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Independent Accountants’ Report

 
Board of Directors and Stockholders
MGP Ingredients, Inc.
Atchison, Kansas   66002



 
We have reviewed the accompanying condensed consolidated balance sheet of MGP Ingredients, Inc. as of March 31, 2004 and the related condensed consolidated statements
of income for the three-month and nine-month periods ended March 31, 2004 and 2003 and the related condensed consolidated statements of cash flows for the nine-month
periods ended March 31, 2004 and 2003.  These financial statements are the responsibility of the Company’s management.
 
We conducted our reviews in accordance with standards established by the American Institute of Certified Public Accountants.  A review of interim financial information
consists principally of applying analytical procedures to financial data and making inquiries of persons responsible for financial and accounting matters.  It is substantially less
in scope than an audit conducted in accordance with generally accepted auditing standards, the objective of which is the expression of an opinion regarding the financial
statements taken as a whole.  Accordingly, we do not express such an opinion.
 
Based on our reviews, we are not aware of any material modifications that should be made to the condensed consolidated financial statements referred to above for them to be
in conformity with generally accepted accounting principles.
 
We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance sheet as of June 30, 2003 and
the related consolidated statements of income, retained earnings and cash flows for the year then ended (not presented herein), and in our report dated August 1, 2003, we
expressed an unqualified opinion on those consolidated financial statements.  In our opinion, the information set forth in the accompanying condensed consolidated balance
sheet as of June 30, 2003 is fairly stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.
 

/s/ BKD, LLP
  
  
Kansas City, Missouri
May 4, 2004
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MGP Ingredients, Inc.

Condensed Consolidated Balance Sheets
(in thousands)

 
Assets
 

March 31,
2004

June 30,
2003

(Unaudited)
 

Current Assets
Cash and cash equivalents $ 8,653 $ 17,539
Receivables, net of allowance of $252 at March 31, 2004 and June 30, 2003 31,856 20,466
Inventories 30,045 26,956
Prepaid expenses 1,534 1,578
Income taxes receivable 949 3,086

      
Total current assets 73,037 69,625

      
Property and Equipment, at cost 287,533 263,990

Less accumulated depreciation 183,306 172,186
      

Total property and equipment, net 104,227 91,804
      
Other

Insurance receivable 4,861 11,515
Other assets 92 186

      
Total other assets 4,953 11,701

      
Total assets $ 182,217 $ 173,130

 
See Accompanying Notes to Condensed Consolidated Financial Statements and Independent Accountants’ Review Report
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Liabilities and Stockholders’ Equity
 

March 31,
2004

June 30,
2003

(Unaudited)
 

Current Liabilities
Current maturities of long-term debt $ 3,201 $ 3,201
Accounts payable 13,193 9,729
Accrued expenses 4,905 3,604
Deferred income taxes 241 241
Deferred income 13,030 14,323

      
Total current liabilities 34,570 31,098

      
Long-Term Debt 12,262 15,232
      
Post-Retirement Benefits 5,963 5,780
      

Deferred Income Taxes 15,802 15,802
      



Stockholders’ Equity
Capital stock

Preferred, 5% cumulative, $10 par value; authorized 1,000 shares; issued and outstanding 437 shares 4 4
Common, no par; authorized 20,000,000 shares;  issued 9,765,172 shares 6,715 6,715

Additional paid-in capital 4,110 2,605
Retained earnings 120,016 114,861
Accumulated other comprehensive gain (loss) – Cash flow hedges 711 (50 )

      
131,556 124,135

Treasury stock, at cost
Common

March 31, 2004 – 1,970,104 shares
June 30, 2003 – 2,079,828 shares (17,936 ) (18,917 )

      
113,620 105,218

      
Total liabilities and stockholders’ equity $ 182,217 $ 173,130
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MGP Ingredients, Inc.

Condensed Consolidated Statements of Income
Three and Nine Months Ended March 31, 2004 and 2003

(Unaudited)
 

Three Months Nine Months
2004 2003 2004 2003

(in thousands) (in thousands)
          
Net Sales $ 75,215 $ 52,536 $ 191,678 $ 139,843
          
Cost of Sales 68,312 55,502 177,950 145,127
          
Gross Profit (Loss) 6,903 (2,966 ) 13,728 (5,284 )
          
Selling, General and Administrative 4,426 3,384 13,326 10,111
          

2,477 (6,350 ) 402 (15,395 )
          
Other Operating Income 1,244 6,112 10,718 13,806
          
Operating Income (Loss) 3,721 (238 ) 11,120 (1,589 )
          
Other Income (Expense), net (142 ) 23 105 13,302
          
Interest Expense (275 ) (301 ) (817 ) (927 )
          
Income before Income Taxes 3,304 (516 ) 10,408 10,786
          
Provision for Income Taxes 1,305 (204 ) 4,105 4,260
          
Net Income 1,999 (312 ) 6,303 6,526
          
Other Comprehensive Income (Loss) 884 (142 ) 761 (750 )
          
Comprehensive Income (Loss) $ 2,883 $ (454) $ 7,064 $ 5,776
          
Basic Earnings per Common Share $ 0.26 $ (0.04) $ 0.82 $ 0.81
          
Diluted Earnings per Common Share $ 0.25 $ (0.04) $ 0.80 $ 0.81
          
Dividends per Common Share $ 0.00 $ 0.00 $ 0.16 $ 0.15
 
See Accompanying Notes to Condensed Consolidated Financial Statements and Independent Accountants’ Review Report
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MGP Ingredients, Inc.

Condensed Consolidated Statements of Cash Flows
Nine Months Ended March 31, 2004 and 2003

(Unaudited)
 

2004 2003
(in thousands)

      
Operating Activities

Net income $ 6,303 6,526
Items not requiring cash

Depreciation 11,140 10,695
Deferred income taxes — 4,987



Gain on insurance recovery — (13,000 )
Changes in

Accounts receivable (11,390 ) 2,671
Inventories (2,328 ) (7,429 )
Insurance receivable (3,758 ) 5,078
Accounts payable and accrued expenses 4,603 1,668
Deferred income (1,293 ) 4,936
Income taxes (receivable) payable 2,137 (854 )
Other 321 (2,194 )

      
Net cash provided by operating activities 5,735 13,084

      
Investing Activities

Additions to property and equipment (23,247 ) (11,446 )
Insurance proceeds from property damage 10,412 —
Net purchases of investments — 4,691

      
Net cash used in investing activities (12,835 ) (6,755 )

      
Financing Activities

Purchase of treasury stock (280 ) (2,785 )
Sales of treasury stock 2,612 —
Net payments on long-term debt (2,970 ) (2,969 )
Dividends paid (1,148 ) (1,212 )

      
Net cash used in financing activities (1,786 ) (6,966 )

      
Decrease in Cash and Cash Equivalents (8,886 ) (637 )
      
Cash and Cash Equivalents, Beginning of Period 17,539 24,045
      
Cash and Cash Equivalents, End of Period $ 8,653 $ 23,408
 
See Accompanying Notes to Condensed Consolidated Financial Statements and Independent Accountants’ Review Report
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MGP Ingredients, Inc.

Notes to Condensed Consolidated Financial Statements
March 31, 2004

(Unaudited)
 

Note 1:                                      Basis of Presentation
 

The accompanying unaudited condensed consolidated financial statements reflect all adjustments that are, in the opinion of the Company’s management, necessary to
fairly present the financial position, results of operations and cash flows of the Company.  Those adjustments consist only of normal recurring adjustments.  The
condensed consolidated balance sheet as of June 30, 2003 has been derived from the audited consolidated balance sheet of the Company as of that date.  Certain
information and note disclosures normally included in the Company’s annual financial statements prepared in accordance with generally accepted accounting principles
have been condensed or omitted.  These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto in the Company’s Form 10-K Annual Report for 2003 filed with the Securities and Exchange Commission.  The results of operations for the period are not
necessarily indicative of the results to be expected for the full year.

 
Note 2:                                      Earnings Per Share
 

Earnings per common share data is based upon the weighted average number of common shares outstanding.  Employee stock-based compensation is the only
potentially dilutive security held by the Company.

