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The anticipated increased volume of
Hass avocados shipped into the
United States made the rapid
assimilation of suppliers an
imperative to ensure category
growth in 2005.

The resulting unprecedented
industry cooperation helped
contribute to the increase in avocado
demand across the United States,
exceeding that of any other major

fruit category.

While there remains a strong and
healthy element of competition
between Hass suppliers, the unity
ardently sought since the institution
of the Hass Avocado Board took a
quantum leap in 2005.

Most important has been the
establishment of closer working
relationships between colleagues in
California, Mexico, Chile, New
Zealand and the Dominican Republic.
The level of mutual respect between

all parties has risen with the supply.

——

Charley qu
Board Chair

We now have information-sharing
agreements that were unthinkable a
few short years ago. We have
acceptance of the HAB's major
unifying initiative — the Network
Marketing Center and avoHQ.com.
Each delivered a significant return on
investment as more industry
members accessed the most
powerful produce commodity

management system in existence.

This combination of time-tested
technology and growing personal
relationships should inspire fresh
confidence in the direction of Hass

avocado marketing.

We've come a long distance in a
short amount of time, and we are
just getting started. The success
achieved in our infancy provides the
foundation for all avocado suppliers
to optimistically apply the lessons of
the past to the continuing challenges

of our evolving marketplace.
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Thea 2004-06 program results mark it as
the most successful in the short yet busy
history of the Hass Avocado Board.
Among the highlights:

*The marketing efforts of the HAB and all
Hass avocado suppliers helped generate
the 14 percent sales revenue growth and
19 percent sales volume growth of the
avocado category, tops among all major
fruit. By comparison, total fruit sales
increased by 5.1 percent and total
produce volume by 2.8 percent. (Source:
IRI/Fresh Look Data)

® |n-country visits and focused
communications with international
suppliers led to breakthrough agreements
with the Chilean Avocado Importers
Association (CAIA), la Asociacion de
Productores, Empacadores y
Exportadores de Aguacate de Michoacan
{APEAM), the Mexican Hass Avocado
Importers Association (MHAIA) and the
California Avocado Commission (CAC) for
weekly sharing of shipment information,
including volume and size, an historic first.

*The HAB unveiled its first-ever booth at
the PMA Fresh Summit in Atlanta, the
nation’s largest produce industry
gathering, highlighting the technology
and benefits of the NMC and avoHQ.com.
More than 1,000 visitors were able to
experience avoHO.com live and gain a
broader perspective about one of the
most powerful commaodity intranets.

* The first cross-country strategic
marketing session between HAB
leadership and that of APEAM proved the
effectiveness of the Network Marketing
Center (NMC) as a communications hub.
Agreements have been reached with
Chile and New Zealand, with Mexico
pending, to purchase and install
videoconferencing equipment to more
closely connect suppliers from those
countries with the NMC.

* [For the first time in history, CAC,
MHAIA, APEAM and CAIA shared their
individual marketing programs,
facilitating information exchanges that
will lead to a greater degree of
coordination and informed shipping
decisions in the future.

» Ragistrations on avoHQ.com topped
1,000 registered users by the end of the
year. [TheWeb site saw nearly a quarter of
a million page views since its launch early
in 2005.

» Ag a result of information sharing, a new
feature on avoHQ.com, “Actual Arrival
and Volume Projections,” offers critical
avocado marketing intelligence. For the
first time, the individual marketing
programs for APEAM, CAC, CAIA and
MHAIA appear in the Promotions Section
of the site.

» Hass avocado category trade advertising
saw a whopping 107 percent growth,
supported by the efforts of HAB's Team
Hass advertising program.

*The expanded Merchandising Team
conducted more than 100 key account
calls with major retailers, providing
category information to stimulate greater

promotion by this critical constituancy.

s1y6i1jubiy wosboud

HAE staff
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than a thousand
WiSitors to the new
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booth at the PRA
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When he joined the HAB teamn in July
2005 as Managing Director of the
MNetwork Marketing Center (NMC), José
Luis Obregon was immediately
captivated by the HABSs communications
solution to an extreme challenge:

uniting a disparate group of international
suppliers while maximizing category
performance in the rapidly expanding
and white-hot competitive U.S. avocado

market.

T'hat solution -- the Network Marketing
Center and its online engine, avoHQ.com
-- provides a powerful communication
hub for the industry, with state-of-the-art
technology that Interally links the Hass
avocado world. But the power of these
tools 15 only unleashed by human

cooperation and connectedness.

Joseé Luis accepted the challenge of
building this collaboration in a very
human way: face-to-face. While part of
nis nearly 40,000-mile mission to
California, Chile, Mexico, New Zealand
and the Dominican Republic was to
evangelize the NMC, equally important
was hearing first-hand the concerns of
the international Hass community and
answering numerous queastions about the

system.

