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To say that 2001 was one heck of a year is an understatement.

And yet, 2002 came right on schedule. Cows don’t take a day off, and neither
does your farm. Every day, producers milk their cows, and every day that milk
needs to be marketed.

While our mission has remained simple and unchanged — to help increase
worldwide demand for your dairy products — we are changing the way we fulfill
that mission.

Instead of relying heavily on traditional means of reaching consumers directly,
today we need to identify the barriers 1o and growth opportunities for increased demand,
prioritize those barriers and opportunities, and do only those things that we can afford to
do well.

Next, we need to partner with others inside and outside the dairy industry. People
with money and strength, who can help us more effectively reach our target consumers.
Working with partners expands the $250 million power of checkoff threefold and more.

We've seen it in cheese, working with supermarket chains and product suppliers to
drive volume. We've seen it with exports, where the U.S. Dairy Export Council® is
the model for strategic partnerships and alliances.

We've seen it in fluid milk, bringing together schools and processors Lo est new
products and packaging on the lunch line. And we're seeing il in issues management,
where we have brought the industry together to prepare for any unforeseen emergencies.

This is what promotion is focusing on today. and | want every dairy producer in

America to know about it.
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Dairy producers contribute to the dairy checkoff to help build demand
for their products, and Dairy Management Inc.” (DMI) takes very seriously
its charge to manage dairy producer dollars efficiently and effectively.
Since DMI was created in 1995, the dairy checkoff has realized more than
$32 million in efficiencies through cost-saving measures. DMI 2001
For example, an industry-wide, unified marketing plan was developed National
to focus dollars and eliminate duplication. The plan includes specific A Program
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demand-building partnerships with leading branded product manufacturers, \ 'ﬂ Pri —-.i

as well as national restaurant and retail chains such as Pizza Hut®, .,...

Wendy's* and Kroger®. In addition, national, state and regional s *
promotion groups work together and with other dairy organizations (o

integrate marketing, promotion, advertising, public relations, nutrition

education, and research programs.

To ensure the future success of dairy, more than 400 dairy producer
board members represent all dairy producers in directing checkoff funds
and approving its programs. They make sure checkoff dollars are
strategically invested in the best economic interest of dairy producers.

In addition, the dairy checkoff program is independently audited each
year to make sure program funds are administered in strict accordance
with generally accepted accounting principles and with U.S. Department

of Agriculture financial guidelines.




As the best avenue to increase fluid milk consumption long-term, children
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 checkoff continues to implement school milk marketing programs as one way

to help increase kids” fluid milk consumption.
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% fall of 2001 examines how improved packaging, additional flavors, coolers with
" merchandising, and better temperature regulation can affect fluid milk
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would choose milk over competitive beverages if it were available when, where

and how they wanted.
Many other successful school programs continue to encourage children o
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milk cold, just how kids like it; and the checkoff is helping expand dairy-friendly
school breakfast programs. In addition, the popular “got milk?*” campaign
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as Nickelodeon® and the Cartoon Network®.




Americans continue their love affair with cheese, despite a downtum in the U.S.
and world economies. According to the U.S. Department of Agriculture, cheese sales
increased | percent in 2001 compared to 2000. Dairy producers, through the dairy
checkoff, helped drive this increase through ongoing cheese marketing efforts on the
national, state and regional levels.

In addition to the ever-popular “Ahh, the power of Cheese™ TV and print
advertising campaign, which continues its award-winning success, leveraging
partnerships in the retail and foodservice channels is helping to increase cheese sales.

Al the retail level, dairy checkoff staffs worked with leading supermarket chains
across the country to increase cheese calegory sales throughout the year. Specific 2001
retail promotion efforts included in-store cheese recipe sampling and displays.
customized “Ahh, the power of Cheese™ TV and radio advertising, and retailer feature
ad support. Retail partners included Wal-Mart® Supercenters, Kroger®, Alberisons”®,
and Safeway®, among others.

In the foodservice industry, the dairy checkoff builds partnerships with major
restaurant chains and helps them develop cheese-friendly menu items. In fact, the dairy
checkoff has cheese-focused partnerships with four of the five top restaurant chains:
Burger King, Wendy's*, Taco Bell®, and Pizza Hut®.

Research also plays an important role in cheese marketing efforts. Product and
technology research helps improve cheese products with such innovations as improved
meltability, new varieties, and better baking appearance for pizza cheeses, while
consumer market research helps provide cheese and food marketers (such as
foodservice operators) with sound reasoning about why they should include cheese
in their menu development.

Taco Bell's® Chicken Quesadilla led to the
national chain using more than double its usual
amount of cheese during the five-week
promotional debut.

Publicity surrounding the producer-funded
“Mr. Food's® Hometown Grilled Cheese
Contest” gave consumers more than 50 million
opportunities to hear cheese-friendly
messages through local and national
print and broadcast media.

A retail partnership between the dairy
checkoff and Wal-Mart® Supercenters helped
increase cheese category volume sales
10% during the promotion period compared
to the same period in 2000.