 
The Company has a stock-based employee compensation plan, which it accounts for under the recognition and measurement principles of APB Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations.  Accordingly, compensation expense is recognized in net income over the vesting period for
restricted stock awards.  No compensation expense is reflected in net income related to stock options issued, as all options granted under those plans had an exercise
price equal to the market value of the underlying common stock on the grant date.  The following table illustrates the effect on net income and earnings per share if the
Company had applied the fair value provisions of FASB Statement No. 123, Accounting for Stock-Based Compensation, to all of the stock based employee compensation
under those plans.
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Three Months Nine Months

2004 2003 2004 2003
(in thousands except per

share amounts)
(in thousands except per

share amounts)
          
Net income, as reported $ 1,999 $ (312) $ 6,303 $ 6,526
Add total stock-based employee compensation recognized in

income, net of income taxes 60 — 180 —
Less total stock-based employee compensation cost determined

under the fair value based method, net of income taxes (186 ) (135 ) (574 ) (304 )
          
Pro forma net income $ 1,873 $ (447) $ 5,909 $ 6,222
          
Earnings per share:



Basic – as reported $ 0.26 $ (0.04) $ 0.82 $ 0.81
Basic – pro forma $ 0.24 $ (0.06) $ 0.77 $ 0.78
Diluted – as reported $ 0.25 $ (0.04) $ 0.80 $ 0.81
Diluted – pro forma $ 0.23 $ (0.06) $ 0.75 $ 0.78

          
Weighted average shares:

Basic 7,752,627 8,026,920 7,692,317 8,049,165
Diluted 8,111,791 8,026,920 7,848,319 8,072,927

 
In December 2003, the Board of Directors approved a long-term incentive program for senior executives under which 115,000 shares of restricted common stock will be
awarded from shares available under the Company’s Stock Incentive Plan of 1996 and its 1998 Stock Incentive Plan for Salaried Employees.    Generally the restricted
stock will vest if the Company achieves specific financial objectives over a performance period ending June 30, 2006; if those objectives are not met, the restricted stock
will vest on June 30, 2010. Accelerated or partial vesting may be permitted upon a change of control or if employment is terminated as a result of death, disability,
retirement or termination without cause.   For the pro forma net income calculation, the fair values per share of restricted stock is $11.81, the market price of the stock on
the date the Board approved the program.    The Company intends to issue the restricted shares to the employees during the 4th quarter of fiscal year 2004. 
Compensation expense related to this plan recognized in income during the three months and nine months ended March 31, 2004 was approximately $100,000 and
$300,000, respectively.

 
Note 3:                                      Insurance Recoveries
 

On September 13, 2002, the Company’s Atchison, Kansas distillery was shut down as the result of an explosion at the distillery.  As a result, business interruption
insurance proceeds of $9,600,000 and $10,530,000 were recorded as other operating income for the nine months ended March 31, 2004 and 2003, respectively.  The
Company and its insurer are in the process of determining the actual damages, and the ultimate insurance recovery could differ from the estimates recorded through
March 31, 2004.
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Note 4:             Contingencies
 

There are various legal proceedings involving the Company and its subsidiaries.  Management considers that the aggregate liabilities, if any, arising from such actions
would not have a material adverse effect on the consolidated financial position or operations of the Company.

 
Note 5:                                      Operating Segments
 

The Company is a fully integrated producer of ingredients and distillery products.  The operations are classified into two reportable segments:  ingredients and distillery
products.   Products included within the ingredients segment consist of starches, including commodity wheat starch and modified and specialty wheat and potato starches,
proteins, including commodity wheat gluten, specialty wheat, soy and other proteins, and mill feeds. Distillery products consist of food grade alcohol, including beverage
alcohol and industrial alcohol, fuel alcohol, commonly known as ethanol, and distillers grain and carbon dioxide, which are by-products of the Company’s distillery
operations.

 
The operating profit for each segment is based on net sales less identifiable operating expenses.  Interest expense, investment income and other general miscellaneous
expenses have been excluded from segment operations and classified as Corporate.  Receivables, inventories and equipment have been identified with the segments to
which they relate.  All other assets are considered as Corporate.

 
Three Months Nine Months

2004 2003 2004 2003
Sales to customers

Ingredients $ 29,651 $ 14,699 $ 71,198 $ 40,783
Distillery products 45,564 37,837 120,480 99,060
          

$ 75,215 $ 52,536 $ 191,678 $ 139,843
Depreciation

Ingredients $ 1,477 $ 1,269 $ 4,421 $ 3,743
Distillery products 2,143 2,030 6,210 6,303
Corporate 151 196 509 649

          
$ 3,771 $ 3,495 $ 11,140 $ 10,695

Income before income taxes
Ingredients $ 5,639 $ 3,199 $ 10,285 $ 5,507
Distillery products (1,732 ) (3,280 ) 1,573 6,465
Corporate (603 ) (435 ) (1,450 ) (1,186 )

          
$ 3,304 $ (516 ) $ 10,408 $ 10,786
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March 31, 2004 June 30, 2003

Identifiable assets
Ingredients $ 69,266 $ 59,628
Distillery products 80,856 76,704
Corporate 32,095 36,798

      
$ 182,217 $ 173,130

 
Note 6:                                      Pension and Post Retirement Benefit Obligations
 

In December 2003, the Financial Accounting Standards Board published a revision to Statement of Financial Accounting Standards No. 132, Employers’ Disclosures
about Pensions and Other Postretirement Benefits (SFAS 132R).  The revisions will require the Company to make additional disclosures regarding its defined benefit
pension and post retirement benefit plans, including the major categories of plan assets, narrative descriptions of its investment policies and strategies and assumptions
used in developing the expected long-term rate of return on plan assets, expected benefit payments for each of the next five years and its best estimate of contributions



expected to be paid to the plan during the next year.  In addition, the Company will be required to disclose in its interim financial statements the components of net
periodic benefit cost recognized in the period along with the total employer contributions for the period and any changes in estimate of the total employer contributions
expected to be paid for the fiscal year.  The annual disclosures will be effective for the Company for the fiscal year ended June 30, 2004.

 
The components of the Net Periodic Benefit Cost for the three months and nine months ended March 31, 2004 are as follows:

 
Three Months Nine Months

2004 2003 2004 2003
          
Service cost $ 165 $ 58 $ 495 $ 175
Interest cost 85 98 255 295
          

Net Periodic Benefit Cost $ 250 $ 156 $ 750 $ 470
 

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Act) was signed into law.  The Act introduces a prescription
drug benefit under Medicare Part D, as well as a federal subsidy to sponsors of retiree health care benefit plans that provide benefits at least actuarially equivalent to
Medicare Part D.

 
In accordance with FASB Staff Position 106-1, the Company has not reflected the effects of the Act on the measurements of plan benefit obligations and periodic
benefit costs and accompanying notes.  Specific authoritative guidance on the accounting for the federal subsidy is pending and that guidance, when issued, may require
the Company to change previously reported information.
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Item 2.  Management’s Discussion and Analysis of

Financial Condition and Results of Operations
For The Three Months and Nine Months Ended March 31, 2004

 
Forward Looking Statements
 

This section contains forward-looking statements as well as historical information.  Forward-looking statements are identified by or are associated with such words as
“intend,” “believe,” “estimate,” “expect,” “anticipate,” “hopeful,” “should,” “may” and “could” and similar expressions.  They reflect management’s current beliefs and
estimates of future economic circumstances, industry conditions, Company performance and financial results and are not guarantees of future performance. The forward-
looking statements are based on many assumptions and factors, including those relating to grain prices, energy costs, product pricing, competitive environment and
related market conditions, operating efficiencies, access to capital and actions of governments and insurers.  Any changes in the assumptions or factors could produce
materially different results than those predicted and could impact stock values.
 

Results of Operations
 

Critical Accounting Policies
 

Reference is made to the Company’s Annual Report on Form 10-K for accounting policies that are considered by management to be critical to an understanding of the
Company’s financial statements.