The mileage paid off. The end of the year

saw these major objectives achieved:

* Increased acceptance of the NMC and
avoHQ.com as essential tools in the

evolution of the Hass Avocado industry

* Growing day-to-day participation in

avoHQ.com by all suppliars

+ Fulfillment of the promise to U.S.
retallers to establish and maintain a

continuous, year-round supply of fruit

= Strategic integration of promotional
plang for all associations involved in the

LS. avocado market

Details in this report show collaboration
that is far more than a handshake
between once suspicious partners. Tha
Highlights page reveals tremendous
progress that would not have been
possible without stellar leadership from
HAB and the Hass avocado associations,
whose executives deserve particular

recognition:

= Banjamin Grayeb, president of la
Asociacion de Productores, Empacadores v
Exportadores de Aguacate de Michoacan

(APEAM)

= Scott Mcintyre, chairman of the California

Avocado Commission (CAC)

= lorge Covarrubias, chairman of the Chilean

Avocado Importers Association (CAILA)

® Juan RuizTagle, chairman of the Comité de

Paltas in Chile

= Ed Figueroa, chairman of the Mexican Hass

Avocado Importers Association (MHALA)

= Hugh Moora, chairman of the New Zealand

Avocado Industry Council

Indications for the new saason are for mora

of tha same prograssiva managameanit,
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HARB’s major investment in its
information technology infrastructure in
2004 paid significant dividends in 2005.
The Network Marketing Center (NMC)
became a hub of strategic activity among
all suppliers in the Hass deal.

A major videoconference with the
leadership of MHAIA in October led to
information sharing agreements that
exemplifies the best use of the NMC and
avoHQ.com.

Program Highlights

InfoTech programs added more
horsepower to the information delivery
system by developing strategic
intelligence which enabled avocado
marketers to share the information
essential to orderly marketing throughout
the year. Examples of the technological
successes include:

* AvoHO.com now supports well over
1,000 members who access the site via
personal username and password to
capture marketing information that can
haelp them run their businesses. A large
percentage of that growth was due to
international suppliers, with a 93 percent

*The new 2005-06 Actual ArrivalVolume
Projections section offers a snapshot
view of the upcoming year and can be
accessed from a link on the home page.

increase in participation from Chilean and
a 53 percent increase from Mexican
members in the final quarter of the year.

* A specially convened "Advice Squad”
comprised of staff, consultants and
industry members met to review
avoHQ.com features and recommend
enhancements to the site. These key
improvements focused on ease of use
and clarity of content. The site now
delivers stronger descriptive information,
with important developments
highlighted.

*The new Promotions section now
features special pages for the activities of

the various supplier associations.
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Moving ovocados every doy. 365 days o year

More Hass avocados during more weeks
of the year created a clear communications
imperative: reach more people in more
parts of the country than ever before in a
way that complements the individual
programs of the California, Mexican and
Chilean associations.

In an environment of shrinking household
gize, HAB programs sought to expand
purchase frequency and size of purchase
throughout the U.S. HAB initiatives
sought to gain significant new consumer
attention for Hass avocados, including
awareness of their guality, nutrition and
versatility. These efforts significantly
contributed to this year's avocado gross
media impressions, which exceeded one
billion.

Program Highlights

+ A new brand identity for Hass Avocados
delivered an "Always in Season” tagline
critical to the new year-round market. This
new logo adorned press materials
distributed early in the year to alert media
to the industry's new 356-day orientation.

* “"Guac Around the Clock” introduced the
season, offering guacamole as the perfect
party food for NewYear's Eve and
beyond. An electronic media release
highlighted special guacamole recipes
tailored to different time zones. Media
were also directed to avocadocentral.com
for a variety of unique party recipes. The
program gained nearly a million gross
impressions in a variety of print media.

= “Avocados Around the Globe” showed
new avocado recipe creations by chefs
from around the world. Special
promotions on avocadocentral.com
complementad public relations outreach
that garnered millions of media
impressions over six months,

*The Big Game once again served as a
focal point to promote Hass avocados
during one of the highest usage periods
of the year. The HAB secured a hospitality
sponsorship that created visibility in the
media center and at media parties,
axposing party recipes to more than
3,500 media. A news release predicted
consumption of more than 43 million
pounds of avocados during Big Game

cl:la
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MNew Consumer Logo

“Guac Around the Clock™
promaoted different party
recipes 1o celebrate the
new year 85 20056 broke
across the country’s
different time zones.
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"Avocados Around the
Globe" gave consumers
new usage ideas from
distinguished chefs from
supplier countries and
promoted them with
content at
avocadocentral.com and
national publicity,
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Online Consumer Promotions

*“Sizzlin' Summer Sweepstakes” * Nearly every consumer public relations
provided an additional, very successful, initiative included an Internet component
attention-getting promotion that to build traffic and stimulate purchase,
increased awareness of new uses and including special avocadocentral.com
helped to stimulate increased consumption. mini-Web sites for Super Bowl, St.
Visitors were invited to fill out a Patrick’s Day and Avos Around the Globe.

sweepstakes entry form to win a new
Weber Barbeque Grill. The campaign
netted nearly 17000 entries from more
than a guarter-million page views. More
than 3 million online advertising
impressions supported the initiative.

