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Letter from Management
FY 2015 • Chad Friese, General Manager

Another fantastic year at CVEC! 2015 was the 4th best year we
have had in CVEC history, a history which will celebrate 20
years of operations this summer. Due to the phenomenal
(record) year in 2014 comparisons to 2015 are a little deceiving
as to just how good 2015 was. If we look to the highlights
included in this report and compare more historically 2015
continue to utilize the plant assets to maximize returns in the
market. In 2015 that meant focusing on greater utilization of
ability to shift gallons internally to a highest net return production has been very successful and will continue to be a valuable
tool.
As I write this letter, the market is expectantly awaiting an
announcement from the EPA (Environmental Protection
Agency) on the RFS (Renewable Fuel Standard). With the

member of the MBA and felt it was important for our shareholders to gain an understanding of what is taking place at a state level
decisions made by the EPA towards renewable fuels, each
individual state can have its own direct impact and CVEC would
certainly like to see Minnesota be a leader for other states to
model.
comes to air quality I struggle to think of any major policy change
in the last decade that has had the impact of renewable fuels in
cleaning up smog and air pollution as renewable fuels- especially
the consumer that they are on the right track as well in designing
cars to run on higher octane fuels or Flex Fuel models. Many
auto Manufacturers are now starting to waiver on their Flex Fuel

foresee what direction fuel ethanol will take going forward so
every tool available to CVEC is important. As you may recall
from previous letters, the EPA had suggested shrinking the
volume obligations in the RFS for conventional ethanol from the
congressionally mandated levels. While the market currently

extending back warranties for fuels such as E15, but there’s plenty
more they could do. Let’s eliminate confusion and make sure the
sion in the fuel market is near a frenzied pitch as oil interests
concoct stories about why renewables can’t work as transportaannounced last Spring, the industry for fuel from conventional tion fuels. Hopefully once we have clear direction from the EPA
ethanol is nearing its limits and production capacity is also very and a path forward we can get back to focusing on what’s importclose to those limits. What that means is that there needs to be ant, protecting the environmental assets that we have and passing
a shift and support for other renewables, or the market demand them onto the next generation. All this takes place while pressure
for existing production needs to continue to grow to support continues to be put on congress by oil interests to allow our
investment into alternative renewable fuels. Don’t get me energy resources to be shipped away to foreign countries. In
wrong, I don’t think that conventional ethanol is going exchange, the products we desire get shipped back. How sustainanywhere, but the growth of the industry has slowed and the able and environmentally conscious is that? In the past, energy
market will probably shift to accept that these fuels are readily and labor of the United States made us uncompetitive in the
world market for manufactured goods, with the more readily
available.
- available energy of today, shouldn’t we be focused on growing
ued strength of the rural communities they have put funding our US manufacturing industries instead of moving raw materials
into place to help renewable fuels gain more access to the elsewhere? What are the true cost of imported gadgets and
consumer through blender pumps and other infrastructure gizmos if their manufacturers are not mindful of the environmenadditions. By giving the consumer a real choice at the pump tal impacts of their manufacturing practices? A clean environregardless of the location it is believed that the consumer will
choose to support a domestic, home grown, market of renewable ing in space. A rock that seems to get smaller and smaller every
fuels. Minnesota is one of 21 states that has applied and received day. Enough of the political rhetoric, let’s move onto what has
funding for this BIP (Biofuels Infrastructure Program) spon- been going on at your plant and with its associates.
sored by the USDA and through matching funds from ethanol
CVEC once again had a SAFE and successful year, and that all
producers such as CVEC and other supporters, the state of Minnesota will have available nearly 16 million dollars in the next to work with, they are, hardworking, conscientious and have a
year to fund additional pump locations and give the consumer commitment to excellence. I can’t say enough about the people
better access to renewable fuels. MBA (Minnesota Biofuels to work with, they are, hardworking, conscientious and have a
commitment to excellence. I can’t say enough about the profesmuch better feel for exactly what’s going on in the state of Min- sionalism that is present starting with the CVAC Board and on
January from Tim Rudnicki, CEO of MBA. CVEC is a proud

