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Letter from Management
2008 could be remembered as the year of many things.
The Great “Biofuels Bash”, the commodities bubble,
high-profile ethanol company failures or the global
credit crisis and overall financial meltdown – any one of
these events might dominate a normal year. Coming
together as they did in 2008, it made for an extremely
tumultuous year.
In 2008, the demonizing of all things biofuels reached a
piercing crescendo as food manufacturers, livestock groups
and certain environmentalists took every opportunity to
link US biofuels policy with increasing consumer food
pricing, worsening greenhouse gas emissions, increasing
global hunger and a multitude of other sins. The ethanol
industry was gratified to see the US EPA reject the State
of Texas request to roll-back or reduce the Renewable
Fuels Standard in June even in the face of this negative
media barrage.
Since then, ethanol production continues to grow while
corn and other commodity prices have fallen to less than
50% of their summer highs. There is a growing
understanding in the media and the broader public that
the Grocery Manufacturers Association and their allies
purposefully misrepresented the impact of biofuels on
consumer food prices. Corn prices have fallen while
consumer food prices are still rising. Speculation and
rising energy prices are now increasingly recognized as
the catalysts that drove the 2008 commodity bubble.
Many observers wonder if the pendulum is now swinging
so hard in the negative direction, how long will it take
before we begin another cycle?
Last year saw the start-up of many new ethanol plants that
were being built in response to the 2005 and 2007 energy
bills. Some plants in progress were delayed in construction
or start-up because of the concern about the rapid rate of
capacity growth in the industry. At year-end, the US
ethanol industry had more than 1.0 billion gallons of idle,
excess capacity. Even with continued growth in ethanol
blending infrastructure around the country, that figure is
expected to grow to more than 2.0 billion in 2009.
In the past few months, several ethanol producers have
announced extended shutdowns or bankruptcies.
Included in these are some notable and well publicized
companies. Most of these producers have been victims of
poor project fundamentals, limited credit availability or
terminal missteps in risk management. We expect to see
other producers struggle to maintain viability in 2009.

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

These challenges notwithstanding, our companies are
weathering this very tough storm. While we did not
generate the income our members are accustomed to in
2008, we avoided making some of the disastrous decisions
that brought down some other industry participants.
In 2009 and beyond, CVEC will rely upon its local
cooperative ownership structure, its continually improving
productivity and its investment in product and processing
diversity to maintain better-than-industry-average returns
to stay competitive in the US biofuels industry.

Financial Highlights
In FY 2008, the combined companies generated a net
loss from operations of $2.52 million or $0.160 per share
for the year compared to a net income from operations
of $12.437 million or $0.813 per share the previous year.
In this very challenging year, a once-in-a-generation
upward spike in corn, chemical and natural gas inputs
more than offset an impressive array of positive factors
including: increased ethanol production, yield and gas
energy efficiency, improved fuel ethanol and distillers
grains pricing and across-the-board reductions in
operation and G&A expenses.
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These results are the lowest in our twelve year history
and fall well below the previous low point of net income
(a $0.016 per share loss achieved in 1998 - if we factor
out the $3.0 million Minnesota producer incentive
payment received in that year). FY 2008 results also
reflect an additional $7.33 million in research and
development expense on the gasification project bringing
the combined companies to a net loss of $9.789 million
for the year or $0.620 per share. These expenses reflect
payments made to Frontline BioEnergy and our
contractors and vendors for the completion and start-up
of the Phase One gasifier system.
For much of the year, our company’s corn procurement
strategy proved to be poorly matched with the steady
upward march in corn price.The tremendous amount of
new ethanol capacity that came into the market during
the year effectively lowered ethanol pricing to a
“theoretical” breakeven point for a typical producer.
Since many of our ethanol competitors were enjoying a
lower aggregate corn price through forward contracting
and hedging program, CVEC was significantly
disadvantaged in terms of creating a positive margin
during the first three quarters of the year.The escalation
of all major commodities reached historic high levels late
in Q3 followed by a precipitous decline and a searching
for a new “bottom” that continues on into the present.
Despite the “blame ethanol” rhetoric prevalent during
this period, it is now clear that the price of corn and all
other commodities was being driven to unprecedented
levels by a speculative fever and a weak dollar rather than
sustainably increased global demand. The many excesses
in a financial system that was severely under-pricing risk

