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e Thank you for thefineintroduction.

e | am pleased tojoin you thisevening. Asafarmer | have
long been familiar with Cenex and Harvest States as well
as| know John Johnson, Glen Keppy, Curt Eishens and
Allan Andrew V.P. for Governmental Affairs, and several

board members.

e First and foremost, | want to congratulate Cenex and its
jointly owned Ventura Foods for your strong economic
success over thelast year, and especially, for your
utilization of new technologies which have enabled you to

better serve both your internal and external customers.



« Theemerging leadership role Ventura Foodsis playingin

the food industry under scor es what can be accomplished

when you apply ingenuity with drive and deter mination.

e For your external customers, you have ensured ongoing
accessto crucial information needed to respond to their
own demands, and you have adopted software
applicationsthat support your internal customer needs as
well.

e What makesyou stand tall above othersisyou not only
under stand the importance of technology, you have
implemented these tools and created a competitive and
profitable venture. You understand what it takesto
perform in the market and have met those challenges. |

truly commend you for this commitment to excellence.

RURAL DEVELOPMENT
e It goeswithout saying that we areliving in some of the
most challenging timesin our nation’s history and
foremost -- next to homeland security —our rural
Americans desireincreased economic opportunities and

an improved quality of life.



e | know you understand this! Forging together the needs
with the opportunitiesiswhat you have donein order to
bein the enviable position that you hold today. It isthis
realization that isimportant to your shareholdersand it is
under standing thisthat will be critical to succeeding at

rural economic development.

e And thisisalso the foundation on which President Bush
unveiled his Jobs and Economic Growth Plan. The
President under standsthat a key element to economic
successin rural America can be accomplished by allowing
our farmersand ranchersto retain more of their
earnings. By reducing thetax burdenson Americans --
farmersand ranchersand their familieswill have greater

opportunity toinvest in their own future.



e QOveall, the President’splan provides an immediate
benefit of over $4 billion in tax relief for farm households
in 2003. Whether it isthe accelerated 2001 tax rate, or
therelief for married filersor theincreasein thelimit for
small business expensing -- The President under stands
that a health economy comes when familiesare able to

keep more of their hard earn dollars.

e Given theopportunity -- Americanswill create strength
through investment in their own economic future. And |
believeit isour role at Rural Development to support
these local effortsin order to maximize the effect on local

economies.

e« Many of you know our agency asthe old Farmers Home

Administration —thelender of last resort.

e But today, Rural Development isrural America’sventure
capital firm —Why do | say this, because of what we can

offer through Rural Development’s Rural Business-

Cooper ative Service; Rural Housing Service; and Rural
Utilities Service.




e Let megiveyou ashort laundry list of what we do.

RURAL HOUSING —Wearethe HUD of rural America.

e Housing isimportant because a homeisthe basisfor the
family. ThisPresident feelsa safe secure homeisthe

foundation for the family unit.

e In addition, owning a homeisthe oldest form and best
form of building equity. We provide loans and repair
grantsfor single family, multi-family, and farm labor

housing.
e Wealso providerural community facility loans and
grantsfor municipal, health care, child and adult care

facilities; public safety equipment and facilities.

RURAL BUSINESS

e Businessand Industry Guarantee loans.

* Intermediary Relending Program — provides funds for
local revolving loan funds.

e Value-Added Agricultural Product Market Development
grants (VADGS).



RURAL UTILITIES

e Technology Infrastructure - Rural Broadband —
Telemedicine/Distance L ear ning.

e Rural Community water and wastewater loans and
grants.

e Electric and telephone direct and guar antee loans.

 When aventure capitalist investsin an entrepreneur
what does he get in return? -- Equity —If the
entrepreneur issuccessful —the venture capitalist ismuch
better off for hisinvestment. Sowhy do | say Rural
Development isthe venture capitalist of rural America?
Because we, the President, and Congressbelievein rural
America. We believethereturn on our equity from rural
Americaisastronger rural economy and a higher quality
of life, along with all ancillary benefits from exploiting the

talents of all rural Americans.



Now Frankly ---

e My father always preached you should try to make no
mor e than three points because that’s all people could
remember. Theolder | get | havetroubleremembering
two different things. But thisisayoung group —| have

four.

1. First —Wein Rural America Must Determine How To Keep
Competitive --

« How doweensureastrongrural economy? | firmly
believe that American agricultureisat a crucial
crossroad. When we look at what drives our local rural
economies, along with our agricultural production
capacities, and in the context of global markets -- we must
accept the new economy of agriculture -- onethat
requires new strategies and an opennessto adapting to
new environments. From everything | know about Cenex
Harvest States, you under stand these dynamics and have

seized the opportunitiesto be aleader in agriculture.



e | believethe key to remaining competitiveisour ability to
grasp and utilize the power of technology --The Inter net,
and the technology that has flowed from it —hasresulted
in the free flow of capital and easy accessto knowledge
across borders. It hasmadeit possible for competition to
develop and build production and value-added systems
unconstrained by yesterday’s foundations. It has served
to createinternational and non-traditional competitive

pressur es.

e Asan example-- A recent articlein the Wall Street
Journal drives homethefact that through the use of these
technologies, we have seen a shift toward creating
opportunitieswherethey previoudy didn’'t exist. The
story cited therecent remigration to China by of those
who came to the United States for the economic and
educational advantages our country holds, but found that
through moder nization of technology in their own
country, that they can return home and have accessto
global commer ce opportunities. |f wearegoingto
compete with the Brazilsand China’swe must be

competitive.