returned

been able to return to its usually strong presence as one of the
ethanol. Good enough to rank 2nd out of 43 plants in benchgood news is that we know who is in the number one spot and
have had some interesting discussions that may help both plants
continue to improve this impressive measure. As to other
measures: CVEC is in the top third of rankings with regard to
direct cost of production, CVEC is in the top 10% regarding
similar size CVEC moves to the top of both lists. Not bad for a
looking at energy so similar to most recent years a substantial
portion of capital investment dollars are focused on replacement

engaged in continuing to maximize the assets of the company to
places to focus those assets.
CVEC has also gained additional assets in the fuel market
through investment over the years, and those investments continue to contribute very meaningful value to the bottom line.
Renewable Products Marketing Group (RPMG) continues to
build itself into a nationally recognized ethanol marketer and will
continue as they did last year to send out dividends to contribute
of investments at Hankinson ND, Janesville MN, and Lima OH

plant continues to be maintained excellently with little downtime, but much time has been spent in the last year to assure that including the 3 plants themselves is 9 plants strong and the inforaging high maintenance equipment is continuing to be upgraded mation sharing, broadening of knowledge base, and leveraging of
scale is something I think all the participants are just starting to
or replaced in a long term plan.
Projects from last year that will be wrapping up shortly include
the distillation condensers on both of our existing fuel distillation
fact, the temporary boiler we have been running while boiler 3 is environment for ethanol the last couple years. In an ever tumultubeing permanently piped and wired in has given us one of the best ous environment, rumors are always rumbling in the industry
energy numbers ever as we started out the 2016 year in October. about plants not being successful and looking to exit the market
via a sale of the asset. Guardian has shown success in turning these
new boiler is fully operational in the next few weeks and is tuned asset into value, and Guardian will continue to search out and
analyze these opportunities. Over the last year there have been a
couple opportunities, but nothing has gotten past a cursory look
being to control temperatures of the fermenters and to provide
condensation of the distilled ethanol. CVEC electrical load has
been growing as the need to provide cool water has grown and
approved by the board. We have gotten a strong start on that
cooling units. New cooling towers should provide additional
volume as needed for growth and also allow the plant to minimize ly large corn crop of very good quality in the local area there is no
use of a high energy user in a mechanical chiller- imagine a giant reason to think that CVEC will not continue to have success.
With investment at the state level into infrastructure, the Minnecooling towers will also allow CVEC to move forward with sota ethanol industry will continue to be supported by consumers.
expanded markets in GGS and an expansion of GGS production Growth in demand on a world market should help to support
through the construction of an additional industrial ethanol overall demand regardless of the EPA decisions that may set
domestic demand at disappointing levels. No crystal ball here, but
the ethanol industry looks pretty good. Let’s not get complacent
though, there’s plenty that needs to be done that can improve
diversify into a very supportive non-fuel ethanol market.
GGS production set records this year and will continue to be a renewable fuels future outlook. Support the industry by participaof the GGS industrial alcohol column will also allow CVEC to
continue to grow its presence in the steadily growing and
economically rewarding organic alcohol market. With record
production again this year outpacing last year’s record production, GGS proved it’s true worth once again. Last year GGS held
its own returning $1.3 million in a market that had fuel ethanol
pricing as high as $4.00 per gallon one month. With a much
more pedestrian ethanol market for fuel ethanol this year GGS
crushed last year’s income and truly shows what the value of

understand what the ethanol industry is or does. Please don’t pass
to the environment, domestic energy value, and local economies,
industry advocates such as: RFA (Renewable Fuel Association) ,
ACE (American Coalition for Ethanol) , MBA (Minnesota Biofuels Association) , MCGA (Minnesota Corn Growers Association).
Please use the resources these CVEC associates provide to contin-

