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CPAs AND BUSINESS ADVISORS

Independent Auditor’s Report

To the Council Members of Minnesota
Dairy Research and Promotion Council
Roseville, Minnesota

Opinion

We have audited the accompanying financial statements of Minnesota Dairy Research and
Promotion Council (a Minnesota corporation), which comprise the statements of assets,
liabilities and fund balance—modified cash basis as of December 31, 2021 and 2020, and the
related statements of revenues, expenses and changes in fund balance—modified cash basis and
cash flows—modified cash basis for the years then ended, and the related notes to the financial
statements.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Minnesota Dairy Research and Promotion Council as of December 31,
2021 and 2020, and the results of its revenues and expenses and changes in fund balance and its
cash flows for the years then ended in accordance with the modified cash basis of accounting as
described in Note 2.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards (Government Auditing Standards) issued by the Comptroller
General of the United States. Our responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We
are required to be independent of Minnesota Dairy Research and Promotion Council and to meet
our other ethical responsibilities in accordance with the relevant ethical requirements relating to
our audits. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance the modified cash basis of accounting as described in Note 2, and for the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Minnesota
Dairy Research and Promotion Council’s ability to continue as a going concern within one year
after the date that the financial statements are available to be issued.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance
with GAAS and Government Auditing Standards will always detect a material misstatement
when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements, including omissions, are
considered material if there is a substantial likelihood that, individually or in the aggregate, they
would influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Minnesota Dairy Research and Promotion
Council’s internal control. Accordingly, no such opinion is expressed.

e [Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about Minnesota Dairy Research and Promotion
Council’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.

Basis of Accounting

We draw attention to Note 2 of the financial statements, which describes the basis of accounting.
The financial statements were prepared on the modified cash basis of accounting, which is a
basis of accounting other than accounting principles generally accepted in the United States of
America. Our opinion is not modified with respect to that matter.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March
7, 2022, on our consideration of the Minnesota Dairy Research and Promotion Council’s internal
control over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts and other matters. The purpose of that report is solely to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the effectiveness of the Minnesota Dairy Research
and Promotion Council’s internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in
considering Minnesota Dairy Research and Promotion Council’s internal control over financial
reporting and compliance.

Bopun 2 Povorafa  PUP

Boyum & Barenscheer PLLP
St. Paul, Minnesota
March 7, 2022



Minnesota Dairy Research and Promotion Council

Statements of Assets, Liabilities and Fund Balance—Modified Cash Basis

December 31, 2021 2020
ASSETS
Current
Cash:
Checking $ 57,655 $ 422,345
Insured Savings Accounts 634,303 24,239
Total Cash 691,958 446,584
Investments 929,000 884,000
Interest Receivable 295 4,530
Total Current Assets 1,621,253 1,335,114
Other
Investment in Midwest Dairy Association 1,137,933 1,137,933

Total Assets

$ 2,759,186

$ 2,473,047

LIABILITIES AND FUND BALANCE

Current Liabilities

Accounts Payable
Deferred Revenue

Total Current Liabilities

Fund Balance

$ 2,500 § 160,000
- 8,243

2,500 168,243
2,756,686 2,304,804

Total Liabilities and Fund Balance

$ 2,759,186

$ 2,473,047

The accompanying notes are an integral part of the financial statements.



Minnesota Dairy Research and Promotion Council

Statements of Revenues, Expenses and Changes in Fund Balance—Modified Cash Basis

For the Years Ended December 31, 2021 2020
Revenue
Dairy Checkoff Assessments $ 10,435,186 $ 9,978,871
Interest 1,129 12,234
Miscellaneous 25 25
Total Revenue 10,436,340 9,991,130
Expenses
Program Expense
Contract Program Support—Midwest Dairy Association 9,919,100 9,840,000

Administration Expenses

Midwest Dairy Association Contract 30,900 30,000
Minnesota Department of Agriculture 19,400 17,000
Audit Fees—Financial Statements 9,525 6,775
Audit Fees—Compliance 5,200 5,200
Bank Fees and Office Supplies 300 310

Total Administration Expenses 65,325 59,285

Council Members' Expenses

Election and Miscellaneous Expenses 33 964
Total Administration and Council Members' Expenses 65,358 60,249
Total Expenses 9,984,458 9,900,249
Excess of Revenue over Expenses 451,882 90,881
Fund Balance, Beginning of Year 2,304,804 2,213,923
Fund Balance, End of Year $ 2,756,686 $ 2,304,804

