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This letter signifies a new beginning for MGP

To best explain our transformation, I want to use

Ingredients, Inc. It not only marks the transitioning

the analogy of pruning a mature fruit tree in order

from one fiscal year to another, but lays out plans for

to promote healthier growth. Growers know that

a more prosperous time for our Company. Granted,

properly trained and pruned trees will yield higher

our financial results for this past fiscal year were

quality fruit and live significantly longer. A primary

disappointing, to say the least. However, we have

objective of pruning is to develop a strong tree

made substantial efforts to put your Company on

framework that will support fruit production—

solid footing from which to build a more consistently

business process changes. Improperly trained fruit

profitable business for the future. We reported a net

trees generally have upright branch angles, which

loss of $69,123,000 and net sales of $275,976,000 in

result in serious limb breakage under a heavy fruit

fiscal 2009. As previously reported, there were several

load—lost sales opportunities and poor product mix.

factors that affected our earnings performance,

This significantly reduces the productivity of the

including approximately $26.4 million in impairment

tree and may greatly limit tree life—strain on cash

and restructuring charges and related costs, plus the

and liquidity. Another goal of pruning is to remove

impact of exorbitant grain prices.

dead, diseased or broken limbs—asset sales and cost
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The execution of major actions that we have
taken to more fully optimize our core capabilities
was a challenging task. It required widespread
buy-in, a great deal of hard work on the part of
all personnel and willingness to accept and then
adapt to a series of monumental changes.

alignment. Proper pruning also opens up the tree

starch and certain low margin heritage starches. Our

canopy to maximize light penetration—better lines-

de-emphasis of these areas should help to reduce the

of-sight for the greatest opportunities. Opening the tree

adverse impact of lower pricing on our total product

canopy also permits adequate air movement through

output. It should also provide better pricing flexibility

the tree—increased visibility and communications

during periods of cost fluctuations related to our

across the enterprise.

grain and energy raw material requirements. Another

The major steps we took in fiscal 2009 have bolstered
our position as a producer of value-added product
solutions consisting of specialty wheat proteins and
wheat starches, and high quality beverage and food
grade industrial alcohol. Simultaneously, we took
steps to substantially exit the commodities areas of our

benefit that it provides is a more prominent point of
difference compared to competition, strengthening
our ability to effectively and consistently serve
customers’ needs with proven solutions while
maneuvering past obstacles presented by external
market forces.

business, namely fuel grade alcohol and commodity

Through our transformation process, we have

vital wheat gluten, and to lay the groundwork for

strengthened our focus on select products within our

curtailing the commercialization of commodity wheat

primary business segments. These segments share
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Streamlining the Business to Better Optimize Our Capabilities

MGPI has pared itself back to a much smaller company, with
current revenues about one-half their historical rate on an
annualized basis. The significant reduction in our workforce
in fiscal 2009 occurred through a combination of temporary
and permanent lay-offs and early retirements involving both
non-union and union personnel. We currently maintain
three separate facilities, but are concentrating our efforts on
optimizing our capabilities for the development, production
and commercialization of value-added products, including
food grade alcohol, at our Atchison, Kansas, location, where
we have the technologies and expertise in place to continue
building our value-added business. Recent strategic actions
that have occurred as components of the transformation
process include the following:
 Shutdown of the Atchison wheat flour mill in October 2008
and the subsequent outsourcing of high quality flour for
use as the principal raw material in our protein and starch
production processes—This decision was based on our
view that we could no longer produce flour for our
own use at costs that were competitive with those of
third-party producers.
 Halting of protein and starch processing operations at our
Pekin facility with the consolidation of value-added protein
and starch production to our Atchison facility in November
2008 —These actions were driven by our planned
reduction in manufacturing and sales of commodity vital
wheat gluten and significantly reduced emphasis on the
production and sales of commodity wheat starch. By
closing protein and starch production at Pekin, we have
reduced the sales revenue from our ingredient solutions
business by approximately 40% on an annualized basis,
substantially all of which relates to our lower margin

