ETHANOL LLC

MANAGEMENT’S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATION

Overview

We completed full startup of our ethanol plant in June 2009, and have the capacity to annually process approximately 17 million
bushels of corn, through a dry milling process, into approximately 44 million gallons of ethanol per year (“mgy”). We also produce
approximately 340,000 tons of wet distiller’s grains annually. We are currently operating at approximately 100% capacity.

Our profitability is primarily driven by the relationship between the cost of our primary input, corn, and the price at which we can
sell our primary product, ethanol. Our plant needs approximately 16 to 18 million bushels of corn per year, or approximately 47,000
bushels per day, as the feedstock for its dry milling process. The grain supply for our plant is obtained primarily from local markets.
The price and availability of corn are subject to significant fluctuations depending upon a number of factors that affect commodity
prices in general, including crop conditions, weather, governmental programs and foreign purchases. In recent months, the market
price of ethanol has tended to track the market price of corn. However, the market price for energy, and for gasoline in particular, has
provided a ceiling for the market price of ethanol without respect for the price of corn. We therefore anticipate that our plant’s
profitability will be negatively impacted during periods of high corn prices, especially when the market prices for energy are low. As
of March 12, 2010, corn for May 2010 delivery was $3.64 a bushel.

Ethanol prices fell over the final quarter of 2009 as a direct response to falling corn prices. We currently expect ethanol prices
will continue to be directly related to the price of corn and believe the industry will need to grow both product delivery infrastructure
and demand for ethanol in order to increase production margins in the near and long term. Ethanol annual productive capacity has
continually grown since 1980. According to the Renewable Fuels Association, in 2002, ethanol production in the U.S. surpassed two
billion gallons, by 2007, production further increased to 6.5 billion gallons, and in 2009 it topped ten billion gallons. Due to general
economic difficulties and commodity prices in the last half of 2008, approximately two billion gallons of additional capacity that was
planned or already under construction was put on hold, but the Renewable Fuels Association indicates that total ethanol production
capacity is now approximately 12 billion gallons. The ethanol industry’s rapid expansion could yield more ethanol than the renewable
fuel standard (“RFS”) requirements depending on when idle capacity is brought back online. This means the ethanol industry must
continue to generate demand for ethanol beyond the minimum floor set by the RFS in order to support current ethanol prices.

Our other primary source of revenue is the sale of distiller’s grains. Because distillers grains compete with other protein-based
animal feed products, the price of distiller’s grains may decrease when the prices of competing feed products decrease. Downward
pressure on commodity prices, such as soybeans and corn, will generally cause the price of competing animal feed products to decline,
resulting in downward pressure on the price of distiller’s grains, which will result in lower revenues. We currently anticipate an
increase in revenues from the sale of distillers grains in 2010 over the level achieved in 2009.

As discussed in greater detail in our Annual Report on Form 10-K, the demand for ethanol is heavily influenced by federal, and in
some cases, state, law. Accordingly, our financial performance is tied directly to the continuation of mandates requiring ethanol use,
such as the RFS, and other legislation which encourages ethanol production.

Because our financial performance is based upon the interplay of commodities, one of the most important facets of our industry is
risk management, focused on maintaining balance in the sale of ethanol and the purchase of corn. To the extent our capital allows, we
use commodity forward-contract marketing. When corn is forward-contracted and ethanol cannot be sold to balance, we face the risk
that corn prices will fall, followed by ethanol, leaving the plant with excessive expenses in corn purchases, pushing the cost of ethanol
above the market price. Even if the decision is made to shut down the plant, rather than operate at a loss, the purchase and resale of
that corn will also result in a loss.

Our ability to hedge has been limited because of our working capital and liquidity. Cash received in our settlement with Delta-T
has allowed us to engage in limited risk management and marketing efforts, and we are awaiting the decision from the United States
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Department of Agriculture (“USDA”) on our application for a Business and Industries Guaranteed Loan (“B&I Loan”) for working
capital of $5,000,000. If we do receive the B&I Loan, we would have additional working capital available to hedge, subject to our
lender’s requirements.

Current Outlook

In the beginning of 2010, we have been forced to continue running the plant at reduced rates due to the poor quality corn crop and
increased foreign material in the corn fines. The plant production staff continues to closely monitor the beer column (part of the
ethanol manufacturing process) and is making adjustments to the process, minimizing the impact of plugging and fouling on
production rates. Adjustments include reducing solids content in the mash going to the beer column, adjusting temperatures in the
beer column, and retuning process controllers for temperature and level control. We intend to gradually increase the steady-state rates
up to 100% of name-plate capacity and expect we will be able to maintain these production levels into the future and return to
profitability during the first quarter of 2010.

Our priorities for early 2010 include modifying our air permit with the Nebraska Department of Environmental Quality (“NDEQ”),
correct the beer column pressures which limited production throughput in the fourth quarter of 2009, establishing a protocol for
receiving poorer quality corn harvested in 2009, converting our construction loan to an operating line, and acquiring adequate working
capital through the USDA for a Business and Industries guaranteed loan for $5,000,000.

We expect to spend at least the next 12 months focused on plant operations, including three primary functions: (i) managing cost-
effective purchases of inputs for our production process, (ii) optimizing the production process to reduce manufacturing costs, and (iii)
monitoring and evaluating the performance of our marketing agents to ensure effective marketing of our ethanol and distiller’s grains.



2009 Production Levels and Net Income (Loss)

Operational production of ethanol and distiller’s grains began in January 2009. For the first four months of 2009, our construction
contractor, Delta-T Corporation (“Delta-T”’) maintained control of the plant and operated it at partial capacities while completing the
construction and repair of numerous construction and design deficiencies. Full production commenced in June 2009 and the control of
the plant was delivered to us in July, 2009. We had no production in 2008, nor sales with which we can compare 2009.

