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- Ministry Vision and Role of the ARIO
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Ministry Vision
“Successtul and sustainable agri-food and agri-product businesses.”

Ministry Goals

Increasing the consumption of local food in our domestic market.
Increasing the competitiveness and productivity of Ontario’s agri-food and
agri-product businesses through market-focused innovation.

e Bringing an Open-for-Business approach to legislative and regulatory reform,
while focusing on the public interest in health and the environment

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

agri-food research priority setting system in the province.

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 priorities/activities that contribute to prosperous, competitive
and sustainable agricultural, food and rural sectors in Ontario. In addition, ARIO owns the
province’s agriculture & food research and education infrastructure (currently 3 campuses
and 14 research stations), and has the responsibility for operating and managing these assets
in support of Ontario’s farmers and the agriculture and food sector. 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 agriculture, veterinary medicine and household
sciences 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
and rural sectors.

ARIO comprises up to 15 members appointed by
the Minister of Agriculture, Food and Rural Affairs.

2011-12 ARIO Members

Appt. Date Exp. Date

Mr. Stewart Cressman (Chair) Aug. 31, 2005 Aug 30, 2012

Dr. Larry Milligan (Vice Chair)  July 13,2007  July 13,2013

Dr. Rebecca Baker Oct. 26,2009 Oct. 25,2012
Dr. Om P. Dangi Dec. 1,2008  Nov. 30, 2013
Dr. Moni Eino July 17,2007  Dec. 23, 2013
Mr. Greg Hannam Dec. 14,2004 May 29, 2014
Mr. Paul Henderson Dec. 23,2008 Dec. 22,2013
Ms. Elizabeth Johnston Sept. 22,2009 Sept. 21, 2012
Mr. Larry Skinner Nov. 15, 2006 Nov. 14, 2012
Dr. Gord Surgeoner June 2, 2005 Nov. 13, 2013
Mr. Richard Seguin (ex officio)

Director of Research, ARIO:
Karen Chan

Secretariat support to ARIO is provided by the Research and
Innovation Branch (OMAFRA):

Mike Toombs, Director — Research and Innovation Branch

Rob Cunnington, CA, Comptroller

Stacy Favrin, Acting Manager — Research Program Coordination
Jeff Schieck, Manager — Finance, Infrastructure and Administration
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L etter from the Chair

Guelph, Ontario
July 15,2012

The Honourable Ted McMeekin

Minister of Agriculture, Food and Rural Affairs
Legislative Buildings

Toronto, Ontario M7A 1A3

Dear Minister McMeekin,

| am pleased to submit the 48th annual report of the Agricultural Research Institute of Ontario (ARIO) for the fiscal year
April 1, 2011 to March 31, 2012. To give you some highlights of the report, over this past year the ARIO has:

e Continued to develop Livestock at Elora and Horticulture at Vineland under ARIO’s Reinvestment Strategy. In addition, three other
research priorities have been identified this year in the areas of Bioeconomy, Field Crops and Food and Health;

e Developed recommendations for achieving operational efficiencies within ARIO’s current infrastructure portfolio;

e Confirmed OMAFRA's capital commitment of $6 million (2011-12) and $14 million (2012-13) for the first phase (dairy facility) of the
Livestock Research and Innovation Centre at the Elora research station, resulting in $5 million leveraged from the dairy industry;
Supported over 145 projects valued at approximately $5 million under the ARIO minor capital program;

e Continued to increase functionality of the Research Management System (RMS) and expand its use across OMAFRA’s open and
University of Guelph research programs.

It has been another important year for ARIO and agri-food research across Ontario. Advancing our reinvestment strategy,
improving knowledge translation and transfer, and fostering strategic alliances among academia, industry and government
continue to be important priorities. Together, they contribute to advances in science that bring far reaching benefits to society
through new innovations and commercialization of agri-food products.

Agriculture is a key economic driver of wealth and prosperity in the province and research and innovation continues to be an
integral component of maintaining a competitive advantage. Provincially-supported agri-food research is vital to maintaining
a globally competitive sector and to position Ontario so that it can seize new and emerging market opportunities.

| thank staff from the Ministry of Agriculture, Food and Rural Affairs, and our partners at the University of Guelph for their
continued support in putting our ideas into actions.

Sincerelv.

5 \uocu«f\ (e

Stewart Cressman,
Chair, Agricultural Research Institute of Ontario
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- Chair and Director’s Report

e are pleased to provide some highlights from the 2011-12 fiscal year, which has again been another important year
for the Agricultural Research Institute of Ontario (ARIO) and agri-food research in Ontario.

ARIO’s reinvestment strategy recommends an approach for modernizing Ontario’s network of agri-food and agri-products
research infrastructure. In 2011-12, ARIO continued to advance this strategy and achieved some key milestones for the next
stage of the strategy. Progress continues on the first two centres, the Vineland Research and Innovation Centre (VRIC), located
at the Vineland research station, and the Livestock Research and Innovation Centre (LRIC), located at the Elora research station.

ARIO engaged approximately 80 leaders from industry, academia, and provincial and federal governments to determine
additional areas of research requiring modern infrastructure. These same leaders were also tasked with providing insight to
where reinvestments in infrastructure should be targeted and asked to identify opportunities for realizing operating efficiencies
within the existing system. As a result of these discussions and by using the reinvestment criteria developed and finalized in 2010,
ARIO has identified three additional reinvestment priorities under the strategy. We have also developed recommendations to
capture operating efficiencies across ARIO’s existing research infrastructure portfolio.

