Letter From Management
Mike Jerke, General Manager

Reflecting on Chippewa
Valley Ethanol Company
performance in 2010, we
are pleased to report that
the Company had a very
good year. To the extent
that the past year could be
characterized as successful,
it is important to note
that success does not
come without constant
adaptation and change.
Continuous
process
improvement must be the
focus of all areas of the
Company if we hope
Mike Jerke, General Manager; Dan Benson, Chairman
to replicate our past
achievements. The term process clearly applies to the
manufacturing functions but it also means our way of
thinking, our way of communicating, and our decisions
about current business units or future ventures. Continuous
improvement means evaluating and striving to better
educate and challenge ourselves and our employee assets.
Continuous improvement is not about being comfortable
or content. It is about recognizing that there is always a
better way. We look forward to learning from 2010 and
discovering improvements that will help us grow in 2011.

Industry Review
Although energy related issues were occasionally discussed
in Washington D.C. this past year, other matters were made
priority and minimal action was taken towards furthering
our nation’s energy security. Issues of impact to us include:
Higher Ethanol Blends
Of great concern to the ethanol industry is the long
awaited approval of higher ethanol blends in the legacy
vehicle fleet. The Environmental Protection Agency
(EPA) was compelled to address this issue via waiver
request that was submitted in March 2009. In
December 2009 EPA signaled that a ruling would
happen in the spring/summer of 2010. On October
17, 2010, EPA finally addressed the issue albeit in a
partial manner. After much testing and analysis, EPA
determined that ethanol blends up to 15% were safe to
use in vehicle model years 2007 and newer. This first
step is expected to be followed by an announcement
that E15 is approved in vehicle model years 2001
and newer.
While not the ideal situation, this is a step in the
direction of addressing the pending blend wall. It is

estimated that 2007 and newer vehicles make up 20%
of the current fleet. Approving 2001 and newer
vehicles will mean that over 50% of the cars and trucks
on the road will be able to use E15. However, hurdles
remain. As currently proposed EPA would require a
warning style label be affixed to pumping equipment.
Retailers are concerned that they would be held liable
for instances of mis-fueling by customers and vehicle
manufacturers are concerned about liability as it relates
to warranty and performance issues. A comprehensive
solution will bring these barriers down and not create
additional ones.
Blenders Credit
The Volumetric Ethanol Excise Tax Credit (VEETC)
has been set to expire at the end of December 2010.
Also sunsetting at that time will be the Import Tariff
and the Small Ethanol Producer Tax Credit. These
programs have been extremely beneficial in building
the industry we have today.The fact that the programs
are set to expire is not the core issue. Our belief
has been that 2010 should have been a year to develop
policy that furthers our national interest in lieu of
VEETC.We think it is time for auto manufacturers to
produce all their vehicles as flex-fuel capable. We
believe that retailers ought to be encouraged to install
blender pumps. Given the appropriate tools (vehicles
and fueling locations) consumers are able to make a
choice that improves our energy security and the
environment. Unfortunately, there has been no effort
put forth in the Congress to plan ahead and so we are
pushing for a one year extension of VEETC and
related programs to allow time to get the right plan for
the future in place.
Greenhouse Gas Tailoring Rule
In an effort to monitor and reduce Greenhouse Gases
(GHG), the EPA has proposed rules that define CO2 as
a pollutant that must be accounted for in air permits.
Creating a rule to quantify generated CO2 emissions
makes sense.What is consternating is that EPA did not
distinguish between biogenic CO2 emissions and
manufactured CO2 emissions. Ethanol production uses
corn for its feedstock. Corn plants require CO2 to
produce a crop. During the fermentation process the
CO2 is released back into the air and the cycle starts all
over again. Categorizing ethanol plants in the same
manner as coal fired power plants makes no sense.
Indirect Land Use Change
As the debate around indirect land use change (ILUC)
has continued, it has become more apparent among
those that supported the concept that it is greatly
flawed. Recently, the California Air Resources Board
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(CARB) recommended that the carbon index scores
assigned to ethanol be reduced to reflect current
thinking on the subject. The idea that ILUC (the
amount of land that is brought into crop production in
other countries because of biofuels production in the
United States) can be measured still resonates with
some. But the growing evidence is that the actual
impact, and the ability to measure the impact, is
insignificant and unscientific, respectively.

into Europe. There was a threefold benefit of
exporting gallons. The first was the improved margin
over domestic fuel sales.The second was the economic
benefit of removing excess gallons from the marketplace and thereby reducing the surplus inventory.
And the third was the contacts and education this
project afforded us as well as our marketing company,
RPMG. We will continue to take advantage of export
opportunities as they make sense for the Company.