The accompanying notes are an integral part of the financial statements. 5



Minnesota Dairy Research and Promotion Council

Statements of Cash Flows—Modified Cash Basis

For the Years Ended December 31, 2021 2020

Cash Flows from Operating Activities
Excess of Revenue over Expenses $ 4518382 % 90,881
Adjustments to Reconcile Excess of Revenue Over Expenses
to Net Cash Provided by Operating Activities:

Decrease in Interest Receivable 4,235 6,004
Increase (Decrease) in Accounts Payable—Midwest Dairy Association (157,500) 160,000
Increase (Decrease) in Deferred Revenues (8,243) 8,243
Net Cash Provided By Operating Activities 290,374 265,128

Cash Flows from Investing Activities

Purchases of Investments (929,000) (884,000)

Sales of Investments 884,000 874,000
Net Cash (Used In) Investing Activities (45,000) (10,000)
Net Increase in Cash 245,374 255,128
Cash, Beginning of Year 446,584 191,456
Cash, End of Year $ 691958 § 446,584

The accompanying notes are an integral part of the financial statements. 6



Minnesota Dairy Research and Promotion Council

Notes to Financial Statements

December 31, 2021 and 2020

1. Organization

The Minnesota Dairy Research and Promotion Council (Council) was established in accordance
with state law and is governed by Minnesota Statutes {2021}, Sections 17.51-17.69. The
Council works together with the Minnesota Department of Agriculture to promote Minnesota
agriculture. Under the Commodities Promotion Act, the Council has organized research and
promotion programs. Funding is generated through dairy checkoff as described in Note 4.

Authority to operate is given to the Council by the Minnesota Dairy Research and Promotion
Order, authorized under the Minnesota Agricultural Commodities Promotion Act, Minnesota
Statutes {1969}, adopted April 1, 1975, revised under Minnesota Statutes {1982}, effective
November 1, 1982, revised in October 2004. The order may be terminated by the Council after
consultation with the Commissioner of Agriculture or upon the Council's petition and a
subsequent referendum.

2. Summary of Significant Accounting Policies
Basis of Accounting

The accompanying financial statements were prepared on the modified cash basis of
accounting, which is a comprehensive basis of accounting other than accounting principles
generally accepted in the United State of America. The checkoff revenues from dairy checkoff
assessments are collected by first purchasers and remitted to the Council monthly. Since
purchases are made on a daily basis, there are amounts owed to the Council at the end of any
given month. Under the modified cash basis of accounting, checkoff revenue is recognized
when cash is collected. All other revenue is recognized when earned and expenses are
recognized when incurred. The Council does not have any activity or balances that have donor-
imposed restrictions.

Cash

The Council places its cash with high-quality financial institutions. The checking account is a
non-interest bearing account. All other accounts are interest-bearing accounts at short-term
interest rates. These accounts are insured up to $250,000 by the Federal Deposit Insurance
Corporation FDIC.



Minnesota Dairy Research and Promotion Council

Notes to Financial Statements

December 31, 2021 and 2020

2. Summary of Significant Accounting Policies (Continued)
Investments

Investments owned by the Council at December 31, 2021 and 2020, consisted of marketable
certificates of deposit. The Council intends to hold all marketable certificates of deposit to
maturity. All certificates are scheduled to mature within a 12-month period and are reported at
cost, which approximates fair value. Interest income on investments is recorded when earned.

Revenue Recognition

Dairy checkoff assessment revenues are recognized as they are received.

Functional Expense Allocation

The costs of providing various programs and other activities have been summarized on a
functional basis in the statements of revenues, expenses and changes in fund balance—modified
cash basis. Accordingly, certain costs have been allocated between the programs and supporting
services benefited. Contract costs have been allocated to administration based on the cost of the
services required to administer the Dairy Research and Promotion agreement.

Use of Estimates

The preparation of financial statements in conformity with the modified cash basis of
accounting 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 reporting
period. Actual results could differ from those estimates.

Income Taxes

As a quasi-governmental entity, the Internal Revenue Service has determined that the Council is
exempt from the filing requirements of tax-exempt organizations.

Subsequent Events

Management has evaluated subsequent events through March 7, 2022, the date which the
financial statements were available to be released.