Stewart Cressman, Chair
Agricultural Research

Representatives from industry, the University of Guelph (U of G), government and ARIO are overseeing the redevelopment of Institute of Ontario

the Elora research station. Significant progress was made with an allocation from OMAFRA of $6 million in capital towards the
first phase of construction for the dairy research facility. Another $14 million in capital is committed for early 2012-13. As a
result of OMAFRA's funding ($20 million over two years), we were able to leverage an additional $5 million (20%) from the dairy
industry for construction costs, as a demonstration of their commitment towards the project and the importance of dairy research
in maintaining industry health and a competitive advantage.

Collaboration among industry, academia and government as a means to leverage financial resources is a key criterion under
the ARIO reinvestment strategy. In addition to securing financial contributions, leaders from the livestock industry, OMAFRA
and the U of G initiated work on creating a governance model focused on research priority setting and station operations.

At the end of 2011-12, the U of G, with input from industry and government, oversaw the development of a detailed design

process for the new dairy research complex.

In May 2011, the federal government, represented by AAFC, concluded arrangements that assigned ownership of the AAFC
building located at the Vineland research station to VRIC, and transferred administration and control over the lands upon
which the former AAFC buildings were located, to the ARIO. This new arrangement allows for greater collaboration between
VRIC and the ARIO and supports future long-term site management arrangements currently being developed for the
Vineland research station. This initiative further supports Vineland’s vision to become a world-class research institution and
international hub for horticulture and floriculture research, innovation and discovery, and will enhance Ontario’s previous
investments in VRIC.



Karen Chan,

Director of Research
Agricultural Research
Institute of Ontario

The U of G continues to deliver the ARIO annual minor capital program (145 projects valued at approximately $5 million in
2011-12) which allocates funds across the ARIO portfolio for repairs, renovations and program-related improvements. Annual
capital and infrastructure funding is provided by OMAFRA and supplemented by ARIO tenant revenues. This funding has
enabled the ARIO to make significant headway in addressing accumulated deferred maintenance and ongoing building and
program maintenance and upgrades. Projects are evaluated and ranked against the following prioritized criteria:

building integrity

life cycle replacement

efficiency / conservation (utilities, labour, resources)

program capacity

e animal care
human health and safety
e code compliance

Significant investments have been made in green power, energy efficiency upgrades, maintenance of building integrity,
program improvement, and health and safety upgrades. Examples of projects include: installation of solar panels at
research stations; replacement of heating boilers with new high efficiency units; asbestos remediation and management;
roof replacements; and equipment purchases. External stakeholders continue to contribute funding to several of the large
renovation and capital projects and to some dedicated research field equipment purchases.

In our last report (2010-11) we introduced the development of the new electronic Research Management System (RMS). The
new system is now being implemented across many of our open research programs and with our most significant research
partner, the U of G. The first call using the new RMS system was launched in April 2011 for the open Food Safety Research
Program. The New Directions Research Program began using the new system in the summer 2011, followed by the U of

G Partnership research program call in September 2011. The Best Management Practices, Verification and Demonstration
program was launched in the RMS in the spring of 2012.

Response to using the electronic RMS system has been very positive and we are pleased to be able to offer this streamlined
and efficient system to our research partners. The U of G will be linking their new website to the RMS shortly. The functionality
of RMS will increase as more data is added from various research institutions. Enhanced ability to mine this data over time
will accelerate knowledge translation and transfer of critical research results, allowing for greater numbers of adaptation and
commercialization opportunities.

The ARIO can only be successful when we collaborate with our partners and stakeholders. We would like to thank all those
who support agri-food research and innovation across the province - industry, academia and various levels of government.
Together, we are establishing a new class of multi-disciplinary research and innovation in Ontario, founded on shared
involvement with our partners and stakeholders across the agri-food sector.

Lg '\uocm\ @/\mew \%M»W

Stewart Cressman, Karen Chan, Director of Research
Chair, Agricultural Research Institute of Ontario Agricultural Research Institute of Ontario
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- Financial Information

Management’s Responsibility for Financial Reporting

The 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 June 13, 2012.

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:

— .
Karen Chan Rob Cunnington, C.A.
Director of Research Comptroller

8
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Independent
Auditors’ Report

rib}

Chartered Accountants
and Business Advisors

To the members of: Agricultural Research Institute of Ontario

Report on the Financial Statements

We have audited the accompanying financial statements of Agricultural Research Institute of Ontario, which comprise
the statement of financial position as at March 31, 2012 and the statements of revenues and expenditures and changes
in fund balances and cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Canadian generally accepted accounting principles and for such internal control as management determines is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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 comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, these financial statements present fairly, in all material respects, the financial position of Agricultural Research
Institute of Ontario as at March 31, 2012 and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

RLB L
Guelph, Ontario Chartered Accountants
June 13, 2012 Licensed Public Accountants
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Financial Information

ASSETS

CURRENT
Cash
Temporary investments

Accounts receivable

CAPITAL ASSETS UNDER CONSTRUCTION (note 11)
CAPITAL ASSETS (note 4)

LIABILITIES
CURRENT
Accounts payable and accruals
Holdbacks payable
Unclaimed expenditures