“Sizzlin' Summer Sweepstakes” offered great
summer entertainment recipes and a chance for
vigitors to win a Weber Grill.

* sevss o]



More merchandising fuels avocodo category growth

More retailers welcomed the idea of a
365-day-a-year Hass avocado market.
Connections to the category's critical
retail audience, buoyed by the addition of
three regional merchandisers, increased
promotional confidence in the face of
increasing avocado volume in the U.S.
The merchandising team conducted an
unprecedented number of retailer
meetings and mounted fresh promotions
to reach consumers directly at point of
purchase.

A new director of marketing teamed with
a powerful home office staff to pursue
increased geographic and household
penetration more aggressively than ever.

By the end of the year, there was little
doubt that suppliers had indeed helped to
expand the Hass category across the
calendar and that category potential was
being achieved through effective
promotions and consistent volume.

Program Highlights

* Hass Avocado Category Reviews offered
retailers an in-depth look into their
avocado category - providing sales
analysis; category comparison to the
market; best practices information;
avocado sales market share; ripeness
levels of the fruit on display; advertising
activity occurring in the marketplace and
recommendations on building greater
demand for avocados. The HAB
Merchandising Team completed more
than 30 reviews, including full category
reviews and numerous special reports
such as regional overviews and
advertising impact studies.

Category reviews offer retailers sales analysis,
market comparisons and best practices
information.

Hoss Avocodo Boord Annual Report 2004-2005




* HAB Nationwide Ripe Audits collected
numerous data elements, including
parcentage of ripe, breaking, firm and
over-ripe fruit on display; retail signage;
pricing information; size of displays and
maore. Final results ware shared with the
sanior produce parsannel of participating
retail organizations, including major
corporate retailers and chains across the
country. The team completed 8,000 such
in-store audits, more than double the
amount in the previous year.

* Examples of just a few of the regional
consumer promotions at retail included
advertising and demonstrations.
Pathmark performed such demos in 50
stores in April and May. Wegmans
promoted Hass avocados in its ads for
Mother's Day. HEB included Hass
avocados in its "Combo Loco” bundled
promotion, which offered discounts for
shoppers purchasing multiple items for
use with a specific recipe.

A new “high tech” avocado ad stressed the
benefits for trade audiences of registering at
avoHO.com for sales support.

*Team Hass advertising continued an
aggressive media placement schedule in
saveral retail and foodservice trade
publications. The first ad in a new series
stressed the available information for
trade members via registration at
avoHQ.com.

W

Point-of-sale advertising attracts consumers to
the eavocado display in the produce section to
find ripe Hass avocados. Numerous ratailers
used the point-of-sale signage in both English
and Spanish.




A growing percentage of avocado
production satisfies the increasing
appetite of the foodservice industry. In
the expanding Hass avocado market, with
multiple suppliers from several countries,
the restaurant segment continues as a
critical success factor. One industry report
measured menu mentions as increasing
by 22 percent in 2004 over the previous
year.

The emphasis over the past year has
been in enriching the menus of more
operators with new recipes that are
drawing consumer acclaim.The HAB
Foodservice Promotion Calendar, first
introduced in 2004, continued to
stimulate new year-round creative ideas.

Program Highlights

* A full menu of promotions: California
Pizza Kitchen (155 units) featured its new
Avocado Egg Roll on table tents during
the fall and also introduced an Avocado
Poke Martini. Aramark {1,450 units)
featured fresh Hass avocados in chilled
soups, mini-quesadillas and fresh salads.
Togo's (300 units) introduced a new Baja
Chicken & Avocado Salad and Sandwich
during its “| Love Avocado™ promotion.
Jazzman's (125 units) created an avocado
and turkey flatbread sandwich.

* Four electronic newsletters provided
operators with menu ideas and nutrition
information, stressing year-round
availability.

*The foodservice team launched a
Distributor Incentive Program that
rewarded increased usage with a chance
to win a grand prize vacation. Operators
who listenad to a special Hass avocado
presentation received free avocado

slicers.
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Confidence must begin at home if both
trade and consumer audiences are to feel
it. Through internal communications as
well as trade media relations, the HAB
bolstered that confidence among
importers, handlers and growers with
regular progress reports.

Program Highlights

* AvoAction, an e-mail newsletter,
updates avocado industry members
monthly and has grown from a
circulation just over 100 to a distribution
reaching nearly 1,300 subscribers.

* Major story placement in industry media
informed internal and external audiences,
leveraging the credibility of major trade
publications to build awareness of HAB
initiatives.
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We have audited the accompanying basic
financial statements of the Hass Avocado
Board (“Board”) as of and for the year
ended October 31, 2005, as listed in the
table of contents. These financial
statements are the responsibility of the
Hass Avocado Board's 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 Government Auditing Standards.
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 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.