helped fuel this speculative bubble with highly leveraged
liquidity. With the collapse in commodity pricing and
indeed the entire financial system, that fever is now
broken. The questions of “how low” will commodity
prices go and “how long” will it take for the economy to
recover are still being sorted out in the marketplace and
in Washington DC.
The corn spike helped set a record annual average price
of $5.000 per bushel for CVEC. Last year, our average
corn price was $3.373 per bushel. With a record 2008
grind of 16.721 million bushels, this price difference in
corn costs accounts for a negative impact of more than
$27 million dollars to our bottom line results year-overyear. Had we bought corn ahead during this period like
many other ethanol producers, we would likely have
generated significant income in 2008. As it was, CVEC
passed the value it created along to its corn-delivering
members and other local corn growers and elevators in
terms of a higher payment for corn.
In our third quarter, CVEC began taking some positions
to protect the companies in the event that corn prices
continued to rise beyond $7 to levels where our ability to
function would be severely compromised.These positions
were all calls or call spreads. At year-end, CVEC netted a
loss of $1.083 million or $0.0686 per share from these
“insurance” policies. The losses all came as the corn
market plunged in July and August. While such a loss is
disappointing, it pales in comparison to the losses suffered
by some other ethanol producers. Since then, CVEC has
benefited from a corn price trend that matches much
better with our buy-at-market approach.
The rapid escalation of all commodities helped increase
fuel ethanol netback for the year to a record level of
$2.140 per gallon up from a previous record of $1.918
per gallon in FY 2007.While there is limited comparative
data available, we believe that CVEC’s participation in
Renewable Products Marketing Group (RPMG) helped
us generate an above-average netback price for our fuel
ethanol over the course of 2008.
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For much of 2008, however, all ethanol producers sold
their fuel ethanol at a discount to its theoretical value of
more than $1.00 per gallon. The reason was this
mismatch between the rate of new ethanol production
still coming on line versus the relatively slower rate of
creating new ethanol blending infrastructure. With the
precipitous decline in oil and gasoline prices that started
in Q4, we started to see this discount shrink as ethanol
pricing became increasingly supported by the RFS.
DDGS netback pricing improved in 2008 both in
absolute terms and as a ratio to corn price. This is
significant in a year when the U.S. feed market absorbed
a considerable increase in DDGS supply. For the year,
DDGS netback averaged $127 per ton compared to $77
per ton in 2007. The DDGS corn price ratio improved
from about $23 to $1 in 2007 to $25 to $1 last year. At
the mid-year point, CVEC switched its distillers
marketing away from CSC/CHS and enrolled with a
marketing program conducted by our own staff at
RPMG. We believe that CVEC has benefited
significantly from this change. Already, indications for Q1
in FY 2009 show a ratio of over $30 to $1 are likely.
Natural gas pricing increased significantly to $9.077 per
MMBTU from $7.451 per MMBTU the year before.
Natural gas pricing was supported by the same
speculation that drove other commodities higher through
much of the year. Total expenditures for natural gas and
propane in 2008 were $12.86 million, very close to our
annual average over the past three years.
In December of 2007, CVEC made a distribution of
$3.222 million or $0.20 per unit to its partners. In May,
CVEC negotiated an increase in its operating line of
credit with our primary lender, Co-Bank. The line was
increased from $11.6 to $20.0 million. In June, CVEC
moved $1.93 million in 2nd trimester market adjustment
for corn payment to a long-term payable account. This
designation was a condition imposed upon CVEC as a
condition to receive the increase credit line, although it
was also a necessary step to manage our extraordinary
cash flow needs. CVEC intends to pay this amount to
our members at the end of a five-year period or earlier if
margin conditions improve and Co-Bank is supportive.
At year-end, long-term debt was $11.5 million compared
to the end of 2007 when we were carrying zero debt and
a small cash reserve of $91,000.This increase in debt was
necessary to cover the cost of completing Phase One of
the gasifier project and certain other related research and
development expenses.

In April, the CVAC board informed its members that
delivery obligations for FY 2009 would be reduced to
80% of share ownership. This reduction in delivery
obligation is being made to reduce delivery risk to
individual members in an extraordinarily volatile corn
market. This reduction will increase CVEC’s
procurement needs by approximately 4.0 million bushels
in the coming year.

