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We have audited the accompanying basic financial statements of the governmental activities, and the
Special Revenue Fund of the Oregon Beef Council (OBC), a commission of the State of Oregon, as of
and for the year ended June 30, 2003, as listed in the table of contents. These financial statements are
the responsibility of the OBC management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit 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. Those standards require that we
plan and perform the audit to obtain reasonable assurance about 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 basic 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. We believe that our audit provides a reasonable basis for our
opinion.

As discussed in Note 1, the financial statements of the OBC are intended to present the financial
position and changes in financial position of only that portion of the governmental activities, business-
type activities, major funds, and remaining fund information of the State of Oregon that is attributable
to the transactions of OBC. They do not purport to, and do not present fairly the financial position and
changes in financial position and cash flows of the State of Oregon in conformity with accounting
principles generally accepted in the United States of America.

5499 AMY STREET * WEST LINN, OREGON 97068 *PHONE: (503) 723-0300 ° FAX: (503) 723-9946 WWW .MERINACPAS.COM

1



In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, and the Special Revenue Fund of the Oregon Beef
Council, as of June 30, 2003, and the changes in financial position of those activities and the Special
Revenue Fund for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Management’s discussion and analysis and budgetary comparison information on pages 3 through 7
and page 13 are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquires of management regarding
the methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated August 8,
2003, on our consideration of OBC’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.



Management’s Discussion and Analysis
Management’s Discussion and Analysis

As management of the Oregon Beef Council, we offer readers of the Oregon Beef Council’s
financia statements this narrative overview and analysis of the financial ativities of the
Oregon Beef Council for the fiscal year ended June 30, 2003.

Financial Highlights

» Annual assessment fees decreased by $13,687 (3%) from 2002 to 2003.
» Promotional and educational expenses decreased $87,937 (20%) from 2002 to 2003.

» The Qouncil’s total net assets increased by $19,105 (48%) from 2002 to 2003. The
assets of the Oregon Beef Council exceeded its liabilities at the close of the most recent
fiscal year by $58,733 (net assets). Of this amount, $49,106 (unrestricted net assets)
may be used to meet the Council’s ongoing obligations.

» Oregon Beef Council’s governmental fund ending balance increased $17,952 (53%)
from 2002 to 2003. As of the close of the current fiscal year, the Oregon Beef Council’s
governmental fund reported an ending fund balance of $51,620. Over seventy-six
percent of this total amount, $39,667, is available for use within the Council’s
designations and policies.

Overview of the Financial Statements

The discussion and anaysis are intended to serve as an introduction to the Oregon Beef
Council’s basic financia statements. The Oregon Beef Council’s basic financial statements
comprise three components. (1) government-wide financia statements, (2) fund financial
statements, and (3) notes to the financial statements.

Government-wide Financial Statements. The government-wide financial statements are
designed to provide readers with a broad overview of the Oregon Beef Council’s finances in a
manner similar to a private-sector business.

The statement of net assets presents information on all of the Oregon Beef Council’s assets and
liabilities, with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financia position of the
Oregon Beef Council isimproving or deteriorating.

The statement of activities presents information showing how the Council’ s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (e.g. earned but unused vacation leawe).



Management’s Discussion and Analysis

The government-wide financial statements can be found on pages 8-9 of this report.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The
Oregon Beef Council, like other state and local governments, uses fund accounting to ensure
and demonstrate compliance with finance-related legal requirements. The Oregon Beef Council
has one governmental fund that accounts for al the activities of the Council.

Governmental Funds. Governmental funds are used to account for essentialy the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financia statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may
be useful in evaluating a government’ s near-term financial requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financia statements, it is useful to compare the information presented for governmental funds
with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the
government’s near-term financial decisions. Both the governmental fund balance sheet and
governmental fund statement of revenues, expenditures, and change in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental
activities.

The Oregon Beef Council adopts an annua budget for its governmental funds. A budgetary
comparison statement has been provided to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 10-13 of this report.

Notes to the Financial Statements. The notes provide additional information that is essential
to a full understanding of the data provided in the government-wide and fund financial
statements. The notes to the financial statements can be found on pages 14-21 of this report.

Government -wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indictor of a Government's
financial position. In the case of the Oregon Beef Council, assets exceeded liabilities by
$58,733 at the close of the most recent fiscal year.

