MGP Ingredients, Inc. Announces Fiscal 2008 Fourth Quarter and Year-End Results
Highlights:
●

●

Q4 total sales of $104.2 million represents 3% increase over year ago
Q4 prices for wheat, corn and natural gas increased by 90.0%, 44.5% and 33.2%, respectively, versus year ago, and by
2.5%, 24.4% and 18.2%, respectively, compared to FY '08 Q3 prices

●

Q4 diluted loss of $0.60 per share driven by increased raw material and energy costs

●

Q4 loss includes fixed asset write-off of $1.0 million net of tax

●

FY 2008 record sales of $392.9 million up 7% over prior year

●

Ingredient solutions sales up 49% for the year; profit performance impacted by record wheat prices

●

Higher unit sales and pricing drive record yearly revenues in food grade alcohol; total distillery products segment profits
adversely affected by increased corn costs

ATCHISON, Kan., August 26, 2008—MGP Ingredients, Inc. (Nasdaq/MGPI) today reported a net loss of $9,989,000, or $0.60
in diluted earnings per share, for the fourth quarter of fiscal 2008, which ended June 30, 2008. The loss for the quarter
included $1.0 million net of tax, or $0.06 per share, related to the write-off of fixed assets. This compares with net income of
$1,668,000, or $0.10 in diluted earnings per share, for the fourth quarter of fiscal 2007. Total sales in the fourth quarter of
fiscal 2008 were $104,227,000, an increase of 3 percent above fourth quarter sales a year ago of $101,547,000. For all of
fiscal 2008, the company reported a loss of $0.70 per diluted share compared with income of $1.04 per diluted share for the
prior fiscal year.
"There was no price relief in our key input costs in the fourth quarter," said Tim Newkirk, president and chief executive officer.
"In fact, just the opposite occurred with July corn futures reaching all-time highs of over $7.50 per bushel in late June, and May
wheat futures reaching nearly $9.00 per bushel. This directly impacted our reported results for the fourth quarter and even to a
greater extent than we witnessed in the third quarter." According to the United States Department of Agriculture (USDA),
domestic corn production from this year's upcoming harvest is forecast at 12.3 billion bushels. While this figure is down 6
percent from last year's harvest, it represents a 17 percent increase above corn production in 2006. Based on the USDA's
world agricultural supply and demand estimates, this year's global wheat production is projected at 670.8 million tons, an
increase of 60.2 million tons compared to the previous year. This anticipated increase in global wheat production and the
forecasted size of the U.S. corn crop has recently led grain analysts to expect some downward pressure on wheat and corn
prices later this fall.
In addition to the higher grain costs, the company also experienced higher energy costs due to increased natural gas prices in
the fourth quarter compared to both the same period a year ago and the third quarter of fiscal 2008. "Fortunately, natural gas
prices have retreated to around $8.00 per million BTUs from a recent high of nearly $13.00 per million BTUs," Newkirk said. "
While we expect to benefit from these lower energy costs in coming quarters, we are continuing to pursue plans for the
installation of a coal boiler cogeneration facility at our Pekin, IL, plant, which has the potential to generate significant energy
savings starting in 2011 if all goes as anticipated.
"The major impact on our results for all of fiscal 2008 was from commodity inflation, namely the record high prices for corn and
wheat combined with the hike in natural gas prices. Corn and wheat prices for the year averaged 37.6 percent and 63.3
percent higher, respectively, above our fiscal 2007 levels, while the price of natural gas averaged 14.8 percent higher than the
average price of natural gas during the prior year. The substantial rise in natural gas prices occurred as oil prices exceeded
over $140 per barrel for a time during the latter part of fiscal 2008. Recently, oil prices have declined to a range of
approximately $115 to $120 per barrel and, as a result, natural gas prices have also trended down."
Newkirk added that the company made several strategic moves during fiscal 2008 that are expected to impact future periods.
"As we previously stated, we are transforming MGPI into a leading U.S. producer of specialty proteins and starches, as well as
high quality food grade alcohol. This has been no small feat as we completely reconfigured our ingredient technology platforms

around our customers. We narrowed our product lines to drive to a higher-value mix. We also took the opportunity to rationalize
our manufacturing footprint, which as previously reported, involved the write-down of plant and equipment associated with the
manufacturing of pet-related products and certain of our Wheatex® textured wheat proteins that, in the future, we plan to
produce through third parties. These actions in total are geared to improving our long-term profits and cash flows. At the same
time, the structural and business process changes have created a strong foundation for enabling new growth opportunities in
our respective business segments."
Segment Results
The following is a summary of sales and pre-tax profits/(loss) allocated to each operating segment for the fourth quarter and
twelve months ended June 30, 2008, and the fourth quarter and twelve months ended July 1, 2007. Interest expense,
investment income and other general miscellaneous expenses are classified as corporate.