Performance Review

Glacial Grain Spirits

There was a certain amount of lingering concern entering
into 2010 about the state of the industry and, by extension,
CVEC.Additional debt had been obtained and in 2008 the
Company had rightly determined that it was prudent to
manage cash flow by recording a payable for corn. It was,
and continues to be, our view that the measures taken were
important but certainly not dire. With good performance
across the Company, we enter into 2011 in a different,
more comfortable financial position. The $1.9 million
outstanding corn payable was repaid early and our debt has
been reduced from $12 million to $2.8 million. No matter
the metric, the Company clearly has a strong balance sheet.

Glacial Grain Spirits (GGS) surpassed its record income
from last year and achieved a new high water mark at
$2.6 million of net income. We feel that this business
unit has good growth potential to the extent that we
can optimize the product flow.While there are a variety
of products we currently manufacture, our goal is to
achieve a higher percentage of uptime by targeting
larger quantities of a narrower product mix (versus less
quantity of a broader product mix).This higher margin
business is possible due to our dedication to quality and
reliable supply.

Throughout the year we have focused on building our
lender relationship and exploring with them financing that
makes sense relative to our business needs.The board has a
favorable view of maintaining reasonable cash in reserve
and we see this as a strategic advantage as margins will
continue to provide opportunities and challenges. Given
our presence in the day-to-day commodity market and
importantly as a procurer of corn, we expect to negotiate a
line of credit that is reflective of those needs.
Operations Recap
Without good consistent production nothing else is
possible. Everything we do is predicated on the ability
to have peak performance out of our core production
capabilities. CVEC is fortunate to have employees that
are, across the board, dedicated to that goal. The
Company was able to record the fourth best year in
terms of net income at $13.8 million on a Combined
basis. Several other important milestones were achieved
in 2010.Total gallons of anhydrous ethanol achieved an
all time high of 48.5 million. Our team is confident
that we can surpass that level and we have begun the
process of addressing our permitted production
limitations in order to raise that regulatory ceiling.
Working with a very challenging corn crop from the
harvest of 2009, we were still able to achieve 2.78
gallons per bushel.A rate that also ranks in the top 33%.
As margins constricted into the 3rd and 4th quarter we
utilized the flexibility afforded to us by virtue of our
Distilled Spirits Permit and began exporting product
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Our beverage line up increased with the addition of
Moon Mountain Vodka. GGS is supplying the base
organic feedstock to Diageo, PLC for further distillation
into one of their three Moon Mountain varieties
(regular, wild raspberry, and costal citrus). We are pleased
to have this new relationship as part of our business
family. Shakers vodka continues to be the brand we are
best known for. The folks at Infinite Spirits completed
the development of their own bottling and distribution
center in Blaine, Minnesota during the past year.
The downturn in the economy has certainly impacted
Infinite Spirits and those challenges are most evident in
the frustration that we hear from loyal Shakers
customers regarding the challenges they have finding
product. We are hopeful that distribution, and by
extension, availability, will improve in 2011.

E85
Earlier we discussed the possible sunset of VEETC.
Our E85 business would be most immediately
impacted as without the blender’s credit we would no
longer be able to sell E85 at the current favorable levels.
In 2010 E85 added $341,000 to our bottom line.
Without VEETC in place, E85 gallons will decline
dramatically in 2011.
Dried Distillers Grains
Similar to the opportunity with export ethanol this
past year we believe that exporting Distillers Dried
Grains will provide good opportunity over domestic
sales in the coming year. Renewable Products
Marketing Group (RPMG) has identified a terminal in
the Pacific Northwest that is ideally suited to meeting
needs of customers in the Far East. The margin
opportunities are very attractive and we expect to see
good results from this effort in 2011.