With the first year implementation of Governmental Accounting Standards Board Statement
34, the Council is not presenting comparable columns in the various comparisons and analyses
for the previous year.



Management’s Discussion and Analysis

Governmental Activities

6/30/03
Current and other assets $57,308
Capital assets 9,627
Total assets 66,935
Long-term outstanding liabilities 2,514
Other liabilities 5,688
Totd liabilities 8,202
Net assets:
Invested in capital assets, net of related debt 9,627
Unrestricted 49,106
Tota net assets $58,733

6/30/02

$39,718
10,435
50,153
4475
6,050
10,525

10,435
29,193
$39,628

Increase
(Decrease

$17,590
(808)
16,782
(1,961)
(362)
(2,323)

(808)
19,913
$19,105

The second largest portion of the Oregon Beef Council’s net assets (14 percent) reflects its
investment in capital assets (e.g. furniture and equipment) less any related debt used to acquire
those assets that are till outstanding. The Oregon Beef Council uses these capital assets for
beef promotion; consequently, these assets are not available for future spending. The Oregon

Beef Council has no debt related to its capital assets.

The remaining balance of unrestricted net assets ($49,106) may be used to meet the Council’s
ongoing obligations. At the end of the current fiscal year, the Oregon Beef Council is able to

report positive balances in both categories of net assets.

Governmental Activities. Governmenta activities decreased the Oregon Beef Council’s net

assets by $19,105. Key elements of this decrease are as follows:

Governmental Activities

6/30/03
Revenues.
Generd revenues:
Assessment Fees $-8,523
Miscellaneous 2,590
I nterest 164
Tota revenues 451,277
Expenses:
Promotion and education 432,172
Total expenses 432,172
Increase in net assets $ 19,105

6/30/02

$ 462,210
3,690

754
466,654

520,109
520,109
$ (53,455)

Increase
(Decrease

$(13,687)
(1,100)
(590)
(15,377)

(87,937)
(87,937)



Management’s Discussion and Analysis

Financial Analysis of the Council’s Fund

Governmental Fund. The focus of the Oregon Beef Council’s governmental fund is to
provide information on near-term inflows, outflows, and balances of spendable resources.
Such information is useful in assessing the Oregon Beef Council’s financing requirements. In
particular, unreserved fund balance may serve as useful measure of a government’s net
resources available for spending at the end of the fiscal year.

At the end of the current fiscal year, the Oregon Beef Council’s governmental fund reported
combined ending fund balances of $51,620. Approximately 77 percent of this total amount
($39,667) constitutes unreserved fund balance. The remainder of the fund balance is reserved
to indicate that it is not available for new spending because it has already been committed for
inventory.

The genera fund decreased by $17,952 in 2003, which was due to a net decrease in genera
revenues over expenses.

Budgetary Highlights

There were no changes for the Council’ s original budget for the fiscal year.

Capital Asset and Debt Administration

Capital Assets. The Oregon Beef Council’s investment in capital assets for its governmental
activities as of June 30, 2003, amounts to $9,627 (net of accumulated depreciation). This
investment in capital assets includes furniture and equipment.

There were no major capital asset events during the current fiscal year.

Long-term debt. At the end of the current fiscal year, the Oregon Beef Council had total long-
term debt outstanding of $2,514. Thisis liability exclusively related to compensated absences.

Economic Factors and Next Year’s Budgets

A decrease in collections was anticipated in FY 2003. Budgets were set accordingly with
cutbacks made in several programs. The projection proved true with a dight increase at year
end. Because staff was able to come under budget in most categories, an increase in the fund
balance was noted from $20,162 in 2002 to $39,667 in 2003.

Severa increases in expenses were anticipated in the preparation of the 2003 budget. The fee
paid to the Oregon Department of Agriculture to collect check off assessments increased from
2.5 percent to 3.0 percent. There was a substantial increase in audit costs due to the conversion
to GASB 34 reporting and the issuing of a REP for future audits.



Management’s Discussion and Analysis

Legal costs due to a challenge of the national commodity commissions including the beef
industry impacted budget expenditures. All Oregon commodity commissions joined together to
have current state statutes reviewed and updated by the Department of Justice. The
commissions shared in the cost of this work.

