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Perspective

Practical ideas for manufacturers and distributors
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Subsequent to President Bush’s 2005 State of the Union
Address and the Energy Policy Act of 2005 — which set
an aggressive renewable fuel standard — ethanol plants
are being built left and right. Conservative rural investors,
private equity yrms and even Wall Street have taken
notice. According to the Renewable Fuels Association,

six billion gallons of ethanol are produced on an annual
basis and another six billion gallons of production are
under construction.
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Ethanol is a commercial manufacturing process that
breaks down natural starches through a fermentation
process into 95 percent pure alcohol — a process similar
to old fashioned moonshine. The predominant form

of commercial production is based on the utilization

of standard No. 2 yellow corn, which has signiycant
concentrations of starch in the endosperm (near the center
of the kernel). The traditional process grinds the corn
kernel and then adds chemical catalysts and heat to begin
the fermentation process. The dominant by-product of the
traditional corn-based ethanol process is called distillers
grain, which can be sold wet or dry. Approximately 2.8
gallons of ethanol can be derived from a bushel (60
pounds) of corn.

Biodiesel is an emerging business segment of the
renewable fuels sector. Biodiesel production involves

a chemical process that derives fuel-grade diesel and
industrial glycerin from oil feed stocks such as food,
soybean and other waste oils. Many of the analyticals are
similar to the early stage ethanol boom, and production
efyciencies, development of the fuel infrastructure and
by-product value streams will likely advance this segment
in the coming years.
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The Renewable Fuels Association projects that 140
billion gallons of gasoline are consumed yearly in the
United States. The projected 12 billion gallons of ethanol
production in the “pipeline” represents almost 10
percent of the gasoline consumed in the U.S. If proposed
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legislation becomes law, the renewable fuel standard
will be set at nearly 35 billion gallons or approximately
25 percent of the gasoline consumed in the U.S.

The incredible expansion of fuel production has an
industrial impact in a number of categories — but
primarily in integrated business enterprises and
non-integrated businesses in the form of supply chain
cost variances.

Traditional product manufacturers are beneyting
from the development of new technologies to advance
production efyciencies such as cellulosic production,
fractionation and oil extraction. While many of these
technologies have yet to reach widespread commercial
usage, they will certainly expand existing product lines
of machinery and equipment.

Cellulosic ethanol is produced in a manner similar

to traditional corn-based ethanol production.

The difference primarily relates to the feedstock

or raw material — natural sugars in plant cells.

Since many products have signiycant natural material
contents, cellulosic ethanol can be derived in some
context from almost any natural compound. This new
technology is focused on organic materials — such as
trees, switch grass and other crop residue materials —
as the next feedstock that will generate the necessary
domestic production volume to meet the aggressive
renewable fuel standard.

Fractionation technology is the process of a dry grind
and separation of the corn kernel components prior to
fermentation. By grinding and separating beforehand,
the higher food value portions of the kernel (bran) is
separated and sold as a high quality food ingredient,
while the heavier starch component moves to the
fermentation process. The technology adds value

to the revenue stream, quality to the by-products
(distillers grain), and reduces the overhead costs
related to unnecessarily processing portions of

raw materials.

Renewable fuel, continued on page 3
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With the retirement of baby boomers, shifting attitudes
of younger workers and increasing dominance of women
in the workforce © coupled with the potential labor
shortage — companies today face escalating demands

to better attract, retain and develop high-potential and
high-performing talent. Compensation alone will not
retain and attract top talent. The emerging strategy is a
combination of rewards including compensation, beneyts,
performance and recognition incentives, work-life and
career development opportunities.

Because rewards help support the corporate business
strategy and create the desired culture, it’s critical for
companies to deyne a total rewards philosophy that
articulates the objectives and priorities for each of the
reward components. A total rewards philosophy tells the
story of who you are and what you value as a company.

An effective total rewards program includes a variety
of monetary and non-monetary recognition programs.
The 2006/2007 U.S. Compensation Planning Survey
from Mercer Human Resource Consulting — an
all-industry review of 950 organizations — found that
key emerging practices fell into the areas of retirement
beneyts and performance management.

Deyned contribution plans ranked yrst with 84 percent
of participating organizations offering this retirement
beneyt. Non-monetary recognition awards continued

to top the responses with 71 percent of participating
organizations offering them, while another 6 percent are
considering them. As base pay increase budgets remain
low — salary budget increases for 2008 are projected to
be 3.8 to 4 percent according to the 2007-08 WorldatWork
Salary Budget Survey — 56 percent of survey participants
continued to use spot cash awards and 9 percent are
considering them.

Five years ago, broad-based equity compensation & like
stock options & was widely used, but with the stock option
expensing rules, companies have been limiting their use.
However, for executive levels, nonqualiyed deferred
compensation plans and supplemental executive
retirement plans (SERP) are often used to reward
executives for the long-term success of the company or

as a retention vehicle.

