGINNING OF THE YEAR

NET AMOUNT TRANSFERRED (TO) FROM UNCLAIMED EXPENDITURES
CONTRIBUTED ASSETS (note 5)

FUND BALANCES, end of year

For the Year Ended March 31, 2007

2007 2006
(schedule 2)

$ 560,953 $ 1,975,143
4,000,000 0
284,851 204,800
104,375 100,000
923,658 900,684
468,650 293,650
540,432 0
148,133 0
7,031,052 3,474,277
2,036,513 1,793,870
615,752 155,578
623,619 640,522
540,432 0
58,050 0
4,008,589 0
148,133 0
12,117 75,924
8,043,205 2,665,894
(1,012,153) 808,383
8,291,066 7,255,339
(2,384,845) 227,344
14,079,080 0
$ 18,973,148 $ 8,291,066
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1. NATURE OF BUSINESS

The Agricultural Research Institute of Ontario (ARIO) is a non profit corporate body reporting directly to the Ministry of Agri-
culture, Food and Rural Affairs. It was created by the ARIO Act (1962) with specific responsibilities over the co ordination and
direction 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 re-
search 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 ARIO is available from three 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 competitive research programs. The secondary source of funding is the Federal Government, mainly through Agriculture
and Agri Food Canada (AAFC). Under the ARIO Act, the Institute may accept grants and donations for research. Other
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, 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 (ARF)

Vegetation Management Alternatives Program (VMAP)

New Directions Research Program

Food Safety Research Program

Life Science and Agri Food Innovation Fund (LAIF)

Nutrient Management Joint Research Program (NMJRP)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(@) 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.
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Notes to the Financial 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Statements (c) CAPITAL ASSETS

Capital assets are amortized using the following annual rate and method:
For the Year Ended Buildings 40 years straight line basis
March 31, 2007

(d) DEFERRED CAPITAL CONTRIBUTIONS

Deferred capital contributions are amortized at the same rate as the buildings to which they relate.

(e) INCOME TAXES

ARIO is not subject to income taxes.

(f) 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, memorandum of understanding or Ministry correspondence.

(g) FINANCIAL INSTRUMENTS

Fair value of financial assets and financial liabilities
The carrying values of cash, accounts receivable, prepaid expenses, accounts payable, unclaimed expenditures and
holdbacks approximate their fair value due to the relatively short periods to maturity of these items.

(h) 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.

(i) 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.
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- Financial Information

3. CAPITAL ASSETS

Notes to the Financial

Statements
Cost Accumulated Net Net For the Year Ended
Amortization 2007 2006 March 31, 2007
Land:
Cambridge Railway Line $ 9,793 $ 0 $ 9,793 $ 9,793
Colleges 3,099,400 0 3,099,400 0
Research Stations 10,979,680 0 10,979,680 0
14,088,873 0 14,088,873 9,793
Buildings:
Colleges 27,423,615 72,668 27,350,947 0
Research Stations 19,493,512 75,465 19,418,047 0
46,917,127 148,133 46,768,994 0
$ 61,006,000 $ 148,133 $ 60,857,867 $ 9,793

As at March 6, 2007, the titles for capital assets (land and buildings) with a carrying value of approximately $60.9 million were
transferred to ARIO from the Government of Ontario. Carrying value is being used as the transfer value since the transfer
took place between non arms’s length parties, is non monetary in nature and does not have commercial substance. As an
agency of the Government of Ontario, ARIO reports these capital assets (and other assets and liabilities) in consolidation with
the Ministry of Agriculture, Food and Rural Affairs on an annual basis.

4. DEFERRED CAPITAL CONTRIBUTIONS

Deferred capital contributions represent the net book value of the buildings transferred to ARIO from the Government of
Ontario.