In our opinion, the financial statements
referred to above present fairly, in all
material respects, the respective financial
position of the Hass Avocado Board as of
October 31, 2005 and the respective
changes in financial position and cash
flows of the Hass Avocado Board for the
year then ended in conformity with
accounting principles generally accepted
in the United States of America.

The information identified in the
accompanying table of contents as
management’s discussion and analysis is
not a required part of the basic financial
statements, but is supplementary
information required by the
Governmental Accounting Standards
Board. We have applied certain limited
procedures, which consisted principally
of inguiries of management regarding the
methods of measurement and
prasentation 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 a report
dated December 20, 2005, on our
consideration of the Board's internal
control over financial reporting and our
tests of its compliance with certain
provisions of laws, regulations, contracts,
grant agreements and other matters. The
purpose of that report is 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 internal control
over financial reporting or on compliance.
That report is an integral part of an audit
performed in accordance with
Government Auditing Standards and
should be considered in assessing the
results of our audit.

Conrad and Associates, LL.P
December 20, 2005
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Financial Statements 2004/2005

ve*+e+ » Staotement of net assets

Octobar 31, 2005 (with comparative data for tha prior year) 2005 2004
Assets
Current Assets
Cash and Investments (note 3) 5 2890579 3,463,663
Receivables:
California 45,707 312,029
Customs 1,746,921 1,295,748
Interest Income 3,209 240
Leases (note 5) 1.500 -
Miscellaneous 1,625 2,004
Prepaid deposits = 1,820
Total Current Assets 4,688,541 5,075,504
Noncurrent Assets
Capital assats (note 2)
Depreciable 75,108 63,853
Accumulated depreciation (41,475) (20,191)
Total noncurrent assets 33,633 43,662
Total assets 4722174 5,119,166
Current liabilities
Accounts payable 2,113,763 2,644,826
Total liabilities 2,113,763 2,544,826
Invasted in capital assats, net of ralated debt 33,633 43,662
Restricted for:
Promotions, research and information 2,674,778 2,630,678
Unrestricted: - -
Total net assets $ 26084N 2 574 340

See accompanying notes to basic financial statemants.

~ssee » Stotement of cosh flows

Yoar ended October 31, 2005 (with comparative data for the prior year) 2005 2004
Cash received from producers and importers $ 20,432,552 17,142,350
Cash rebate payments and payments to suppliers (21,076,664 (16,232,054}

for goods and services

Met cash provided by [used for) operating activities (644,112) 910,296
Investment income 82,283 7957

Net cash provided by (used for) investing activities 82,283 7.957
Acquisition of capital assets {11,265} (6,663

MNet cash provided by (used for) capital and related {11,255) (6,563)

financing activities
Net increase (decreasa) in cash and cash equivalents (673,084) 911,600

Cash and investments at beginning of year
Cash and investmants at beginning of year 3,463,663 2,551,973

Cash and investments at end of year
Cash and investments at end of year $ 2890579 3,463,663

Reconciliation of operating income to net cash provided by (used for)
operating activities
Operating income {loss) $ (48.212) 454,400
Adjustmants to reconcile operating income (loss) to
net cash provided by (used for) operating activities:

Depreciation 21,284 20,19
{Increase) decrease in receivables (187941) {545,501)
{Incraase) decrease in prepaid deposits 1,820 (1,820)

Increase (decrease) in accounts payable and other liabilities (431,063} 983,026
Met cash provided by (used for) operating activities £ (BN 910,296

Moncash invasting, capital and financing activities

There were no noncash investing, capital or financing activities during the fiscal year ended October 31, 2005, 'l 3
Son accompanying notes to basic inancial statemants,



»eses » Staotement of revenves. expenses,

and changes in net assets- 2005 2005 2005 2004

budget and actual year ended October 31, 2008
(with comparative data for the prior year)

Operating Revenues
Agsessments:
California £ 7,625,000 7,183,845 (441,155} 10,219,146
Customs 10,037,500 13,434, 640 3,387.140 7464, 388
Miscellaneous . 188 188 6,137
Total operating revenues 17%662,500 20,618,673 2,956,173 17,689,671
Rebate Program:
California Aveacado Commission 6,481,250 6, 106, 604 J74, 646 B,686 262
Chilean Avocado Import Association 4,515,625 5,763,242 (1,247.617) 4,049,437
Mexican Hass Avocado Import Association 3,825,000 4,376,988 |551,988) 1,683,729
Total rebate program 14,821,875 16,246,834 {1,424 ,959) 14,329,428
Promotions:
Consumer communications 605,100 561,069 44,031 362,135
Online marketing 220,000 220,062 (62) -
Trade communications 1,239,000 1,293,106 154,106} 357,196
Industry communications 370,000 296,448 73,6562 138,363
Marketing research 225,000 232,439 (7.438) -
Total promaotions 2,658,100 2,603,124 55,976 859,284
Industry Information:
Infarmation 105,000 71,104 33,896 219,663
Analysis 235,000 168,976 66,024 44,843
Systems 446,000 444 729 1,271 825,832
Total industry information 786,000 684,809 101,191 1,090,228
Program implementation fee 344,510 344,610 - 219,300
Administration:
Administration expenses 922,268 766,324 155,944 716,840
Depreciation expanse = 21,284 (21,284) 20,191
Total administration 922,268 787608 134,660 737,031
Total operating expenses 19,633,783 20,666,885 {1,133,132) 17235271
Met operating income (loss) (1,871,253) (48,212) 1,823,041 464,400
Investment income - 82,283 82,283 7957
Total non-operating revenues {(expenses) - 82,283 82,283 7857
Change in net assets {1,671,253) 34,071 1,905,324 462,387
Mat assets, at beginning of year 2,574,340 2,674,340 - 2,111,983
Met assets, at the end of year $ 703,087 2,608,411 1,905,324 2,574,340