As companies are looking for ways to develop their
internal talent, 28 percent of respondents are adding
formal career planning, 15 percent are considering adding
competency-based performance management and the use
of multi-rater feedback.

The one-size-yts-all approach is no longer applicable

in the development of reward programs. With the
multigenerational workforce, companies need to design
reward programs that retain and motivate a diverse
employee population. For example, the Generation Yers or
Millennials want to feel empowered to challenge thinking
and express their own ideas. They thrive on change, value
entrepreneurialism and are independent, multitaskers.

So what can companies offer to retain and motivate them?

A Provide more pexibility in work hours, compensation,
beneyts and attire

Establish formal career paths

Reward for learning new skills or competencies

A Provide multi-rater performance feedback
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What do all of these yndings mean for the manufacturing
industry? The survey indicated that 22 to 50 percent

of manufacturing companies have implemented or are
considering implementing the following methods to
reward employees: competency-based pay, skill-based
pay, non-executive employment contracts, success sharing
plans, team or small group incentives and broad-banded
pay structures. These types of pay structures allow
companies more pexibility, reward employees for learning
new skills or competencies and increase the value of the
employee to the company.

More than 60 percent of the companies participating in
RSM McGladrey’s 2007 Manufacturing and Wholesale
Distribution Survey plan to expand their workforce in the
next 18 months with only 15 percent planning a decrease.
With labor shortages an ongoing challenge and 30 percent
of participants needing workers with a variety of skill sets,
a company’s total reward program becomes critical in the
attraction and retention of employees. Survey responses
indicate the following incentives to be most effective in
retaining employees:

e Cash bonuses

A Supplemental beneyts such as dental insurance or a
pharmaceutical plan

e Flex time

e Long-term incentives

e Tuition reimbursement

Understanding your workforce and the current trends
in reward programs can lead to better communication,
improved recruiting and recognition programs and
increased retention of satisyed employees.



Renewable fuel, continued from page 1

Oil extraction is either placed at the beginning or

the end of the production cycle. At the beginning,

clean food grade corn oil is extracted and sold in the
traditional food procurement supply chain. If extracted
at the end of the production cycle, fuel grade corn oil
from the distillers grain can be used in traditional
industrial processing products or non-traditional
biodiesel production facilities.
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Ethanol, due to its relatively high corrosive
characteristics, can't be transported though traditional
pipeline systems. As a result, the additional ethanol
volume is new trafyc to the rail industry & with
California being the largest market. Each tanker carries
approximately 30,000 gallons of ethanol. A traditional
50 million gallon ethanol plant running at 120 percent
of nameplate capacity (60 million gallons) uses
approximately 2,000 tanker cars a year to distribute
its production. Its primary by-product, distillers grain,
utilizes approximately 2,000 more grain cars.

Because of this long distance trafyc, non-integrated
business sectors have experienced increased supply

chain pressures. While legislation has been introduced
to potentially fund an ethanol pipeline, it may be years
before this becomes reality.
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Additional supply chain pressure is created from the
construction of renewable plants, which rely heavily
on steel — especially stainless steel — because ethanol
has greater corrosive characteristics than petroleum-
based gasoline. It’s estimated that a single traditional
50 million gallon ethanol plant utilizes approximately
1,000 tons of stainless steel and as a result, many
suppliers have noted the price of stainless steel
doubling over the past two years. In addition, the entire
renewable fuel distribution network is lined with new
stainless needs for tanks, pumps and other containers.

While the renewable fuel boom is creating a new
advanced manufacturing environment, its impact will
surely be felt across the manufacturing industry as new
products and technologies evolve and supply chain
dynamics adjust to new market economics.
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This past spring, RSM McGladrey conducted its second annual nationwide
survey of the manufacturing and wholesale distribution industry. Over 940
industry executives responded, providing compelling insights into what your
peers are thinking about and doing - or in some instances not doing - to
advance their companies.

The 2007 report - now available - delves into 11 areas of inquiry, including
growth strategies, operational improvements, cost management and workforce.
Among the key yndings:

A Working globally is a strategy for 45 percent of survey respondents. All companies that work globally
report similar experiences with lower costs, lower prices and improved margins.
e Two-thirds of respondents agree information technology is becoming an increasingly critical part of

their business.
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with a variety of skill sets.

More than half of the respondents lack the three key risk management components provided in the survey.
Labor shortages are an ongoing challenge, with over 30 percent of respondents reporting need for workers

e Low utilization of tax strategies designed to help the industry suggests companies are missing

savings opportunities.

To request a copy of the report visit www.rsmmcgladrey.com or call 800.274.3978.
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