Deferred revenue

DEFERRED CAPITAL FUNDED CONTRIBUTIONS (notes 5 and 11)
DEFERRED CAPITAL CONTRIBUTIONS (note 6)

NET ASSETS
FUND BALANCES
CONTRIBUTED ASSETS (note 7)

10

2012 2011
(schedule 1) (restated)
2,985,161 1,280,423
7,507,811 8,080,181
158,133 349,951
10,651,105 9,710,555
8,490,842 2,141,659
59,297,015 57,843,553
78,438,962 69,695,767
1,408,607 1,577,973
371,442 537,419
4,539,720 4,739,236
27,787 1,559
6,347,556 6,856,187
18,435,508 7,755,932
36,295,592 38,349,547
61,078,656 52,961,666
3,319,226 2,693,021
14,041,080 14,041,080
78,438,962 69,695,767

Statement 1
Statement of
Financial Position

As at March 31, 2012
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Statement 2
Statement of
Revenues and
Expenditures

For the Year Ended
March 31, 2012

REVENUES

Research:

Property:

Other:

Grants - Provincial (note 9)
Grants - other
Intellectual property

Grants - Provincial - Minor Capital (note 9 and 11)
Rental income - provincial

Rental income - private industry

Operations and maintenance - provincial

Operations and maintenance - private industry
Transfer payments - payments in lieu of taxes (note 9)
Payments in lieu of taxes

Amortization of deferred capital contribution (note 11)

Investment income

TOTAL REVENUES

EXPENDITURES
Research:

Property:

Other:

Research project/program
Intellectual property

Payments in lieu of taxes

Minor capital (note 11)

Operations and maintenance
Amortization of capital assets (note 11)

Other expenses
Write down of investments

TOTAL EXPENDITURES

EXCESS (SHORTFALL) OF REVENUE OVER EXPENDITURES for the year
NET AMOUNT TRANSFERRED FROM UNCLAIMED EXPENDITURES
UNREALIZED DEPRECIATION OF INVESTMENTS

FUND BALANCES, beginning of year
ADJUSTMENT TO OPENING FUND BALANCES (note 11)

ADJUSTED FUND BALANCES, beginning of year
FUND BALANCES, end of year

2012 (schedule 2)
$ 1,850,000
0

1,127,014

_ 2,977,014

2,336,708
351,750
663,377
321,576

11,580
550,000
119,975

2,184,898

6,539,864

188,736

9,705,614

1,961,654
661,501

2,623,155

750,641
2,859,945
807,916
2,184,898

6,603,400

2,617
0
2,617

9,229,172

476,442
199,516
(49,753)

626,205

16,734,101
0

16,734,101
$ 17,360,306

2011 (restated)

$

$

1,850,000
100,000
1,077,756

3,027,756

3,790,905
317,440
668,774
386,859
3,000
250,000
65,430

2,119,624

7,602,032

386,636

11,016,424

3,137,516
575,538

3,713,054

723,609
4,069,761
603,617
2,119,624

7,516,611

7,538
200
7,738

11,237,403

(220,979)
1,215,922
0

994,943

15,928,678

(189,520)

15,739,158
16,734,101

11
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- Financial Information

CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES
Excess (shortfall) of revenue over expenditures for the year
Iltems not requiring an outlay of cash

Amortization
Unrealized depreciation in investments
Deferred capital contributions

Adjustment to opening fund balances

Changes in non cash working capital
Accounts receivable
Temporary investments
Accounts payable and accruals
Deferred capital funded contributions
Holdbacks payable

Deferred revenue

CASH USED IN INVESTING ACTIVITIES
Additions to capital assets

Capital assets under construction
NET INCREASE IN CASH for the year

NET CASH, beginning of year
NET CASH, end of year

12

2012 2011

$ 476,442 $ (220,979)
2,184,898 2,119,624
(49,753) 0
(2,053,955) (2,069,786)

0 (189,520)

557,632 (360,661)
191,818 55,666
572,370 805,917
(169,366) 282,106
10,679,576 6,613,581
(165,977) 65,436
26,229 (21,653)
11,692,282 7,440,392
(3,638,361) (5,310,719)
(6,349,183) (1,014,122)
(9,987,544) (6,324,841)
1,704,738 1,115,551
1,280,423 164,872

$ 2,985,161 $ 1,280,423

Statement 3
Statement of
Cash Flows

for the Year Ended
March 31, 2012

_ Agricultural Research Institute of Ontario Annual Report 2011-2012



Notes to
the Financial
Statements

For the Year Ended
March 31, 2012

1. NATURE OF BUSINESS

The Agricultural Research Institute of Ontario (ARIO) is a non profit corporate body reporting directly to the Ministry of Agriculture, 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 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 ARIO is available from various 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.

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 trust 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 (New Directions)

Food Safety Research Program (Food Safety)

Infrastructure

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared in accordance with Canadian generally accepted accounting principles and include the
following significant accounting policies:

(@) BASIS OF ACCOUNTING
Agricultural Research Institute of Ontario follows the deferral method of accounting for contributions. Restricted contributions
are recognized as revenue of the appropriate research trust fund in the year in which the related expenses are incurred. Unrestricted
contributions are recognized as revenue of the appropriate research trust fund when received or receivable if the amount to be received
can be reasonably estimated and collection is reasonably assured.