Total ingredient solutions sales in the fourth quarter of fiscal 2008 increased by approximately $6.5 million, or 31 percent,
compared to the prior year's fourth quarter. Combined sales of specialty proteins and starches increased by $3.2 million, or 25
percent, during the quarter compared to the same quarter in fiscal 2007. The company also reported a 21 percent increase in
sales of vital wheat gluten resulting from higher volumes and pricing compared with a year ago. Sales revenue from commodity
starch increased more than 84 percent over the prior year's fourth quarter, due as well to improved pricing and unit sales. The
growing contribution from specialty ingredients was offset by higher wheat prices, which averaged more than 90 percent higher
than a year ago. The higher wheat costs combined with added product innovation and commercialization staffing to produce a
pre-tax segment loss of $10.9 million. This compares with a pre-tax profit of $463,000 in the prior year's fourth quarter.
Total sales of distillery products in the fourth quarter of fiscal 2008 declined by approximately $4.2 million compared to the
same quarter of fiscal 2007. Sales of food grade alcohol improved by $6.4 million, or 26 percent, over the prior year with gains
in both beverage and industrial applications. Sales of fuel grade alcohol declined by 29 percent compared with a year ago
primarily on reduced volumes. Sales of distillers feed, the principal co-product of the alcohol production process, increased by
approximately $3.8 million, or 49 percent, over last year's fourth quarter due mainly to improved pricing.
The company's fourth quarter earnings performance in the distillery products segment continued to be affected by the
increased costs for corn, which averaged nearly 45 percent higher than a year ago and 24 percent higher compared to the
third quarter of fiscal 2008. After hedging, the distillery products segment experienced a pre-tax loss of $2.9 million compared
with a pre-tax profit of approximately $3.6 million in the prior year's fourth quarter. Sales in the company's other segment,
consisting primarily of emerging plant-based biopolymers and pet products, were slightly higher compared to the same quarter
a year ago due mainly to higher sales of biopolymers. The other segment had a fourth quarter pre-tax loss of $1.4 million
compared with a pre-tax loss of $1.7 million in the prior year's fourth quarter, with most of the loss occurring in the pet products
area.
The company's fourth quarter results led to the breach of several financial covenants under MGPI's credit facility. "We have
discussed our default with our bank lenders," Newkirk said. "Although they could have terminated our ability to borrow or
accelerated our debt, they have elected not to do so at this time and have continued to honor our draws under the credit
facility. They are working with us to develop our new credit terms." Newkirk added that "Although they have proposed to
eliminate our unused term facility and reduce the length of our revolving line of credit facility to a year, at most, and tighten
other credit arrangements in certain respects, they have told us that they will be increasing our revolving line of credit to $55
million. We are discussing a definitive agreement with them and expect to enter one in the next few days. Under their latest
proposal, we would be restricted from paying dividends and there will be a 60-day standstill period, during which time they could
review our commodity positions and hedging strategy and measure our performance under new, forbearance period financial