Rough Edges
As we focus on the opportunities/challenges before us, we
are mindful of several that need to be addressed.
Energy Efficiency

consistent user versus usage that swings up and down
depending on the conditions.
A longer term goal for CVEC is to explore with our
electric provider ways that we can alleviate this situation.
Natural Gas Costs
There are a number of additional costs that are added
to our natural gas bill in addition to the cost of the
commodity. Of interest is the cost attached to our
billing to fund rebates for approved efficiency projects
from natural gas customers. CVEC’s portion of that
cost amounts to $25,000 per year. It is highly unlikely
that CVEC would ever be able to fully recoup the
amount put towards the rebate over the years.
We currently have no choice in market providers to
meet our natural gas needs.
An important asset CVEC has in addressing the cost
concerns is our gasifier.The gasifier affords us flexibility
and offers a potential alternative in both our electrical
and natural gas concerns. We will be exploring these
alternatives in the coming year.
Corn Handling and Storage
Over the past year it has become clear that CVEC
needs to control our own destiny in regard to corn
receiving logistics and storage. Given that there is more
demand for receiving capacity than there is supply, the
time is right to develop a plan that can benefit the
members by alleviating some of the harvest pressure
and scheduling issues that negatively impact operations.

Experience is gained by living through an event.
Wisdom is learning from that experience. Since 1996,
CVEC has been producing ethanol and has been able
to leverage those years into operational wisdom. The
downside of having had all those years of operation is
that the energy efficiencies that are achievable today are
in large part best implemented dur ing initial Frontline BioEnergy, LLC
construction. Creating efficiency after the process is
To say that Frontline had a tough year would be an
deployed is much more difficult.
understatement. The economic downturn, disinterested
One of the glaring issues at CVEC is our inefficient capital markets, and lack of direction from the Federal level
(by today’s standards) use of energy. We will spend conspired to seriously hamper Frontline’s ability to operate.
significant dollars in 2011 to address this situation.
In the spring, and again later in the summer, the company
Electrical Costs
initiated layoffs and other measures to preserve operating
In a similar vein, we are concerned with our increasing cash. CVEC is supportive of the technology developed by
cost of energy. Our electrical rates have increased Frontline and of their vision for deployment. However,
$.01 per kilowatt in the last two years which equates to that support does not also translate into additional funding
$500,000 more per year of electric use. It is an for Frontline. An intense search for capital was undertaken
additional concern when other ethanol plants are but absent that search bearing fruit CVEC had to account
receiving firm power (versus our variable situation) for for the likely windup of the Frontline business.Accordingly,
20% less than we are. Of course, this is not a our audit reflects very conservative measures taken in
phenomenon unique in all respects to CVEC. Energy regard to Frontline continuing as a going concern.
costs have risen as requirements that more power Goodwill in Frontline was written down by $4.6 million
be generated from wind and utilities are reacting. and the note receivable was reduced by approximately
The issue we like to point out is that an ethanol plant $800,000. This action does not constitute forgiveness of
is the perfect type of load. Our usage does not vary Frontline’s obligation. It is simply an accounting function
dramatically hour-to-hour or day-to-day. We are a that addresses the circumstances.
(continued on page 4)
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In Closing
We look ahead with thoughtful optimism. Our
country must continue to develop domestic sources of
liquid energy and ethanol is still the best solution
available. The Renewable Fuel Standard continues to
drive the nation to increasing renewable fuel usage.
Indirect land use change is being refuted for the sham
that it is and farmers continue to rise to the challenge
producing ever more abundant crops. Yes there are
concerns. This is an ongoing fight and not merely a
short skirmish. Through it all CVEC will continue to
improve our process, maintain our diversified portfolio,
and search for innovation in order to bring value back
to our member/partners.Thank you for your support.

