Letter from Management
In 2007, our companies completed their first year in a
second decade of operation. The year was characterized
by significant ethanol industry growth and volatile
commodity pricing. The year also saw continued
consideration of new federal policy proposals to expand
the role of ethanol and biofuels. It is notable that this
discussion is taking place in the face of a negative
biofuels campaign propagated by the food and livestock
industry and financed primarily by petroleum interests.

will need to see the corn market start to reflect a
slow-down in construction of new ethanol plants,
adequate corn planting acreage and favorable weather in
2008 and progress on a new energy bill that will increase
the RFS in 2008.These are all very possible occurrences.
Meanwhile, CVEC will focus on improving its
operational competitiveness and in demonstrating the
commercial viability of biomass gasification.

The financial tally for 2007 indicated a very successful
operating year. The dominant bottom line issues for
CVEC and other ethanol producers was the rapid
escalation of corn prices. Driven by strong global demand
for all commodities and expectations for greatly increased
biofuels demand in the US, corn traders bid the price of
corn up to levels that had been achieved but never before
sustained. This time it looks like we truly have moved
corn up to a new price plateau.
Catalyzed by the signing of the Energy Bill of 2005
(EPAct 2005) and subsequent industry profitability,
production from “new investor” ethanol plants has
flooded our market. Many new plants came on line in
2007 but even more will begin operations in 2008.
Everyone wants to join the biofuels party. This in-rush
of new capacity has accelerated industry capacity towards
the 14 billion gallon per year “blend wall” sooner than we
anticipated and as we communicated with our members
back in August, was a major consideration in CVEC’s
decision to postpone its planned expansion.
2007 will also be remembered as the year of the Big PushBack from a coalition of food, livestock and petroleum
interests.Together,these industries have launched a negative
media attack on ethanol of un-precedented proportion.
The negative blitz has been based on mis-information,
distortion and outright lies. It has been designed to slow
down the progress our industry is making and it has had
more impact than we might care to admit.

Dale Tolifson, CVAC Chairman, and Bill Lee, General Manager

Financial Highlights
The combined companies generated net income from
operations of $12.437 million or $0.813 per share for
the year. These results are considerably lower than the
record 2006 performance of $31.769 million or $2.44
per share. For the year, a very significant increase in corn
pricing and escalating cost for chemical inputs more than
offset a host of positive factors including: increased
ethanol production and yield, improved fuel ethanol and
distillers grains pricing and lower natural gas cost.

The ethanol industry is responding in a way that we
believe will be effective even if it is belated.What we have
on our side are the actual facts and a continuing
perception in the US populace that ethanol and other
renewable energy solutions are absolutely necessary to
combat the twin concerns of national energy security and
global climate change. While ethanol is not perfect, it is
better than petroleum using any yardstick and it is getting
better.While we believe that we will ultimately win this
PR battle, 2007 will be remembered as the year that the
other guys decided to take the fight to the next level.

2007 net income for the combined companies was
$2.827 million or $0.185 per share. The difference
between income from operations and net income in 2007
reflects an expenditure of $9.619 million for engineering
services, equipment, material procurement and
installation to support the Phase 1 gasification system.

At year end, we are dealing with greatly reduced
operating margins – a condition that will carry over into
2008 and perhaps beyond. To change this dynamic, we