covenants that would set minimum adjusted EBITDA and tangible net worth requirements. After the standstill period, the banks
can decide whether and how they want to proceed."
Results for Twelve Months
For all 12 months of fiscal 2008, the company had net a loss of $11,742,000, or a diluted loss per share of $0.70, on sales of
$392,893,000. This compares to net income of $17,566,000, or $1.04 in diluted earnings per share, on sales of $367,994,000
that the company had for all 12 months of the prior fiscal year. Results for the 12 months of fiscal 2008 included the following
one-time items net of tax: a $4.6 million litigation settlement, and a $2 million tax credit. These items were offset by a $4.9
million impairment charge net of tax, $929,000 of inventory write-downs, and a $1.0 million write-off of fixed assets, for a net
after-tax impact of ($229,000), or ($0.01) per diluted share.
In connection with the purchase of raw materials, principally corn and wheat, for anticipated operating requirements, the
company enters into readily marketable exchange-traded commodity futures and options contracts to reduce the risk of future
grain price increases. As a result of the rising compliance costs and the complexity related to the application of hedge
accounting under SFAS 133, the company elected to discontinue the use of hedge accounting for all commodity derivative
positions effective April 1, 2008. Accordingly, changes in the value of derivatives subsequent to March 31, 2008 have been
recorded in cost of sales in the company's Consolidated Statements of Income. Additionally, derivative instruments entered into
during the third and fourth quarters were not designated as hedges. The change in the market value of these instruments has
been recorded in cost of sales in the company's Consolidated Statements of Income. These instruments were marked to market
at June 30, 2008.
As a result of higher prices for both raw materials and finished goods, the company recorded increases in inventory of
approximately $21.0 million compared with the end of Fiscal 2007. This increase also includes approximately $4.6 million in
mark-to-market adjustments in derivatives.
Income Taxes
For the fourth quarter, the company recorded an income tax benefit of $7.3 million for an effective rate of 42.1 percent
compared to a provision of $710,000 for the same quarter a year ago for an effective rate of 29.9 percent. For the twelve
months of fiscal 2008, the income tax benefit was $11.9 million for an effective rate of 50.2 percent compared to a tax provision
of $9.9 million for the previous year for an effective rate of 36.1 percent.
Multiple Factors Support Improved Performance in FY 2009
"Restoring profitability is job number one at MGPI," said Newkirk. "Starting with our gross margins, we would anticipate
improvements if market prices for corn and wheat decline and natural gas prices remain near or below current levels. In our
view, however, this will only get us back to where we were before the run-up in costs. We have much greater aspirations,
namely, getting back on a path of consistent profitable growth and predictable cash flows. Our business challenge is no longer
just how to squeeze more from less. It's all about creating economic value for our customers and stockholders. To that end we
have three primary areas of focus: 1) continued growth in specialty ingredients; 2) realizing more of our installed manufacturing
capacity; and 3) expanding our share in high-quality food grade alcohol.
"If I had to pick one thing to point to this past year as tangible progress around our long-term strategy, it would be strengthened
sales of the right mix of specialty ingredients. Specialty protein sales, for instance, were up double digits in volume, as well as in
sales revenue. Fiber-enhancing specialty starch sales were up 30 percent in volume and 40 percent in revenue, while textured
protein sales experienced a 15 percent increase in volume and a 19 percent increase in revenues compared to fiscal 2007.
Demand for healthy foods drives our long-term opportunity. The major food companies are working at breakneck speed to
develop new and differentiated products.
"Although our customer list is relatively small in number, each one is very large in size and broad in scope. We aim to help
customers solve challenges on a big scale which is why we have aligned our resources around the customer with the creation
of our technology platforms. Our early sales successes are encouraging, but we are only beginning to realize the potential of
being able to build our role as a value-added supplier to our current customers. For example, we are the leading domestic
supplier of vital wheat gluten. This has opened the door with certain customers, allowing us to demonstrate the benefits of our
specialty starches and proteins in some of their existing products.
"In our distillery products segment, pending acceptable fuel alcohol margins, our manufacturing volumes should start to build
after the current quarter following planned downtime for maintenance and process improvement efforts. MGPI has an estimated
annual capacity of approximately 130 million gallons of alcohol. As we work our way back to full production rates, we have the
opportunity to better maximize our current capacity which would translate into volume increases approaching 16 percent over
the fiscal 2008 level. Much of the volume will be focused on our food grade alcohol, where we remain a key supplier of high
quality products. Our industry reach is wide - from vinegar, to flavorings and extracts, to cleaning solutions, to pharmaceuticals,
to personal care products. Similar to our ingredients business, our future potential lies in capturing a greater share from a

relatively small number of multi-billion dollar global corporations. The fuel grade alcohol area represents only approximately 30
percent of our total company revenues. We would expect this percentage to decrease over time as we grow our specialty
ingredients and food grade alcohol revenues. As with all of our distillery operations, our goal in the fuel grade alcohol arena is
to optimize the profit margin from corn."
Newkirk concluded, "There's no getting around the fact that this was a difficult year for MGPI. With a strengthened management
team and a more efficient configuration of assets, we expect to see measurable results on the bottom line as we execute our
plans for growth."
Investor Conference Call
The company will host an investor conference call today at 10 a.m. central time to review fourth quarter results. Stockholders
and other interested parties may listen to the call live via telephone by dialing 800-254-5933 domestically, or 973-935-2044
internationally by 9:50 a.m. central time, or access it on the Internet by clicking here. The conference identification number for
entering the call is 60882153. To see the Earnings Statement and Consolidated Balance Sheet information in .PDF format,
click here.
About MGP Ingredients
In business since 1941, MGP Ingredients, Inc. is a recognized pioneer in the development and production of natural grainbased products. The Company has facilities in Atchison, Kan., Pekin, Ill., Kansas City, Kan., and Onaga, Kan. that utilize the
latest technologies to assure high quality products and to maintain efficient production and service capabilities.
Cautionary Note Regarding Forward-Looking Statements
This news release contains forward-looking statements as well as historical information. Forward-looking statements are
usually identified by or are associated with such words as "intend," "plan", "believe," "estimate," "expect," "anticipate," "hopeful,"
"should," "may," "will", "could" and or the negatives of these terms or variations of them or similar terminology. 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. All such forward-looking statements are subject to certain risks
and uncertainties that could cause actual results to differ materially from those contemplated by the relevant forward-looking
statement. Important factors that could cause actual results to differ materially from our expectations include, among others: (i)
the availability and cost of grain, (ii) fluctuations in gasoline prices, (iii) fluctuations in energy costs, (iv) competitive environment
and related market conditions, (v) our ability to realize operating efficiencies, (vi) the effectiveness of our hedging programs;
(vii) access to capital and (viii) actions of governments. For further information on these and other risks and uncertainties that
may affect the company's business, see Item 1A. Risk Factors in the company's Annual Report on Form 10-K for the fiscal year
ended July 1, 2007.