commodity starch and protein products. We continue
to focus our manufacturing effor ts on improving our
consistency and capabilities for producing our specialty
product lines.
 Temporary discontinuation of distillery operations at our
Pekin facility in February 2009, resulting principally from our
decision to significantly reduce our focus on fuel grade alcohol
production—For the past several years, the vast majority
of our fuel alcohol had been produced at the Pekin facility.
With respect to our distillery products segment, among
the more important reasons for the decision to re-focus
the business were the following: market economics for
fuel grade alcohol continued to erode, with selling prices
at or below production costs; incremental ethanol
production decisions were made especially difficult by
continued volatility in corn, ethanol and gasoline prices;
and, due to excess ethanol industry capacity, a return
to equilibrium in the ethanol markets did not appear
likely, at least in the short-term. The shutdown of Pekin
distillery operations is not expected to affect our food
grade alcohol customers, as we are continuing to optimize
food grade alcohol production capabilities in Atchison.
Historically, we have produced the greatest portion of our
food grade alcohol at the Atchison location.
 Divestiture of our Kansas City, Kansas, facility and our
pet products business in August 2009—The sale of this
facility represents the most recent major step in our
transformation process. It will further allow us to place
increased focus and resources on those key areas of
our business where we possess the greatest amount of
expertise and can uniquely create value for our customers
and stockholders.
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common traits that are now more evident: 1) specialty
solutions backed by applied technology in grain science;
2) a broad range of key customers in the branded packaged
goods industry; and 3) a well-established reputation
for high quality products and service. Interspersed
throughout these pages, we spotlight key product lines on
which our production, sales, marketing and applications
technology efforts currently are being concentrated.
The execution of major actions that we have taken to more
fully optimize our core capabilities was a challenging task.
It required widespread buy-in, a great deal of hard work
on the part of all personnel and willingness to accept
and then adapt to a series of monumental changes. On a
personal note, it has been my great fortune as President
and CEO to have Ladd Seaberg as my predecessor and
long-time mentor. I will be forever grateful for the
knowledge, experience and patience he provided during
this busy period of transition for our Company. John
Speirs, who recently succeeded Ladd as Chairman of the
Board of Directors, likewise has provided very valuable
guidance and insight based on his extensive background
and expertise as a strategy consultant and top level food
industry executive. I, and the Company as a whole,
look forward to the opportunity to continue to benefit
from his involvement, as well as the involvement of
other Board members, including our newest Director,
Karen Seaberg, who brings an additional strong set of
business and leadership skills and a tremendous amount
of enthusiasm to the table.
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Dietary Fiber
Dietary fiber is one of the top nutritional benefits
sought by today’s consumers. Our Fibersym®
RW is an innovative resistant wheat starch
that delivers a minimum 85% dietary fiber (dry
basis), produces low glycemic impact, reduces
caloric intake and provides convenience and
better process stability for the finished goods
manufacturer. This is a perfect technology fit
for flour-based foods such as bread, pizza
dough, bagels, cookies, etc.
A more recent addition to our resistant starch
line is FiberRite® RW, which has applications in a
wide array of processed foods, including sauces,
salad dressing and frozen dairy treats, as well as
bakery products. Among the major benefits of
our resistant starches is that they do not require
a major change in finished product formulations,
and provide desired sensory as well as nutritional
and functional qualities. Although our attention
has been focused on flour-based foods, we are
actively exploring new opportunities that cover
a much broader range of applications.

The entire Board shares our view that MGPI is
an extension of our customers. We perceive our
Company as their partner, providing not just
ingredients, but solutions to help them create
better products and deliver greater benefits to
their customers—the consumer. As a result, we

Specialty Cook-Up and Instant Starches

are directing our commercialization efforts toward
targeted customer R&D and marketing personnel. In

MGPI’s por tfolio of specialty starches includes
Midsol ™ cook-up starches and Pregel ™ instant
starches. These constitute the bulk of our
“heritage”starches, which have been developed
and expanded over a number of years.

the past, when we were significantly more engaged
than now in the production and sales of commodity
ingredients, those efforts were principally aimed at
customers’ procurement agents.

The Midsol™ line includes cook-up starches that
possess thickening, clarity and adhesion properties,
as well as tolerance to high temperatures, making
them ideal for such applications as soups, sauces,
dressings, fillings and batter systems.