 
Operations

 
The Company is a fully integrated producer of certain ingredients and distillery products and has two reportable segments, an ingredients segment and a distillery
products segment.  Products included within the ingredients segment consist of starches, including commodity wheat starch and modified and specialty wheat and potato
starches, proteins, including commodity wheat gluten, specialty wheat, soy and other proteins, and mill feeds. Distillery products consist of food grade alcohol, including
beverage alcohol and industrial alcohol, fuel alcohol, commonly known as ethanol, and distillers grain and carbon dioxide, which are by-products of the Company’s
distillery operations.

 
The Company processes its products at plants located in Atchison, Kansas and Pekin, Illinois.  The Company also operates a wheat protein and wheat starch further
processing and extrusion facility in Kansas City, Kansas.  The Company purchases wheat directly from local and regional farms and grain elevators and mills it into
flour and mill feeds.  The flour is processed with water to extract vital wheat gluten, a portion of which is further processed into specialty wheat proteins.  The Company
additionally purchases vital wheat gluten from outside sources to further process into specialty proteins. Vital wheat gluten and most wheat protein products are dried
into powder and sold in packaged or bulk form.  The starch slurry that results after the extraction of the gluten and wheat proteins is further processed to extract premium
wheat starch, which is also dried into powder and sold in packaged or bulk form, either as commodity wheat starch or, after further processing, as modified or specialty
starch.  The remaining slurry is mixed with mill feeds, corn or milo and water and then cooked, fermented and distilled into alcohol.  The residue of the distilling
operations is dried and sold as a high protein additive for animal feed.  Carbon dioxide, which is produced during the fermentation process, is trapped and sold.  Mill
feeds not used in the distilling process are sold to feed manufacturers.
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To meet increased customer demand, the Company recently announced plans to market a new potato-based resistant starch for use in reduced carbohydrate food
applications.  Under terms of a take-or-pay agreement with Penford Corporation, the ingredient will be produced for the Company by Penford using patented processes
licensed exclusively to the Company.  Called MGPI FiberStar™ 80 ST, the new starch will be introduced to the market immediately.

 
Approximately 99% of the Company’s ingredient sales and 100% of its distillery sales are made directly or through distributors to manufacturers and processors of
finished goods.  Sales to customers are usually evidenced by short-term agreements that are cancelable within 30 days and under which products are usually ordered,
produced, sold and shipped within 60 days.  However, the Company has entered into a longer term supply contract with one customer relating to certain of its specialty
ingredients which extends for a term of several years and will consider similar long-term contracts with other customers if market conditions warrant doing so.   In
addition, depending on market conditions, varying amounts of the Company’s fuel alcohol are sold under longer term contracts, primarily to cover the needs of gasoline
refiners during September through April of each year. The Company uses gasoline futures to hedge fuel alcohol sales made under contracts with price terms based on
gasoline futures.

 
Fuel alcohol sales usually increase during the period August through March due to requirements of the Clean Air Act which inhibit the sale of ethanol in certain areas of
the country during May 1 through September 15 each year.  Certain environmental regulations also favor greater use of ethanol during the winter months of the year.  
Food grade alcohol sales tend to peak in the fall as beverage alcohol distributors order stocks for the holiday season.

 
The Company benefits from tax and other incentives offered by the United States and various state governments to encourage the production of fuel alcohol.  The



Company also has benefited from a United States Department of Agriculture program in effect from June 1, 2001 to May 31, 2003 to support the development and
production of value-added wheat proteins and starches.  Current and prior period results reflect the recognition of revenue from this grant.

 
The Company’s principal raw material is grain, consisting of wheat, which is processed into all
of the Company’s products, and corn and milo, which are processed into alcohol, animal feed and carbon dioxide.  The cost of grain is subject to substantial fluctuations
depending upon a number of factors which affect commodity prices in general, including crop conditions, weather, government programs and purchases by foreign
governments.  Such variations in grain prices have had and are expected to have from time to time significant adverse effects on the results of the Company’s operations.
This is due to a number of factors, including that, for various reasons, prices for fuel grade alcohol and commodity wheat starches and gluten do not usually adjust to
rising grain prices. The Company engages in the purchase of commodity futures to hedge economic risks associated with fluctuating grain and grain products prices.
Such contracts are accounted for as hedges and gains and losses are deferred and recognized in cost of sales as part of contract costs when contract positions are settled
and related products are sold.

 
Energy comprises a major cost of operations, and seasonal increases in natural gas and other utility costs can affect the Company’s profitability.

 
On September 13, 2002, an explosion at the Company’s Atchison plant caused significant damage to the Company’s distillery operations at that location. There were no
fatalities and only a few minor injuries; however, damage to the distillery was major, affecting operations throughout fiscal 2003 and in the first and second quarters of
fiscal 2004.  Historically, the Atchison distillery has produced approximately one-third of the Company’s total alcohol output, accounting for approximately 19% of its
total fuel grade alcohol production and approximately 67% of its total food grade alcohol production during the fiscal year June 30, 2002.  As a result of the explosion,
the Company was unable
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to produce finished alcohol at its Atchison plant from the date of the incident until late in the second quarter of fiscal 2004.  However, after December, 2002, the
Company was able to produce unfinished alcohol at the Atchison location, most of which was shipped to the Pekin, Illinois facility for further processing.  The Company
generally was able to meet the needs of its regular customers through its Illinois facility and supplemental third-party purchases, although its spot market sales were
affected.  Because the Company’s ingredient and alcohol production processes are integrated, the distillery slowdown in Atchison also temporarily affected the
Company’s ability to produce the base proteins and starches which are used in the production of specialty ingredients at this location. For a time, the Company altered its
operations to use its Illinois facility to produce base proteins and starches, which were then shipped to the Atchison facility as raw material for producing specialty
ingredients. As a result, while production costs increased, the Company was able to limit the effects of the distillery explosion on its ability to supply specialty products
to customers.  The adverse impact of the distillery slowdown on the Company’s operations has been substantially reduced by business interruption insurance.

 
The distillery rebuilding process was completed late in the second quarter of fiscal 2004, with the actual start-up of the new equipment occurring in early December,
2003, approximately one month sooner than expected.  The Company believes insurance proceeds will be sufficient to substantially offset rebuilding costs.  The gain
resulting from insurance proceeds in excess of the net recorded costs of assets destroyed in the accident is expected to exceed $15.4 million (pre-tax), which amount was
included as other non-operating income in fiscal 2003.

 
The following is a summary of revenues and pre-tax profits/(loss) allocated to each reportable operating segment for the three months and nine months ended March 31
in fiscal 2004 and fiscal 2003:

 
Three Months Ended

March 31
Nine Months Ended

March 31
2004 2003 2004 2003

(Dollars in Thousands)
Ingredients

Net Sales $ 29,651 $ 14,699 $ 71,198 $ 40,783
Pre-Tax Income 5,639 3,199 10,285 5,507

          
Distillery Products

Net Sales $ 45,564 $ 37,837 $ 120,480 $ 99,060
Pre-Tax Income/Loss (1,732 ) (3,280 ) 1,573 6,465

 
See Note 5 in the Notes to Condensed Consolidated Financial Statements for further discussion of each of the Company’s reportable operating segments.
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General

 
The Company experienced net income of $1,999,000 in the third quarter of fiscal 2004 compared to a net loss of $312,000 in the third quarter of fiscal 2003.  The
improvement principally was due to a significant increase in sales of specialty ingredients.   This increase resulted mainly from sales to manufacturers of food products
and pet products.  Part of the increase in food products was attributable to heightened demand for the Company’s Arise® line of wheat protein isolates and its FiberStar
70™ resistant wheat starch for use in producing bakery and related products, including high-protein, low-carbohydrate products.  Demand for the Company’s Wheatex®
line of textured wheat proteins, which are used in various grain-based products as well as in meat analog and meat extension applications, also increased compared to the
prior year.  In the non-food area, the Company’s Polytriticum® lines of grain-based resins, which are used principally in the manufacture of pet chews, also rose
compared to the prior year’s third quarter.
 