To take advantage of the Renewable Energy Tax Credit
(RETC) authorized in the 2005 Energy Bill, CVEC has
chosen to treat qualifying portions of the cost of the Phase 1
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gasification system as a research and development expense.
This treatment has considerably reduced K-1 income and
tax liability for our members. In addition, CVEC will be
passing the RETC through to its members.
Fuel ethanol netback price for 2007 set another record
improving to $1.918 per gallon up slightly from $1.901 per
gallon the previous year.Over the course of the year,the gap
between ethanol price and its value to blenders widened as
the addition of new ethanol supply overwhelmed the
creation of new ethanol demand.At year-end, fuel ethanol
market values in Minnesota were approximately $1.05
below theoretical value to an ethanol blender.
This situation will certainly extend into 2008 and perhaps
beyond as many new ethanol plants under construction
come on line. Ethanol blending is increasing and there are
significant financial incentives for that to continue.
The timeline for removing the new market constraints of
rail transportation and gasoline terminal infrastructure
(tankage, pumps, pipes and meters) however, is not a short
one. Compounding the problem are state regulatory
barriers in parts of the country that have never been
ethanol blend markets.These too are being addressed but
it is not quick work.
It will take time and a prolonged period of depressed
ethanol price (or from another perspective, ethanol
blender market opportunity) to develop adequate new
ethanol demand.And it will take a slowing down of new
plant production as well to restore a reasonable supply and
demand balance and ethanol processing margins.Another
factor which could be very helpful is a federal energy bill
requiring new demand volume in calendar 2008. Such a
bill is being deliberated in December 2007. These
provisions are currently being given a reasonable chance
of passage.

In 2007, our corn price increased from $1.85 per bushel
to $3.37. Last year marked what may turn out to be a
watershed event in the corn market. In the first quarter,
corn price shot past the $3.00 per bushel level and peaked
in the second quarter over $4.00. While we have seen
spikes in corn price before driven by weather and short
term imbalances between supply and demand, this rally
appears to be different.Sustained by strong global demand
for all commodities and the anticipated corn needs of
ethanol plants in construction, corn price stayed above
$3.00 for the rest of the fiscal year and into this year.
This remarkable surge in corn prices has come even as
US farmers responded to market signals and planted
more corn acreage in 2007 than in any year since the
1940’s. The record 13.17 billion bushel corn crop has
done little to quell the bullish sentiment of the corn
market investor. In 2008, this market will wrestle with
acreage, yield and demand variables to try to establish
a new pivot point for corn price. It will almost certainly
be higher than historic levels.
Record corn prices were only partially off-set by
improved DDGS netback prices which increased from
$64 per ton in 2006 to over $77 per ton last year.While
the value of our co-product was supported by the overall
escalation of feedstuff prices,increased rail freight rates and
truck transportation costs mitigated these improvements.
We are also not creating new DDGS markets fast enough.
In 2008, CVEC and the other members of RPMG who
market our distillers grain through a pool arrangement
will be evaluating a broader range of options for
enhancing revenue from our co-products.
Natural gas prices decreased from $8.28 per MMBTU in
2006 to $7.45 per MMBTU last year. Following the
widely publicized collapse of huge natural gas hedge funds
like Amaranth in mid-2006, natural
gas prices dropped to $4.50 range
and then rallied to over $9.00 last
winter. We anticipate that natural gas
prices will continue to be highly
volatile driven by US summer
and winter weather, hurricanes
(forecasted and actual) and crude oil
and energy complex moves.
CVEC made a $1.00 per unit
distribution of earnings to its
partners in December of 2006. At
year-end, long-term debt was zero
and the companies were carrying a
small cash reserve of $91,000. On
February 1,2007,a 6 for 5 stock split
became effective increasing member
delivery obligations from 13.15 to
15.78 million bushels per year.
CVEC gasifier building

Operations Highlights
In 2007, CVEC produced a record 43.80 million gallons
of non-denatured alcohol, a 2.0% increase over 2006
production of 42.94 million gallons. On a denatured fuel
ethanol basis, our 2007 production was 46.0 million
gallons. This record production performance was
accomplished despite a decrease in on-stream-time from
97.0% in 2006 to 96.28% as the installation of a new
dual-fuel burner (natural gas and producer gas from the
gasifier) on our primary steam generator in September
reduced operating hours more than expected.
Corn bushels processed in 2007 increased slightly
to 16.20 million up from 16.12 million last year.
Correspondingly, ethanol yield increased to 2.70
non-denatured gallons per bushel, up a bit from 2.69
non-denatured gallons per bushel in 2006. Expressed on
a denatured fuel ethanol basis, CVEC’s 2007 yield
performance was 2.83 gallons per bushel.