(b) INVESTMENTS
Investments classified as available for sale are recorded at market value. Investments classified as held to maturity are recorded
at amortized cost. Unrealized gains and losses on available for sale financial assets are included directly to the fund balance until
the asset is removed from the statement of financial position.

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

Agricultural Research Institute of Ontario Annual Report 2011-2012




- Financial Information
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

CAPITAL ASSETS
Capital assets are amortized using the following annual rates and method:
Buildings and components 25 to 40 years straight line

IMPAIRMENT OF LONG LIVED ASSETS

Long lived assets are tested for recoverability whenever events or changes in circumstances indicate that their carrying amount may
not be recoverable. An impairment loss is recognized when the carrying value exceeds the total undiscounted cash flows expected
from their use and eventual disposition. The amount of the impairment loss is determined as the excess of the carrying value of the
asset over its fair value.

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

INCOME TAXES
ARIO is a non profit organization within the meaning of the Income Tax Act (Canada) and is exempt from income taxes.

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.

USE OF ESTIMATES

The preparation of financial statements in accordance 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. Significant areas
requiring the use of management estimates and assumptions relate to the valuation of accounts receivable and accruals, and the
useful life of capital assets. Actual results could differ from those estimates.

FINANCIAL INSTRUMENTS

Credit risk management

The organization’s financial instruments consist of cash, temporary investments, accounts receivable, accounts payable and accruals,
holdbacks payable and deferred revenue. Unless otherwise noted, it is management’s opinion that the organization is not exposed to
significant interest, liquidity, currency or credit risks arising from these financial instruments.

The organization does not have a significant exposure to any individual customer or counterpart.

Fair value of financial assets and financial liabilities
The carrying values of cash, temporary investments, accounts receivable, accounts payable and accruals, holdbacks payable and
deferred revenue approximate their fair value due to the relatively short periods to maturity of these items.

Notes to
the Financial
Statements

For the Year Ended
March 31, 2012
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Notes to 4. CAPITAL ASSETS
the Financial Cost Accumulated Net Net
Amortization 2012 2011
Statements LAND:
Simcoe Railway Line $ 9,793 $ 0 $ 9,793 $ 9,793
For the Year Ended Regional Campuses 3,095,900 0 3,095,900 3,095,900
March 31, 2012 Research Stations 10,945,180 0 10,945,180 10,945,180
14,050,873 0 14,050,873 14,050,873
BUILDINGS:
Regional campuses 34,432,429 6,304,559 28,127,870 27,421,242
Research Stations 21,652,263 4,533,991 17,118,272 16,371,438
56,084,692 10,838,550 45,246,142 43,792,680
$ 70,135565 $ 10,838,550 $ 59,297,015 $ 57,843,553

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 arm’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.

During the year, capital additions with a carrying value of $1,400,000 (2011 - $2,408,730) were contributed to the organization

by lessees who have long term leases with the organization. Carrying value is determined as the cost of the contributed assets to the
contributors which approximates fair value due to the relatively short period between the date of purchase by the contributor and the
asset being contributed to the organization.

5. DEFERRED CAPITAL FUNDED CONTRIBUTIONS

The organization received funding to construct various capital funded projects. The funding sources are Federal $1,382,500 (2011- $0),
Provincial $13,684,424 (2011 - $5,347,202) and Industry $3,368,585 (2011 - $2,408,730).

6. DEFERRED CAPITAL CONTRIBUTIONS

Deferred capital contributions represent the unamortized portion of the net book value of the buildings transferred to ARIO from the
Government of Ontario in 2007.

7. CONTRIBUTED ASSETS

Contributed assets of $14,041,080 (2011 - $14,041,080) are recorded in the Infrastructure Fund and represent the cost of the land
transferred to ARIO from the Government of Ontario.

Agricultural Research Institute of Ontario Annual Report 2011-2012



- Financial Information

8. ARIO RESEARCH FUND

Seed Technology Unpledged Total Total
Royalty Transfer Equity 2012 2011
Revenue
Intellectual property $ 834324 $ 292690 $ 0O $ 1,127,014 $ 1,077,756
Investment income 34,166 43,452 5 77,623 135,215
868,490 336,142 5 1,204,637 1,212,971
Expenses 645,988 17,766 364 664,118 583,076
Investment write-down 0 0 0 0 200
Net surplus (deficit) for the year 222,502 318,376 (359) 540,519 629,695
Fund balance, beginning of the year 1,187,985 1,491,177 0 2,679,162 2,049,467
Amounts transferred in 0 0 395 395 0
Unrealized depreciation of investments (8,421) (10,804) 0 (19,225) 0
Fund balance, end of year $ 1,402,066 $ 1,798,749 $ 36 $ 3,200,851 $ 2,679,162
9. GRANTS RECEIVED FROM THE PROVINCIAL GOVERNMENT
The following grants have been received from the Ministry of Agriculture, Food and Rural Affairs:
2012 2011
New Directions Research Program $ 1,350,000 $ 1,350,000
Food Safety Research Program 500,000 500,000
1,850,000 1,850,000
Minor capital 4,750,000 5,250,000
Elora Livestock Environmental and Energy Complex 6,000,000 1,000,000
Payments in lieu of taxes 550,000 250,000
$ 13,150,000 $ 8,350,000
The following Provincial Government capital transfer payment grants have been partially capitalized as Deferred Capital Funded
Contributions and partially recognized as Revenues as follows:
2012 2011
Minor capital:
Funding received $ 4,750,000 $ 5,250,000
Capitalized- Deferred Capital Funding Contribution (2,413,292) (1,459,095)
Net revenue $ 2,336,708 $ 3,790,905
Elora Livestock Environmental and Energy Complex:
Funding received $ 6,000,000 $ 1,000,000
Capitalized- Deferred Capital Funding Contribution (6,000,000) (1,000,000)
Net revenue $ 0O $ 0