There have been two court cases of note regarding challenges to the beef check off program. At
the time of this writing, the Eighth Circuit Court of Appeals has upheld a ruling that the check
off program is uncongtitutional. The Department of Justice, which represents USDA and the
Beef Board, has asked for a rehearing by the full date of judges who sit on the Eighth Circuit.
The Department of Justice can also seek review of the case by the U.S. Supreme Court. In an
earlier case heard in Montana, the congtitutionality was upheld. This case is being appealed to
the Ninth Circuit Court of Appeals. Until a final decision is reached, a stay has been granted
and collection of the check off continues.

Requests for_Information. This financia report is designed to provide a general overview of
the Oregon Beef Council’s finances for all those with an interest in the government’s finances.
Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to the Oregon Beef Council, 1200 NW Naito
Parkway, Ste. 290, Portland, OR 97209.
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STATE OF OREGON
OREGON BEEF COUNCIL
STATEMENT OF NET ASSETS
June 30, 2003

ASSETS:
Cash:
Petty Cash

Insured checking, interest bearing
Due from Department of Agriculture

Accounts receivable
Supplies inventory

Capital Assets - net of accumulated depreciation:

Furniture and equipment

Total assets

LIABILITIES:
Accounts payable
Mon-current liabilities:
Due within one vear
Due in greater than one vear

Total hamlities
NET ASSETS:
Invested in capital assets
Unrestricted

Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements

200
21,127
24,062

166
11,753

9,627

66,935

5,455

233
2,514

8,202

9,627
49,106

58,733

66,935




STATE OF OREGON

OREGON BEEF COUNCIL
STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2003

EXPENSES:
Beef promotion and education:
Personal services
Material and supplies
Depreciation

Total program expenses

PROGRAM REVENUES:
Charges for services

Net program expense
GENERAL REVENUES:
Assessment fees
Miscellaneous
Interest and investment earnings
Total general revenues
Changes in net assets

NET ASSETS, BEGINNING

NET ASSETS, ENDING

The accompanying notes are an integral part of these financial statements

9

186,197
245,167
808

432,172

432,172

448,523
2,590
164

451,277

19,105

39,628

$

58,733




STATE OF OREGON

OREGON BEEF COUNCIL

BALANCE SHEET - GOVERNMENTAL FUNDS
For the Fiscal Year Ended June 30, 2003

Special Revenue

ASSETS:
Cash:
Petty cash $ 200
Insured checking, interest bearing 21,127
Due from Department of Agriculture 24,062
Accounts receivable 166
Supplies inventory 11,753
Total assets $ 57,308
LIABILITIES AND FUND BALANCES:
Liabilities:
Accounts payable 3 5,455
Short-term vacation leave 233
Total liabilities 5,688
Fund balances:
Reserved for petty cash 200
Reserved for supplies inventory 11,753
Unreserved - undesignated 39,667
Total fund equity 51,620
Total liabilities and fund balances 3 57,308
Amounts reported for governmental activities in the statement
of net assets are different because:
Total fund equity $ 51,620
Capital assets used in governmental activities are not financial
resources and therefore are not reported in funds 9,627
Long-term liabilities are not due and payable in the current period
and therefore are not reported in funds (2,514)
Net assets of governmental activities $ 58,733

The accompanying notes are an integral part of these financial statements

10



STATE OF OREGON

OREGON BEEF COUNCIL

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2003

Special Revenue

REVENUES:
Assessment fees $ 448,523
Travel reimbursements -
Beef Board reimbursements -

Investment earnings 164
Other revenue 2,590
Total revenues 451,277
EXPENDITURES:
Current:
Beef promotion and education:
Personal services 188,158
Material and supplies 245,167
Total expenditures 433,325
Revenues over (under) expenditures 17,952
FUND BALANCE, BEGINNING 33,668
FUND BALANCE, ENDING $ 51,620

The accompanying notes are an integral part of these financial statements
11



STATE OF OREGON

OREGON BEEF COUNCIL

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2003

Amounts reported for governmental activities in the statement of activities
are different because:

Net change in fund balance - total government funds § 17,952

Governmental funds report capital outlays greater than $5,000 as
expenditures. However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and reported as
depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