Monthly summary of 2009 operations:

Tons of Dry
Ethanol Gallons Corn Bushels Denatured Tons of Wet DGs Sold
Produced (000’s) Ground (000’s) Yield DGs Sold (000’s) (000’s)
January 2,817 1,051 2.68 22 -
February 2,347 839 2.80 22 -
March 2,428 861 2.82 24
April 2,961 1,041 2.834 22 -
May = = = = =
June 3,465 1,238 2.80 10 3
July 3,340 1,177 2.84 15 3
August 4,011 1,416 2.83 21 5
September 3,643 1,274 2.86 22 4
October 3,222 1,181 2.73 25 1
November 3,733 1,376 2.71 23 1
December 3,011 1,114 2.70 24 2
Total 34,978 12,568 2.78 230 19
Quarterly summary of 2009 operations:
Net
Tons of Wet Tons of Dry Income
Ethanol Gallons Corn Bushels Denatured DGs Sold DGs Sold (Loss)
Produced (000’s) Ground (000’s) Yield (000’s) (000’s) (000’s)
Quarter 1 7,592 2,751 2.76 68 - $ (3,843)
Quarter 2 6,426 2,279 2.82 32 3 (4,423)
Quarter 3 10,994 3,867 2.84 58 12 (3,019)
Quarter 4 9,966 3,671 2.71 72 4 2,050
Total 34,978 12,568 2.78 230 19 $ (9,235

As can be seen, the production volumes of the third quarter were the best of the year. The third quarter volumes resulted from
maximizing throughput in our new plant. Fourth quarter production volumes were hampered by the learning curve around
maintenance and cleaning processes as well as severe winter weather causing breakdowns and power failures. Nonetheless, even
without the Delta-T settlement income of approximately $3.8 million, profitability improved in the fourth quarter because of improved
pricing of distiller’s grains and wider ethanol crush margins.

The first two quarters of 2009 were hurt by decreased production volumes with an incomplete plant and historically poor crush
margins, as well as poor demand and prices for distiller’s grains.



Summary of our 2009 Income Statement Items:

First Half
First Half 2009 Second Half 2009 Year 2009
2009 Percentage 2009 Total Percentage
Revenues $ 25,285,079 100% $ 42,251,029 $ 67,536,108 100%
Cost of Goods Sold 30,709,680 121% 43,818,627 74,528,307 110%
Gross Loss (5,424,601) 21%) (1,567,598) (6,992,199) (10%)
General & Admin. Expenses 1,242,819 5% 1,353,863 2,596,682 4%
Operating Loss (6,667,420) (26%) (2,921,461) (9,588,881) (14%)
Other Income (Expense) net (1,599,244) (7%) 1,952,877 353,633 1%
Net Loss $ (8,266,664) (33%) $ (968,584) $  (9,235248) (14%)
Summary of our second half 2009 Income Statement Items:
Second Half Fourth
Second Half 2009 Third Quarter Fourth Quarter Quarter
2009 Percentage 2009 2009 Percentage

Revenues $ $42,251,029 100% $ $20,326,786 $ $21,924,243 100%
Cost of Goods Sold 43,818,627 104% 21,477,426 22,341,201 102%
Gross Profit (Loss) (1,567,598) (4%) (1,150,640) 416,958 2%
General & Admin. Expenses 1,353,863 3% 966,774 387,089 2%
Operating Loss (2,921,461) (7%) (2,117,414) (804,047) (4%)
Other Income (Expense) net 1,952,877 5% (902,124) 2,855,001 13%
Net Loss $ ($968,584) %) $  ($3,019,538) $ $2,050,954 9%

Improvement is seen in the comparison of the fourth quarter to the third quarter and of the second half to the first half of 2009. The
improved crush margin as discussed above under “Quarterly summary of 2009 operations” made the most significant impact in the
fourth quarter. Additionally in the fourth quarter, “Other Income,” includes $3,766,567 that was recovered from Delta-T as mitigation
of financial losses in construction delays. Finally, our revenues from distiller’s grains improved in the fourth quarter when cattle
feedlots moved their cattle off the pasture grass.

Revenues, Cost of Goods Sold, General & Admin discussion
Revenues

Revenues from operations come from two primary sources: sales of ethanol and distiller’s grains. For the twelve months ended
December 31, 2009, without freight reimbursements, we received $53,785,224 (approximately 80%) of our revenue from the sale of
ethanol and $8,006,646 (approximately 12%) of our revenue from the sale of distiller’s grains. The average selling price for ethanol
was $1.56 per gallon, for wet distiller’s grains was $27.05 per ton and for dry, $84.47 per ton. We sold approximately 34.3 million
gallons of ethanol in total for the year ended December 31, 2009, with 11.2 million and 10.0 million gallons sold in the third quarter
ended September 30, 2009, and the fourth quarter ended December 31, 2009, respectively. We sold approximately 59,000 and 72,000
tons of wet distiller’s grains and 11,000 and 5,000 tons of dried distiller’s grains in the third quarter ended September 30, 2009, and
the fourth quarter ended December 31, 2009, respectively.

As reported in the third quarter, there are two price/cost relationships that must improve for us to become profitable. Those two
relationships are in (i) the cost of corn compared to the price of ethanol and (ii) the price of distiller’s grain relative to the costs that
remain uncovered by the crush margin achieved from the sale of ethanol net of the cost of corn. These two relationships are inherent
in the largest numbers in our statement of operations which in descending order are (i) ethanol sales, (ii) corn purchases, and (iii)
distiller’s grains revenue.

We expect the price of ethanol, relative to corn costs (the “Crush Margin”) to rise. For the nine months ended September 30, 2009,
our revenue from sales of ethanol was only 131% of the cost of our corn. In the three months ended December 31, 2009, it was 148%
of the cost of corn. Historically, this relationship is annually at its worst in the first quarter, but we expect improvement. For January
and February 2010 combined, this ratio was 124%, which is worse than in the fourth quarter of 2009 but better than the first quarter of
2009. The decreased margin in this period was caused by depressed unleaded gasoline prices and low demand for ethanol relative to
supply. Our forecast for this ratio in 2010 is 139%, which we believe will be driven higher by three factors: (i) improvement in the
U.S. economy, (ii) continued political support for ethanol and the renewable fuel standard, and (iii) improvement of our ability to
negotiate favorable corn costs and contract terms with increased working capital, increased liquidity and steady operations.