Our success in improving gas energy efficiency has been
more modest in comparison. Gas energy efficiency
improved to 37,014 BTU per non-denatured gallon from
a level of 38,425 BTU per non-denatured gallon in 2006.
On a denatured gallon basis, 2007 performance was about
35,250 BTU per gallon. The improvement in 2007 was
primarily the result of improved fermentation consistency
with a smaller contribution coming from the evaporator
clean-up which was not accomplished until September.
Benchmarking data indicates that gas energy efficiency
remains our primary opportunity for maintaining
competitiveness with newer ethanol plants.We need to be
at least 5,000 BTU per gallon better than 2007
performance. In 2008, we will take additional steps to
meet this goal. A project to allow us to reclaim
considerable heat from our primary steam generator stack
will be complete in December 2007. In January, we plan
to start-up a corn oil separator which will reduce DDGS
dryer load and further improve efficiencies. We are also
evaluating another project to reclaim heat from our dryer
regenerative thermal oxidizer (RTO).
CVEC employees continued to raise the bar on safety
performance in 2007. The staff worked a third straight
year without a lost-time accident. Equally important,
there were only two recordable accidents for the entire
year making it only three recordable accidents for the past
two years combined. This level of safety performance is
especially commendable considering the high level of
new construction in the plant and the number of new
employees who have recently joined our team. The
CVEC staff is to be commended for its diligence and
focus in achieving this outstanding accomplishment.

Gasification Project

Andy Zurn, CVEC Engineering Mgr., gives a tour of the CVEC
Gasifier building to Arctic Explorer Will Steger and Nicole Rom
from the Will Steger Foundation.

Our focus on improving productivity in 2007 has been
successful in a number of areas. Working together,
CVEC’s operations, maintenance, technical and
compliance groups have removed problematic piping
infection points, addressed chronic evaporator fouling
constraints and decreased plant water/stillage balance
limitations through compliant stack testing. The
operations group has been very diligent in managing dayto-day fermentation and distillations systems. The result
has been record production and the highest ethanol yield
we have achieved since our expansion in 2003. Based
on performance indicators so far, there are reasonable
prospects for 2008 to see a continuation of this trend
towards higher production and ethanol yield.

Much of the first two-thirds of 2007 was spent in
engineering design,safety analysis,equipment procurement and
permitting for the Phase One gasification system. A
nine-month air permitting process was concluded on
June 11th when MPCA issued authorization to begin
construction. Since that time our project team has been
hard at work with Frontline BioEnergy,Wanzek Construction
(sitework, concrete, structural and mechanical), Loen Electric
(electrical), Marcus Construction (buildings) and a number of
other sub-contractors and vendors to construct this system.
The lengthy permitting process gave CVEC and
Frontline BioEnergy team members the opportunity to
re-evaluate and modify the scope of the project phases to
enhance schedule and performance outcomes. Based on
success with upgrading the 5 ton per day Iowa State
University gasifier (the BECON facility) to operate at
pressures up to 50 psig, the project team decided to
increase pressure design specifications for the Phase One
CVEC gasifier. While the incremental cost increase to
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Gasification Groundbreaking, Summer, 2006