As a result of certain of the actions described on page
eight of this report, we now only produce minimal
quantities of fuel grade alcohol as a co-product.
Accordingly, our output of distillers feed, another

Our Pregel starches perform as instant thickeners
in bakery and other mixes, providing a function
necessary to create uniform suspension of fruits, nuts,
chocolate pieces, etc. in such products as muffins and
other bakery goods. The starches also have unique
moisture retention capabilities, allowing products to
remain tender and soft through the duration of their
shelf life under proper storage conditions.
™

co-product of the alcohol production process, has
also been reduced. We additionally no longer sell
mill feeds as a by-product of wheat flour milling
operations.
With an eye on protecting stockholders, MGPI
has transformed its risk profile to one that is better
suited to the Company’s new strategy. In the past, the
impact of commodity price swings in corn, wheat
and energy created an amplified impact on the
upside as well as the downside. Through a series of
divestitures, outsourcing agreements and operational
improvements, the Company has taken major steps
to reduce commodity price risk. On the other hand,
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while working to minimize the adverse impact
of certain external forces, MGPI has actually
increased our commitment to those areas which
are core to the business strategy. For example,
supply chain risk has an elevated profile, as well
as innovation risk related to commercialization

Protein Isolates and Concentrates

of new products. New disciplines and business
process changes will integrate risk management

With a minimum 85% protein, MGPI’s Arise® line
of wheat protein isolates delivers both processing
benefits and enhanced finished product attributes
to a wide range of food products. In bakery
applications, these attributes include improved
volume, symmetry and a more uniform cell
structure and texture. Additionally, Arise® protein

into strategy and execution.
This Company is truly a niche player. However,
today there is more value invested in every
key customer. Growing sales of higher value
products should result in greater profitability.

isolates increase the textural firmness of pasta and
noodles, help create a softer, more palatable texture
in microwavable bakery products and can be used
to enhance the crispness of batters and breadings.

There is more science and less “steel” on the
balance sheet. There is greater accountability
for producing results. From a strong heritage of
people, pride and progress, the future of MGPI

Our FP™ series of wheat protein concentrates
deliver greater than 75% protein and possess a
range of properties that produce outstanding
textural qualities and binding capabilities. These
unique ingredients can extend the shelf life and
pliability of flour tortillas, for example, and work well
to bind together other ingredients in meat analog
formulations.

has been reshaped to produce a more abundant
harvest of fruit. We will do this by focusing on
the following priorities in specific ways:

 Extend Our Lead
Create more market value from our core brands
We are in a prime position to grow our
market share one customer at a time.
The plan is to get a deeper footprint,
not necessarily a broader one. Our core
products, consisting of our specialty starches
and proteins and high quality food grade
alcohol, are well-entrenched across a broad
segment of the branded packaged goods
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industry. With a more focused portfolio of valueadded products today, we can “pack a bigger
punch” against the competition. For example,

 Deliver High Quality Solutions
Play a greater role in our customers’ success
Delivering solutions is all about solving problems.

MGPI’s fiber and specialty protein solutions

The more our customers succeed, the more we

have been prominently featured at domestic and

grow. However, the packaged goods industry is

international food forums, with presentations by

much tougher on ingredient suppliers than in years

our world-renowned scientists. This is part of our

past, driven by the continuing need to improve the

drive to be the “first call” in dietary fiber; protein

bottom line. Fortunately, MGPI is now positioned

isolates and concentrates; and textured proteins.

to execute more consistently at a high level. This

This same drive is propelling initiatives to make

was accomplished by shifting R&D efforts to

us an even better and stronger competitor in the

the most promising opportunities, reorganizing

food grade alcohol markets, where our reputation

our customer-facing teams, and installing new

as a highly dependable supplier has been in place

sales leadership and systems for commercializing

for over six decades.

existing products and new product developments.

Textured Proteins
Our Wheatex® textured proteins have a fibrous structure that replicates the
look and feel of meat, with remarkable textural integrity that holds up well
through processing. They also possess excellent water and fat binding capacities
for increased yields and reduced customer formulation costs.
Meat replacement at levels as high as 40% will not alter the manufacturer’s
formulation, distort the nutritional value or impact the taste of a finished
product. In simpler terms, we help our customers create a wide range of finished
products, including poultry, pork, beef and seafood. The main uses for Wheatex®
in poultry applications, for example, are breaded patties and nuggets, deli rolls
and shredded products.
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 Create More Value
Implement process improvements for higher
yields, lower costs and greater ROI
In simple terms, this means making the