Operations Highlights
In 2008, CVEC produced a record 45.91 million
nondenatured ethanol gallons, a 4.8% increase over 2007
production of 43.80 million nondenatured gallons. Total
alcohol sales including fuel ethanol, industrial, beverage and
E-85 expressed on a denatured fuel ethanol basis (2.4%
denaturant) would be slightly over 47.0 million gallons for
the year. Except for a 0.1% drop off in 2006, CVEC has
increased ethanol production every year since 1998.
Corn bushels processed in 2008 increased to 16.72 million
up from 16.20 million last year. Remarkably, ethanol yield
also increased to 2.73 nondenatured gallons per bushel, up
from 2.70 nondenatured gallons per bushel in 2007. FY
2008 marks the third consecutive year of ethanol yield
improvement for the CVEC operation and the highest
ethanol yield since 2003.
Gas energy efficiency improved to 36,010 BTU per
nondenatured gallon from a level of 37,014 BTU per
nondenatured gallon in 2007. Importantly, Q4 results
demonstrated an average of 35,018 BTU per nondenatured
gallon.The improvements in 2008 were achieved by a midyear re-balancing of our boiler loads towards the higher
efficiency units and by achieving further improved in our
fermentation processes through effective implementation of
new enzymes and yeasts and by very consistent operation.
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Our focus on improving productivity in 2008 has been
successful beyond our expectations. Working together,
CVEC’s operations, maintenance, technical and
compliance groups have worked very hard to achieve
these improved levels of productivity. It is significant to
recognize that this performance improvement has been
accomplished largely without major capital investment –
just initiative, creativity and optimization of existing assets.
Based on performance indicators so far, there are
reasonable prospects for 2009 to see a continuation of this
trend towards higher production and gas energy efficiency
while at least maintaining our ethanol yield performance.
On-stream-time in 2008 improved to 97.23% up from
96.28% in 2007. The CVEC maintenance group did an
excellent job managing to support the improved
productivity of the plant while assisting in the start-up of
both the corn oil separator and the gasification project.
CVEC employees continued to raise the bar on safety
performance in 2008. The staff worked a fourth straight
year without a lost-time accident.There were only three
recordable accidents for the entire year making it only six
recordable accidents for the past three years combined.
This level of safety performance is notable coming in a
year with the start-up of a major new operating unit –
the gasifier. The CVEC staff continues to achieve
outstanding safety performance.

Gasification Project
The commissioning of the Phase One gasifier unit was
conducted in February and March.The unit was operated
in gasification mode for the first time on April 9th. The
CVEC operations staff began using the gasifier in regular
operations in May. Over the last five months of the year,
we successfully validated the basic unit operations of the
system and the computer control programming approach.

Actual on-stream-time (OST) for the unit since start-up
has been limited at different points by availability of
woody biomass and the need to complete the training of
a full complement of operators but most significantly by
the need to improve the mechanical reliability in certain
system components. For the period of May through
August, we operated the unit 47% of available hours
based on the steady-state NOx emissions constraints
contained in our air quality permit. During this period,
we completed operator component reliability and
control programming.
While there has also been significant down-time in
September and November, we operated the system at
114% of available hours in October and are on track to
surpass that performance in December. Because these
limiting emissions are tracked on a rolling 12-month
basis, we can now run the system more hours in a given
month to make up for down-time in previous months.
We completed preliminary stack testing for air
emissions compliance in September. CVEC staff is
currently negotiating with Minnesota Pollution
Control Agency (MPCA) for permission to begin
testing additional feedstocks beyond woody biomass.
Corn cobs will certainly be one of those feedstocks
although we have identified other promising
opportunities. The MPCA remains very supportive of
our efforts to develop alternative, non-fossil energy
inputs to our ethanol process.
Working with grant funding from several agencies and
the state of Minnesota, CVEC and the University of
Minnesota West Central Research and Outreach Center
conducted corn cob collection demonstrations and
studies using two different collection technologies.
Biomass Coordinator and founding CVAC board
director, Gene Fynboh has done a tremendous job
coordinating this study under harvest conditions that
could rightfully be called worst-case due to the cold, wet,
late nature of the harvest.
In August, Frontline BioEnergy and Fagen Incorporated,
the leading design builder of ethanol plants in the U.S.
signed a Letter of Intent designating Fagen as the
exclusive builder of Frontline gasification systems to the
US ethanol industry and to other industries in certain
regions of the country. The alliance with Fagen should
strengthen Frontline’s presence in the emerging
bioenergy technology market.
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Corn Oil Separation

Glacial Grain Spirits

We began installing a new corn oil separator unit in early
2008. This unit separates a crude corn oil co-product
from our liquid corn solubles process stream before the
DDGS drying step. The unit was commissioned in Q2
and we began selling commercial quantities of corn oil in
Q3, mostly as an input into bio-diesel production. By last
summer, CVEC was separating up to 350 tons per
month of corn oil from our process.