16

Notes to
the Financial

Statements
For the Year Ended
March 31, 2012
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Notes to
the Financial

Statements
For the Year Ended
March 31, 2012

10. CAPITAL DISCLOSURES

11.

The organization defines capital as the sum of fund balances and is calculated as follows:

2012 2011
Fund balances, being capital $ 17,360,306 $ 16,734,101

The organization’s objective when managing capital is to safeguard the organization’s ability to continue as a going concern
and to hold sufficient fund balances to enable it to withstand negative unexpected financial events in order to maintain stability in
the financial structure.

The organization seeks to maintain sufficient liquidity and short term borrowing capacity to enable it to meet its obligations
as they become due. The organization manages the capital structure and makes adjustments to it in light of changes in
economic conditions. In order to maintain or adjust the capital structure, the organization may modify or seek additional
government funding.

The organization is not subject to externally imposed capital requirements.

COMPARATIVE FIGURES
Prior year’s figures have been reclassified to conform to the current year’s presentation.
During the current year, the organization determined that funding received in prior years and the related costs incurred toward

capital projects should have, respectively, been deferred capital contributions and additions to capital assets. As a result, prior
year’s figures were adjusted by the following amounts:

Increase in capital assets under construction $163,177
Increase in capital assets 5,258,094
Increase in deferred capital funded contributions 5,605,932
Decrease in grants - provincial - minor capital (1,459,095)
Increase in amortization of deferred capital contribution 49,838
Decrease in minor capital (1,459,095)
Increase in amortization of capital assets 44,979
Decrease in opening fund balance - Infrastructure (189,520)
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11.

13.

NEW FUNDING AGREEMENT

The Agricultural Research Institute of Ontario (ARIO), Her Majesty the Queen in right of Ontario as represented by the Ontario
Ministry of Agriculture, Food and Rural Affairs (OMAFRA) and the Integrated Grain Processors Co operative Inc. (IGPC) have jointly
signed an agreement whereby, pursuant to a Capital Grant Agreement completed in June 2006 between OMAFRA and IGPC,
IGPC agreed to contribute to a research and development fund in exchange for the capital grant support provided by OMAFRA
through the Ontario Ethanol Growth Fund. IGPC has agreed to contribute $280,000 annually for 10 years (for a total of
$2,800,000) starting in April 2012 and ending with the final payment in April 2021. These funds are to be paid directly to ARIO,
and deposited into a fund whose objectives are to support research that will:

e Enable continuous improvement in the biobased alternative renewable fuels and bioproducts industry products and
pProcesses.
e Promote agricultural value added opportunities in the alternative renewable fuels industry in Ontario.

Assist biobased alternative renewable fuels production facilities in Ontario to be major participants in the worldwide markets.

Create a platform for a wider biobased economy.

FUNDS TRANSFER

Funds in the amount of $537,544 are being transferred from the Alternative Renewable Fuels (ARF) Research Program to the
New Directions Research Program to more accurately match the source and purpose of the funds received in ARF to the
expenditures incurred in several research projects administered through the New Directions and Alternative Renewable Fuels
Plus Research Program during the period of September 2009 to the current year. These research projects were undertaken with
a combined focus and effort of the two research programs.

Notes to
the Financial

Statements
For the Year Ended
March 31, 2012




Research Trust Funds
Schedule 1 - Financial Position

As at March 31, 2012 March 31,
New Food 2012 Total
ARIO Infrastructure ARF VMAP Directions Safety Eliminations  (statement 1)
ASSETS
CURRENT ASSETS
Cash 2,985,161 2,985,161
Temporary investments 7,507,811 7,507,811
Due from ARIO 3,323,776 42,680 2,312,657 877,344  (6,556,457) 0
Accounts receivable 143,318 7,342 5,445 2,028 158,133
10,636,290 3,331,118 42,680 0 2,318,102 879,372 (6,556,457) 10,651,105
CAPITAL ASSETS UNDER CONSTRUCTION (note 11) 8,490,842 8,490,842
CAPITAL ASSETS (notes 4 and 11) 9,793 59,287,222 59,297,015
10,646,083 71,109,182 42,680 0 2,318,102 879,372 (6,556,457) 78,438,962
LIABILITIES
CURRENT LIABILITIES
Due to other research trust funds 6,556,457 (6,556,457) 0
Accounts payable and accruals 888,775 95,914 2,680 333,103 88,135 1.408,607
Holdbacks payable 343,702 27,740 371,442
Unclaimed expenditures 40,000 3,693,282 806,438 4,539,720
Deferred revenue 27,787 27,787
7,445,232 123,701 42,680 0 4,370,087 922,313  (6,556,457) 6,347,556
DEFERRED CAPITAL FUNDED
CONTRIBUTIONS (notes 5 and 11) 18,435,508 18,435,508
DEFERRED CAPITAL CONTRIBUTIONS
(note 6) 36,295,592 36,295,592
7,445,232 54,854,801 42,680 0 4,370,087 922,313 (6,556,457) 61,078,656
FUND BALANCES 3,200,851 2,213,301 0 0 (2,051,985) (42,941) 3,319,226
CONTRIBUTED ASSETS (note 7) 14,041,080 14,041,080
3,200,851 16,254,381 0 0 (2,051,985) (42,941) 0 17,360,306
10,646,083 71,109,182 42,680 0 2,318,102 879,372 (6,556,457) 78,438,962
See accompanying notes 19
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- Financial Information