Sales of the Company’s distillery products in the third quarter of fiscal 2004 also increased compared to the third quarter of the prior fiscal year.  This increase resulted
from strengthened sales of both fuel grade and food grade alcohol, along with slightly higher sales of distillers feed, which is the principal by-product of the alcohol
production process.  In the prior year’s third quarter, production and sales of the Company’s distillery products were affected by the September, 2002 distillery explosion
at the Atchison plant.  Production and unit sales of alcohol have returned to their pre-September 2002 levels.
 
Business interruption insurance proceeds received by the Company as compensation for the effects of the September, 2002 distillery explosion amounted to
approximately $909,000 in the current year’s third quarter and were allocated to the Company’s distillery products segment.  The Company additionally benefited from
the receipt of approximately $596,000 (net of income taxes) from a United States Department of Agriculture (USDA) program to provide cash incentives to ethanol
producers.  Details on this program are provided below.
 
In early March, 2004, the Company launched plans for a new $1.8 million project to further increase specialty wheat starch production capabilities at the Pekin, Illinois
plant.  This project is in addition to a series of similar projects amounting to approximately $2.6 million that the Company’s Board of Directors approved in December
2003 and January 2004.  All of these projects are expected to be completed by the end of June, 2004 and involve the installation of additional starch processing
equipment at both the Pekin and Atchison plants.
 
In early December, 2003, a second expansion in less than a year was begun at the Company’s facility in Kansas City, Kansas, where the Wheatex® and Polytriticum®



lines are produced.  The combined cost of these projects, which were completed in March, 2004, amounted to approximately $5.5 million.  An additional $4.5 million
expansion project to increase Wheatex® production capacity at the Kansas City plant was announced on February 4, 2004.  This project is expected to be completed by
September, 2004.
 
Reconstruction of the Company’s Atchison distillery was completed in early December, 2003.  The majority of the distillery’s capacity is expected to be dedicated to the
production of high quality, high purity food grade alcohol for beverage and industrial applications.  The remainder will be dedicated to the production of fuel grade
alcohol, commonly known as ethanol.  The Company expects that the new state-of-the-art equipment that was installed during the reconstruction will result in improved
alcohol production efficiencies and set the standard for high quality, high purity alcohol derived from grain.
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On March 4, 2004, the Company’s Board of Directors approved $9 million in capital expenditures to install new equipment for processing distillers feed at the Atchison
distillery and $3 million for the installation of new distillation equipment at the Pekin plant.   Both projects are expected to strengthen the Company’s ability to realize
additional improvements in alcohol production efficiencies, especially in regard to energy usage.  The new equipment at the Atchison distillery will also include new,
state-of-the-art emission control technology that will enable the Company to stay in step with government environmental standards.  The Atchison project is scheduled
for completion by mid 2005, while the Pekin project is expected to be completed by spring, 2005.

 
Ingredients

 
Total ingredient sales in the third quarter of fiscal 2004 increased by 101 percent compared to the prior year’s third quarter.  This was due to a 123 percent increase in
sales of specialty ingredients, consisting primarily of specialty wheat proteins and wheat starches, which well more than offset a 4 percent decline in combined sales of
commodity vital wheat gluten and starch.  The greatest increase occurred in sales of specialty protein and starch ingredients sold to manufacturers of food products.  The
decrease in commodity ingredients resulted from the Company’s decision to reduce vital wheat gluten sales and place increased emphasis on the production and
marketing of specialty proteins.  This decrease offset an increase in sales of commodity wheat starch compared to the prior year’s third quarter.

 
Distillery Products

 
Total sales of the company’s distillery products rose by approximately 20 percent compared to the third quarter of fiscal 2003.  This increase was due to 35 percent jump
in sales of fuel grade alcohol and a nearly 23 percent increase in sales of food grade alcohol for beverage and industrial applications.  Sales of distillers feed increased by
approximately 1.5  percent.  A minimal amount of alcohol was produced at the Atchison distillery during the prior year’s third quarter after the September 13, 2002
explosion.

 
The Company has been participating in a program that was implemented by the U.S. Department of Agriculture in December 2000 to provide cash incentives for ethanol
producers who increase their grain usage over comparable quarters to raise fuel alcohol production.  Since the third quarter of fiscal 2001 through the third quarter of
fiscal 2004, the Company has satisfied the program’s eligibility requirements and has received payments accordingly.  In the third quarter of fiscal 2004, the Company
recorded a payment of approximately $985,000, which is recorded as a reduction to cost of sales and reflected in the Company’s pre-tax income for the quarter.  The
program extends through September 2006, with funding determined annually.  The Company’s eligibility to participate in the program is determined from quarter to
quarter.

 
Sales

 
Net sales in the third quarter of fiscal 2004 increased by approximately $22.7 million above net sales in the third quarter of fiscal 2003.  This resulted mainly from a 101
percent increase in sales of ingredients and a 20 percent increase in sales of distillery products.

 
The increase in sales of ingredients resulted from a 123 jump in sales of specialty ingredients, which principally consist of specialty wheat proteins and specialty wheat
starches.  This more than offset a nearly 4 percent decline in sales of commodity ingredients, consisting of vital wheat gluten and commodity wheat starch.  Sales of
specialty ingredients rose primarily due to higher unit sales of both specialty proteins and specialty starches.  Increased average selling prices for specialty proteins and
starches compared to the prior year’s third quarter were also contributing factors.   Sales of vital wheat gluten dropped due to a reduction in unit sales.  However,
commodity wheat starch sales were up due to higher unit sales.
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The rise in distillery products sales was principally due to higher selling prices and higher unit sales of fuel grade alcohol and food grade alcohol for industrial
applications.  Higher unit sales of distillers feed also contributed slightly. Sales of food grade alcohol for beverage applications were just slightly lower than a year ago as
a reduction in unit sales offset improved selling prices for this product.

 
Net sales for the first nine months of fiscal 2004 rose by approximately $51.8 million above net sales for the first nine months of fiscal 2003.  This increase was
principally due to a nearly 75 percent increase in sales of ingredients and a 22 percent increase in distillery products sales.  The increase in ingredients sales was mainly
due to higher unit sales of both specialty wheat proteins and starches.  The rise in distillery products sales resulted mainly from higher unit sales of fuel grade alcohol,
food grade alcohol for industrial applicationsand distillers feeds, higher selling prices for both fuel grade and food grade alcohol, as well as higher unit sales of unfinished
alcohol, principally in the first and second quarters of fiscal 2004.

 
Cost of Sales

 
The cost of sales in the third quarter of fiscal 2004 increased by approximately $12.8 million above the cost of sales in the third quarter of the prior fiscal year. This
principally was due to higher energy costs and higher raw material costs for grain, as well as increases in insurance premiums and costs associated with increased sales of
the Company’s products.   The increased energy costs primarily resulted from higher energy usage due to increased production over the prior year when operations at the
Atchison plant were affected by the September, 2002 distillery explosion. The rise in grain costs was also due to increased production needs as well as to higher average
prices for grain compared to the prior year’s third quarter.

 
The cost of sales for the first nine months of fiscal 2004 increased by approximately $31.8 million mainly for the same reasons as cited above.  Natural gas prices in the
first nine months of fiscal 2004 averaged 26  percent higher than during the first nine months of the prior fiscal year.  Wheat prices averaged 3 percent higher while
prices for corn were approximately even with those experienced in the first nine months of fiscal 2003.

 
In connection with the purchase of raw materials, principally corn and wheat, for anticipated operating requirements, the Company enters into commodity contracts to
reduce or hedge the risk of future grain price increases.  During the third quarter of fiscal 2004, 26 percent of the corn processed by the Company was hedged compared
to 13 percent in the third quarter of fiscal 2003.  Of the wheat processed by the Company, 7 percent was hedged in the third quarter of fiscal 2004 compared to no wheat
hedged in the prior year’s third quarter.  The Company also uses gasoline futures to hedge fuel alcohol sales made under contracts with price terms based on gasoline
futures.  In the third quarter of fiscal 2004, raw material costs included a net hedging gain of $67,000 compared to a net hedging loss of $782,000 in the prior fiscal
year’s third quarter.