Dairy exports continued their success with another record-breaking year.
In 2001, U.S. dairy exports broke the $1 billion sales level for the third year
in a row. The U.S. Dairy Export Council® (USDEC), founded and funded in
large part by dairy producers, led this success by implementing integrated
in-market edueation, promotion and communications programs to drive
export demand. In fact, a 2001 study by the National Milk Producers
Federation revealed that increased international demand affects supply in
the same way domestic demand does.

To increase the volume and value of U.S. dairy exports abroad, USDEC
staff enters foreign markets on behalf of its members to educate importers
and distributors about the benefits of U.S. dairy products. USDEC members
include dairy producers, cooperatives, processors, export marketing and
trading companies, and dairy suppliers. The greatest effort goes toward
marketing value-added, unsubsidized products such as whey, lactose, ice
cream, and certain cheeses.

For example, in a 2001 retail program in Mexico, USDEC promoted
American cheeses through cooperative promotions and in-store samplings
al “mega-supermarkets” such as Wal-Mart®, Costco and Gigante. The
promotion resulted in the sale of more than 6,000 tons of cheese during the
promotion. In a foodservice promotion in Mexico, U.S. cheese was featured

on Domino’s Pizza® boxes and in menu specials, reaching more than 7 million

people per month.




Food manufacturers increasingly are faced with the challenge o meet
consumers’ demand for foods that taste good while still offering convenience
and nutritional benefits. To help meet this challenge, dairy producers,
through their checkoff, partner with food manufacturers to help them do
more than ever before with dairy ingredients.

The “Do it with dairy*" marketing initiative helps dairy producers
educate the food industry about the benefits of dairy ingredients. The
campaign provides food formulators with the latest information about dairy
ingredients and gives them direct access to suppliers.

Some of 2001 “Deo it with dairy®” initiatives included on-site partnering
seminars at major food manufacturers that helped product development staff
better understand how 1o use dairy ingredients effectively in their products;
the “Discoveries in Dairy Ingredients Contest,” which showcased dairy
ingredients while providing collegiate food science students marketable
experience; and meetings with food manufacturers at the Institute of Food
Technologists Annual Meeting and Food Expo®.

These advancements in dairy ingredient marketing are made possible
by research. Checkoff-funded research finds new applications for dairy
ingredients, such as nonfat dry milk, whey, cheese, and milkfat. In addition,
checkoff-funded research studies consumer attitudes about dairy products,
which help demonstrate to food manufacturers the benefits of using dairy
in products that go beyond the dairy case, including confectionery and
baked goods, meat products, sports and nutritional drinks, salad dressings,

and sauces.

Whey's use as a food ingredient is growing
at a rate even faster than the demand
for cheese. Whey protein usage grew 31%
between 1999 and 2000, according to the
American Dairy Products Institute and USDA's
National Ag Statistics Service (NASS).

Dairy ingredients contribute $1.28 to the overall
on-farm milk price, according to USDA’s NASS.

In a checkoff-funded survey, 90% of respondents
agreed that products with dairy ingredients
are good for them. The same survey found that
one out of three people look for dairy ingredients
in their food products.



Now more than ever, it is vitally important to educate the public about dairy

products’ strong nutritional value, and about dairy producers’ and the industry’s (2w AEimsdalls -‘ | .w— n

commitment to the environment and animal well-being. Ongoing public trust in
U.S. dairy products is the foundation of the continued success of dairy marketing
efforts and, consequently, consumer demand for dairy.

To that end. a network of key organizations in the dairy and food industries
communicates to consumers and the media about dairy’s safety and
wholesomeness. Communications include plans to address potential threats 1o
demand arising from an animal disease outbreak or other industry crises.

In 2001, the National Dairy Council® (NDC) continued to publicize sound
research that confirms dairy products’ nutritional benefits. The NDC also
sponsored events such as Calcium Summit 11, which brought together more than 30
national health and professional organizations to develop a nationwide action plan
to increase children’s calcium intake and improve their bone health.

To address potential food safety and animal health public concerns, checkoff
representatives worked closely with key organizations, including the National Milk
Producers Federation, the U.S. Dairy Export Council®, the International Dairy
Foods Association, and the U.S. Department of Agriculture, and developed a plan
{0 maintain consumer trust in dairy in the event of potential industry crises.

The campaign also includes strategies aimed at informing consumers about
how dairy producers and the industry responsibly produce milk and dairy products.
Through these efforts, consumers learn how dairy producers care for their animals

and are good stewards of the land.




The National Dairy Promotion and Research Board (NDB), and the United Dairy Industry Association (UDIA)
fund Dairy Management Inc.” The DMI board comprises the entire boards of NDB and UDIA.
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If you'd like more information on producer-funded
promotion programs, please fill out the card below.
No postage is necessary.
The dairy producer checkoff program meets my
expectations.
(3 Strongly agree 1 Somewhat agree
0 Somewhat disagree 1 Strongly disagree
A Don’t know
If your expectations are not being met, why not?
3 [ want to know more about how my money is
being spent.
3 1 feel my money could be better spent on local
programs through my processor.
Q Other
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