Embracing the benefits of technology will not alone
provide our producersand business venturesthe
competitive edge needed in today’s markets. We need to
look at agricultureasa business, and in Americathat is

easer said than done.

L et me giveyou an example. | recently had a discussion
with a Midwest farmer. He spent 20 minutes with me
rationalizing why hetore down theold red barn. He said
he couldn’t put big doorson it, the hayloft wasn’t usable,
etc. Hefdt guilty.

My point is-- traditions and old means of doing things
sometimes ar e obsolete in being competitive. Progressive
companies bulldoze obsolete buildings and build effective

and efficient structures.

Now saying thisis easy, but I'd bethefirst to say, | like
red barnsin therural countryside. | like many of the
traditions of rural America—but again, if agricultureis

to be competitive we must be resour ceful and creative.



e Theharsh global economic realitiesthat we face -- forces
usto under stand and accept — that while we hold dear the
attributes of the American Gothic way of life—we have a
responsibility to our familiesand the future of American
agricultureto paint a new picture -- one that allows usto
respect our traditions, but expand our tolerance and
acceptance of new and innovative approaches to support
our farmersand ranchersand the rural communitiesin
which they live. It istime we paint an American Gothic

for the 21% Century.

2. Business M anagement Component — Land L everaging

e Earlier | mention that | see Rural Development asthe
ventur e capitalist for Rural America—asan investor, we
must look to see where we can lever age resour cesto

maximize capitalization and ensure a greater return.

e But hereisthekey -- venture capital requiresprivate
investments. Many suggest that farmersand ranchers
don’t have enough capital because they don’t invest in

many off-farm opportunities. |1 don’t agree.
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Farmershave not used their asset base —their land —to
itsmaximum return. Instead of just rolling that capital
into therelatively low returns from farming, they could
move some of their capital to other areas. Thiswould
simultaneoudly raise farm incomes — and enable more

farmersto stay on thefarm.

Our farmers probably can’t get much better at farming.

They should, however, get much better at investing.

So when | hear people say farmersand ranchersdon’t
have the money to make major investmentsin ventures
that ultimately can exact a strong return on their
iInvestment, | say that’swrong. The money isthere. If the
business plan is sound and convincing —and if farmers
under stand the untapped potential of their capital, |
suspect they will invest.

11



e« Wearechallenged today to develop strategiesfor rural
Americathat are effective and programsthat make sense.
We, in the public sector, smply haveto do a better job.
We have bound ourselves up with procedures, regulations
and approachesthat reflect arural America of the 1950s,

using definitions from the 1930s.

« That simply has got to change. Rural America of the 21%
century will look nothing liketherural America of the
early 20" century. Our programs have got to stop looking

back and start looking forward.

« Wemust work with our farmersand ranchersto
encour age them to use the untapped equity in their land
to make seriousinvestmentsin their local communities.
Thisdoesn’t mean encour aging them to leave farming or
totake senselessrisks. It'sjust the opposite. By
increasing their return on investment —the value of their
land —their ability to stay in farming and ranching will
be enhanced, not lessened. That age-old solution of how
to protect the family farm comes as we have always

known in diversification.
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e Inorder todothis, we need to help improve business
knowledge and skillsin rural America. Serious education
on business strategies, finance, marketing and decision
making will enable farmers, business and community
leader sto lead dynamic, creative cooper ative businesses

that can succeed.

e But utilization of land equity asaform of capital
iInvestment must be accompanied by an evolution in how
cooper atives support producers and value-added
ventures. Cooperatives must be prepared to sail in
relatively unchartered watersto bring the maximum
benefit to producerswho look to them for economic

opportunities and security.
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3. Concern of Cooper ative Equity

e Chapter T Para. 521 (I think) patron coops wer e designed
to provide members a beneficial interest. The benefit
they recelved as a patron member was either a cheaper
priceif they bought something from/through the coop, or
a better priceif they sold something to the coop.
However, thelegidation made it quite clear that any
ear nings derived from patron coop operations had to be

returned to the membersas” patronage dividends' .

e Theeffect wastwo-fold. Coopshad to commit most of
their earned incometo patronage dividends. Second, they
have never been able to become investment vehicles. The
result wasthat the primary way for either patron or
federated coopsto grow their businesswasthrough the
use of debt. That worked reasonably well when
competition for traditional U.S. agricultural commodities
was limited and U.S. production agriculturewasin a

substantial growth mode.
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e Therewere occasions when local patron coops, even in
good times, made poor business decisions and were
unableto sustain themselves. Usually theseresulted in
mer ger swith neighboring patron coops. Asa federated
coop Farmland went through these difficulties at least

twice before their present bankruptcy.