 



During the first nine months of fiscal 2004, the Company hedged approximately 26 percent of corn processed compared to 57 percent in the first nine months of fiscal
2003.  Of the wheat processed by the Company in the first nine months of fiscal 2004, 31 percent was hedged compared to 28 percent hedged in the first nine months of
fiscal 2003.  In the first nine months of fiscal 2004, raw material costs included a net hedging gain of $448,000 compared to a net hedging gain of $122,000 in the first
nine months of the prior year.
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Selling, General and Administrative Expenses

 
Selling, general and administrative expenses in the third quarter of fiscal 2004 were approximately $1.1 million higher than selling, general and administrative expenses
in the third quarter of fiscal 2003.  The increase was mainly due to accruals for employee benefit programs, along with various factors associated with strengthened sales
and marketing activities, and research and development initiatives.

 
Selling, general and administrative expenses in the first nine months of fiscal 2004 were approximately $3.2 million higher than in the first nine months of fiscal 2003. 
This increase was due principally to the same reasons as cited above.

 
Other Operating Income

 
The decrease in other operating income in the third quarter of fiscal 2004 was partially due to the recognition of approximately $4.1 million less in business interruption
insurance proceeds compared to the third quarter of fiscal 2003.  Additionally, the Company recognized approximately $714,000 less in proceeds related to a grant
provided by the United States Department of Agriculture to support the development and production of value-added wheat proteins and starches.  This program was in
effect from June 1, 2001 to May 31, 2003.  Details about this program are described in the Company’s fiscal 2003 Annual Report on Form 10-K.

 
Taxes and Inflation

 
The consolidated effective income tax rate is consistent for all periods.  The general effects of inflation were minimal.

 
Net Income

 
As the result of the foregoing factors, the Company experienced net income of $1,999,000 in the third quarter of fiscal 2004 compared to a net loss of $312,000 in the
third quarter of fiscal 2003.  For the first nine months of fiscal 2004, the Company had net income of $6,303,000 compared to net income of $6,526,000 in the first nine
months of fiscal 2003.  The Company’s net income in the first nine months of fiscal 2003 was principally due to $13 million in non-operating income ($7.9 million after
the effects of income taxes) resulting from the recognition of insurance proceeds in excess of the net recorded costs of assets that were destroyed in a distillery explosion
at the Company’s Atchison, Kansas plant on September 13, 2002.

 
Liquidity and Capital Resources

 
The following table is presented as a measure of the Company’s liquidity and financial condition:

 
March 31,

2004
June 30,

2003
(Dollars in Thousands)

      
Cash and cash equivalents $ 8,653 $ 17,539
Working capital 38,467 38,527
Amounts available under lines of credit 12,500 12,500
Notes payable and long-term debt 15,463 18,433
Stockholders’ equity 113,620 105,218
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Cash flow from operations decreased by approximately $7.3 million during the first nine-months of fiscal 2004 compared to the first nine-months of fiscal 2003.  This
decrease resulted from a combination of factors.  In the first quarter of fiscal 2003, the Company received the second year installment of the USDA grant totaling $8.4
million. This was the final installment due under the USDA grant, and therefore no proceeds were received in fiscal 2004.  Other factors contributing to the change in
operating cash flows include an increase in cash received related to revenue earned of approximately $37.8 million, offset by increases in payments to suppliers and
employees aggregating approximately $25.0 million and an increase in payments for income taxes of approximately $1.8 million.  The timing of the receipt of insurance
proceeds related to operations also effected cash flow from operations.  Insurance proceeds related to the business interruption insurance were approximately $9.7
million less in the nine-month period of fiscal year 2004 compared to fiscal year 2003.  Cash flow provided by operations combined with excess cash from last year and
additional insurance proceeds related to damage to the plant was used for equipment additions, reductions in debt and treasury stock purchases.
 
The Company made open market purchases of 17,100 shares of its common stock during the first half of the year. These purchases were made to fund the Company’s
stock option plans and for other corporate purposes. As of March 31, 2004, the Board has authorized the purchase of approximately 813,000 additional shares of the
Company’s common stock.  In addition, during 2004, employees exercised stock options on approximately 149,000 shares of common stock and the Company received
proceeds totaling approximately $2.6 million.
 
As of March 31, 2004, the Company’s Board of Directors had approved $25.4 million in expenditures with respect to improvements and replacements of existing
equipment that are expected to be made over the course of the next twelve months.  The amounts approved do not include amounts that may be required to be expended
in connection with environmental proceedings to which the Company is a party See Part II, Item 1. “Legal Proceedings.”  The Company anticipates that it may require
external financing for some of its capital expenditures but has not determined the amount, type or source of such financing.
 
In connection with the Company’s long-term loan and capital lease agreements, it is required, among other covenants, to maintain certain financial ratios, including a
current ratio (current assets to current liabilities) of 1.5 to 1, minimum consolidated tangible net worth (stockholders’ equity less intangible assets) of $84 million, debt
to tangible net worth not to exceed 2.5 to 1, and a fixed charge coverage ratio (generally, the ratio of (i) the sum of (a) net income [adjusted to exclude gains or losses
from the sale or other disposition of capital assets and other matters] plus (b) provision for taxes plus (c) fixed charges, to (ii) fixed charges) for the period of the four
consecutive fiscal quarters ended as of the measurement date of 1.5 to 1. As of March 31, 2004, the Company believes it was in compliance with the financial and other
covenants in its loan, capital lease and line-of-credit agreements.
 
The Company’s line of credit for $10 million, available for general corporate purposes, extends through November 2004. A smaller line of credit for $2.5 million expires
on October 31, 2004 and is also available for general corporate purposes.
 
There has been no significant change in working capital from June 30, 2003 to March 31, 2004.  The decline in working capital results primarily from the addition of



property and equipment and the reduction on long-term debt.  The property and equipment additions relate primarily to rebuilding the Atchison distillery.  The Company
has maintained strong equity and working capital positions while continuing to generate cash flow from operations.
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Item 3.    Quantitative And Qualitative Disclosures About Market Risk
 

The Company produces its products from wheat, corn and milo and, as such, is sensitive to changes in commodity prices.  Grain futures and/or options are used as a
hedge to protect against fluctuations in the market.  The information regarding inventories and futures contracts at June 30, 2003, as presented in the annual report, is not
significantly different from March  31, 2004.

 
Item 4.    Controls and Procedures
 

(a)          Evaluation of disclosure controls and procedures.
 

Our Chief Executive Officer and Chief Financial Officer, after evaluating the design and effectiveness of the Company’s disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) or 15d-15(e)) as of the end of the period covered by this report (the “Evaluation Date”), have concluded that as of the
Evaluation Date, the Company’s disclosure controls and procedures were adequately designed and operating effectively to ensure that material information relating to
the Company would be made known to them by others within the Company, particularly during the period in which this Form 10-Q Quarterly Report was being
prepared.

 
(b)         Changes in internal controls
 
There has been no change in the Company’s internal control over financial reporting during its most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, its internal control over financial reporting.
 

PART II – OTHER INFORMATION
 

Item 1.  Legal Proceedings.
 

As previously reported, on April 13, 1997, an administrative proceeding was filed against the Company’s Illinois subsidiary before the Illinois Pollution Control Board
(the “Board”), by the Illinois Attorney General on behalf of the Illinois Environmental Protection Agency (the “IEPA”).  The proceeding relates to the Company’s
installation and operation of two feed dryers at its facility in Pekin, Illinois.  The complaint filed by the IEPA(“Complaint”) alleges that the dryers exceed the
particulate emission limitations specified in the construction permits for the units; that the dryers are being operated without operating permits; and that the dryers were
constructed without a Prevention of Significant Deterioration (PSD) construction permit setting forth a best available control technology (“BACT”) emission
limitation.  The Complaint seeks a Board order ordering the Company to cease and desist from violations of the Illinois Environmental Protection Act and associated
regulations, assessing a civil penalty, and awarding the state its attorneys fees.

