Executive Summary

The enabling legislation of both the producer and processor dairy promotion programs (7 U.S.C.
4514 and 7 U.S.C. 6407) requires the U.S. Department of Agriculture (USDA) to submit an
annual report to the House Committee on Agriculture and the Senate Committee on Agriculture,
Nutrition, and Forestry by July 1. The producer and processor programs are conducted under the
Dairy Promotion and Research Order (Dairy Order) (7 CFR §1150) and the Fluid Milk
Promotion Order (Fluid Milk Order) (7 CFR §1160), respectively. This report includes a
description of activities for both the producer and processor programs and summarizes activities
of the national fluid milk programs. An accounting of funds collected and spent, an independent
analysis of the effectiveness of the advertising campaigns of the two programs, and an industry-
commissioned review of fluid milk markets and program operations are included. Additionally,
this report addresses program activities for the fiscal period January 1- December 31, 2003, of
the Dairy Promotion Program and the Fluid Milk Processor Promotion Program, unless
otherwise noted.

Producer Dairy Promotion Program

The Dairy Production Stabilization Act of 1983 (Dairy Act) (7 U.S.C. 4501, et seq.) authorized a
national producer program for dairy product promotion, research, and nutrition education as part
of a comprehensive strategy to increase human consumption of milk and dairy products. Dairy
farmers fund this self-help program through a mandatory 15-cent per hundredweight assessment
on all milk produced in the contiguous 48 States and marketed commercially. Dairy farmers
administer the national program through the National Dairy Promotion and Research Board
(Dairy Board). The Dairy Act provides that dairy farmers can direct up to 10 cents per
hundredweight of the assessment for contributions to qualified State or regional dairy product
promotion, research, or nutrition education programs (Qualified Programs).

The Dairy Order became effective on May 1, 1984. The Dairy Act required the Secretary of
Agriculture to conduct a referendum among dairy farmers by September 30, 1985, to determine
if a majority favored continuation of the program. Nearly 90 percent of the dairy farmers voting
in the August-September 1985 referendum favored continuing the program. USDA held a
second referendum on the dairy promotion program in August 1993. Approximately 71 percent
of the dairy farmers who voted in the referendum favored continuing the program. USDA will
hold future referenda at the direction of the Secretary or upon the request of at least 10 percent of
the affected dairy farmers.

The Dairy Board portion of the revenue from the 15-cent per hundredweight producer
assessment was $86.1 million for 2003, and Qualified Programs revenue from the producer
assessment was $174.8 million for the same year. Revenue from assessments for the Dairy
Board and many of the Qualified Programs is integrated through a joint process of planning and
program implementation so that the programs on the national, regional, State, and local level
work together.



Fluid Milk Processor Promotion Program

The Fluid Milk Promotion Act of 1990 (Fluid Milk Act) (7 U.S.C. 6401 et seq.) authorized the
establishment of a national processor program for fluid milk promotion and education. The
Fluid Milk Order became effective December 10, 1993. The Secretary appointed the initial
Nationatl Fluid Milk Processor Promotion Board (Fluid Milk Board) on June 6, 1994.

Processors administer the Fluid Milk Processor Promotion Program through the Fluid Milk
Board. Processors marketing more than 3 million pounds of fluid milk per month, excluding
those fluid milk products delivered to the residence of a consumer, fund this program through a
20-cent per hundredweight assessment on fluid milk processed and marketed in consumer-type
packages in the contiguous 48 States and the District of Columbia.

The Fluid Milk Board’s revenue for the January 1 through December 31, 2003, period was
$106.5 million. Approximately 76 percent of the program expenditures was used for fluid milk
advertising, 7 percent for promotions, and about 14 percent for public relations. The remaining
funds were used for research and for general and administrative expenses.

The Fluid Milk Act required the Secretary to conduct a referendum among fluid milk processors
to determine if a majority favored implementing the program. In the October 1993 referendum,
72 percent of the processors voted to approve the implementation of the fluid milk program.
These processors represented 77 percent of the volume of fluid milk products marketed by all
processors during May 1993, the representative period set for the referendum. USDA held a
continuation referendum in February-March 1996. Of the processors voting in that referendum,
nearly 65 percent favored continuation of the program. These processors represented 71 percent
of the volume of fluid milk products marketed by all processors during September 1995, the
representative period set for the referendum. In November 1998, USDA held another
continuation referendum at the request of the Fluid Milk Board. Fluid milk processors voted to
continue a national program for fluid milk promotion established by the Fluid Milk Order. Of
the processors voting in ths referendum, 54 percent favored continuation of the order. These
processors represented 86 percent of the fluid milk products processed and marketed by fluid
milk processors voting in the referendum. The Fluid Milk Act and Order state that USDA will
hold future referenda upon the request of the Fluid Milk Board, of processors representing 10
percent or more of the volume of the fluid milk products marketed by those processors voting in
the last referendum, or when called by the Secretary.