Our R&D, or innovation,

“factory” more productive. Examples include
recovering more starch and protein from the

area continues to

wheat flour we purchase; meeting product
specifications on first pass; speeding up the

work on new product

order to cash cycle; and tighter inventory
planning.

developments and existing

 Foster a Can-Do Culture at MGPI

product enhancements,

Run better every day
This all starts with getting closer to the

utilizing an approach that

customer and finding more ways to add
value through continuous improvement

is more synchronized with

initiatives in all facets of our business. We
have organized our Company in a way that

customer and market

enables our teams to be more productive,
collaborative and innovative while allowing

needs identified through

MGPI to measure the return on every
investment we make. This is representative

our increased customer

of the culture and business mindset that is

partnership efforts.

taking hold at the transformed MGPI.
Our R&D, or innovation, area continues to work
on new product developments and existing
product enhancements, utilizing an approach that

improvement initiatives throughout our plant operations.

is more synchronized with customer and market

The goal of these efforts is to identify and implement

needs identified through our increased customer

more cost effective and technologically advanced

partnership efforts. Additionally, this area of our

methods of improving production capabilities, increasing

Company has assumed a new, more intensified

yields and assuring the quality of our products, with the

role in supporting and/or driving continuous

ultimate goal of strengthening our profit performance.
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World Class Alcohol Products
MGPI is a preferred supplier of high quality alcohols that are formulated into a wide range of branded
packaged goods. We estimate the market for food grade alcohol has an annual capacity of 350 million
gallons, with our market share approaching 20%.
Our food grade industrial alcohol plays a key role in the manufacture of flavorings and extracts, food dyes,
candy glazes and vinegar. This product is also used as an ingredient in pharmaceuticals and other medicinal
products, as well as household and personal care products. We have been producing industrial alcohol
since the Company’s founding in 1941 and have been in the beverage alcohol business since 1946.
While our distillery products mainly serve mature end markets, we view this business segment as a source
of stable revenues and strong future cash flows. With our state-of-the-art distillery technologies, we are
well-positioned to not just maintain, but strengthen a leadership role in providing customers with what we
believe to be among the world’s finest gin products and grain neutral spirits for premium vodkas.

MGPI has a history of getting things done. Whether

generating strong cash flows, and one that is in better

we act quickly to capture market opportunities,

control of its own destiny. We have taken steps to deliver

or respond to a business crisis, we pride ourselves

on numerous objectives, including the following:

in setting our sights on a goal and working at the

Reduce input commodity risks

necessary pace to achieve it.

Reduce market risk

Our corporate transformation has been our biggest

Improve the profit profile of products
Lower total costs of production

challenge to date. Over the past two years, we promised

Dispose of non-core assets and related liabilities

to take action across a number of fronts in order to

Create a single-company platform and mindset

create a more focused company, one that is capable of

Install operational improvements
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The final remaining step is to strengthen our capital
foundation. Our profits and cash flows have been adversely
impacted by lower operating results, impairments and the
restructuring initiatives, putting a strain on near-term
liquidity. We worked diligently over the past year with our
lending group and major stockholders to ensure that our
immediate commitments could be met, while also striving
to develop a long-term capital structure that better suits
our new corporate profile.
In conclusion, the major pruning is complete. The remaining
branches are stronger. The roots of this organization
have grown deeper. There are clear sight lines as to what
needs to be done and by whom. Now it’s time to produce
meaningful results, the real fruit. The actions we have
taken will go far toward creating real and sustainable value
for all of our stakeholders. We have come through the most
trying period in our Company’s history and, admittedly,
still face challenges ahead. As we begin this new fiscal year,
though, we move forward with the knowledge that we can
overcome seemingly insurmountable obstacles. I thank
our employees for their commitment, our customers and
vendors for their continued loyalty, and our stockholders
for your support and investment.
Sincerely,

Timothy W. Newkirk
President and CEO
September 9, 2009
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Eco-Friendly Biopolymers
An emerging area of our business has
continued to consist of our Terratek®
line of wheat-based biopolymers,
which are included in our Other
segment. Research and applications
projects related to the use of these
biopolymers in manufacturing both
partially and fully degradable plasticlike products continued during fiscal
2009 and remain ongoing.