Research Trust Funds
Schedule 2 - Revenues

For the Year Ended
March 31, 2012

March 31,
ARIO New 2012 Total
(note 8)  Infrastructure ARF VMAP Directions  Food Safety (statement 2)

REVENUE $ $ $ $ $ $ $
Research: Grants - provincial 1,350,000 500,000 1,850,000
Intellectual property 1,127,014 1,127,014
1,127,014 0 0 0 1,350,000 500,000 2,977,014
Property: Grants - provincial - minor capital (notes 9 and 11) 2,336,708 2,336,708
Rental income - provincial 351,750 351,750
Rental income - private industry 663,377 663,377
Operations and maintenance - provincial 321,576 321,576
Operations and maintenance - private industry 11,580 11,580
Transfer payments - payments in lieu of taxes (note 9) 550,000 550,000
Payments in lieu of taxes 119,975 119,975
Amortization of deferred capital contribution (note 11) 2,184,898 2,184,898
0 6,539,864 0 0 0 0 6,539,864
Other: Investment income 77,623 51,297 9,874 95 34,004 15,843 188,736
TOTAL REVENUES 1,204,637 6,591,161 9,874 95 1,384,004 515,843 9,705,614

See accompanying notes
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Research Trust Funds
Schedule 2 - Expenditures

For the Year Ended
March 31, 2012

EXPENDITURES
Research: Research project\program
Intellectual property

Property: Payments in lieu of taxes
Minor capital (note 11)
Operations and maintenance
Amortization of capital assets (note 11)

Other: Other expenses
TOTAL EXPENDITURES

EXCESS (SHORTFALL) OF REVENUE OVER EXPENDITURES

NET AMOUNT TRANSFERRED FROM UNCLAIMED
EXPENDITURES
UNREALIZED DEPRECIATION OF INVESTMENTS

FUND BALANCES, beginning of year
INTER FUND TRANSFER (note 13)
FUND BALANCES, end of year

March 31,

ARIO New 2012 Total
(note 8) Infrastructure ARF VMAP Directions Food Safety (statement 2)
57,788 12,003 1,358,482 533,381 1,961,654

661,501 661,501
661,501 0 57,788 12,003 1,358,482 533,381 2,623,155
750,641 750,641

2,859,945 2,859,945

807,916 807,916

2,184,898 2,184,898

0 6,603,400 0 0 0 0 6,603,400

2,617 2,617
664,118 6,603,400 57,788 12,003 1,358,482 533,381 9,229,172
540,519 (12,239) (47,914) (11,908) 25,522 (17,538) 476,442
57,437 10,640 131,439 199,516

(19,225) (15,127) (11,221) (4,180) (49,753)
521,294 (27,366) 9,523  (11,908) 24,941 109,721 626,205
2,679,162 16,466,408 528,021 12,303 (2,614,470) (152,662) 16,918,762
395 (537,544) (395) 537,544 0
3,200,851 16,254,381 0 0 (2,051,985) (42,941) 17,360,306

See accompanying notes
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General

Membership:

e The following members were re-appointed for an additional term
(number of years in brackets):

Dr. Om Dangi (2 years)
Dr. Moni Eino (2 years)
Paul Henderson (2 years)
Gord Surgeoner (2 years)
Greg Hannam (3 years)

Business Plans:

e The 2012-2015 ARIO multi-year business plan was developed and serves
as a framework for ARIO’s business activities over the next three years.
Four key areas of activity continue to be:

22

Strategic Advice - Providing strategic advice to the Minister on
agri-food and agri-products research and innovation.

Leadership - Leading the Reinvestment Strategy to modernize the
province’s agri-food and agri-products research and innovation
physical and virtual infrastructure.

Advocacy - Promoting the Ontario agri-food and agri-products
research and innovation system.

Managerial Oversight - Providing managerial oversight of open
competitive research programs and the portfolio of properties

(14 research properties and 3 campuses) comprising approximately
6,500 acres and 300+ buildings with an asset value of
approximately $60 million.

ARIO Highlights for 2011-2012

Research Programs

Ongoing Improvements in Research Administration:

OMAFRA’s new on-line Research Management System (RMS) is now
operational and has been used for the 2011-12 calls in Food Safety, New
Directions and the OMAFRA-U of G Partnership research programs. The new
system eliminates paper submissions and reports, and is already making data
management and access easier.