 
The Company has filed an answer before the Board admitting that compliance tests have shown particulate emissions in excess of the limits set forth in the
construction permits, but denying the remainder of the State’s claims.  Since the time operational problems were discovered with the dryers’ pollution control
equipment, the Company has been conferring and negotiating with the IEPA on the issues involved in the Complaint.  The Company and the IEPA have been
conducting air modeling to support the construction of new pollution control equipment for the dryers.  It is anticipated that the new equipment will bring emissions
into compliance with all applicable limitations.  Currently, the
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modeling indicates that the addition of the pollution control equipment plus raising certain air emission stacks will be sufficient to bring emissions into compliance
with all applicable limitations.

 
Proceedings under the Complaint are being held in abeyance by agreement of the parties pending completion of the air modeling and completion of the Company’s
compliance activities.  The Company had anticipated negotiating a settlement of the remainder of the State’s claims, including any penalties.  However, the state has
recently suggested that, based on its estimate of the economic benefit to the Company of not installing the new pollution control equipment sooner, it would require a
fine of approximately $1.1 million to resolve the Complaint. The Company regards this proposal as unwarranted under the circumstances and has rejected it.  Prospects
for settlement of the Complaint are uncertain.

 
The U.S. Environmental Protection Agency (“USEPA”), Region V, is continuing its enforcement initiative focusing on all ethanol producers in its Midwestern region. 
Along with all other ethanol producers in the region, the Company’s subsidiary, MGP Ingredients of Illinois, Inc. (“MGP-Illinois”), was contacted, and it attended a
meeting with other ethanol producers where USEPA explained that it believed the ethanol producers had likely violated various provisions of the USEPA air emissions
regulations in the past.  USEPA explained that rather than initiate enforcement proceedings against individual companies, it would prefer to work with the companies
and settle any outstanding issues in a cooperative fashion.  Since the meeting, MGP Illinois has been in contact with the IEPA and USEPA regarding the
USEPA air emissions enforcement initiative, and USEPA has issued an information request to MGP Illinois.  Based on discussions, it appears MGP-Illinois may need
to make certain modifications to its feed dryer emission controls (which are expected to be the same as the modifications that will be made to resolve the pending IEPA
action), upgrade certain scrubbers and add emission controls to its fuel truck loading operations.  In negotiations involving a draft Consent Decree to resolve any
violations alleged in both the USEPA enforcement initiative and the IEPA Complaint,  the USEPA has proposed that the Company pay a federal penalty of
approximately $172,000 to resolve the USEPA enforcement initiative.  At present, resolution of the USEPA enforcement initiative is linked to resolution of the IEPA
Complaint and final resolution of both matters is therefore uncertain pending resolution of discussions with the IEPA.

 
Based on representations by the USEPA that ethanol producers who voluntarily contacted state or federal regulators to begin negotiations regarding installation of air
pollution control technology would receive the benefit of “minimum fines”, the Company has advised the Kansas Department of Health and Environment (the
“KDHE”) of its willingness to discuss the applicability of the enforcement initiative to the Company’s Atchison facility.  The Company has met with representatives of
the USEPA and the Kansas Department of Health and Environment and provided the KDHE with its written response to the enforcement initiative.  The parties
continue to discuss the applicability of the enforcement initiative to the Atchison facility, but the Company anticipates that it will be required to make modifications to
its Atchison facility feed dryer, boiler, fermentation, fuel truck load out, fugitive VOC and particulate emission controls.   Investigations of several companies in
Minnesota by the USEPA and the state of Minnesota resulted in settlement agreements in which each company agreed to install air pollution control technology and to
pay a minimal fine, generally ranging from $10,000 to $50,000. Based on preliminary discussions with the KDHE the Company anticipates the KDHE will seek a
similar fine from the Company.

 
In the aggregate, the Company estimates that costs of capital expenditures to address the issues raised with respect to its Pekin facility will aggregate approximately $2
million.  The costs of modifications to the Atchison facility are not known at this time, but involve more work and are expected to exceed the costs at the Pekin facility.
Any settlements of these matters will provide for phased schedules to implement the modifications, which are expected to extend for periods of months to a year or two
depending on the modifications.
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Item 6.    Exhibits and Reports on Form 8-K

 
(a) Exhibits
    

10.1 Guidelines for Issuance of Fiscal 2004 Restricted Share Awards
10.2 Agreement with Ladd M. Seaberg as to Award of Restricted Shares Granted under the Stock Incentive Plan of 1996 and the 1998 Stock

Incentive Plan for Salaried Employees (Similar agreements have been made with the following named executive officers as to the number
of shares indicated following their respective names:  Michael J.Trautschold – 11,700 shares;  Randy M. Schrick – 11,000 shares; Brian
T. Cahill -10,400 shares;  Suhk Bassi, Ph.D. – 11,000 shares.

15.1 Letter from independent public accountants pursuant to paragraph (d) of Rule 10-01 of Regulation S-X (incorporated by reference to
Independent Accountants’ Review Report at page 1 hereof).

15.2 Letter from independent public accountants concerning the use of its Review Report in the Company’s Registration Statement No. 333-
51849.

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Acts of 2002
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer furnished pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of Chief Financial Officer furnished pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

    
(b) Reports on Form 8-K
 
The Company filed a report on Form 8-K under Items 9 and 12  on February 5, 2004 and a report on Form 8-K/A under Items 9 and 12 on February 6, 2004.  It also
filed reports on Form 8-K under Item 9 on January 20, 2004 and March 5, 2004.
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SIGNATURES

 
Pursuant to the requirements on the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto

duly authorized.
 

MGP INGREDIENTS, INC.
   
Date: May 14, 2004 By /s/ Ladd M. Seaberg

Ladd M. Seaberg, President
and Chief Executive Officer

   
   
Date:  May 14, 2004 By /s/ Brian T. Cahill

BrianT. Cahill, Vice President
and Chief Financial Officer
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Exhibit 10.1
 

Guidelines for Issuance of Fiscal 2004 Restricted Share Awards
Adopted by the Human Resources Committee of the Board of Directors

of MGP Ingredients, Inc.
 

RECITALS:
 

1.             MGP INGREDIENTS, INC., formerly MIDWEST GRAIN PRODUCTS, INC. (the “Company”), has adopted the Stock Incentive Plan of 1996 (the “1996
Plan”) and the 1998 Stock Incentive Plan for Salaried Employees (the “1998 Plan”), collectively the “Plans.”
 

2.             Under the provisions of Section 5 of the Plans, the Committee may grant Stock Incentives in the form of Stock Awards.
 
3.             Under the provisions of the Plans, the Committee may provide for Stock Awards in the form of Restricted Shares to such eligible persons as may be selected

by the Committee in its discretion.
 

Pursuant to the authority granted to it under the provisions of Section 10(c) of the Plans, the Committee adopts the following guidelines with respect to the issuance in
2004 of Stock Awards in the form of Restricted Shares.
 

A.            Terms of Awards of Restricted Shares.  Restricted Shares awarded under the Plans in 2004  are subject to the following terms and conditions.
 

(i)            Number of Shares.  The number of shares issued to an Employee pursuant to a Stock Award in the form of Restricted Shares shall be as
determined by the Committee.

 
(ii)           Vesting.  Subject to the provisions of paragraphs C and D of these Guidelines, Restricted Shares issued as Stock Awards under the Plans

shall vest (i.e., become owned by the Employee without a substantial risk of forfeiture) only upon either (a) the Employee’s completion of seven (7) full years of
employment with the Company, commencing on July 1, 2003 and ending on June 30, 2010, or (b) (1) the Employee’s completion of three (3) full years of employment,
commencing on July 1, 2003 and ending on June 30, 2006 and (2) the satisfaction by the Company of a Performance Measure, as specified below, established by the
Committee (the “Restriction Period”).

