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Value Creation In Private Equity

Customer & Market Due Diligence Of Corn Milling Equipment Manufacturer:
Establishing Market Opportunity For New Technology

The Challenge: Our client, a large PE firm, was evaluating a leading manufacturer of capital equipment for the corn milling
industry, with a primary focus on separation and grinding equipment for wet-milling plants. The target had recently developed a
new process for dry-milling ethanol plants to create additional high-value byproducts utilizing its wet-milling technology, and our
client sought out Gotham to understand the market opportunity for this new technology. To this end, our client asked us to conduct
a 3-week customer & market due diligence to establish: 1) market dynamics/trends in ethanol production and consumption; 2)
the market opportunity for bringing the target’'s wet-milling equipment to dry-milling ethanol plants; and 3) the reputation of the
target’s equipment.

New Technology Market Opportunity Assessment: Gotham undertook a robust assessment that included:

» Conducting 30 anonymous interviews with plant managers, feed merchandisers, nutritionists, and other industry participants
to gain insights into: today’s landscape of enhanced byproduct equipment at ethanol plants; enhanced byproducts currently
being produced today and their current adoption trends within animal feed end-markets; buying behavior, selection criteria, and
implementation plans for enhanced byproduct equipment at ethanol plants across the U.S.; and the target’s value proposition/
reputation

» Leveraging information from government agencies, ethanol plant databases, research reports, and interviews to establish:
ethanol plant capacity and production picture over time by player; corn production and portion used for fuel ethanol, feed, and
other uses over time; and animal feed output and share of ethanol byproducts over time.

Demand For Ethanol Is Flat, Creating Profitability Challenges For Producers, Especially Given New Capacity That Came
Online In The Last Few Years, Thus Increasing Attractiveness Of High-value Byproducts

Ethanol consumption declined significantly during the pandemic, since recovering to pre-pandemic levels, but has remained flat
overall. Simultaneously, however, production capacity has been increasing due to new plants coming online, leading to a decline
in capacity utilization from over 100% to ~90%. Further, the selling price of ethanol has also been declining over the last few
years. In light of this flat demand for ethanol, ethanol plants are looking to produce high-value byproducts to create additional
revenue streams.

The Target’s Wet-milling Equipment Can Allow -
Ethanol Plants To Produce High-Value Byproducts g,‘;‘;'él‘gﬁ;'g;'g;‘r%)"’°ducts And Byproducts
The target is a market leader within wet-milling equipment, - High fructose corn syrup
offering a full line of equipment for all wet-milling needs. ] s‘igr’gh <E - Glucose & Dextrose
This wet-milling equipment is used for producing high- 31.5lbs. e Storhaareh
value products, including corn starch, corn sweeteners,
and corn gluten meal. Seeking to leverage that reputa- Corn Oil
tion to enter dry-milling ethanol production, the target de- ] Germ *1: 1.6 bs.
veloped an enhanced stillage process for ethanol plants Corn Germ Meal
. . . Corn (20% Protein)
using both new proprietary equipment and repurposed 56 Ibs. 16% of byproduct
wet-milling equnpment. Stllla_nge processing is a stage of Com Gluten Meal :
ethanol processing that traditionally produces as byprod- L | Gluten (60% protein) Dried Corn Gluten
ucts corn oil, syrup, and distillers dried grain with solubles 11% of byproduct (21% Protein)
(DDGS), with DDGS a lower-protein ingredient for animal corn Gluten Faea 33% of byproduct
feed. The target’s new process results in increased corn 125 Ibs. Wet Com Gluten
yield and improved DDGS quality, as well as produces —Fiber/Bran (45% dry matter)
corn gluten meal, an additional high-protein byproduct that 40% of byproduct

sells for ~3x as much as DDGS (~$600/ton vs. ~$200/ton,
respectively). Early plants that adopted the new process indicated they were seeing a significant benefit, and additional plants
indicated a willingness to consider investing in the new process.

Corn Gluten Meal Is Still In The Early Stages Of Adoption Among Feed Nutritionists

Limited corn gluten meal products currently exist on the market, accounting for just 2.5% of processed feeds to grain-consuming
animals, with soybean meal being the market standard used across the board. Other oilseed meals (e.g., canola, sunflower, cot-
tonseed) also have sizeable share, while animal protein feeds are less prevalent. However, feed nutritionists are currently in the
process of understanding the benefits of corn gluten meal, and have demonstrated it can be preferred to soybean meal in certain
applications. Corn gluten meal is seeing the highest levels of traction in aquaculture feed markets (fish and shrimp), as well as
in pet food and dairy, where protein requirements are higher. Non-dairy cattle, however, sees less corn gluten meal due to lower
protein requirements, and for swine and poultry, oilseed meals are more common. Corn gluten meal is currently priced at a premium
to soybean meal, which is already at the high end of pricing for feed commaodities, posing a barrier to higher levels of adoption.

The Outcome: Gotham’s fact-based approach provided our client with a clear picture of the ethanol production outlook and
corn milling technology landscape and established that a significant market opportunity exists for the target's new ethanol plant
process equipment. This clarity gave our client confidence to move forward with their pursuit of the target.
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