National Fluid Milk Programs

Dairy Management Inc. (DMI) - the staffing organization for the Dairy Board — and the Fluid
Milk Board continued to execute national fluid milk programs in 2003. The funding level of the
national programs totaled $143 million in 2003, with about $47 million from DMI and State and
regional organizations and about $96 million from the Fluid Milk Board. The fluid milk
marketing programs are research based, message focused, and separately managed.



A summary of the national fluid milk programs for fiscal year 2003 follows the Fluid Milk
Board section in Chapter | of this report.

USDA Oversight

USDA has oversight responsibility for both dairy promotion programs. The oversight objectives
ensure that the Boards and Qualified Programs properly account for all program funds and that
they administer the programs in accordance with their respective Acts and Orders. All
advertising, promotional, and educational materials are developed under established guidelines.
All Board budgets, contracts, and advertising materials are reviewed and approved. USDA
employees attend all Board and Board Committee meetings and monitor all Board activities.
USDA also has responsibility for obtaining an independent evaluation of the program.
Additional USDA responsibilities relate to nominating and appointing Board members,
amending the orders, conducting referenda, assisting with noncompliance cases, and conducting
periodic program audits. The Boards reimburse the Secretary, as required by the Acts, for
USDA'’s administrative costs of program oversight and for the independent analysis.

Independent Analysis and Fluid Milk Market and Promotion Assessment

Chapter 3 reports the results of the independent analysis, conducted by Cornell University, of the
effectiveness of the dairy promotion programs. Since 1995, the independent analysis has
included an analysis of the effectiveness of the producer promotion program in conjunction with
the processor promotion program. Cornell has conducted these analyses since 1998.

Chapter 4 presents the industry-commissioned fluid milk market and program operations
assessment, representing the fifth year that this assessment has been conducted. The review
offers a subjective evaluation of the effectiveness of the fluid milk advertising and promotion
programs.

Appendices: Supplemental Information

This report’s Appendix section (Appendix A-H) includes a variety of supplemental information
related to the dairy promotion programs. Appendix A presents a detailed listing of the current
Dairy Board members. To commemorate the program’s 20-year anniversary, this year’s report
also includes a comprehensive listing of all past Dairy Board members. Appendix B similarly
includes a detailed listing of all current and past Fluid Milk Board Members.

Appendix C features two maps that display the regions of both the Dairy Board and Fluid Milk
Board.

Appendix D presents tables that report the actual income and expenditures, USDA oversight
costs, and approved budgets for both the Dairy Board and Fluid Milk Board.

Appendix E-1 includes the financial statements, supplemental schedules, and the independent
auditor’s report for the Dairy Board. The auditing firm KPMG LLP conducted the 2003 Dairy
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Board independent audit. Appendix E-2 includes financial statements and the independent
auditor’s report for the Fluid Milk Board. Snyder, Cohn, Collyer, Hamilton and Associates P.C.
conducted the 2003 Fluid Milk Board independent audit.

Appendix F-1 includes a detailed listing of all 2003 Dairy Board and Dairy Management Inc.
contracts (and corresponding initiatives) reviewed by USDA. The Dairy Act and Order require
that all contracts expending producer funds be approved by the Secretary of Agriculture

(7 CFR §1150.140). Appendix F-2 includes a detailed listing of all 2003 Fluid Milk Board and
International Dairy Foods Association (IDFA) contracts reviewed by USDA. The Fluid Milk
Board contracts with IDFA to manage the day-to-day operations of the processor promotion
program.

Appendix G-1 includes a listing of the two nutrition institutes and the six dairy foods research
centers that provide much of the research that supports the marketing efforts of the dairy
promotion programs. Appendix G-2 and G-3 list the new and ongoing dairy foods and nutrition
research projects that are funded by DMI.

Appendix H lists the Qualified State or regional dairy product promotion, research, or nutrition
education programs (Qualified Programs) for 2003. Qualified Programs are certified annually
by the Secretary to determine whether milk producers may continue to receive credit against the
15-cent per hundredweight assessment due to the Dairy Board when contributing to a Qualified
Program.