See sccompanying notes to basic financial statements.
"Warianca with Budgat Positive [Negativa).
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This report, Management’s Discussion and Analysis
{MD8A), provides an owerview and analysis of the
financial activities of the Hass Avocado Board {Board)
for the fiscal year ended October 31, 2005, It has
been prepared by management and i required
supplemental information to the financial statements,
Please read it in conjunction with the financial
staternents identified in the accompanying table of
contents,

The Board is a federal government instrumentality
created September 6, 2002 by the Hass Avocado
Promotion, Research, and Infarmation Order. The
Board i an administrative body established pursuant
to 7 CFA Part 1219, with supervisory oversight by the
United States (U.5.) Department of Agriculiure. The
purpese of the industry-funded program ks to
increase consumption and demand for domestic and
imported Hass avocados in the LS. market.

The Board consssts of 11 Directors, B of whom
reprasent domestic producers and 3 representing
importers. Each Board member has an alternate.
Appainted by the Secretary of Agriculbure, the Board
was officially seated March 18, 2003 in'Washington
D.C.

Producers and importers of Hass avocados pay an
assessment under the program, with first handlers
irmsalved in the domestic assessment collection
process and ULS, Custorns responsible for
assessment collections on imported Hass avocados.
The initlal rate of assessment was mandated at 2.5
cents per pound on fresh Hass avocados produced
and handied in the United States and on fresh Hass
avocados imported into the United States.

An assoclation of avocado importers is eligible to
receive an amount of assessment funds equal to B5%
of the assessments paid on Hass avocados iImported
by its members. Additionally, an avocado
organization established by State statute in a State
with the majority of Hass avocade production in the
LLE, shall receive an amount of assessment funds
equal to 85% of the assessments paid on Hass
avocados produced in such State. Funds received by
importer associations or a State avocado
organization must be used to finance promotion,
research, consumer information andior industry
information programs, plans or projects in thie LLS.

The Board contracted with the California Avocado
Commission to manage iis marketing programs and
administrative services for the curment year. Strategic
programs, plans, projects and budgets were
developed and approved. Implementation of
marketing communications and industry information
programs commenced at the beginning of the fiscal
year and continued throughout the year,

¢ The assets of the Board exceeded its liabilities as
of October 31, 2006 by $2,608.41 (net assets]. Of
this amount, $2,574, 778 totaling owver BE% is
restricted net assets and may only be used for Board
promotions, research and information obligations.

¢  The Board's 2005 tofal net assets increased by
$34,071 ($2,608,411 - $2,574,340) over the prior 2004
yiear. Of this amount, net assets invested in capital
assets, net of related debt, decreased $10,029
{$43,662 - $33,633) and net assets restricted for
promotions, research and information increased
$44,100 (52,574,778 - §2,530,678) over the prior 2004
yar.

This MDEA is intended to serve as an introduction io
the Board's financial repors. The Board's financial
reports include three basic financial statements:
Staternent of Met Assets; Statement of Revenues,
Expenses and Changes in Net Assets-Budget and
Actual; and Statement of Cash Flows, These basic
financial statements are designed to present a broad
overview of the financial data for the Board, in a
manner similar i a private-sector business.

Fund Financial Statements:

The Statement of Net Assets presents information on
all assets and liabilities of the Board using the accrual
basis of accounting, with the difference between the
two reporied as net assets. Oher time, increases or
decreases in net assets may serve a5 a useful
indicator of the current financial condition of the
Board. Assets and liabilities are generally measured
uging current values. One notable exception (s
capital assets, which are stated at historical cost less
an allowance for depreciation,

A fund ks a grouping of related accounts that is used
to maintain control over resources that have been
segregated for specific activities or objectives. The
Board, like other federal governmaents, uses fund
accounting to ensure and demonstrate compliance
with finance-related legal requirements, Thi Board's
fund is considered an enterprise fund [which is a
proprietary fund typel and acoounts for assessment
collections for avocado marketing programs and
actlvities.