Minnesota Dairy Research and Promotion Council

Notes to Financial Statements

December 31, 2021 and 2020

3. Availability and Liquidity of Financial Assets

The Council’s financial assets available for general expenditure, that is, without donor or other
restrictions limiting their use, within one year of the balance sheet date, comprise the following
as of December 31:

2021 2020
Cash $ 691,958 § 446,584
Investments 929,000 884,000
Interest Receivable 295 4,530
Financial assets available to meet general expenditures
within one year $ 1,621,253 $ 1,335,114

The Council’s goal is generally to maintain financial assets at 10% of operating expenses
(approximately $1,000,000). None of the financial assets available are subject to donor or other
contractual restrictions that make them unavailable for general expenditure within one year of
the date of the Statements of Assets, Liabilities and Fund Balance—Modified Cash Basis. As
part of its liquidity plan, excess cash is invested in short-term investments consisting of
marketable certificates of deposit.

4. Producer Assessments

The National Dairy Promotion Board (Board) was established in 1984 in accordance with
federal law. Pursuant to federal laws and regulations governing the Board, dairy producers must
remit fifteen cents (15¢) per hundredweight of milk produced for commercial use to the Board
to support its promotional and research programs. However, producers may deduct up to ten
cents (10¢) per hundredweight for funds forwarded to a qualifying state organization.

Producer assessments (checkoff) are generated by the collection of an assessment on milk
shipped by Minnesota dairy producers. The maximum credit permitted to qualifying state
organizations under the federal dairy promotion and research order is ten cents (10¢) per
hundredweight.

Assessments collected are refundable under state law, within six months of the date of purchase,
to the producer upon the producer’s written request to the Minnesota Department of
Agriculture. Participation in the National Dairy Promotion Program is mandatory. Accordingly,
any refund requested by a producer from a participating state organization must be forwarded to
the National Dairy Promotion Board.



Minnesota Dairy Research and Promotion Council

Notes to Financial Statements

December 31, 2021 and 2020

5.

Investment in Midwest Dairy Association (formerly American Dairy Association/Dairy
Council of the Upper Midwest, Inc.)

Under the terms of a Dairy Research and Promotion Agreement, the Council provided capital of
$1,137,933 in the form of cash and other assets to American Dairy Association/Dairy Council
of the Upper Midwest, Inc. (ADA/DC) on July 1, 1993. This investment, along with the
investments made by the North Dakota Dairy Promotion Commission and American Dairy
Association of South Dakota, totaled $1,500,000. These investments enabled ADA/DC to
commence operations, and provided working capital for the activities of coordinating and
implementing dairy promotion, research and education programs on behalf of dairy producers in
Minnesota, North Dakota and South Dakota.

Investment Capital provided by the Council consisted of the following:

Cash $ 43,108
Cash and Other Current assets—Contributed to the
Council by the Dairy Council of Minnesota 112,909

Furniture, Equipment and Automobiles—Contributed to the

Council by the Dairy Council of Minnesota

(at Net Book Value) 108,354
Furniture, Equipment and Automobiles—Purchased from the

American Dairy Association of Minnesota

(at Net Book Value) 181,267
Transfer of Marketable Certificates of Deposits

and Accrued Interest 692,295
Total $ 1,137,933

On January 1, 2000, ADA/DC combined with Midland Dairy Association. ADA/DC was the
surviving entity, and it was renamed Midwest Dairy Association (Midwest Dairy).

In the event the Dairy Research and Promotion Agreement between the Council and Midwest
Dairy is terminated, the Council may receive a refund of its contributed capital. Upon
termination, Midwest Dairy has the right to determine the appropriate disposition of the
Council's capital contribution. However, until the capital is refunded in full, and as long as
Midwest Dairy exists, the Council's contribution shall be reflected as contributed capital on
Midwest Dairy’s financial records.

At December 31, 2021, Midwest Dairy had net assets of $6,012,138 which included the
$1,500,000 of initial contributed capital by the members of Midwest Dairy.