The timing of the startup of the plant caused additional upward pressure on the high cost of corn in the first nine months of 2009.
With construction delays beginning early in 2007 and continuing with disruption into September of 2009, we were unable to enter into
any forward contracts for corn during the 2008 harvest, when the most favorable corn costs throughout the year are usually available.
Then, during the times when the corn supply was at the lowest part of the annual cycle, we were forced to buy corn from every source
possible in order to provide for an extended period of commissioning and startup of the plant.

Finally, we expect the price of distiller’s grains to improve. For the twelve months ended December 31, 2009, sales of distiller’s
grains only accounted for 11% of our sales, when both ethanol and distiller’s grains revenues were depressed. As explained above,
our strategy is to contract for sales throughout the summer at rates improved over 2009 summer rates in return for reduced rates in the
first quarter and spring of 2010. We expect this strategy to result in increases in distiller’s grain revenue in 2010 above 2009.

Cost of Goods Sold

Our cost of goods sold as a percentage of revenues was 110% for the twelve months ended December 31, 2009, which includes the
improvement in the fourth quarter when that ratio was 102%. The improvement in the fourth quarter was caused by improved ethanol
prices relative to the cost of corn, combined with the improvement of the price of distiller’s grains. Our two primary costs of
producing ethanol and distiller’s grains are corn and natural gas costs. As of December 31, 2009, we have forward purchase contracts
for delivery of 2,183,000 bushels of corn through December 2010, for a total commitment of approximately $8,255,000. We expect
continued volatility in the price of corn, which could significantly impact our cost of goods sold. The following chart provides more
detail on our cost of goods sold, and a comparison between the periods.

Corn is the largest component of our cost structure. Through 2009, the cost of corn per gallon of ethanol produced averaged $1.26,
with a monthly minimum average of $1.11 and maximum of $1.46.

First Half
First Half 2009 Second Half Total Year 2009

Cost of Goods Sold Items 2009 Percentage 2009 2009 Percentage
Revenues $ 25,285,079 100% $ 42,251,029 $ 67,536,108 100%
Costs:

Corn 17,472,787 69% 26,401,540 43,874,327 65%

Denaturant & Chemicals 1,850,871 7% 2,404,222 4,255,093 6%

Ethanol Freight Costs 3,410,372 13% 4,603,239 8,013,611 12%

Natural Gas and Electricity 3,006,839 12% 5,252,552 8,259,391 12%

Production Labor 1,062,178 4% 1,236,776 2,298,954 3%

Supplies and Maintenance 522,383 2% 109,475 631,858 1%

Property Tax 330,000 1% 778,134 1,108,134 2%

Depreciation 3,054,250 12% 3,032,689 6,089,939 9%

Total Cost of Goods Sold $ 30,709,680 121% $ 43,818,627 $ 74,528,307 110%



General and Administrative Expenses

Our general and administrative expense as a percentage of revenues for the six and twelve months ended December 31, 2009 was 3%
and 4%, respectively. General and administrative expenses include salaries and benefits of administrative employees, insurance,
professional fees and other general administrative costs. The following chart provides more detail on our general and administrative
expenses, and a comparison between the periods. Professional fees increased in the second half of 2009, primarily for legal expenses
associated with the settlement with Delta-T.

First Half
General and Administrative First Half 2009 Second Half Total Year 2009
Expense Items 2009 Percentage 2009 2009 Percentage
Revenues $ 25,285,079 100% $ 42,251,029 $ 67,536,108 100%
Costs:
Administrative People Costs 461,981 2% 499,875 961,856 1%
Professional Fees 450,818 2% 638,459 1,089,277 2%
Insurance 169,921 1% 191,959 361,880 1%
Other 160,099 1% 23,570 183,669 1%
Total General and Administrative Expenses $ 1,242,819 5% $ 1,353,863 $ 2,596,682 4%

2009 Events and Operational Matters

After four months of poor financial performance from start-up in January through April 2009, followed by complete shutdown of the
plant for the entire month of May, a decrease in demand for distiller’s grains through the summer, finally in August, we realized
improved financial performance, which continued through the fall. In November, our internal, unaudited financial statements showed
the first net profit due to improving commodity market pricing for ethanol and corn. We expected this increased profitability to
continue in December but were disappointed when both our yield and throughput were depressed as a result of a variety of problems
and complications. These problems resulted in very disappointing financial results for the month. The following provides an
overview of the material events which impacted our loss of approximately $9,200,000 in 2009.

January - July

We averaged net losses of nearly $1,400,000 per month through the first two quarters of 2009 with losses continuing into the third
quarter. This was primarily due to the following reasons, some of which will not occur in the future, and others which we do not
expect to occur at the same time in the future:

e Delta-T limited our production to two-thirds capacity from January through April while it demolished and rebuilt the third
fermenter.

e  Poor pricing relationships between ethanol and corn. In April, the CBOT Crush Margin bottomed out at $0.1878 per gallon,
whereas our break-even Crush Margin is approximately $0.45.

e  The construction shutdown of the plant for the entire month of May resulted in zero production that month.

e  The depression of the distillers grains market beginning in May.

August - October

These three months were most affected by the continued depression of the distiller’s grains markets. The average monthly revenue
from distiller’s grains was less than $600,000 in these months. Our 2010 and 2011 forecasts for monthly distiller’s grains revenue are
more than $1,000,000 and $1,400,000, respectively. We seek to mitigate distiller’s grain pricing risk by working with local customers
to establish annual contracts and improve summer pricing.