5. CONTRIBUTED ASSETS

Contributed assets represents the cost of the land transferred to ARIO from the Government of Ontario.
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Notes to the Financial 6. ARIO RESEARCH FUND

Statements Designated Seed Technology Unpledged Total Total
For the Year Ended Funds Royalty Transfer Equity 2007 2006
March 31, 2007 Grant income $ 4,375 $ 0o $ 0 $ 262,048 $ 266,423 $ 91,350
Royalties 0 590,450 333,208 0 923,658 900,684

Investment income 4,942 28,675 24,841 3,415 61,873 59,943

9,317 619,125 358,049 265,463 1,251,954 1,051,977

Expenses 26,312 267,575 67,955 287,875 649,717 521,686

Investment write-down 0 0 0 12,117 12,117 75,924

Net (deficit) surplus for the year (16,995) 351,550 290,094 (34,529) 590,120 454,367

Fund balance, beginning of the year 89,989 813,722 800,572 94,993 1,799,276 1,340,202

Transfer to LAIF 0 (375,000) (375,000) 0 (750,000) 0

Transfer from unclaimed expenditures 662 0 0 0 662 4,707

Fund balance, end of year $ 73,656 $ 790,272 $ 715666 $ 60,464 $ 1,640,058 $ 1,799,276

7. GRANTS RECEIVED FROM THE PROVINCIAL GOVERNMENT

2007 2006

The following grants have been received from the Ministry of Agriculture, Food and Rural Affairs (OMAFRA):
Minor capital $4,000,000 $0
New Directions Research Program 0 1,350,000
Food Safety Research Program 0 500,000
Nutrient Management Joint Research Program 240,855 0
Payments in lieu 58,050 0

4,298,905 1,850,000

The following grant has been funded by the Ministry of Research and Innovation (MRI):
Ontario Research Fund - indirect costs (OFRIC) 262,048 125,143
$ 4,560,953  $1,975,143

8. STATEMENT OF CASH FLOWS

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

9. COMPARATIVE FIGURES

Prior year’s figures have been reclassified to conform to the current year’s presentation.
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Schedule 1 - Financial Position
As at March 31, 2007

March 31,
2007 Total
ARIO Infrastructure New (statement
(note 3) (note 3) ARF VMAP Directions Food Safety LAIF NMJRP Eliminations 1)
$ $ $ $ $ $ $ $ $ $
Assets
Cash 794,104 794,104
Temporary investments 9,663,880 9,663,880
Due from ARIO 8,510 368,377 700,569 6,014,557 786,089 743,576 29,519 (8,651,197) 0
Accounts receivable 122,224 122,187 4,963 42,610 5,570 110,646 120,897 529,097
Capital assets (note 3) 9,793 60,848,074 60,857,867
10,590,001 60,856,584 490,564 705,532 6,057,167 791,659 854,222 150,416 (8,651,197) 71,844,948
Liabilities
Due to other research trust funds 8,651,197 (8,651,197) 0
Accounts payable and accruals 260,953 125,001 200,000 125,001 175,000 148,498 1,034,453
Holdbacks payable 13,641 127,727 46,901 188,269
Unclaimed expenditures 37,793 520,348 60,000 2,068,201 354,324 1,023,750 815,668 4,880,084
Deferred capital contributions (note 4) 46,768,994 46,768,994
8,949,943 46,768,994 658,990 60,000 2,395,928 526,226 1,198,750 964,166 (8,651,197) 52,871,800
Fund balance 1,640,058 14,087,590 (168,426) 645,532 3,661,239 265,433 (344,528) (813,750) 18,973,148
10,590,001 60,856,584 490,564 705,532 6,057,167 791,659 854,222 150,416 (8,651,197) 71,844,948

Agricultural Research Institute of Ontario Annual Report 2006-2007



Schedule 2 - Revenues and Expenditures

As at March 31, 2007
March 31,
ARIO New 2007 Total
(note 6) Infrastructure ARF VMAP Directions Food Safety LAIF NMJRP (statement 2)
$ $ $ $ $ $ $ $ $
Revenue