10



Minnesota Dairy Research and Promotion Council

Notes to Financial Statements

December 31, 2021 and 2020

6. Related Party Transactions

The Council contracted with Midwest Dairy, which is related through common management, to
implement and administer programs intended to contribute to the betterment of Minnesota's
dairy producers and the state's dairy industry. Such programs include, but are not limited to:
strategic initiatives, wellness, farmer relations, consumer demand, dairy product research and
innovation, farmer communications, and consumer confidence. Under the terms of the
contracts, Midwest Dairy also provides the Council with administrative, financial, and reporting
services. Payments under these contracts totaled $9,950,000 and 9,870,000 for the years ended
December 31, 2021 and 2020, respectively, which amounted to approximately 43% and 44% of
the total revenues of Midwest Dairy, respectively. The Council is dependent on Midwest Dairy
to provide program and administrative services to the Council.

7. Uncertainty

Prior to and continuing after December 31, 2021, local, U.S., and world governments have
encouraged self-isolation to curtail the spread of the global pandemic, coronavirus disease
(COVID-19). Many industries are experiencing disruption to business operations. There is
uncertainty surrounding the duration of the pandemic, its potential economic ramifications, and
any government actions to mitigate them. Management has not seen a material impact on the
Council’s financial position and doesn’t anticipate a significant impact to future operations as of
March 7, 2022.

11



Independent Auditor’s Report on
Supplementary Information

To the Council Members of Minnesota
Dairy Research and Promotion Council
Roseville, Minnesota

We have audited the financial statements of the Minnesota Dairy Research and Promotion
Council as of and for the year ended December 31, 2021 and 2020, and our report thereon
dated March 7, 2022, which expressed an unmodified opinion on those financial
statements, appears on pages 1-3. Our audit was conducted for the purpose of forming an
opinion on the financial statements as a whole. The roster of Council Members, which is of
a nonaccounting nature and shown on page 13, which is the responsibility of management,
is presented for purposes of additional analysis and is not a required part of the financial
statements. The roster of Council Members has not been subjected to the auditing
procedures applied in the audit of the financial statements, and, accordingly, we do not
express an opinion or provide any assurance on it.

Bopun 2 Povonaddas  PUL

Boyum & Barenscheer PLLP
St. Paul, Minnesota
March 7, 2022
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Minnesota Dairy Research and Promotion Council

Council Members

December 31, 2021

Council Members

District 1 Kristine Spadgenske
District 2 Eric Sonnek

District 3 Ken Herbranson
District 4 Shirley Hulinsky
District 5 Doug Popp

District 6 Suzanne Vold

District 7 Kate McAndrews
District 8 Joe Engelmeyer

District 9 Sarah Kuechle, Executive Committee Member-At-Large
District 10 Charles Krause, Chair
District 11 David Schwartz

District 12 Eric Hoese

District 13 Megan Herberg

District 14 Karen Kasper, Secretary
District 15 Barb Liebenstein

District 16 Mindi Arendt
District 17 Rita Young, Vice Chair
District 18 Margaret Johnson, Treasurer

Chief Executive Officer
Molly Pelzer, Midwest Dairy Association

See independent auditor’s report on supplementary information. 13



Independent Auditor’s Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the Council Members
of Minnesota Dairy Research and Promotion Council

and

Thom Peterson, Commissioner
Minnesota Department of Agriculture

We have audited, in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of
Minnesota Dairy Research and Promotion Council, which comprise the statements of assets,
liabilities and fund balance—modified cash basis as of December 31, 2021, and the related
statements of revenues, expenses and changes in fund balance—modified cash basis and cash
flows—modified cash basis, for the year then ended, and the related notes to the financial
statements, and have issued our report thereon dated March 7, 2022. As discussed in Note 2, the
financial statements were prepared on the modified cash basis of accounting which is a
comprehensive basis of accounting other than generally accepted accounting principles.

Report on Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Minnesota Dairy
Research and Promotion Council’s internal control over financial reporting (internal control) to
determine the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Minnesota Dairy Research and Promotion Council’s internal
control. Accordingly, we do not express an opinion on the effectiveness of Minnesota Dairy
Research and Promotion Council’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected, on a timely basis.

14



Report on Internal Control Over Financial Reporting (Continued)

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether Minnesota Dairy Research and
Promotion Council’s financial statements are free of material misstatement, we performed tests
of its compliance with Minnesota Department of Agriculture regulations, noncompliance with
which could have a material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Minnesota Dairy
Research and Promotion Council’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

Bopun 2 Povonaddae,  PUP

Boyum & Barenscheer PLLP
St. Paul, Minnesota
March 7, 2022
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