 
(c)           Performance Measure.  The Performance Measure shall be earnings per share on a cumulative basis over the period beginning on July 1,

2003 and ending on June 30, 2006 in the amount established by the Committee on or prior to the date of the 2004 Stock Awards.  The Company’s earnings per share
shall be determined by the independent accounting firm regularly engaged by the Company and, except as follows,  shall be determined in accordance with generally
accepted accounting principles.  The Committee may determine whether

 

 
the calculation of earnings per share should include or exclude any extraordinary item or be adjusted to reflect any extraordinary event, such as an acquisition,
divestiture, change in accounting principles or tax regulations. Without limiting the foregoing, in the event of a sale by the Company of shares of its stock, a
recapitalization, stock split, stock dividend, combination or exchange of shares, merger, consolidation, rights offering, reorganization or liquidation, or any other
change in the corporate structure or shares of the Company, the Committee may make such equitable adjustments, designed to protect against dilution or enlargement,
as it may deem appropriate with respect to the Performance Measure.

 
B.            Forfeiture.  Except as provided in paragraph C, if the employment of the Employee to whom Restricted Shares has been issued terminates for any

reason prior to the end of the Restriction Period, such Restricted Shares shall be immediately forfeited by such Employee and cancelled by the Company.
 

C.            Further Conditions on Vesting and Forfeiture.
 

(i)            In the event of an Employee’s death, Disability, Retirement or, in the sole discretion of the Committee, involuntary termination of
employment without cause, in any such case after one year from the date of grant specified in the agreement evidencing the Stock Award but prior to June 30, 2006,  the
Restricted Shares issued to such Employee shall vest, on the date the Committee determines that the Performance Measure has been met, as to the number of Restricted
Shares issued to such Employee multiplied by a fraction, the numerator of which shall equal the number of months of employment (including fractional months as full
months) that such Employee was employed by the Company, commencing as of July 1, 2003 and ending on the date of termination of employment, and the denominator of
which shall be thirty-six.  The balance of Restricted Shares issued to such Employee shall be forfeited by the Employee and cancelled by the Company. Pending
determination by the Committee that the Performance Measure has been met, the provisions of paragraph E below shall continue to apply.
 

(ii)           If the Performance Measure is not attained, then, in the event of an Employee’s death, Disability, Retirement or, in the sole discretion of
the Committee, involuntary termination of employment without cause, in any such case after three years from the date of grant specified in the agreement evidencing the Stock
Award but prior to June 30, 2010, the Restricted Shares issued to such Employee shall vest on the date of termination as to the number of Restricted Shares issued to such
Employee multiplied by a fraction, the numerator of which shall equal the number of months of employment (including fractional months as full months) that such Employee
was employed by the Company, commencing as of July 1, 2003 and ending on the date of termination of employment, and the denominator of which shall be eighty-four.  The
balance of Restricted Shares issued to such Employee shall be forfeited by the Employee and cancelled by the Company.
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(iii)          Solely in the case of Restricted Shares issued under the 1996 Plan, any Restricted Shares shall become fully vested in the Employee in the

event of a Change of Control, as defined in the Plan.
 
(iv)          As used herein,  the term “Disability” shall mean the inability of an Employee to perform substantially such Employee’s duties and

responsibilities due to a physical or mental condition that would entitle such Employee to benefits under the Company’s Long-Term Disability Plan (or any successor to the
plan in effect on the date of adoption of these Guidelines) and the term “Retirement” means the attainment by the Employee of age 62.

 
(v)           The Committee’s determinations to permit vesting in the event of involuntary terminations of employment without cause need not be

uniform and may be made selectively among participants, whether or not such participants are similarly situated.
 

D.            Issuance of Restricted Shares.  A certificate or certificates representing the number of shares awarded as a Stock Award in the form of Restricted
Shares shall be issued from the Company’s treasury shares and registered in the Employee’s name and may bear substantially the following legend:
 

“The shares evidenced by this Certificate have been issued pursuant to the [name of plan] and a related agreement (the “Agreement”) between the
Company and the registered holder.  The holder’s rights are subject to the restrictions, terms and conditions of the Plan and to the Agreement, which restricts the
transfer of the shares and subjects them to forfeiture to the Company under the circumstances referred to in the Agreement.  This legend may be removed when the
holder’s rights to the shares vest under the Agreement.”



 
All certificates so registered in the Employee’s name shall be deposited with the Company, together with stock powers or other instruments of assignment, each endorsed in
blank with a guarantee of signature deemed appropriate by the Company which would permit transfer to the Company of all or a portion of the Restricted Shares in the event
such award is forfeited in whole or in part.  Upon vesting and provision for taxes required to be withheld, such certificate or certificates evidencing unrestricted ownership of
the requisite number of shares of Common Stock shall be delivered to the holder of such Stock Award.
 

E.             Rights with Respect to Restricted Shares.  The holder of an award of Restricted Shares shall have the following rights of a stockholder of the
Company: voting rights and the right to receive dividends during any applicable Restriction Period.
 

F.             Non-Assignability.  Except as may be permitted by the applicable Plan, until they have vested, Restricted Shares may not, by operation of law or
otherwise,
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be sold, assigned, transferred, pledged, hypothecated or otherwise disposed of by the holder thereof or be subject to execution, attachment or other legal process.
 

G.            Provisions of Plans Apply.  Even though not set forth herein or in any related grant agreement, the provisions of the related Plan applicable to
Stock Awards, including those relating to adjustment of Stock Awards, shall apply to Restricted Shares.
 

H.            Taxes.    No certificates evidencing ownership of shares shall be delivered to the holder of a Stock Award upon vesting until the holder makes such
provision as the Company deems appropriate for the payment of any taxes which the Company may withhold in connection with the vesting of such Stock Award.  
Withholding taxes resulting from vesting of Stock Awards may be settled with cash or shares of the Company’s Common Stock in accordance with the following guidelines.
 

(i)            Holders may deliver to the Company a personal check satisfactory to the Company in the amount of the tax liability.
 

(ii)           Holders may elect to pay the tax liability in shares of the Company’s Common Stock by directing the Company to withhold from the
number of shares to be delivered upon vesting that number of shares equal to the amount of the tax liability divided by the fair market value (as defined by the Plans) of one
share of the Company’s common stock on the date the tax to be withheld is to be determined (the “Tax Date”); or
 

(iii)          Holders may elect to pay the tax liability in shares of the Company’s Common Stock by delivering to the Company good and marketable
title to that number of shares of Mature Stock (as defined in the Plans) or other Stock which was not obtained through the exercise of a stock option owned by the holder as
shall equal the amount of the tax liability divided by the fair market value of one share of the Company’s common stock on the Tax Date.
 

(iv)          If a holder does not notify the Company on or before the Tax Date as to the manner the holder wishes to provide for withholding taxes, the
Company may, without notice to the holder, satisfy its withholding obligations as provided in clause (ii) above or any other manner permitted by law.
 

(v)           No fractional shares will be issued in connection with any election to satisfy a tax liability by paying in shares.  The balance of any tax
liability representing a fraction of a share will be settled in cash.
 

(vi)          The amount of tax which may be paid pursuant to a stock payment election under clause (ii), (iii) or (iv) above will be the Company’s
minimum required federal (including FICA and FUTA) and state withholding amounts at the time of the election to pay the taxes with surrendered or withheld shares.
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(vii)         The foregoing provisions relating to the use of stock to satisfy obligations may be unilaterally revised by the Committee from time to time

to conform the same to any applicable laws or regulations.
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EXHIBIT 10.2
 

MGP INGREDIENTS, INC.
AGREEMENT AS TO AWARD OF RESTRICTED SHARES

GRANTED UNDER THE STOCK INCENTIVE PLAN OF 1996 AND THE 1998
STOCK INCENTIVE PLAN FOR SALARIED EMPLOYEES

 
Date of Grant: March 9, 2004
Time of Grant: 10:15 a.m. CST 23,600 Restricted Shares
 
In accordance with and subject to the terms and restrictions set forth in the MGP Ingredients, Inc. (formerly Midwest Grain Products, Inc.) Stock Incentive Plan of 1996 (the
“1996 Plan”), as amended, and the 1998 Stock Incentive Plan for Salaried Employees (the “1998 Plan” and together with the 1996 Plan, the “Plans” and each a “Plan”) and
this Agreement, MGP INGREDIENTS, INC., a Kansas corporation (the “Company”), hereby grants to the Employee named below the number of Restricted Shares of
Common Stock of the Company as set forth below:
 

Employee: Laidacker M. Seaberg
Number of Restricted Shares under the 1998 Plan:  9,110
Number of Restricted Shares under the 1996 Plan:   14,490
 

NOW, THEREFORE, the Company and the Employee hereby agree to the following terms and conditions:
 
1.             Issuance of Restricted Shares.  The shares described above are being issued by the Company to the Employee as Restricted Shares pursuant to the terms and provisions

of the 1996 Plan or the 1998 Plan, as applicable, and of the Guidelines for Issuance of Fiscal 2004 Restricted Share Awards (the “Guidelines”) adopted by the Human
Resources Committee of the Board of Directors of the Company, true copies of which are attached hereto as Exhibits A, B and C and incorporated herein by
reference.  Upon the execution of this Agreement, the Company shall issue in the Employee’s name the aggregate number of Restricted Shares described above,
subject to the provisions of the Guidelines requiring that such certificate or certificates be held in the custody of the Company.