Glacial Grain Spirits generated positive net
income of $411,546 in 2008 on reduced sales
volume of 2.46 million gallons. Income was up
significantly from 2007 net income of $90,707.
GGS sales volume in 2007 were 2.84 million
gallons. This level of profitability is especially
noteworthy considering the strength we saw in
fuel ethanol values during the year.

Because of the very strong energy market this past
summer, we were able to sell the corn oil at a multiple of
over four times our DDGS price with no significant
discounts on the residual DDGS product. In 2008,
CVEC netted a premium of $950,000 for corn oil coproduct – essentially paying for the entire capital costs in
a matter of months.

Sales of certified organic alcohol products contributed
significantly to this income performance in 2008. For the
year, organic alcohol sales increased by another 37% yearover-year rising from 158,644 gallons in 2007 to 217,263
gallons in 2008. Demand for these products continues to
grow at a very steep rate and CVEC continues to enjoy
very limited competition in this niche business.

As we move into a fiscal new year, the values we are
getting for corn oil are significantly reduced however,
they are still at multiples to DDGS pricing. We have
begun selling this new co-product into animal feed
applications as well. In addition to enhancing co-product
revenues, the partial removal of corn oil benefits the
DDGS drying process by reducing fouling and
improving drying efficiencies. In 2009, we will focus on
increasing corn oil separation yield and in developing
additional markets for this new product.

In Q3, GGS and Phillips Distilling of Minneapolis
launched a new vodka product - Prairie Organic Vodka.
This new product has received critical acclaim for taste as
well as its unique packaging design. Prairie OrganicVodka
is an early entrant into a new category of “green” spirits
that are garnering considerable notice in the industry.
POV is considered a “green” spirits product because of its
organic certification but also because it is being produced
at a distillery that is actively working to lower its carbon
footprint. POV is currently available in 30 states.
GGS remains the exclusive distiller of Shakers Vodka as
well although we had limited production in 2008. GGS
and our friends at Infinite Spirits have weathered five
years with Shakers in the very crowded US vodka
market.To many people around the Mid-west and in the
ethanol industry, our plant is first and foremost the home
of this unique vodka. Cheers!
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E-85 Program

The Path Ahead

CVEC’s E-85 program generated record profit
contribution in 2008. Although sales volume was down
5.8% year-over-year to 3.392 million gallons, incremental
margin over fuel ethanol increased to $632,501 up from
$597,700 in 2007. The CVEC E-85 station network
stayed fairly constant at about 100 stations. Currently,
CVEC supplies approximately 18 of the growing
network of blender pumps in the Minnesota and South
Dakota fuel markets.

Looking ahead we see a US ethanol industry that will
become increasingly consolidated and increasingly
competitive although from our perspective, those two
things are not necessarily linked. As we have stated many
times in the past, the key to competitiveness in this
industry is not as simple as achieving a certain operating
scale and the same operating strategy will not work
equally well for every producer.

On October 1, 2007, CVEC modified its E-85
marketing approach for the first time in its eight year
history. In 2008, we set a weekly E-85 price for pick-up
at the plant based on ethanol pricing at the gasoline
terminal (the rack). We also relinquished our longstanding requirement that our stations price their E-85
fuel at any particular discount to gasoline. For the most
part, market forces worked to reflect an E-85 pump price
consistent with rack ethanol values.
For the first time, CVEC marketed RINS or Renewable
Inventory Numbers for monetary reimbursement in
2008. The RIN trading system is the accounting system
for the RFS program. Unlike many ethanol producers,
CVEC is a net accumulator of RINS through our sizable
E-85 sales volume where we are the blender of record.
We sold a total of 800,000 RINS for $32,000.

The good news is that the same RFS that survived a
serious challenge in 2008 will require the use of
approximately 11 billion gallons of biofuels in 2009.This
represents the largest ethanol market we have ever
enjoyed. While our margins may remain at essentially
breakeven as we rationalize the near-term overcapacity,
this still means that the stronger performers should be
able to continue operations – even in this most
challenging environment.
We believe that CVEC has a number of competitive
factors in its favor including our local ownership, higher
corn basis, improving productivity, multiple revenue
enhancers and cost savings initiatives. We are also
encouraged by the prospects for support for biofuels and
carbon initiatives from the incoming Obama
administration.
So far, 2009 is off to an encouraging start. It’s a time to
work hard and to not panic. In today’s business
environment, there are clearly no guarantees. We just
believe that if there is going to be a US ethanol
industry, CVEC will continue to be there as a vital and
creative participant.
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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