Current year depreciation : ' (808)
Some expenses reported in the statement of activities do not require the
use of current financial resources and, therefore, are not reported as

expenditures in governmental funds.
Compensated absences 1,961

Changes in net assets § 19,105

The accompanying notes are an integral part of these financial statements
12



STATE OF OREGON
OREGON BEEF COUNCIL

STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES - BUDGET TO ACTUAL

SPECIAL REVENUE FUND
For the Year Ended June 30, 2003

REVENUES:
Assessment fees
Travel reimbursements
Beef Board reimbursements
Investment Earnings
Other revenue

Total Revenues
EXPENDITURES:

Personal services
Services and supplies
Capital outlay
Promotion and Education:
Fixed payments
Advertising
Retail program
Food service
Promotion
Education
Producer Communications
Additional marketing
Commission program
Emergency fund

Total Expenditures

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

UNRESERVED FUND BALANCE, BEGINNING

UNRESERVED FUND BALANCE, ENDING

The accompanying notes are an integral part of these financial statements
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Original Variance
and Final Favorable
Budget Actual (Unfavorable)
$ 463,500 448,523  § (14,977)
500 - (500)
1,500 - (1,500)
1,000 164 (836)
10,000 2,590 (7,410)
476,500 451,277 (25,223)
197,413 188,158 9,255
121,016 108,172 12,844
2,000 - 2,000
17,000 17,000 -
85,500 67,348 18,152
8,000 5,739 2,261
8,000 5,902 2,098
6,900 3,330 3,570
12,000 11,988 12
14,115 10,574 3,541
14,057 7,526 6,531
7,500 7,588 (88)
5,000 - 5.000
498,501 433,325 65,176
(22,001) 17,952 30,953
22.001 33,668 11,667
A - 51,620 § 51,620
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STATE OF OREGON

OREGON BEEF COUNCIL

NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2003

L

Summary of Significant Accounting Policies

The accompanying financial statements are presented in conformity with generally
accepted accounting principles (GAAP) applicable to state governments as prescribed
by the Governmental Accounting Standards Board (GASB). In June 1999 the GASB
issued Statement 34 Basic Financial Statements and Management’s Discussion and
Analysis for State and Local Governments. This statement established new financial
reporting requirements for state and local governments throughout the United States.
They require new information and restructure much of the information that
governments have present in the past. The Council has adopted the provisions of
GASB Statement 34 for its fiscal year ended June 30, 2002. With the implementation
of GASB State 34, the Council has prepared required supplementary information titled
Management’s Discussion and Analysis, which precedes the basic financial statements.

A. Reporting entity

The Oregon Beef Council is a part of the State of Oregon Reporting Entity. The
Council was created in 1959 and operates under the authority of Oregon Revised
Statutes 577.110 to 577.605. The Council is composed of seven members
appointed by the Director of the State Department of Agriculture.

The Council was established to develop and expand markets for beef products
produced, processed, or manufactured in Oregon. The Council conducts
advertising campaigns to encourage consumption of beef, promotes consumer
education regarding the uses of beef, and participates in national beef marketing
organizations.

The primary source of revenue is a $.50 per head assessment that is collected when
cattle are sold. The assessment is paid to the Oregon Department of Agriculture,
which then remits the money to the Oregon Beef Council.

B.  Measurement focus, basis of accounting, and financial statement presentation

Measurement focus is a term used to describe which transactions are recorded with
the various financial statements. Basis of accounting refers to when transactions
are recorded regardless of the measurement focus.

14



STATE OF OREGON

OREGON BEEF COUNCIL

NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2003

B.

Measurement focus, basis of accounting, and financial statement presentation

(cont’d)

Government-wide statements

The statement of net assets and the statement of activities display information
about the Council as a whole. These statements include all the financial activities
of the Council.

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.

Governmental fund financial statements

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, long-term compensated absences are recorded only when
payment is due.

The accounts of the Council are organized on the basis of a special revenue fund.
Governmental Fund Type: Special Revenue Fund

The Special Revenue Fund is the general operating fund of the Council. It is used
to account for assessment fees collected and remitted to the Council by the State

Department of Agriculture. Operating expenditures are recorded in this fund.

Assets, liabilities, and net assets or equity

Cash and investments

Cash includes cash on hand and demand deposits.

Receivables

Receivables are limited to assessments collected by the Oregon Department of
Agriculture.