Due to the uncertainties in the completion of our plant construction by Delta-T and two years of continuous start-up delays, we were
unable to forward contract for summer corn delivery. As a result, we were forced to purchase all corn at spot prices when seasonal
fluctuations before harvest caused corn prices to rise. Historically (prior to the start-up of operations), the average basis (reduction
from the CBOT price) in this geographic area has been approximately $0.50 per bushel. Because of the inability to forward contract
summer corn delivery in 2009, we were unable to benefit from this regional competitive advantage. We estimate the result of this was
a cost of more than $250,000 per month through this period. However, considering the market changes associated with start-up of the
plant and the incremental demand for corn in the area, we expect the basis to be $0.40 to $0.45 per bushel into the future.

Progressive recovery of our Crush Margins began in April; however, CBOT pricing did not reach our estimated break-even point until
late September of 2009. The forward contracting of ethanol sales required for continuous production pushed the improved margins
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into mid-October, and so the full benefit of profitable Crush Margins was not realized until late October, leading to above break-even
results in November.

A number of other issues arose in October which harmed results during a time of increased Crush Margins. They were primarily start-
up related and the production team’s learning curve. Furthermore, many of incidents which impacted production were caused by
equipment failures which were repaired. The first of the bi-annual cleaning cycles occurred in late October. During this time, the
plant was shut down for comprehensive steam cleaning and warranty correction of some minor design failures. We also experienced
our first fermentation infection during October. Alcohol yield was reduced in several fermenters, causing the loss of approximately
50,000 bushels of corn at a one-time cost of approximately $250,000. Conveyor failures, molecular sieve valve problems, and a boiler
control failure also caused six incidents of downtime totaling 42 hours. Each incident required ramping down and ramping back up to
full production rates. It is not possible to accurately measure financial losses from these up-and-down incidents, but a reasonable
estimate suggests that nearly 300,000 gallons of ethanol production was lost in October as a result.

November

November 2009 marked a milestone for us, with internal, unaudited financial statements showing a net profit and a production average
for the month at name-plate capacity. However, there were 12 incidents of lost production during the month. Additionally, the quality
of corn from the 2009 fall harvest was seriously damaged by unfavorable weather throughout the growing season and particularly
during harvest.

As the plant was brought back on-line following the scheduled cleaning in October, we intended to increase production rates in order
to exceed name-plate capacity and offset the incidental reductions in production and unavoidable shut-downs. However, the
combination of this high throughput pressure and the poor corn quality caused a number of plugging incidents in various process
vessels. As a result of the increased rates, and in spite of serious lost-time incidents, we realized a profit for the first time in
November.

December

Our results from operations in December were not positive. Estimated losses from operations in December were especially
disappointing in light of higher Crush Margins. The production problems that started in November became worse in December and
resulted in lost production of more than 1,000,000 gallons of ethanol. In addition, poor weather conditions caused multiple power
failures which not only caused production losses, but also prevented the cooling of several fermenters, allowing temperatures to rise to
the point that fermentation stopped. This caused the waste of corn and significant slow-down in the process for several days following
each incident.

The plant produced only 3,011,000 gallons of undenatured ethanol (97,130 gallons/day, 77.3% of rated nameplate capacity) in
December - the lowest monthly production since the plant completed its Performance Test in June 2009. The plugging in the beer
column persisted and required several cleanings in December, resulting in more lost production.

A blizzard on December 23-24, 2009, caused five electrical power outages totaling 17.5 hours. These power outages had substantial
impact on the fermentation process and took more than a week to fully recover from. When the ability to cool the fermenting mash
was lost, temperatures rose to over 99° F, killing the yeast and stopping the fermentation process. One of the fermenters had an
alcohol level of less than 6% and a sugar level above 18%. High sugar levels cause major plugging in distillation and evaporation
systems. To minimize this impact, we were forced to run the plant at greatly reduced rates in order to slowly work the sugar out of the
system. The power outages also caused the stripper reboiler to become fouled, resulting in high alcohol levels in the process
condensate tank. Process condensate is used to make the mash slurry and this high alcohol content poisoned the yeast and another
fermenter was impaired from full fermentation.

Due to the serious impact of electric power outages, we have scheduled a meeting with Nebraska Public Power District to discuss
ways to improve the reliability of the power supply to the plant. We are also pursuing the possibility of on-site emergency generators
in order to maintain power for cooling the fermenters during a power supply outage. We have included $2,000,000 in the financial
forecast for 2011 as a capital expenditure for such generators.

Another design complication that came to light in December and contributed to the fouling and plugging in the process vessels is the
return of very fine corn particles by the dust collection system into the ground corn at the beginning of the fermentation process. This
was not an issue until November and December, and was caused by the poor quality corn crop. The increased volumes of fine
particles in the distillation process increased the plugging and fouling of the beer column and stripper column reboiler. We are in the
process of designing a modification to the existing dust collection system in order to remove the foreign matter from the corn as it is
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being delivered to the plant. All fines from receiving, as well as returns from dust collection, will be removed from their process and
mixed into the distiller’s grain product with no impact to the distiller’s grain. We believe this will improve our ability to run the plant
at steady-state, name-plate capacity.

Down Time going forward

We experienced significant losses of production from interrupted supply of both natural gas and electricity in 2009 from several
causes and seasonal weather patterns. We have since worked closely with our suppliers of those two utilities and have received
excellent cooperation from them. System and infrastructure changes have been made for both natural gas and electricity supply in an
effort to limit down-time incidents. Additionally, we hired a utility management consultant to assist with acquisition and control of
our natural gas supply in a commodity market having a complex and technical infrastructure.

We continue to tune our system and develop our processes and we feel more confident that down-time incidents associated with
startup will no longer occur. Since these down-time incidents occurred, our throughput has been steady and product quality has been
consistent.

Nonetheless, we do still face weather-related challenges. Electric power supply in the winter is not always consistent due to the severe
weather that occurs in our area. We therefore plan to install a backup electric generator in an effort to protect our fermentation process
from excessive heat that accumulates in the fermenters when the chillers cannot operate. Such excess heat quickly kills the yeast
which stops fermentation and can cause loss by wasting the corn’s starch content. This capital project will be a large one expected to
cost between $2,000,000 and $5,000,000. While we hope to complete this project in the summer of 2011, we cannot be certain that
we will have adequate working capital resources by that time. Accordingly, until we are able to install the backup electric generator,
we do face the risk that weather-related power disruptions could re-occur.