Financial
Data

CVEC
Subsidiaries
Clockwise, from top left:
Janesville, MN
Minden, NE
Atwater, MN
Benson, MN
Lima, OH

Guide to Chippewa Valley Ethanol Company and Related Entities
Chippewa Valley Ethanol Company (CVEC) can be correctly
thought of as an ethanol plant located in Benson, Minnesota
but there are a number of entities that make up the complete
CVEC family. The following description is designed to clarify the
numerous relationships.
There are two primary pillars of the CVEC organization:
Chippewa Valley Agrafuels Cooperative (CVAC) and,
Chippewa Valley Ethanol Company, LLP (CVEC). An
investment in CVEC is actually an investment/ownership in both
CVAC and CVEC.
CVAC
is the company that owns the plant, property, and equipment
and in turn leases those assets to CVEC. Because this is
where the physical assets reside, our loan from CoBank is
secured through this entity (dba. Liquid Capital). Additionally,
the Cooperative contains the corn delivery requirement. CVAC
is the general partner in CVEC which is structured as a Limited
Liability Limited Partnership (LLP). Membership in CVAC is
based on shares which are equivalent to bushels of required
corn delivery. The “shares” in CVAC equal the “units” in CVEC.
CVEC
is the processing company. All the employees and inventory
reside in this entity. Along with CVAC, the members are
partners in CVEC. The structure of CVEC means tax liability is
borne by the partners. The vast majority of income and
expense items that flow to the Statement of Operations
originate in CVEC. An investment in CVEC is based on units
and the number of units represent the percentage of the
company owned. The “units” in CVEC are equivalent to the
“shares” in CVAC. CVEC houses all of the subsidiary
companies, including:
Glacial Grain Spirits (GGS)
Our industrial and beverage grade alcohol are manufactured under this entity. 100% CVEC owned.
Renewable Products Marketing Group (RPMG)
Owned by 11 ethanol producers RPMG is an ethanol
and co-products marketing company that CVEC was a
founding member of. Headquartered in Shakopee,
Minnesota, RPMG currently markets approximately
1 billion gallons of ethanol and 1 million tons of distillers
grains annually. RPMG employs over 25 people. 9%
CVEC owned.
Guardian Eagle
Organized as a vehicle to fund investment in ethanol
related businesses. Investments were made in two startup ethanol producers. 11% CVEC owned.
KAAPA Ethanol
55 mgy ethanol producer located in Minden, Nebraska.
5% Guardian Eagle owned.
Bushmills Ethanol
55 mgy ethanol producer located in Atwater, Minnesota.
7% Guardian Eagle owned.
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Guardian – Janesville
A 110 mgy ethanol facility located in Janesville, Minnesota.
It was purchased out of bankruptcy by six farmer-owned
ethanol companies in 2009. 12% CVEC owned.
Guardian – Lima
A 60 mgy ethanol facility located in Lima, Ohio. It was
purchased by three farmer-owned ethanol companies
(51%) and Paladin Capital (49%) in 2010. 12% of the
majority portion CVEC owned.
Frontline BioEnergy, LLC
A gasification technology company headquartered in
Ames, Iowa. 53% owned by CVEC.
Benson Corn Pool (BCP)
An autonomous, fee-based corn purchasing company for the
use of CVAC shareholders who would rather another entity
handle their physical delivery requirement.
The business structure for CVEC was developed prior to the
Minnesota Cooperative Associations Act that was codified as
statute 308(b) in 2003. The creation of the 308(b) Cooperative
eliminated the need for a value-added processing company,
such as CVEC, to create two distinctly different companies
designed to operate in a similar fashion. However, because
CVEC has been organized and operating in its current
structure, it is onerous to change to a different structure. There
were no provisions in 308(b) to allow an existing value added
processing company to roll into the new organizational
structure. We have studied the challenges of making this
change to streamline our configuration but the members would
face significant tax liability. Essentially, CVEC would be treated
as if we had sold the Company and a calculation of basis gain
would have to be made.
The Audit analyzes each company and goes through a series
of steps to roll the different entities into one all-encompassing
report. The designations are:
Consolidated Report
This report includes all the entities EXCEPT the information from CVAC. Partner tax liability is computed from the
Consolidated information.
Combined Report
This is the report that covers the business of the entire
Company.
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