Research Programs and Highlights — Open Research Programs

The Food Safety Research Program ($500,000 annual budget) supports
priorities within the Emergency Management research theme. Seven projects
were approved for funding this year relating to detection methodology, risk
assessment and risk mitigation. Project highlights include:

Understanding mycotoxin profiles in corn, wheat and potatoes

— Knowledge of the dynamics of Fusarium populations under

different agricultural practices and weather variables will help in the
development of resistant cultivars, the selection of proper management
and crop rotation practices, as well as help estimate current and future
risk of contamination. Research Priority: Detection and Surveillance

Vaccine development for the control of pathogens in poultry

- This work will target the development of an effective and

easily administered vaccine to prevent colonization in broilers by
Campylobacter and Salmonella. Research Priority: Disease Prevention
and Control

Comparative exposure assessment for a food borne illness in
Ontario - Campylobacteriosis is the second most frequent and costly
infectious gastrointestinal iliness in Ontario. A risk assessment will be
undertaken to help inform policy development and risk communication
efforts for public health practitioners and food safety in Ontario,

with the overarching goal of preventing and controlling this iliness.
Research Priority: Threat ldentification and Prioritization
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The New Directions Research Program ($1.3 million annual budget)
seeks to develop new opportunities and solutions for the agri-food sector.
Nine projects were approved for funding this past year in the priority
areas of emerging markets (organic and ethnic), food processing, water
management and agri-food value chains. Project highlights include:

e Supporting market access and growth in ‘world crops’ — This
project seeks to address consumer and producer challenges and
opportunities related to the ethnic market (value chain, infrastructure,
consumer perception etc.), while also evaluating the current and
future market for Ontario grown ethnic vegetables. Research Priority:
Emerging Markets (Ethnic Markets)

¢ Information systems development for the organic sector — The
goal of this study is to investigate and develop a decision-support
system for Ontario’s organic sector to support and track growth over
time. Research Priority: Emerging Markets (Organic Markets)

e |mproving water use efficiency on dairy farms - The project will
provide a comparative analysis of water use in the most commonly
found dairy systems in Ontario leading to the development of a suite
of best practice guidelines to improve water use efficiency. Research
Priority: Water Management

e Value chain gap analysis - ornamental horticulture — This research
seeks to introduce new ornamental products for Ontario nursery and
landscape businesses on the domestic and international markets, with
consideration of the end consumer and improving the value chain.
Research Priority: Agri-Food Value Chains

e Precise fat trimming from pork cuts using robotics - A robotic system
will be developed to improve the fat characteristics of pork cuts to meet
international market demand thus improving the economic environment
for Ontario pork producers. Research Priority: Food Processing

Other Related Research Programming

Research Programs and Highlights - OMAFRA/University
of Guelph Partnership

The Agri-Food and Rural Link - Knowledge Translation and Transfer
Program (KTT). The KTT program has funded 53 hands-on projects,
linking researchers directly with stakeholders. Some examples include:

e The Canadian Virtual Centre for Poultry Welfare, created by Dr. Tina
Widowski, provides training videos and research findings in user-
friendly terms for poultry industry managers and workers.

e The ‘Aphid App’ developed by OMAFRA entomologist Tracy Baute and
U of G researcher Rebecca Hallett provides pest alerts and reports on
crop infestations in real-time.

The Highly Qualified Personnel (HQP) Scholarship Program.

This program is benefiting U of G graduate students and the Ontario

agri-food industry by enhancing the ‘market readiness’ of graduates.

Over 60 students and 15 different public and private sector organizations

have already benefited from the HQP ‘job shadow’ program.
. !
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OMAFRA/UofG Partnership Research Programs - Selected project e Production Systems - Animals: The varroa mite, associated with
highlights by theme: widespread honeybee mortality, has developed resistance to synthetic
pesticides that are harmful to the bees themselves. As an alternative
control method, certain organic compounds that are non-toxic to bees
such as thymol, oregano and clove oils are being investigated.

e Agricultural and Rural Policy: A simulation model has been developed
that compares the returns and risks associated with common marketing
strategies for Ontario corn and soybeans. So far, it showed that pre-

harvest futures or forward contracts netted corn producers the highest * Production Systems - Plants: Hungry bean leaf beetles have
profits, but cash sales post-harvest tended to generate higher prices for dramatically cut yields in some parts of the U.S., and they are spreading
soybean producers. throughout southern Ontario. Specific recommendations regarding

pesticide application are being developed that maximize effectiveness

e Bioeconomy — Industrial Uses: Soybeans are becoming Ontario’s most R
and minimize yield losses.

cost-efficient and renewable source of oil for biodiesel production, as
U of G researchers breed varieties that approach 25 per cent oil content.

e Emergency Management: Researchers are looking into improved
management practices on Ontario broiler farms to identify practical
measures that minimize the presence of nine significant viral pathogens.

e Environmental Sustainability: Designing ‘green roofs’ is a complex
process in Canada’s harsh climate of freezing winters and hot dry
summers. Researchers are currently evaluating different plant species -
from sedum to juniper - to find the most stress resistant ones that can
strike a balance between low maintenance and inputs, and productivity
and energy conservation.