Environmental Compliance

Our operations are subject to environmental laws and regulations adopted by various governmental entities in the jurisdiction in which
we operate. These laws require us to investigate and remediate the effects of the release or disposal of materials. We have received
Notices of Violation (“NOV”) from the NDEQ arising from failures of emission equipment designed and installed by Delta-T. That
equipment includes the plant’s regenerative thermal oxidizer (“RTO”) used to control emissions from the dryer and the CO2 Scrubber
used to control emissions from the ethanol process. The RTO had not performed according to the design specified in the Engineering,
Procurement and Construction Services Fixed Price Contract dated August 9, 2006 with Delta-T (the “Delta-T Contract”), and we
continue to assess methods to resolve the problem. The CO2 Scrubber failed in original compliance testing, and equipment
modifications and process adjustments were made, including chemical injection, to remediate the issue. During the startup operations
of the plant beginning in January 2009 and continuing through the date of the original compliance testing, Delta-T had operated the
plant without these modifications and as a result, we received an NOV in January 2010 which asserted that due to the failure of the
CO2 Scrubber, our operation of the plant violated the operating permit issued by the NDEQ. Accordingly, while we believe that we
have resolved all of the operational shortfalls cited in the NOVs, it is possible the NDEQ or the Nebraska Office of the Attorney
General could assess fines against us as a result of having operated the plant with the equipment before it was operating in
compliance. As a result of subsequent negotiations and problem solving in cooperation with the NDEQ, we believe that the chance
that any material penalties being assessed is remote.

Construction Contract

The Delta-T Contract provided, among other things: (i) a guarantee of Delta-T’s performance by Delta-T’s parent, Bateman Litwin
NV (“Bateman”), (ii) the provision by Delta-T of letters of credit in the amounts of $4,000,000 and $5,500,000 for the benefit of
Lender and the Company, respectively, and (iii) a promissory note in the amount of $5,000,000 made by us in favor of Delta-T.
Disputes between the parties respecting the letters of credit and other matters resulted in the filing by Delta-T of an action in the
District Court of Douglas County, Nebraska, in which the court temporarily restrained us and our lender from making a draw on one
of the letters of credit. The parties amended the Delta-T Contract on September 1, 2009 (the “Amendment”). The Amendment
resolved asserted claims by both parties and provided the following, among other things: (i) Delta-T would repair certain plant
emissions equipment, (ii) Delta-T extended the $5,500,000 letter of credit to September 30, 2010 with conditions added to draw on
such letter of credit, (iii) Delta-T was relieved of previously agreed upon punch list responsibility with certain exceptions, (iv) Delta-T
relinquished all rights to the $3,995,000 of proceeds held by Lender from the September 2009 draw against the $4,000,000 letter of
credit, (v) the $5,000,000 promissory note we made in Delta-T’s favor was extinguished, (vi) Delta-T agreed to dismiss its legal action
and dissolve the temporary restraining order, and (vii) except as provided above, no further payments or transfer of funds would be
made to or from Delta-T and the Company. The extinguishment of the $5,000,000 promissory note and other contract liabilities were
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recorded as reductions to property and equipment. The receipt of the $3,995,000 cash, less an estimated $228,000 for costs expected
to be incurred, was recognized as a litigation settlement gain in other income.

On March 19, 2010, the Company, Delta-T, Bateman and Bateman Engineering Inc. (“Bateman Engineering”) entered into a
Settlement Agreement and Mutual Release (the “Settlement Agreement”), under which, among other things, (i) Delta-T and Bateman
authorized us to draw $3,000,000 from a letter of credit, and (ii) we released Delta-T and Bateman from all warranties and other
claims under the Delta-T Contract. The Settlement Agreement resolved all outstanding disputes among the Company, Bateman and
Delta-T relating to the Delta-T Contract and construction of our ethanol plant.

Liquidity and Capital Resources

Net cash used in operating activities was $4,941,283 for the year ended December 31, 2009 compared to $3,633,438 for the year
ended December 31, 2008. In this startup year of 2009 there were a number of changes to our cash position that we do not expect to
repeat. In addition to the ordinary and generally anticipated draws and additions to working capital in increasing accounts payable,
inventory and receivables that come with the commencement of operations of a business, we received significant benefits from
settlement agreements and cash payments from the design and construction contractor, Delta-T. Working capital increased by virtue
of this settlement with a reduction of retainage and sales tax payable of $1,700,000 and $400,000 respectively as well as cash received
of $3,766,567. Other non-working capital benefits derived from this settlement were used to reduce long term asset values by virtue
of concessions made by us, forgoing warranty repairs worth approximately $230,000 and the non-cash extinguishment of a $5,000,000
note payable to Delta-T.

We had expected that our original equity offerings and debt financing would have been sufficient to cover all costs associated with the
initial stage of production. However, as of December 31, 2009, we had negative working capital of ($1,281,000), prior to
classification of $49.5 million of our debt to current liabilities. We may continue operating at negative margins, depending on
commodity prices. If we are unable to generate sufficient cash flows from operations or obtain additional debt or equity financing, our
ability to continue operations may be materially hindered, including our ability to enter into derivative positions, and we may be
forced to purchase our corn and market our ethanol at spot prices, which would further expose us to market volatility and associated
risks. The financial statements included within this Annual Report have been prepared assuming that we will continue as a going
concern. Until we are able to obtain additional working capital from operations or outside sources and modify our Credit Agreement
covenants or refinance our construction loan, there is substantial doubt as to whether we can continue to operate as a going concern.