Grants - Provincial 262,048 58,050 240,855 560,953
Grants - Provincial - Minor Capital 4,000,000 4,000,000
Grants - Federal 129,288 155,563 284,851
Grants - Other 4,375 100,000 104,375
Royalties 923,658 923,658
Investment income 61,873 17,099 15,985 30,642 279,749 41,397 21,069 836 468,650
Leases - Private industry 540,432 540,432
Amortization of deferred capital contribution 148,133 148,133
1,251,954 4,763,714 245,273 30,642 279,749 41,397 176,632 241,691 7,031,052

Expenditures
Research project/program - Provincial 6,226 1,214 1,243,629 545,670 239,774 2,036,513
Research project/program - Federal 19,872 348,470 247,410 615,752
Other expenses 623,619 623,619
Leases - Private industry 540,432 540,432
Payments in lieu of taxes 58,050 58,050
Minor capital 4,008,589 4,008,589
Amortization of capital assets 148,133 148,133
Write down of investment 12,117 12,117
661,834 4,755,204 348,470 1,214 1,243,629 545,670 247,410 239,774 8,043,205
Net revenue (expenses) 590,120 8,510 (103,197) 29,428 (963,880) (504,273) (70,778) 1,917 (1,012,153)
Fund balance, beginning of year 1,799,276 405,911 616,104 4,884,113 585,662 8,291,066
Net amount transferred from (to) unclaimed expenditures 662 (471,140) (258,994) 184,044 (1,023,750) (815,667) (2,384,845)
Contributed assets (note 5) 14,079,080 14,079,080
Inter fund transfer (750,000) 750,000 0
Fund balance, end of year 1,640,058 14,087,590 (168,426) 645,532 3,661,239 265,433 (344,528) (813,750) 18,973,148
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During 2006-2007

April 2006

*  Functional transfer of research stations and agricultural colleges to ARIO
occurred on April 1, 2006

®  Report on OMAFRA/University of Guelph Bio-products research program and
Sustainable Production Systems research program

®  Ministry of Research and Innovation mandate and focus and the composition of
the Ontario Research and Innovation Council

¢ ARIO role in infrastructure

June 2006

Research and infrastructure at Kemptville College

® Report from Agriculture and Agri-food Canada on their National Science
Strategy

®  Report on Best Practices for Priority Setting

e Development of key areas of focus for future research investments

®  Report on Dairy 2050 proposal from University of Guelph

July 2006

*  Report on OMAFRA/University of Guelph Bio-products research program

®  Refinement of proposed priorities and principles for future research investments

¢ Members attended the second annual Agri-Food Innovation Forum, held in
Toronto in conjunction with the World Congress on Industrial Biotechnology
and Bio-processing. The Forum theme was “Celebrating Excellence in Canadian

Industrial Bio-products” and was well attended.

Agricultural Research Institute of Ontario Annual Report 2006-2007

October 2006

* Review and approval of report and recommendations on “Strategic research
themes and funding processes” that was subsequently submitted to the Minister

e Discussion with OMAFRA Deputy Minister on long-term infrastructure
strategy issues

*  Meeting with Executive Director of Bio Enterprise

®  Meeting with Ontario Equine Centre Steering Committee

*  Review of ARIO’s 2005-06 Audited Financial Statements

November 2006

e Preliminary report from Vineland Renaissance Advisory Panel
e  Report on Next Generation Agri-food Policy
*  Members attended the OMAFRA Outlook Conference in Toronto

February 2007

e Joint meeting with the Ontario Agricultural Services Co-ordinating
Committee (OASCC) to review presentations of annual reports by the

committee chairs

March 2007

® Legal transfer of research stations and agricultural colleges to ARIO
completed

* Report on OMAFRA/University of Guelph Bio-products research program,
Sustainable Production Systems research program and Sustainable Rural
Communities research program

* Review of draft ARIO 2007-10 Business Plan

e Discussion re: developing long-term infrastructure strategy