Motes to the Financial Statements:

The notes provide additional information that is
essential to a full understanding of the information
provided in the basic financial staterments.

Comparative data for the vear ended October 31,
2004 has been presented in the accompanying
financial statements (including Management's
Discussion and Analysis) o facilitate financial
analysis for the current vear ended October 31, 2005,

Az noted earlier, net assels may serve over time as a
useful indicator of the Board's financial position.

The largest partion (99.3%) of the Board's assets ware
current assets, consisting primarily of cash,
investrments, and accounts receivable, totaling

£4, 688 541; down $386,963 from the prior vear
amount of $5,075,504. This decrease was mainky due
to bess cash and investments from a reduction of
domestic assessments, Total current assets cover
liabilities 2.2 times, and indicate good liquidity.

Liabilities totaled $2,113,763 for 2006, which
decreased $431,063 from 52,544 826 over the prior
2004 year, The decrease is malnky due to a reduction
in the amounts owed to vendors and impont
association assessment rebates. Liabilities ware
primarily accounts payable and are considerad
current labilities,

Met assets invested in capital assets, net of related
debt, represent the Board's capital assets net of
accumulated depreciation and outstanding principal
balances of debt attributable to the acquisition,
construction, or impeovement of those assels. Net
assets imeested in capital assets (net of accurulated
depreciation) total $33,633; a decrease of $10,029
froem thi prior year amount of 343,662 primarily due
to accumulated depreciation. Capital assets make up
1.3% of total net assets,

Restricted net assets for promotions, research,
industry information and consumer information
activities are subject to imposed restrictions by
federal statute governing their use. Restricted net
assets total $2,574,778, an increase of $44,100 over
the prior vear amount of $2 530,678, due to an
increase in assessment revenues. Restricted net
assets are 98,7% of total net assets and are subject o
moternal restrictions on how they can be used.

Key highlights and financial anahysis are as follows:

* Actual operating revenues of $20,618,673 in 2005
were 52,929,002 or 16.6% higher than the $17685,671
in 2004. The majority of the increase was from higher
assessment revenue from an increase in imported
Hass avocado volume. Of the operating revenue, the
largest portion $13,434,640 (65.2%) reflects Customns
assessment revenue. The next largest portion
$7,163,845 (34.8%) comes from California assessment
revEnueE,

+  Actual operating expenses totabed $20,666,B85 in
2005, which was an increase of $3,431,674 or 19.9%
over the prior year amount of $17.235,271, This was
due to additional consumer and trade
commaunications and rebate payments to importer
associations resulting from the increase in
assessment revenues from higher impor volume.

* At the end of the current 2005 fiscal vear, the
Board reported ending net assets of $2,608411,
which §34,071 higher than the 2004 year of
$2.574,340, This was primarily due to higher
assessment revenues from the increase in import
volume.

Thie 2005 final budget for the Board's operations
represents the original budget and amendments that
may have occurred during the year. There was no
change in the revenue budget of 317,662,500, The
mpendiiure budget of $19,533,753 Increased
$176,900 from $19,356,853 mainly for industry
communications and related information technology
prograrms.

During the yvear, the Board was involved in
developing, analyzing and implementing curment and
long-range financial goals and activities for strategic
planning purposes. Next year's 2006 budget and
programs were developed, reviewed and approved
for implementation.

The Board’s investment in capital assets for its
business type activities as of October 31, 2005, total
$33,633 (net of accumulated depreciation], which is a
decrease of $10,029 from the prior year amount of
$43,662 (net of accumulated depreciation). The
majority of the decrease represents depreciation of
equipment used for program activities of the Board.
The Board had no debt as of October 31, 2005 and
2004.

This financial report is designed to provide a general
overview of the Board's finances and to show the
Board's accourtability for the money it receives,
Questions concerning any of the information
provided in this report or requests for additional
financial information should be addressed to Valetta
Weaver, Administrator, Hass Avocado Board,

38 Discovery #150, Invine, California 92618-3105.



Yaar ended Octobar 31, 2005
1. Summary of Significart Accounting Policies

The fallowing is 8 summany of the significant
acoournting polices followed by the Hass Avocado
Board |Board):

Raporting Board

The Hass Avocado Board is suthorized under the
Unitad States Dapavirment of Agricuftune (LLS.0.A ),
Code of Federal Raguiations (7 CFR Pant 1218 - Hass
Avocada Promation, Research, and Infarmation Order
itha Order) to carry on programs of advartising,
promotion, markeding resaarch, and production
ragaarch redating to the sala of Hass avocados. The
Board is authorized o levy an assessment sgainst
producars of Hass awocados for purposes of camrying
oul its programs, Under the order, producers and
Empoiters pay an initial assessmant of .5 cents par
pound on fresh Hass svocados produced in or
imporied into the Linited States for consumption in
tha United States. Organic svocados produced in the
United States are axampt from assessmant. Exponts
of .5, Hass avocados are slso exempt from
S5SEEEMENT.