¢ Food for Health: Genetic differences between ethnic groups may
influence how one’s body is able to metabolize essential fatty acids.
Variations in the FADS1 gene that affects lipid metabolism have been
found between Asian and Caucasian young adults. This information may
be used to help make better dietary choices.

e Product Development and Enhancement through Value Chains:
An estimated 1 in every 160 Canadians suffers from inflammatory bowel
disease (IBD). To better understand the relationship between gut bacteria
and diseases such as IBD, a device termed ‘roboguts’ has been developed
that simulates human intestinal tract conditions so that researchers can
investigate the microflora that grow there.
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Research Infrastructure
Portfolio Administration

ARIO’s infrastructure portfolio consists of 14 research stations and three
campuses covering approximately 6,600 acres, 350 plus buildings and over
45 tenants. The ARIO continues to provide efficient property management of
agri-food research infrastructure to allow for effective implementation of
research priorities.

When ARIO acquired the infrastructure portfolio in 2007 leases were negotiated
with all the major tenants. As a result, a large number of tenant leases are coming
to the end of their first 5 year term and are now being renegotiated / renewed.

ARIO’s single largest tenant is the government of Ontario. Government ministries
and agencies occupy space on 6 different ARIO properties. Infrastructure
Ontario (10), previously known as Ontario Realty Corporation, is the tenant of
record for all Ontario government ministry offices located on ARIO properties.
Each of the 17 leases was originally for 5-year terms ending on March 31,
2012. Ten exercised their option, and negotiated a renewal of all 17 leases for
an additional 5 year term effective April 1, 2012.

ARIO, as a crown agency, is exempt from paying municipal property tax on its
portfolio and makes payments in lieu (PILs) of taxes to the municipalities in
recognition of municipal services provided. ARIO’s PILs obligations have been
increasing by approximately 2-5% per year because of increasing property
assessments and municipal tax rates.

Construction Projects

There have been a number of new construction projects. These include the
completion of the restoration of the Lodge Building at Vineland; completion
of the Centre for Agricultural Renewable Energy and Sustainability (CARES)
facility and the reconstruction of the offices, labs and classrooms in the Reek
Building at Ridgetown; and start of pre-construction of the new dairy facility
at Elora. A significant component of the funding for all of these projects has
come from industry stakeholders and other levels of government.

Minor Capital Program

Continued funding support from OMAFRA for the minor capital program
has permitted ARIO to make significant progress in reducing the deferred
maintenance issues accumulated prior to ARIO ownership.

In 2011-12 OMAFRA provided $4.5 million in base funding for the ARIO
Minor Capital Program, split between building improvements and

repairs ($3.5 million) and program related capital investment ($1.0 million).
An additional $250,000 was provided to support planning for ARIO’s
reinvestment strategy. In 2011-12, 145 capital projects worth approximately
$5 million were supported.

Projects are evaluated and ranked against the following prioritized criteria:

e animal care

e human health and safety

e code compliance

e building integrity

e |ife cycle replacement

e cfficiency / conservation (utilities, labour, resources)
e program capacity

Significant investments have been made in green power, energy efficiency
upgrades. Examples of projects include:

e installation of solar panels at research stations;

e replacement of heating boilers with new high efficiency units;
e ashestos remediation; and

® management.
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ARIO’s Reinvestment Strategy

ARIO has begun reinvesting in its infrastructure portfolio to position the research
infrastructure to support the research needs of the future.

Implementation of the centres (Vineland Research and Innovation
Centre; Livestock Research and Innovation Centre at Elora) under ARIO’s
reinvestment strategy is well underway.

With input from industry leaders and based on criteria developed by ARIO
in 2010, ARIO identified the next three reinvestment priorities under the
strategy, namely: Bioeconomy; Field Crops; and Food and Health.

The reinvestment strategy will continue to be advanced over the coming
year with more active engagement planned.

Livestock Research and Innovation Centre — Elora

A major achievement in the proposed Livestock Research and Innovation
Centre located at the Elora research station was securing an industry
capital contribution of $5 million from the dairy sector.

This industry contribution along with ARIO capital funds provided in
2011-12 of $6 million and another $14 million committed for
2012-13 will support the construction of the dairy facility at Elora.

Detailed design is currently underway and the industry-led coalition
established in 2010-11 continues its work on developing a governance
model for the Centre. Construction of Phase | (Dairy Research Facility)
is expected to begin late fall/early winter 2012/2013.

Vineland Research and Innovation Centre

As the first centre to be developed under ARIO’s reinvestment strategy,
revitalization of the Vineland research station continues under the
leadership and commitment of the Vineland Research and Innovation
Centre (Vineland).

Ownership of the former Agriculture and Agri-Food Canada (AAFC) building
transferred to Vineland and administration and control of former AAFC lands
transferred to ARIO.

Approximately 70 people are now employed by Vineland. Vineland delivers
13 core research programs under the direction of 13 research scientists.

New business, industry and research partnerships & collaborations are

being created. While Vineland continues to attract federal and provincial
funding, it is beginning to see a significant increase in industry support

and collaboration.

Over the coming year, we will work collaboratively with Vineland and the
University of Guelph to finalize a long-term site management agreement
and operating framework that will recognize the important contributions
of all parties located at the Vineland research station.

Guelph Research Station

In January 2012, Guelph City Council approved a preferred design for the
GID Secondary Plan. The preferred design indicates that lands currently
operated as the Guelph Research Station (Guelph Turfgrass Institute and
agroforestry research) are envisioned as a combination of mixed used;
employment mixed use; residential; open space and natural areas.

Through the ARIO Secretariat, we are working with representatives from
GTI, the University of Guelph and Infrastructure Ontario to develop a
strategy for the potential future relocation of research activities for the
Guelph research station.