Accumulated
Financial Data
Accumulated Total

2015

2014

2013

2012

2011

2010-2006

2005-2001

699,495,673

49,331,116

49,271,404

49,264,445

48,990,506

48,683,138

229,215,998

151,263,301

$1,856,242,675

$140,189,234

$174,539,748

$216,402,408

$200,412,097

$198,817,555

$563,170,653

$243,646,185

Net Income

$192,180,640

$16,679,132

$42,742,494

$12,090,144

$6,948,910

$16,054,524

$36,165,862

$50,777,949

Distributions

$147,179,536

$30,745,094

$20,227,033

$5,663,569

$10,518,155

$8,171,469

$29,908,624

$39,822,025

Plant, Property &Equipment
(less acc. dep)

$37,338,338

$39,094,943

$37,843,488

$32,559,700

$34,319,222

$38,794,336

$35,827,420

TotalAssets

$80,153,944

$93,153,944

$71,089,784

$66,208,738

$66,863,687

$58,356,077

$44,389,285

$—

$—

$1,905,888

$148,816*

$—

$6,036,894

$7,236,589

$73,426,329

$85,993,029

$62,491,212

$55,788,457

$58,844,698

$46,490,201

$31,414,946

0%

0%

2.68%

0.22%

0.00%

10.68%

14.66%

20,780,245

19,036,806

$9,699,742

$9,591,946

$11,460,468

$7,391,865

$1,081,636

Current Ratio

3.65

3.65

2.45

1.93**

2.43

2.32

1.29

Net Worth

91%

92%

88%

84%

88%

79%

73%

Anhydrous Gallons
Sales

Percent distributed

Long-term Debt,
less current maturities
Member Equity
Long-term debt to assets
Working Capital

66%

*Debt represents a rail car mover that was financed rather than leased. **Accrued corn payable-trimester adjustment and some deferred corn.

CVEC Financial Highlights
Ethanol Produced

Capital Projects

Yield
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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, LLLP (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 (LLLP). 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 represents 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) – this is the entity that our industrial and beverage
grade alcohol are manufactured under. 100% CVEC owned.
Renewable Products Marketing Group (RPMG) – Owned by 14 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 1.3 billion gallons of ethanol and 1.5 million tons
of distillers grains annually. RPMG employs over 35 people. 7.7% CVEC owned.
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. 13% CVEC owned.

Guardian – Lima – A 55 mgy ethanol facility located in Lima, Ohio. It was
purchased by three farmer-owned ethanol companies. 12% CVEC owned.
Guardian – Hankinson – A 110 mpg ethanol facility located in Hankinson, ND.
It was purchased by four farmer-owned ethanol companies in 2014. 4.17%
CVEC owned.
Frontline BioEnergy, LLC – A gasification technology company headquartered
in Ames, Iowa. 7% owned by CVEC.
In addition, CVEC has an investment in
Bushmills Ethanol – A 65 mgy ethanol producer located in Atwater, Minnesota
KAAPA Ethanol – A 60 mgy ethanol producer located in Minden, Nebraska
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. 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.

Ethanol and the Economy
Following the enactment of the RFS and EISA in 2005 and
2007 respectively, ethanol production in the United States has
steadily increased. In tandem with this increase, more ethanol
plants have been established and more jobs have been created
which in turn has had a tremendous impact on the economy.
A recent study by ABF Economics commissioned by the
Renewal Fuels Association (RFA) indicates that the ethanol
industry contributed $52.74 billion to America’s economy in
2014 through annual operations of ethanol production,
co-product output, agriculture, investments in research and
development and construction.
According to the study, the ethanol industry directly
employed 81,799 Americans in 2014. Including indirect
and induced jobs – such as those in the transportation,
retail trade and services sectors – that number rose to
379,215 jobs (see chart on left).
The study adds that the ethanol industry’s economic
activities in 2014 contributed $27 billion in household
income.
Furthermore, the study shows that the ethanol industry has provided a tremendous boost for the corn industry. In 2013, the ethanol industry consumed 4.8 billion bushels of corn valued at more than $29.4 billion
worth. Without the ethanol industry, demand and prices for corn would dramatically fall.
In Minnesota, 1.1 billion gallons of ethanol is produced annually and a new study by ABF Economics
concludes that the industry contributed $2.34 billion to the state's economy in 2014, generated $7.6 billion
in revenue for Minnesota businesses, $1.74 billion in household income and supported 18,630 jobs.