e Thepoint isthat asa cooperative business venturethe
patron coop isthetraditional institution looked at asthe
vehicle. Yet when onereviewsthe body of research done
on business models. A couplethings become clear,
resear ch done over the past 60 yearson thetraditional C
type corporation israther extensive. Theresearch done

on thetraditional 521 patron coop isminimal.

e |tisan institution whose purposeiswell intended. It, as
an institution, however, is struggling to convert the equity
and dreams of many rural Americansand agricultural
producersinto the kinds of economic opportunity they

need and desire.
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« Wemust changethat. Rural Development's Rural
Business Coop Service group should be at the focal point

of thisdiscussion and we intend to be.

e However, | have been most impressed by Cenex Harvest
States (CHS) and your board and management teams
willingnessto begin looking for waysto maintain equity
while still creating a dividend paying vehicle for your
many members. It isthistype of creative thinking that
will enableall of rural Americato participatein the
opportunities of the 21st century. It isthat kind of
thinking that we need to become adept at working
through here at Rural Development's Coop Services. Itis
what we intend to do aswe look for waysto facilitate

rural America's growth.

My Final Paoint:
4. Renewable Energy

e Oneof the greatest potentialsfor economic growth isthe
development and production of renewable energy herein
the United States.
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e President Bush understandsthis potential and has
strongly support our ranchersand farmersin this effort.
In fact, thefirst major policy initiative by President Bush
was the unveiling of the Administration’senergy planin
May of 2001. It hasgiven direction to our nation’s energy
policy —one that highlighted the issue of energy
iIndependence and national security. Thisinitiative

clearly brought renewable energy to the table.

e Renewable energy which involves everything from
ethanol produced from many sour ces of biomassto wind,
geothermal, and even anaer obic digestion of animal waste

-- all clearly have places at the table.

e After two decades of development, renewable energy is

finally at the point of being commer cialization.

e Thisfocusand emphasis by the Administration set atone
and coursefor integrating renewable energy into our
nation’s national security, energy, and agriculture
policies—that were soon to be followed up by Congressin
the 2002 Farm Bill and signed into law last May.
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e Thesignificance of the Farm Bill isthat it continued the
focus of President Bush by expanding a number of
policiesthat responded to these renewable ener gy and

environmental opportunities.

e First, therewere significant environmental initiatives
presented in the Conservation Title of the Bill —such a
EQUIP and the Conservation Security Program and
which for thefirst timeclearly reflected a new approach
by society “to conserve and improve the quality of soil,
water, air, energy, plant and animal life and any other

conservation purposes - asdetermined by the Secretary.

e Then, Congresswrote and President Bush signed as part

of the Farm Bill anew Energy Title—known as Title X

(9).

e Although all of theseinitiatives have not been funded.
Thesignificanceisthat they arelinesin the sand. — Placed
all together —the Presidential and Farm Bill Initiatives
are creating significant policy and enor mous new
opportunity for rural America. —Although these

initiatives are ebb and flow.
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e With this strong focus by the Busn Administration on
renewable energy, USDA and USDA’sRural
Development are preparing to assist in this expansion in

the economic base of rural America.

| mplementing the Enerqy Title of the Farm Bill

 How isRural Development supporting the President’s

renewable ener gy efforts?

e | assureyou that USDA’s Rural Development isfirmly
committed to working with agricultural producers,
cooper atives, and businessesto facilitate the development
of not just the new renewable energy related business

opportunities— but all job creating ventures.

e Asan example of our commitment during thelast two
years, Rural Development has financed 73 loansand
grantsin 25 states totaling $45 million to fund biobased
and bioenergy related businesses. Thisisa significant
step toward fulfilling the objectives of President Bush’s

energy plan.
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 Whileagricultural policy isfocused mainly on
production, Rural Development strivesto help maximize
thereturn on all availableresourcesin rural areas.
Particularly including those derived through value-added

endeavors.

e Insupport of President Bush’s economic agenda, USDA
Rural Development provided $57 million in Agricultural
Value-Added Development Grantsfor 291 recipientsin
43 states, including $10 million in proposalsto develop
and market bioenergy in 22 states. Roughly $7 million
was specifically for the development of ethanol

production.

e Oveall, thefocusof these grantsison helping to fund
feasibility analysis, developing business plans, and
providing theinitial working capital for new value-added
initiatives. The grantswill help to strengthen the
competitive edge for farmersand rancherswho can
create additional profit and marketability for their raw

commodities,
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Closing

e Let mesayinclosingthat | believe American Agriculture

iIson the cusp of great economic opportunity.

e Ifrural America asawhole can embrace the notion that
we can no longer look upon American agricultural for
only the potential it holdsand set aside the nostalgic
journey into the past, we can ensure a strong and

prosperous agricultural economy for decadesto come.

e Onethat will entice our young peopleto stay or even

return to Rural America.

 Wemust accept these challenges, as| believe you have,
and moder nize our approaches and be competitive.
Cenex Harvest isa model that we can hold up and show
theworld that if you embrace ingenuity and a competitive

spirit, you can be an economic leader .

e | commend you all for the example you have set.

e Thank you and good night.
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