Equity Offering

In 2009, in an effort to raise additional working capital to be used primarily to engage in hedging activities, we commenced a private
offering of preferred membership units (“Preferred Units”) at a price of $10,000 per Preferred Unit (the “Private Offering”), under
which we issued 185.4 Preferred Units. The Preferred Units entitle the holders to: (i) subject to (A) any existing debt-related
restrictions we may have, (B) after estimated tax distributions, and (C) upon declaration by the Board of Directors, receive preferred
cumulative distributions of 10% (“Preferred Return™) before holders of common Membership Units receive distributions, (ii) then
share in their proportionate share of any remaining amounts available for distribution, (iii) first receive a distribution of the issuance
price of the Preferred Units, plus any unpaid Preferred Return, upon a liquidation event, and (iv) the right to vote as a class for
purposes of determining whether a liquidation event has occurred. Following the third anniversary of the issuance of any Preferred
Units, we have the ability to redeem Preferred Units for the original issuance price plus any accrued but unpaid distributions.
Depending on market conditions, we may issue Preferred Units in the future.

Credit Facility

We entered into the following agreements with AgCountry Farm Credit Services, FLCA (“Lender”) regarding our senior secured
credit facility (“Facility”) for the provision of construction and permanent debt financing for our ethanol plant: a Master Credit
Agreement dated February 14, 2007 (the “Master Agreement”), a First Supplement to Master Credit Agreement dated February 14,
2007 (the “First Supplement”), a Second Supplement to Master Credit Agreement dated February 14, 2007 (the “Second
Supplement”), a Third Supplement and Forbearance Agreement to Master Credit Agreement dated April 11, 2008 (the “Third
Supplement”), a Fourth Supplement and Forbearance Agreement to Master Credit Agreement dated March 27, 2009 (the “Fourth
Supplement”), and a Fifth Supplement and Forbearance Agreement to the Master Credit Agreement dated September 30, 2009 (“Fifth
Supplement,” together with the Fourth Supplement, Third Supplement, Second Supplement, First Supplement and the Master
Agreement, the “Loan Agreements”). As of December 31, 2009, we have borrowed $42,500,000 under the Facility. The Facility
consists of a multiple advance construction loan during the construction period; and at construction completion, conversion to a
permanent ten year term loan facility, a portion of which can be further converted to a $10 million revolving term loan, subject to
certain conditions.
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Under the Loan Agreements, we made certain customary representations and are subject to customary affirmative and negative
covenants, including restrictions on our ability to incur debt, create liens, dispose of assets, pay distributions and to make capital
expenditures, and customary events of default (including payment defaults, covenant defaults, cross defaults, construction-related
defaults and bankruptcy defaults). We have also agreed to the following with the Lender under the Loan Agreements:

e Achievement of 100% of our name plate production capacity by May 1, 2009, which we did achieve, and on June 11, 2009,
we completed the performance test which meets the Loan Agreements’ performance testing requirements.

e  We provided a business plan (“Plan”) to Lender in April 2009, which discussed our ability to return to compliance with the
financial covenants under the Loan Agreements. The Plan was updated in July reflecting new forecasts for financial
performance and demonstrating compliance with all financial loan covenants for five years. The Plan was significantly
revised in August 2009 in anticipation of the Delta-T settlement. Further revisions have been made in connection with the
2010 budgeting process and the February 2010 application to the United Stated Department of Agriculture (“USDA”) for a
Business and Industries Guaranteed Loan (the “B&I Loan”) of $5,000,000 for working capital.

e Beginning September 30, 2009, we must obtain Lender’s consent to make any capital expenditures in excess of $500,000.

e Beginning December 31, 2009, we must make annual payments to Lender of 40% of our Net Available Cash (as defined in
the Loan Agreements).

e In connection with a $5,000,000 note made payable to Delta-T (now extinguished), we agreed to raise $2,000,000 of
additional equity to fund the first $2,000,000 payment on that note. Our directors personally guaranteed our issuance of such
equity and purchased 101.4 of the Preferred Units in the Private Offering.

Affirmative financial covenants under the Loan Agreement require minimum working capital of $6,000,000, minimum current ratio of
1.20:1.00, minimum tangible net worth of $41,000,000, minimum owners’ equity ratio of 50%, and a minimum fixed charge coverage
ratio of 1.25:1.00. As of December 31, 2009 we did not meet those covenants, as follows: our working capital was negative
($1,281,000) (not including current liabilities for term debt previously classified as long term), our current ratio was 0:87 to 1.00 (not
including current liabilities for term debt previously classified as long term), our tangible net worth was $39,643,975, our owners'
equity ratio was 70%, and our fixed charge coverage ratio was (0.09): 1.00. This resulted in all debt under the Loan Agreement being
classified as current liabilities.

Now that the final settlement with Delta-T is complete, we are actively negotiating with the Lender to convert the construction
financing to operating lines and to modify the loan covenants to reflect the status of the Company after all changes of the last five
years. We cannot predict whether the Lender will agree to modify any of those covenants. To the extent we are unable to modify
those covenants, it may not be possible to meet them unless the commodities markets we operate in move in favorable directions.
Until we are able to comply with the covenants under the Loan Agreements, the Lender may take a variety of actions, including
immediately accelerating the repayment of all outstanding debt under the Loan Agreements. Such acceleration could entitle the
Lender to liquidate all of our assets, and would likely lead to our bankruptcy, reorganization or winding up of our affairs.

TIF Note

In June 2007, the City of Atkinson, Nebraska (“City”) issued a tax increment financing Note (the “TIF Note”), the net proceeds of
which in the amount of $4,939,925 were paid to us to reimburse us for certain infrastructure improvements relating to our plant.
Repayment of the TIF Note is guaranteed by us, but was originally expected to be retired from incremental property tax revenue we
pay the City, which are based on the added value of our land and buildings. The TIF Note serves as collateral for a loan with an
outstanding balance of $6,579,000 (the “Loan”) as of December 31, 2009. We received the net proceeds of the Loan in the amount of
$4,939,925 pursuant to a Loan Agreement we entered into with the lead lending agent, Arbor Bank (“TIF Lender”), under which we
have loaned such proceeds to the City in exchange for the TIF Note. The first principal payment was paid on June 1, 2009 from the
debt reserve account established with a portion of the original loan funds.