15



STATE OF OREGON

OREGON BEEF COUNCIL

NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2003

C.

Assets, liabilities, and net assets or equity (cont’d)

Supplies

Supplies on hand at June 30, 2003 are shown at estimated cost. The consumption
method is used to accrue costs.

Capital assets

Capital assets are furniture and equipment. In the governmental fund statement,
capital assets are charged to expenditures as purchased. Capital assets are
recorded at historical cost. Donated assets are recorded at estimated fair market
value as of the date of the donation.

Capital assets are defined by the State as assets with an initial, individual cost of
$5,000 or more, and an estimated useful life of greater than five years. Costs
incurred for repairs and maintenance are expensed as incurred.

Depreciation on exhaustible assets is recorded as an allocated expense in the
Statement of Activities with accumulated depreciation reflected in the Statement
of Net Assets and is provided on the straight-line basis over the following
estimated useful lives:

Furniture and equipment 20 Years

Gains of losses from sales or retirements of capital assets are included in
operations of the current period.

Accrued compensated absences

Vacation pay is vested when earned and is recorded as expenditure when incurred.
The non-current portion (the amount estimated to be used in subsequent fiscal
years) is maintained separately and represents a reconciling item between the fund-
level and government-wide presentations. Only the current portion is reported in
the governmental funds, and is calculated based on historical records.

Sick pay is recognized when leave is taken. Sick leave may be taken only in the
event of illness and is not convertible to pay upon termination. When the
employee retires, one-half the dollar value of accumulated sick leave may be used
in computing retirement benefits. No liability is reported for the accumulated sick
leave.

16



STATE OF OREGON

OREGON BEEF COUNCIL

NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2003

C.

Assets, liabilities, and net assets or equity (cont’d)

Fund equity

Reservations of fund balances of governmental funds are established to either (1)
satisfy legal covenants that require that a portion of the fund balance be segregated

or (2) identify the portion of the fund balance that is not appropriable for future
expenditures.

Use of estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires that management make estimates and assumptions
which affect the reported amounts of assets and liabilities, disclosure of contingent
assets, and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenditures during the reporting period. Actual results
could differ from those estimated.

IL. Stewardship, compliance, and accountability

A.

Budgetary information

Pursuant to ORS 577.420 to 577.440, the Council prepared a budget for the fiscal
year ended June 30, 2003. The budget was approved on June 12, 2002 at the
Council’s regular meeting.

There are no differences between budgetary and GAAP accounting.

I11. Detailed notes on all funds

A.

Cash

Deposits with financial institutions are comprised of bank (checking) demand
deposits. The total bank balance at June 30, 2003 was $26,289. Cash in checking
is maintained in an account that is subject to FDIC insurance of $100,000. The
balance did not exceed the insured amount during the fiscal year.

Investments

The Council’s investments are restricted by the Agricultural Marketing Service
Directives, to short-term, risk free, interest-bearing instruments. All investments
must be fully secured. The term “short-term™ refers to investments, which have a
remaining term of one year or less at the time of purchase. The Council’s
investments during the fiscal year ending June 30, 2003 consisted of short-term,

17



STATE OF OREGON

OREGON BEEF COUNCIL

NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2003

B.

Investments (continued)

federal discount notes reported at fair market value and held by Key Bank. The
Council held $0 in investments at June 30, 2003.

Governmental accounting standards require that the Council’s investments be
categorized as either (1) insured or registered for which the securities are held by
the Council or its agent in the Council’s name, (2) uninsured and unregistered for
which the securities are held by the broker’s or dealer’s trust department or agent
in the Council’s name or (3) uninsured and unregistered for which the securities
are held by the broker or dealer, or by its trust department or agent but not in the
Council’s name. The Council held no securities subject to categorization at June
30, 2003.

Capital assets

Capital asset activity for governmental activities for the year ended June 30, 2003
was as follows:

Beginning Ending
Balance Increases Decreases Balance

Capital Assets:
Furniture and
equipment $ 16,151 $ - $ - $ 16,151
Less accumulated
depreciation (5,716) (808) - (6,524)
Net capital assets $ 10435 $§ (808) $ - $ 9,627

Employee leave

Accumulated vacation pay based upon current salary rates was $2,514 long term
and $233 short term at June 30, 2003.