Fund Aczounting

The basic accounting and reporting Board is a fumnd, A
fund s defined as an indapandent iscal and
accounting Board with & self-balancing set of
acpounts, recording resources, ralated Habilites,
abligations, resarves and aquities segragated for the
purpesa of carrying out specific activitlas or attaining
cairtain ohjactives in accordance with spacial
regulations, restrictions or Emitations. The Board's
fund was classified as a major enterprisa fund in
scoordance with GASB Statement No, 34,

Massurament Focus and Basis of Assounting

Proprietary fund types are scopuntad for on the
BConomic resources measurement focus. Accordingly,
all zesats and liabilities are included on the Staternant
of Net Assats, and the reported nat assets provides an
indication of the historical net worth of the fund.
Oparating statemants for proprietary fund types
rapor increases (revenues) and decresses (expensas|
in total historical nat worth,

The Board wses tha accrual basis of accounting,
Revenues are recognized whan they ane earned and
expenses are racorded when the liability is incurmed
for recaipt of the retated goods and sanices.

Proprietary funds distinguish oparating revenues and
expenses fram non-operating itams. Opearating
revenues and axpansas result from providing goods
and sarvices related to the fund’s engoing operations.
Oparating axpenses incleda the cost of program
sarvices provided, general and sdministrative
expanses and dapraciation on capital assats. All
revenues and axpansas nol meeting this defintion are
raporiad &= non-oparating revenuas and expansas,
When bath restricted and unrestricted resourcas are
available for use, it is tha Board's podicy fo usa
rastricied rasources first, then unresiricied resources
as they are neadad,

Inwastments

Invastments are reported in the accompamying
halance shest at fair walue. Changes in fair valwe that
aecur during a fiscal year ara recognized as
invagtiment income raponed Tor that fiscal vaar,
Invastment income includes intarest aarnings,
chanpas in fair valua, and any gains or losses realized
upon the liguidation, maturity, or sala of investmants,

Cash and Cash Eguivalents

Far purposas of the statement of cash flows, cash
equivalanis are defined 1o include demand deposits,
s widl Bz any direct invastrmant in short-teem, highly
liquid immastments that are both readily convertible to
known amownis of cash or 5o near their maturity that
they presant inssgnificant risk af changes in value
bacausa of changas in interast ratas, and have an
original maturity date of three months or less.
Imvestmants in fedaral agency sacuritias ana not
considared o be cash equivalants as defined above
and, therafore, ars axduded from the statements of
cash flows.

Capital Asgais

Capital asseis purchased by the Board are capitalized
at historical cost. Data reflected in the Board capital
asgat reconds may include estimates of original cost
s detarmined by knowledg sabile Board parsoninal,
Capital assets that are condributed are recarded a5
coptributed capital assets, which increases the net
asgats of the Board. Such contribuled capital assels
ara recarded at their fair market walue at the tima of
donation.

Ay single ifem purchasad by the Board with a cost
greatar than or agual to $5,000 and an astimatad
ugedul life of greater than gne year is capitalized and
depreciated. Depreciation is charged to operations
using the straight-ling method based on the estimated
usaful life of tha assat. The estimated useful lives are
as follows:

Office sgquigment 3-6 years

Budpetary Practices

Tha budget is prepaned on the acorusl basges of
accounting. The Boand's administration shall prepara
and submit the propossd snnual budget 1o the Board
of Diractors for its approval for the business-typa
fund. Afer reviewing the proposed budged, the Board
of Directors shall further consider the proposad
busdget and make any revisions thereod it may desm
necessany. Tha budget is then lagally enacted by
raans of & budget resolution passad by the Board of
Direciors and the U.5.0LA Upan final adoption, the
busdget shall be in afect for the ansuing figcal yaar.

Diusrineg the year, the Board amended iis expansa
budget as follows:

Crriginal budget 519,356,653

Amendmants 176,800

Amended budgst $18,533,753
Administration and Program Services

The Board contracts with the Calilornis Avocado
Comemission to provide all administrative and
program sandcss inchuding overhead costs)
nacessary in carrying owt the purposa described in the
Ordes. As of October 31, 2005, the Board had no
eamployess,

PriorYear Data

Comparative data for the yaar ended October 31, 2004
has bean included In the accompanying linamnckal
statemants to facilitate financial anahysis.