 
2.             Vesting in Restricted Shares.  Subject to the provisions of the Guidelines, Restricted Shares shall vest in the Employee upon the Employee’s completion of seven (7)

full years of employment with the Company commencing on July 1, 2003.  However, in the event that the Performance Measure is achieved, the Restricted Shares
shall vest in the Employee upon completion of three (3) full years of employment commencing on July 1, 2003.  The Performance Measure means that the Company
has achieved earnings per share on a cumulative basis for the period beginning on July 1, 2003 and ending on June 30, 2006 of $3.04 per share.  The Performance
Measure is subject to adjustment, as provided in the Guidelines,  and the inclusion or exclusion of extraordinary items is subject to the discretion of the Compensation
Committee, as provided in the Guidelines.  Except as provided in the Guidelines, the Restricted Shares issued to the Employee shall

 

 
be forfeited to the Company if the Employee’s employment with the Company is terminated prior to the end of the applicable Restriction Period.

 
3.             Restriction on Transfer. The Employee shall not voluntarily sell, exchange, transfer, pledge, hypothecate, or otherwise dispose of any Restricted Shares to any other

person or entity during the applicable Restriction Period.  Any disposition or purported disposition made in violation of this paragraph shall be null and void, and the
Company shall not recognize or give effect to such disposition on its books and records.

 
4.             Legend on Certificates.  In order that all potential transferees and others shall be put on notice of this Agreement and so long as the risk of forfeiture exists under the

Plan and Guidelines, each certificate evidencing ownership of the Restricted Shares issued pursuant to the Plan (and any replacements thereto) shall bear a legend in
substantially the following form:

 
“The shares evidenced by this Certificate have been issued pursuant to the [name of plan] and a related agreement (the “Agreement”) between the Company
and the registered holder.  The holder’s rights are subject to the restrictions, terms and conditions of the Plan and to the Agreement, which restricts the transfer
of the shares and subjects them to forfeiture to the Company under the circumstances referred to in the Agreement.  This legend may be removed when the
holder’s rights to the shares vest under the Agreement.”

 
5.             Controlling Provisions.  The provisions of the Guidelines shall apply to the award made under this Agreement.  In the event of a conflict between the provisions of
this Agreement and the Guidelines, the provisions of the Guidelines will control.
 
IN WITNESS WHEREOF, this Instrument has been executed as of this 9th day of March 2004.
 

MGP INGREDIENTS, INC.
  
  

By: /s/ Brian T. Cahill
Brian T. Cahill
Vice President and CFO

 
ACKNOWLEDGEMENT

 
I understand and agree that the Restricted Shares to be acquired by me are subject to the terms, provisions and conditions hereof and of the Plan and Guidelines, to all of which
I

 
2

 
hereby expressly assent.  This Agreement shall be binding upon and inure to the benefit of the Company, myself, and our respective successors and legal representatives.
 
This Agreement constitutes the entire agreement between the parties with respect to the subject matter hereof, and may not be modified, amended, renewed or terminated, nor
may any term, condition or breach of any term or condition be waived, except in writing signed by the parties sought be bound thereby.  Any waiver of any term, condition or
breach shall not be a waiver of any term or condition of the same term or condition for the future or any subsequent breach.  In the event of the invalidity of any part or
provision of this Agreement, such invalidity shall not effect the enforceability of any other part or provision of this Agreement.
 
Signed this 9th day of March, 2004.
 

/s/ Ladd M. Seaberg
Signature of Employee
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Exhibit 15.2
 
Securities and Exchange Commission
450 Fifth Street, N.W.
Washington, D.C.  20549
 
We are aware that our report dated May 4, 2004 on our review of the interim financial information of MGP Ingredients, Inc. (f.k.a. Midwest Grain Products, Inc.) for the
periods ended March 31, 2004 and 2003 is incorporated by reference in Registration Statement 333-51849.  Pursuant to Rule 436(c) under the Securities Act of 1933, this
report should not be considered part of the registration statement prepared or certified by us within the meaning of Sections 7 and 11 of that Act.
 

/s/ BKD, LLP
  
  
  
Kansas City, Missouri
May 4, 2004

 



EXHIBIT 31.1
 
CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
 
I, Laidacker M. Seaberg, President and Principal Executive Officer of MGP Ingredients, Inc., certify that:

 
1.               I have reviewed this quarterly report on Form 10-Q of MGP Ingredients, Inc.;

 
2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in

light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 

3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 
4.               The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) for the registrant and have:
 

a)              Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;
 

b)             Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

c)              Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s
internal control over financial reporting; and

 
5.               The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s

auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

a)              All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
b)             Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

reporting.
 

 
Date: May 14,  2004

/s/ Laidacker M. Seaberg
Laidacker M. Seaberg
President and Principal Executive Officer

 



EXHIBIT 31.2
 
CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACTS OF 2002
 
I, Brian Cahill, Vice President and Treasurer and Principal Financial and Accounting Officer of MGP Ingredients, Inc., certify that:

 
1.               I have reviewed this quarterly report on Form 10-Q of MGP Ingredients, Inc.;

 
2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in

light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 

3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 
4.               The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) for the registrant and have:
 

a)              Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;
 

b)             Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

c)              Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s
internal control over financial reporting; and

 
5.               The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s

auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):
 

a)              All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

b)           Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
 

Date: May 14, 2004 /s/ Brian T. Cahill
Brian T. Cahill
Vice President and Chief Financial Officer

 



Exhibit 32.1
 
CERTIFICATION OF CHIEF EXECUTIVE OFFICER FURNISHED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002.
 

I, Laidacker M. Seaberg, President and Chief Executive Officer of MGP Ingredients, Inc. (the “Company”), certify, pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, 18 U.S.C. Section 1350, that:
 

(1) the Quarterly Report on Form 10-Q of the Company for the quarter ended March 31, 2004 (the “Report”) fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and
 

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
Dated: May 14, 2004
  

/s/ Laidacker M. Seaberg
Laidacker M. Seaberg
President and Chief Executive Officer

 
[A signed original of this written statement required by Section 906 has been provided to MGP Ingredients, Inc. and will be retained by MGP Ingredients, Inc. and furnished
to the Securities and Exchange Commission or its staff upon request.]

 



Exhibit 32.2
 
CERTIFICATION OF CHIEF FINANCIAL OFFICER FURNISHED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002.
 

I, Brian T. Cahill, Vice President and Chief Financial Officer of MGP Ingredients, Inc. (the “Company”), certify, pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, 18 U.S.C. Section 1350, that:

 
(1) the Quarterly Report on Form 10-Q of the Company for the quarter ended March 31, 2004 (the “Report”) fully complies with the requirements of Section 13(a) or

15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and
 
(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
Dated: May 14, 2004
  

/s/ Brian T. Cahill
Brian T. Cahill
Vice President and Chief Financial Officer

 
[A signed original of this written statement required by Section 906 has been provided to MGP Ingredients, Inc. and will be retained by MGP Ingredients, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.]
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