Fund equity

Reservations of fund balances of governmental funds are established to either (1)
satisfy legal covenants that require that a portion of the fund balance be segregated
or (2) identify the portion of the fund balance that is not appropriable for future
expenditures.
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E.

Fund equity (continued)

The reserves for supplies inventory and petty cash were created to represent the
portion of the fund balance that is not available for expenditures because the
Council expects to use these resources within the next budgetary period. Reserve
for supplies and petty cash at June 30, 2003 were $11,753 and $200, respectively.

Operating Lease

The Council sub-leases office space from Agri-Business Council of Oregon on a
year-to-year basis. Lease expense for the year ended June 30, 2003 was $21,786.

Iv. Other information

A.

Risk Management

The State of Oregon administers property and casualty insurance programs
covering the State government through its Central Services Fund. The Central
Services Fund services claims for direct physical loss or damage to State property;
tort liability claims brought against the State, its officers, employees, or agents;
worker’s compensation; employee dishonesty; and faithful performance coverage
for certain key positions required by law to be covered, and other key positions.

As a state agency, the Council participates in the Central Services Fund. The cost
of servicing insurance claims and payments by charging as assessment to each
State entity is based on its share of services provided in a prior period. The total
statewide assessment of each coverage is based on independent biennial actuarial
forecasts and administrative expenses, less any available fund balance in the
Central Services Fund from the prior biennium.

Pension Plans

Plan Description

The Oregon Beef Council employees participate in the Oregon Public Employees
Retirement System (PERS), a cost-sharing multiple-employer defined benefit

pension plan. All the Oregon Beef Council employees are eligible to participate in
the system after completing six months of service. PERS is administered by the
Public Employees Retirement Board under the guidelines of Oregon Revised
Statutes, chapter 238. The PERS retirement allowance, payable monthly for life,
may be selected from twelve retirement benefit options. Options include
survivorship benefits and lump sum refunds. The basic formula is 1.67 percent of
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B.

Pension Plans (continued)

a member’s final average salary multiplied by the member’s number of years of
service. Benefits may also be calculated under either a money match or an
annuity-plus-pension computation if a greater benefit results. PERS also provides
death and disability benefits. A copy of the Oregon Public Employees Retirement
System annual financial report may be obtained from PERS, P.O. Box 73,
Portland, Oregon 97207-0073.

Funding Policy and Annual Pension Cost

The contribution requirements of the Council are established or may be amended
by the PERS Retirement Board while the employee member’s rate is set by stature,
ORS 238. The Council pays the required employee contribution of 6% of covered
compensation.

Required contributions and liabilities were determined as part of the December 31,
1999 actuarial valuation (the most recent available) using the entry age actuarial
cost method. Because all PERS employers are required by law to submit the
contributions adopted by the retirement Board, as the employer contributions are
calculated in conformance with the standards of Statement No. 27 of the
Governmental Accounting Standards Board, there is no net pension obligation.
The contributions actually made are the equivalent to the annual pension cost.

Fiscal Years Ending

2003 2002 2001
Council contribution rate 9.49% 9.73% 9.73%
Employee contribution paid
by Council 6.00% 6.00% 6.00%
Council payroll $ 139,261 $ 139,876 $133,768
Payroll covered by PERS 137,365 137,000 133,000
Annual pension cost 20,435 22,042 21,474

Net pension obligation - - -

Significant actuarial assumptions used in the valuation include (a) a rate of return
on the investment of present and future assets of 8% per year; (b) projected salary
increases due to the general wage adjustments of 4.25% per year; (c) consumer
price inflation of 3.5% per year; (d) projected automatic post-retirement benefit
increases of 2% per year: and (d) demographic assumptions that have been chosen
to reflect the best estimate of emerging experience of the members of PERS. The
un-funded actuarial liability is amortized as a level percentage of covered payrolls
over a thirty-year period on an open basis. The actuarial plan assets are based on
fair value.
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C.