The repayment of the TIF Note was originally expected to be paid from reimbursement of incremental tax revenue that derived from
the property improvement with construction of the plant. Construction delays caused delay of the assessment and the payment of
taxes, and therefore has affected the schedule of the loan repayment. Furthermore, the economic condition in the ethanol industry has
resulted in a number of plants being sold at auction, establishing a market price for ethanol facilities that at times has been far lower
than the cost of construction. Generally, the cost of construction for an ethanol facility is approximately $2.00 per gallon. Our cost of
construction has been slightly higher, primarily because we had to construct extensions to both the rail lines and the natural gas lines.
The assessed value of the real property portion of our plant is significantly less than anticipated as a result of the sale-at-auction
transactions of other plants establishing a market value for ethanol facilities at approximately $0.60 per gallon, suggesting a maximum
market value for our plant at less than $30,000,000. The Holt County Tax Assessor had established an initial assessment of
$14,000,000 for real property (85% complete as of the date of assessment in 2008), and slightly more than $30,000,000 for personal
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property. The 2008 levy was approximately $2.13 per $100. This assessment suggested an annual property tax cost to us of
$937,200.

Without notice to us, TIF Lender sent a formal letter of protest to the Holt County Tax Assessor’s office, trying to increase our real
property assessment from $14,000,000 to $51,000,000. That would amount to an increase in tax cost of approximately $788,000 per
year. Such tax payments, resulting from the increased tax assessments, would be refunded by the taxing authorities directly to the TIF
Lender, which would reduce other cash requirements on the Company by direct satisfaction of interest, principal and debt service
reserve fund payment obligations. Any excess would be applied as a prepayment of the Loan. If the tax assessments on the real
property are not sufficient, the TIF Lender may require us to prepay significant TIF Loan principal amounts in order to satisfy a
1.20:1.00 debt service coverage ratio requirement.

In negotiation and cooperation with TIF Lender, we appealed to the Holt County Board of Supervisors requesting a transfer of
$16,000,000 personal property assessed values to real property causing a net change to tax liability of zero, but increasing the portion
of tax payments that would be refunded to TIF Lender in payment of interest and principal. These changes were granted and will be
in effect for the tax year 2009, payable in 2010.

On July 6, 2009, the TIF Lender notified us that the Debt Service Reserve Fund was deficient, constituting a default under the Loan.
The primary reason for this default was the extended delays and losses associated with startup of the plant. In order to enable
resolution of the default, we and the TIF Lender entered into a Forbearance Agreement dated December 31, 2009 (the “Agreement”).

Under the Agreement, we agreed to authorize a transfer from the Debt Service Reserve Fund to satisfy our principal payment due to
TIF Lender on December 31, 2009. With the authorization of payment to TIF Lender from the Debt Service Reserve Fund, we are
current on all required payments to TIF Lender, but have breached covenants in the TIF Loan requiring immediate replenishment of
the Debt Service Reserve Fund. Moreover, we agreed to seek the consent of Lender to (i) grant a security interest and Deed of Trust
in favor of the TIF Lender upon us receiving, or being denied, the B&I Loan, (ii) grant a security interest in all reserve funds
established under the TIF Loan and (iii) amend to the TIF Loan documents to (a) reduce the TIF Loan’s interest rate from 9.5% to
6.0% for three years, and upon expiration of the three years, the interest rate will be reverted to 9.5%, (b) reduce the Debt Service
Reserve Fund to an amount equal to 12 months of principal payments, (c) make the Debt Service Reserve Fund funding contingent on
our previous year’s profitability and (d) require the financial covenants and ratios in the TIF Loan documents to be consistent with the
financial covenants and ratios to be agreed upon with Lender.

Under the Agreement, the TIF Lender will refrain from exercising any of its rights or remedies under the TIF Loan, including acting
on our failure to maintain a sufficient amount in the Debt Service Reserve Fund, for a period beginning on December 31, 2009 and
ending on the earlier of (i) March 31, 2010 or (ii) 30 days following the approval of the proposed B&I Loan.

This liability has been classified as a current liability, and will remain so until the resolution of the conversion of the construction loan
to an operating loan, the status of the application for a B&I Loan and negotiations to modify the loan covenants to more accurately
reflect the current financial position of the Company.

Market Risk

We are exposed to the impact of market fluctuations associated with commodity prices. We anticipate the use of derivative financial
instruments as part of an overall strategy to manage market risk, assuming we have sufficient working capital and liquidity to manage
such a strategy. We intend, when able, to use cash, futures and option contracts to hedge changes to the commodity prices of corn,
natural gas and gasoline. We will not enter into these derivative financial instruments for trading or speculative purposes, nor will we
designate these contracts as cash flow or fair value hedges for accounting.

Commodity Price Risk

We are exposed to market risk with respect to the price of ethanol, our principal product, and the price and availability of corn, the
principal commodity we use to produce ethanol. Our other primary product is distiller’s grains, and we are also subject to market risk
with respect to its price. In general, rising ethanol and distiller’s grains prices should result in higher profit margins, and therefore
represent favorable market conditions. Ethanol and distiller’s grains prices are, however, influenced by various factors beyond the
control of our management, including the supply and demand for gasoline, the availability of substitutes and the effects of laws and
regulations.

Ethanol revenues are controlled in the market place. Our risk management team meets weekly and assesses the balance of forward
purchases of corn with forward sales of ethanol and the risks associated with the trends in the marketplace. In recent months, the price
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for ethanol has closely followed the market prices of corn. The price of unleaded gasoline is also a primary concern in that if the price
of ethanol rises above the RBOB price, then the economies do not allow favorable margins for the discretionary blenders and demand
for ethanol falls.

Distiller’s grains are primarily marketed into the local cattle feed market. Historically, the summer months bring the lowest seasonal
demand for this product. As discussed elsewhere in this Annual Report, we have experienced an extraordinarily long period of startup
irregularities and our ability to market distiller’s grains in 2009 was affected by these complications, as well as a deeper seasonal
reduction in 2009 than was expected. Consistent production volumes and quality are required to maximize the pricing advantage
potential of our favorable geography near large numbers of cattle feeders. Now that we have control of the plant and production, we
hope to establish a reputation and relationships with those cattle feeders that will help mitigate the seasonal variability in future years,
though ultimately demand for distiller’s grains is not in our control.