the Committee’s focus will turn to the collection and
storage of corn cobs as a biomass feedstock. Corn cobs
appear to offer multiple advantages as a feedstock for our
gasification system and the Committee is developing a
plan to facilitate the collection of commercial quantities
in crop year 2008.
gasification equipment for this design change was relatively
small, it significantly increases the potential capacity of this
initial system beyond the 35-70 ton per day level. More
specifically, results at BECON indicate a capacity above 115
tons per day and that with some moderate amount of
debottlenecking, our Phase One gasifier could meet the
needs of the full plant (250-300 ton per day).
Considering the higher potential capacity of the Phase
One system, the difficulty we experienced in permitting
the initial phase of this project and the economies of
building a single proper-scale system once rather than in
several stages, we elected to build a feedstock and char ash
handling system that was appropriately scaled for fullplant capacity. This decision has increased Phase One
project costs considerably beyond those we projected to
our members a few months ago.A better way to put it is
that Phase One has now incorporated certain material
handling systems costs we originally intended to
undertake in Phase Three.
Other factors have increased project costs as well. A
decision to enclose the Phase One system in a building
has probably added about $1.0 million to the cost of
the project.While this was more than we anticipated, we
still believe that an enclosed facility is appropriate for
the original gasification system which will probably
require maintenance and modification year-round as it
is commissioned and proven.
The overall escalation in material and construction costs that
have been apparent in the cost of new ethanol plants have
been at work on this project as well. Costs have also been
impacted by our build-as-you-design-it approach to this
project and our desire to construct a facility that not only
performs but is safe and reliable.These considerations have
made it very difficult to accurately forecast project costs.
Systems commissioning began in earnest in December.
Dynamic systems testing is scheduled for January and early
February. The project team has planned an extremely
rigorous commissioning protocol – one that is appropriate
considering the importance of a safe and orderly start-up
of this new technology.At this point, we plan to have the
system ready for regular operations by late February.
In 2007, the CVAC Feedstock Committee worked
with its consultants and sub-contractors to conduct a
baling trial on corn stover, bean stubble, wheat straw and
prairie grass feedstocks. This study will give us valuable
information about baling techniques, feedstock moisture
changes and regional variability of the materials. In 2008,
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In October, an employee of one of the project
sub-contractors fell to his death during the erection of the
feedstock silo. We were all deeply saddened by this
unfortunate incident. This serious incident stands in
contrast to the excellent safety performance on the
project by all the other contractors and CVEC
employees who have been involved in the project who
have worked the past six months with no lost time or
recordable accidents on the project site.
Two years ago when we began our partnership with
Frontline to commercialize biomass gasification systems,
we had three goals in mind. First, we wanted to reduce
energy input cost. Second, we wanted to position our
ethanol production as a lower carbon fuel ingredient
anticipating some form of carbon monetization in the US.
And third, we wanted to participate in ownership of an
essential new conversion technology that had application
as a replacement for natural gas and as the front-end of a
cellulosic biofuels plant. Based on market directions
(continued volatility) and policy discussions in the past two
years (Low Carbon Fuel Standards and Cellulosic Ethanol
incentives), it is clear to your management and board that
our original vision was sound. 2008 is the year when we
must demonstrate the performance of this technology and
bring this vision to commercial practice.

Glacial Grain Spirits
The highlight for Glacial Grain Spirits was
positive net income on considerably lower
production volume. These results were
driven primarily by record production and
sales volumes for organic alcohol products
and more selective marketing to key
industrial accounts.Total GGS sales volume
declined to 2.84 million gallons
compared to a volume of 4.37 million
in 2006.
Sales of certified organic alcohol products increased by
another 17% - rising from 134,124 gallons in 2006 to
158,644 gallons in 2007. Demand for these products
continues to grow at a very steep rate. The purchase of
the bin site along the railroad east of the livestock barn
has given us sufficient small bin storage capacity
to improve our options for timely and cost-effective
procurement of organic corn.

Unlike the previous year when we broke production
and sales records, we were more targeted in our sales of
industrial alcohol products in 2007. The results were
pricing with a more consistent premium to fuel ethanol.
When these revenues were combined with the strong
margins generated by the growing organic business, the
result was a profitable year. GGS net income includes a
payment of $187,083 in fees to CVEC for marketing and
manufacturing services and another $271,924 expense for
non-cash depreciation for the year.
At year-end,Infinite Spirits launched a new bottle design for
Shaker Wheat and Rye Vodkas.While the Shakers business
has not grown nearly as large as we had initially hoped, the
brand has been able to endure in a very competitive market
space which has seen literally dozens of new vodkas come
and go over the past five years. We hope the new bottle
design can help propel the Shakers brand to new heights.
Meanwhile, GGS is working with several new companies
that want to use our organic corn spirits for specialty vodkas.