2. Capital Assats

Changes in capital assats and related accumulated
depreciation wera as fallows:

Meversbw: 1. Adfitisrs  Daletiom  Cetaber H

el Fil ]
Captal nssets:
(Hice equpmemt bl B [ RF 1} i
Aczmiluied cearcaton:
Ofice squpmen i) () : )

Total copiinl assets. net

iRz {190 ia nsn

3. Cash and Imvestmanits

Cash and investments as of October 31, 2005 ara
classified in the accompamying financial stataments as
Talbows:

SmiEweT ol el kit
Cash arsd livistriens, § 2880, 578
Teinl cash aid Inseginenis 1857

Caah bl iV 58 of Dcipber 31, 7005 ool of e folowng:

Disma vl e puri s 9,555 30K
Cenifieais of depesh 51,304
Toral coshi and irvesm s §2E80.5T8

Irvestmants Authorized by the Unitad States
Dapartment of Agricwture and the Hass Avocado
Board

Undar provigion of the U.S.0.A, Guidelines for
Agriculiural Marketing Service Oversight of
Commmodity Research and Promations Programs
imestmant palicy, and the invastment policy adopied
by the Board, authorized imesiments include the
Tolkowing:

* L5, Govarnmeant securities and other obligations

= Califarnia state and local gowarnment securifles

= Commearcial paper

* Bankers' acoaplances

* Nonnagotisbla certificates of deposit

* Bomds, dabentures, and notes isswed by
corporations organized and operating within the
United States, Such securities shall be within the
top thraa ratings of 8 nationally racognized
rating sarvice

* Monay market funds (broker accounts)

Dizclpsuras Relating to Intarest Aate Risk

Imtarest rate risk is tha risk that changes in markat
intarest rates will advarsaly affect the fair valua of an
imvestmant. Ganarally, tha longar the maturity of an
irvesimant, the graster the sansitivity af it Tair value
ta changes in market interast rates. One of the ways
that the Board manapas 15 exposure 1o interest rate
rigk is by purchasing 8 combination of shomter tarm
and lonpar term Imvesimants and by timing cash
fiows from maturities so that a postion of the portfolio
is maturing or corming cosa to malurity evenly over
time as necessary to provide the cash flow and

liguidity nesdad for operations.

Inforrmation about the sensitivity of the fair values of
tha Board's imvestments to markeat interest rate
flustugtions is provided by the following fabde that
shaowws tha distribution of the Board's investmants by
miaturify:

Rernaining Maturity {in Months)

T Masths 130N 5 Mews Than
lvemarrani Typs D leas  Masths  Meafn B0 Monis
Cotiizate of daposit 5880 274 . . .

Disclosuras Relating to Credit Risk

Generally, credit risk is the risk that an issuar of an
irmvesimant will mat fulfill its obligation to tha holdar of
the imestmant. This is measured by the assignment
of & rating by & nationally recognized statistical rating
organization, Presented below is the minimum rating
required by [where applicabla) the Board's imsastmant
podicy, or thea Order, and the actual rating as of yaar
end for each |mesimant fype.

Ratings s of Fear End

Wirireem Logel Exeropt From
irstman Rarking Disshsare ARA Aa
Castzate ol depesit 388117 WA mm - -
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4. Required Disclosures

Approximatedy 52% of total operating revenue was
derived from assessmants collected from four Hass
avocado producers.

6. Capital Leasas

I Cetnbar 3006, the Board entared into a laase

the right fo exarcise the oplion to purchasa tha
equipment for $300. The lease agreament qualifies as
a capital lease for accounting purposas and, tharefore,
has bean recondad al tha present value of the fulure
minirmwm lsase paymants as of the incaption date.

On Nowemibar 1, 2005, the Board antared into a
saparate leae sgreamant as the lesor in laaging
aguipment to the Chilsan Avocado Importars
Agsociation,

agragmant, as tha lessar, in leasing equipmant 1o tha
Mew Zealand Avocado Industry Coundil, The termm of
tha lease is for 36 months, which tha Mew Zealand
Anpcads Industry Counell will pey an annes| smoun
of $500. At the termination of the leasa, the lesses has

We have audited the financial statements of the Hass Avocado Board (the Board) as of and for the year ended October 31, 2005
and have issued our report thereon dated December 20, 2005. 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.

In planning and performing our audit, we considered the Board'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
an opinion 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 reportable 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 misstaternents caused by error or fraud 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 the internal control

over financial reporting and its operation that we consider to be material weaknesses.

As part of obtaining reasonable assurance about whether the financial statements of the Board are free of material
misstatements, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreaments, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts, Such provisions included those provisions of laws and regulations identified in the Code of Federal Regulations
(7 CFR Part 1219)- Hass Avocado Promotion, Research, and Information Order, issued by the United States Department of
Agriculture (U.S.D.A.} and as interpreted in the Guidelines for Agricultural Marketing Service Oversight of Commodity
Research and Promation Programs, issued by the U.S.D.A. 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.

This report is intended solely for the information of management and the U.5.0D.A. and is not intended to be and should not
be used by anyone other than those specified parties.

Conrad and Associates, L.L.P
December 20, 2006



Hass Avocado Board

The Hoss Avocodo Board (HAB) wos established in
2002 after approval by producers and importers
of Hoss avocados in o notional referendum. A
12-member Booard, appointed by the Secretary of
Agriculture. administers the program. The HAB
has contracted with the California Avocado
Commission to implement its marketing programs.
Over 20.000 producers and 100 importers are
involved in the HAB. which covers fresh domestic

and imported Hass avocados sold in the U.S. market.
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