Ethanol, corn and energy markets have demonstrated a complex relationship in the past 24 months. Generally speaking, we believe
that the price of energy provides a ceiling value for ethanol, particularly in the price of crude oil as driven into the price of unleaded
gasoline, otherwise known in the markets as RBOB. However, except when affected by that upward limit, we believe that the price of
ethanol follows the price of corn with a high degree of correlation, with the Crush Margin dictated by the market relationships of
supply and demand. As discussed above, that Crush Margin has been squeezed in recent months by the oversupply of ethanol
capacity, but can be significantly affected by any of several factors, including the relationship of distribution infrastructure and its
limits to handle the volume of ethanol that could be produced by the existing capacity while limited by the EPA to 10% blends for
regular unleaded gasoline. Also affecting the Crush Margin is the price of oil. In mid 2008, when oil was above $140 a barrel, the
cost of RBOB allowed profitable blending of ethanol and Crush Margin, even when corn costs were above $6 and $7 a bushel.

The availability and price of corn is subject to wide fluctuations due to various unpredictable factors which are beyond our control,
including weather conditions, farmer planting decisions, governmental policies with respect to agriculture and local, regional, national
and international trade, demand and supply. At the end of December 2009, our year-to-date corn cost as a percentage of ethanol sales
was 73%, and 65% of gross sales. This was an improvement of 6% and 5% respectively on both measures from September 2009, and
we expect to continue to improve this relationship. Forecasts for future years assume that this relationship will be between 73-76% of
ethanol revenues and 59-62% of gross revenues.

We expect the annual impact on our results of operations due to a $0.30 per bushel fluctuation in market prices for corn to be
approximately $4,890,000, or $0.11 per gallon, assuming our plant continues to operate at 100% name plate capacity (production of
44,000,000 gallons of ethanol annually). We also expect a $0.20 per gallon fluctuation in ethanol market prices to impact annual net
income by approximately $8,800,000, a $0.20 per gallon fluctuation in denaturant market prices to impact annual net income by
approximately $180,000, and a $0.50 per BTU fluctuation in natural gas market prices to impact annual net income by approximately
$630,000.

We seek to minimize the risks from fluctuations in the prices of corn and ethanol through the use of derivative instruments, provided
we have sufficient working capital to enter into such instruments and cover any margin requirements necessary to maintain such
positions. In practice, as markets move, we will seek to actively manage our risk and adjust hedging strategies as appropriate,
provided we have sufficient working capital for such strategies. Although we believe our hedge positions accomplish an economic
hedge against our future purchases, they are not designated as such for hedge accounting purposes, which would match the gain or
loss on our hedge positions to the specific commodity purchase being hedged. We mark to market our hedge positions, which means
as the current market price of our hedge positions changes, the gains and losses are immediately recognized in our cost of goods sold.
The immediate recognition of hedging gains and losses can cause net income to be volatile from quarter to quarter due to the timing of
the change in the value of the derivative instruments relative to the cost and use of the commodity being hedged. We have recorded
gains on derivative instruments of approximately $4,700 and $0 for the twelve months ended December 31, 2009 and 2008,
respectively.

In the event we do not have sufficient working capital to enter into hedging strategies to manage our risks, we may be forced to
purchase our corn and market our ethanol at spot prices and as a result, we could be further exposed to market volatility and risk.

Application of Critical Accounting Estimates

Management uses estimates and assumptions in preparing these financial statements in accordance with Generally Accepted
Accounting Principles (“GAAP”). Those estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities, and the reported revenues and expenses. We use estimates and assumptions in accounting for the
following significant matters, among others: the allowance for doubtful accounts, useful lives of property and equipment, the valuation
of inventory, and inventory purchase commitments, and long-lived asset impairments including the assumptions used to estimate
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future cash flows, the ability to raise capital, and the ability to comply with certain provisions within the Loan Agreements. Actual
results may differ from previously estimated amounts, and such differences may be material to our financial statements. We
periodically review estimates and assumptions, and the effects of revisions are reflected in the period in which the revision is made.
The following paragraph discusses the most significant estimating process in our financial statements.

Long-lived assets, such as property and equipment, are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. In accordance with the our policy for evaluating impairment of
long-lived assets, we have estimated that the projected future undiscounted cash flows from operations of these facilities exceed their
carrying value at December 31, 2009; therefore no impairment loss was recognized. In determining the projected future undiscounted
cash flows, we made significant assumptions concerning the future viability of the ethanol industry, the future price of corn in relation
to the future price of ethanol and the overall demand for ethanol in relation to production and supply capacity. Changes in the
estimated future prices of corn and ethanol used within the analysis can have a significant effect on the determination of impairment
given the sensitivity of the analysis. In addition to the impairment analysis performed, we believe that the following factors also
indicate that no impairment of long-lived assets has occurred. First, our short time in operation under distress from construction
delays, equipment failures and startup complications provides inadequate cost history to assess with reasonable levels of certainty
what the cost structure will be going forward. Second, the economic structure of the distiller’s grain markets has been excessively
volatile throughout initial plant operations. The cash flow to be generated from sales of distiller’s grains is a critical requirement for
us to generate future profitability. Third, the economic recession in the U.S. during the entire startup and operation of the plant further
complicated the measurement of our ability to generate future cash flows that are required to document material impairment to the
carrying value of our plant assets. In the impairment analysis, we assumed (i) future distiller’s grain revenue will be 12% of gross
revenue, (ii) future corn costs will be 70% of ethanol revenue, and (iii) these relationships drive net profitability estimates for 2010 of
3% of gross revenues. If we fail to realize these economic improvements, it is likely in the future, that asset values will need to be
adjusted to reflect impaired value because we would be unable to forecast future cash flows sufficient to carry those values.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have or are reasonable likely to have a current or future material effect on our
financial condition, results of operations or liquidity.