E-85 Program
In 2007, CVEC’s E-85 program set a new record for
profit contribution as incremental margin over fuel ethanol
increased to $0.48 per gallon.Despite reduced sales volume
of 3.60 million gallons in 2007 compared to 4.86 million
in 2006, net income from E-85 sales increased from
$284,549 the year before to $481,082 in 2007.The CVEC
E-85 station network stayed fairly constant at about 110
stations.
Profitability in E-85 marketing is greatly enabled by
the gasoline:ethanol spread which increased dramatically
during the course of 2007. For much of the year,
CVEC maintained a 60 cent discount relative to 87 octane
gasoline. Even with this discount, the netback to CVEC
on these gallons was greater than what we generated on
regular fuel ethanol.
On October 1, 2007, CVEC modified its E-85 marketing
approach for the first time in its seven year history.We now
set a weekly E-85 price for pick-up at the plant and we no
longer require that our stations price the fuel at any
particular discount to gasoline.We hope that these changes
will broaden the appeal of new station owners so that we
can continue to grow our network.We are counting on
the fact that there now are enough E-85 stations to exert
competitive pressure to price E-85 at an appropriate level.
We should also note that CVEC is currently supplying
E-85 to three blender pump stations in Minnesota.

The Path Ahead
Looking forward to 2008 and beyond, we see an industry
that is becoming a much more significant part of our
country’s energy equation. Both the Congress and the

President have called for a biofuels industry of 36 billion
gallon in the next 15 years. There will continue to be
many challenges as we grow to fulfill that role.
In the short term, we anticipate continued margin pressure
as we struggle to create new demand while the current wave
of new construction plays out. In time, demand will
increase, the pace of new plant construction will moderate,
policy will be made, corn will be planted and plants will be
built and some will be bought up by consolidated ethanol
mega-operators. As ever, there is much uncertainty in the
future and your board and management are attempting to
chart a course for the companies that will enable us to keep
creating shareholder value well into this foggy future.
For eleven years, we have done an admirable job “adding
value to area corn production” to quote our mission
statement. For the next few years, CVEC will struggle to
approach that level of performance. During this period,
we must focus on maintaining a competitive position
in very dynamic industry. Our one legacy for our
shareholders – we appear to have permanently moved the
corn price to a profitable place. Improve profitability in
farming is a benefit that will improve the lives of all our
local owners, corn growers or not.
We believe that in the future, CVEC must become adept
not only at processing corn to ethanol but by processing
a much wider range of feedstocks into other energy
products. That is why the gasification project is so
important to our future. In this year’s report we use a
quotation from Alan Keys of XEROX:
“The best way to predict the future is to invent it”
to make a point.We are inventing the future by moving
our plant away from fossil energy inputs and by paying
our selves for our energy instead of the natural gas
company in Calgary or Houston.
When we demonstrate our success, others will follow.
We have done this before. Fourteen years ago, CVEC and
a few other projects in Minnesota “said farmers and local
communities can benefit by participating in ethanol
production” and then we went out and made it happen.
Now we must roll up our sleeves and do it again if we are
going to truly control our destiny in the future.
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION –
This document contains forward-looking information that is subject to certain risks and
uncertainties that could cause actual results to differ materially from those projected,
expressed, or implied by such forward-looking information. In some cases, you can
identify forward-looking statements by our use of words such as “may, will, should,
anticipates, believes, expects, plans, future, intends, could, estimate, predict, potential or
contingent,” the negative of these terms or other similar expressions. The Company’s
actual results could differ materially from those discussed or implied herein. Factors that
could cause or contribute to such differences include, but are not limited to: changes in the
corn, natural gas or gasoline commodity markets, legislative acts, federal or state energy
policies, macroeconomic conditions in various parts of the world and the actual
performance of new technologies under development by the companies and their
partners, as well as additional factors specifically referenced herein. To the extent
permitted under applicable law, the Companies assume no obligation to update any
forward-looking statements as a result of new information or future events.
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CVAC Board of Directors
Back Row, Left to Right: Kent Evenson, Gene Fynboh, Dale Tolifson - Chairman, & David Thompson - Treasurer
Front Row, Left to Right: Dan Benson - Secretary, Roger Longhenry, Jan Lundebrek - Vice Chairman,
Keith Kvistero, & Richard Hanson