Contingency

On June 21, 2002, a US District Court Judge in South Dakota ruled that the
Federal Beef Promotion and Research Act is unconstitutional and directed that the
collection of assessments cease. A stay issued July 10, 2002 postpones
implementation of the South Dakota decision, and the beef promotion and research
program will continue to operate and conduct operations as normal during the
pendency of the appeal. On July 8, 2003, the Eight Circuit Court of Appeals
concurred with the earlier ruling in South Dakota. At this time, the court stated
the program may continue while the parties decide whether to ask the full Circuit
Court to reconsider the decision. Three other Circuit Courts- the 3™ Circuit Court
in Philadelphia, 9" Circuit Court in Montana, and the 10™ Circuit in Denver-
found the Federal Beef Promotion and Research Act to be constitutional.

It 1s the opinion of the Oregon Attorney General that the federal and state
“checkoff” assessments are independent and stand on their own. There is no
indication that the inability to collect the federal assessment would prevent the
Oregon Department of Agriculture from collecting the state assessment. If the
South Dakota ruling is not overturned, the “checkoff” in Oregon will revert to its
pre-existing state authority to collect 50 cents per head sold. Although the
Council’s budget will essentially remain the same, nationally produced materials
and services would be unavailable for use by the Council.

During the 2003 legislature session, the Oregon Commodity Commissions worked
in conjunction with the Oregon Department of Justice to pass SB 854 which would
shelter Oregon Commodity Commissions, including Oregon Beef Council, from
the various “check-off” lawsuits filed in other states. At this time, there is no
definitive answer regarding the future of “check-offs”.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

Cathy Pollino

Director

Oregon Audits Division

255 Capitol Street NE, Suite 500
Salem, Oregon 97310

Council Members

Oregon Beef Council

1200 NW Naito Parkway, Suite 290
Portland, Oregon 97209

We have audited the basic financial statements of the Oregon Beef Council (OBC), a commission of
the State of Oregon, as of and for the year ended June 30, 2003, and have issued our report thereon
dated August 8, 2003, which was unqualified. We conducted our audit 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.

Compliance

Compliance with laws, regulations, contracts, and grants applicable to OBC is the responsibility of
OBC management, including compliance with accounting matters of the Beef Promotion and Research
Act of 1985 and the Beef Promotion and Research Order (the “Order”) relative to the use of funds
collected by OBC and with the terms described in Section 1260.181(b)(7) of the Order relative to
prohibited uses of funds collected by the OBC and investment policies of the United States Department
of Agriculture’s Agricultural Marketing Service. As part of obtaining reasonable assurance about
whether the OBC’s basic financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, and bylaws, noncompliance with which
could have a direct and 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.

5499 AMY STREET ®~ WEST LINN, OREGON 97068 “~PHONE: (503) 723-0300 ~ FAX: (503) 723-9946 WWW.MERINACPAS.COM

22



The results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the OBC’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control over financial reporting that might be material weaknesses. A material
weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would
be material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving internal control over financial reporting and its operation that we consider material
weaknesses.

This report is intended solely for the information and use of the Board of Directors of the Oregon Beef
Council, the management of the Oregon Beef Council, the Beef Promotion and Research Board, the
Oregon Secretary of State, Audits Division, the Governor of the State of Oregon, and the Oregon
Legislative Assembly and is not intended to be and should not be used by anyone other than these
specified parties.

o 2%
Mﬁ; Company, LLP T Z]
West Linn, Oregon

August 8, 2003









The Oregon Congtitution provides that the Secretary of State shal be, by virtue of his
office, Auditor of Public Accounts. The Audits Division exists to carry out this duty. The
divison reports to the elected Secretary of State and is independent of the Executive,
Legidative, and Judicial branches of Oregon government. The division audits al state officers,
agencies, boards, and commissions and oversees audits and financia reporting for local

governments.
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Director
Deputy Director
Deputy Director

This report, which is a public record, is
intended to promote the best possible
management of public resour ces.

If you received a copy of an audit report and
no longer need it, you may return it to the
Audits Division. We maintain an inventory of
past audit reports. Your cooperation helps us
save on printing costs.

Oregon Audits Division

Public Service Building

255 Capitol Street NE « Suite 500
Salem, Oregon 97310

Cathy Pollino, CGFM, MBA
Charles A. Hibner, CPA
Mary E. Wenger, CPA

Weinvite commentson our reportsthrough
our Hotlineor Internet address.

Ph. 503-986-2255
Hotline: 800-336-8218
Internet; Audits.Hotline@state.or.us

http://www.sos.state.or.us/audits/audithp.htm
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