











exchange for 90% of the existing senior unsecured 10% fixed-rate notes by April 15,
2009 would be an event of default under our secured revolving credit facility.”

Section 1.21 of the same 10-K filing contains a modification to Aventine’s Credit
Agreement that further defines the offer described above with additional terms and
conditions for a later completion date for the Bond Exchange Offer of May 15, 2009, as
follows:

“Section 5.19 Senior Note Documents . The Administrative Agent shall receive no
later than March 31, 2009 formal written agreement(s), which shall be in form and
substance reasonably satisfactory to Administrative Agent, between Holdings and the
holders of at least eighty percent (80%) in principal amount of the Senior Notes pursuant
to which the parties thereto shall have committed to the binding terms of an exchange
offer by Holdings whereby such Holders shall exchange their Senior Notes for Senior
Exchange Notes or evidence of irrevocable tender of Senior Notes for Senior Exchange
Notes by holders of at least 80% in principal amount of the Senior Notes (the “ Exchange
Offer ”). The Exchange Offer shall be completed with not less than ninety percent (90%)
in principal amount of the Senior Notes participating in the Exchange Offer no later than
April 15, 2009; provided, that if, prior to April 1, 2009, 90% of the interest payment in
respect of the Senior Notes that is currently due and owing on April 1, 2009 shall have
been deferred pursuant to the Senior Note Documents to a date no earlier than May 31,
2009, the Exchange Offer may be completed on the terms described above no later than
May 15, 2009.”

Based on the above information, the Bond Exchange Offer must have been rejected by
80% of the Senior Note holders, including Whitebox, Brigade, and Nomura, sometime
after Aventine amended their secured revolving credit facility on March 10, 2009, but
prior to Aventine’s April 7, 2009 Chapter 11 filing.

It is significant to note the following additional facts in regard to the Bond Exchange Offer
which appears to have been rejected by the Senior Note holders less than one month prior
to Aventine’'s bankruptcy filing:

a. There was no mention of the Bond Exchange Offer contained in Aventine’s 2008
third quarter SEC 10-Q filing covering the period July 2008 through September 2008
and filed on November 7, 2008. Therefore, the “exchange offer” must have been
crafted by Aventine with assistance from their financial advisor, Houlihan, sometime
between November 2008 and March 10, 2009 when the revolving credit facility was
amended.

b. According to Houlihan’s April 17, 2009 Engagement Letter (Case Docket 87,
“Exhibit C”, page 3) Houlihan began advising and providing restructuring and financial




advisory and investment banking services to Aventine on November 4, 2008,
approximately five months prior to Aventine’s voluntary filing for Chapter 11
protection. Therefore, Houlihan was actively advising Aventine for the last two
months of the fourth quarter of 2008, while the bond exchange offer was being
crafted, and during the first quarter of 2009, when the credit facility was amended
and the Bond Exchange Offer was being presented to holders of the Senior Notes,
including major noteholders Whitebox, Brigade, and Nomura.

c. According to Case Docket 15 referenced above, when the Bond Exchange Offer
was presented to holders of the Senior Notes Whitebox, Brigade and Nomura would
have had a large controlling interest in the Notes. Whether these hedge funds held the
full 75% of the notes referenced by Debtors counsel as of April 7, 2009 when case
docket 15 was filed, is not known because the exact date(s) of their bond acquisitions
and the exact date of the presentation of the Bond Exchange Offer to the holders of
the Senior Notes has not been made public through SEC and/or bankruptcy case
filings.

ITEM 3) Aventine’s Large Capital Expenditures on Unfinished Plants Just Prior to Filing for
Chapter 11 Protection

According to an SEC Form 8-K filed by Aventine November 14, 2008, construction at the
Aurora West plant was temporarily suspended on November 14, 2008 and the Mount
Vernon plant construction was scheduled to continue with a delay in the completion date
for Mount Vernon extended to the fourth quarter of 2009. The first filing to mention
“suspension of construction”, rather than a delay in construction, for the Mount Vernon
plant is Aventine’s 2008 10-K, stating “...although we suspended construction at both
Aurora West and Mt. Vernon during the fourth quarter...”

Comparing the Balance Sheets contained in Aventine’'s 2008 annual SEC 10-K and 2008
third quarter 10-Q, the company made capital expenditures of approximately $50 million
on “Construction-In-Progress” at the unfinished plants in Mount Vernon, IN and Aurora,
NE during the fourth quarter of 2008. These large fourth quarter expenditures were made
even though Aventine had already experienced significant declines in ethanol pricing and
near break-even margins during the third and fourth quarters of 2008. Following are
statements contained in the “Trends and Factors that May Affect Future Operating
Results” section of the 2008 third quarter 10-Q:

“While ethanol pricing increased year to date in 2008 versus 2007, ethanol pricing in the
third quarter of 2008 began to decline significantly along with falling oil and other
commodity prices, including corn. This decline in ethanol prices during the third quarter of
2008, however, outpaced the decline in corn prices during the same period, thereby




producing lower gross margins than had been experienced earlier in 2008. As the supply
of ethanol from plants which are currently under construction begins to make its way into
the marketplace, we expect ethanol pricing to remain soft, and gross margins to remain
near breakeven.”

Additional statements describing the margin environment during the second half of 2008
are contained in the “Management’s Discussion and Analysis of Financial Condition and
Resuits of Operations” section of the 2008 annual 10-K filing as follows:

“Even if we are successful with the senior unsecured 10% fixed-rate note exchange offer,
we do not expect to have sufficient liquidity to meet anticipated working capital, debt
service and other liquidity needs during the current year unless we experience a significant
improvement in ethanol margins or obtain other sources of liquidity. Based on the current
spread between corn and ethanol prices, the industry is operating at or near breakeven
cash margins. We experienced negative gross margins during the second half of 2008
and expect negative gross margins to continue through the first quarter of 2009 due in
part to our fixed price obligations to purchase corn and natural gas at above current
market prices. The current spread between ethanol and corn prices cannot support the
long-term viability of the U.S. ethanol industry in general or us in particular.”

Statements such as the ones quoted above from third and fourth quarter filings indicate
Aventine realized:

a. the seriousness of the negative gross margin environment they had been operating
within during the last half of 2008

b. an expectation that negative gross margins would continue through the first quarter
of 2009 due to existing fixed price obligations to purchase corn and natural gas at
above current market prices

c. the near-term liquidity constraints they were facing for the near future

Even with these realizations, Aventine invested $50 million in capital expenditures on the
unfinished plants construction that toock place over just one half of the fourth quarter
period of 2008 before construction was suspended in mid-November.

ITEM 4) Aventine’s January 1, 2008 Adoption of FASB Accounting Standards No. 157 “Fair
Value Measurements” and Houlihan’s Valuation of Aventine Disregarding FASB No. 157

According to page F-7 of Aventine’s 2008 annual SEC 10-K, the company adopted
Financial Accounting Standards Board (“FASB”) Statement of Financial Accounting
Standards No. 157 (“SFAS 157"), Fair Value Measurements as follows:




“The Company adopted Financial Accounting Standards Board (“FASB") Statement of
Financial Accounting Standards No. 157 (“SFAS 157"), Fair Value Measurements, and
FASB Statement of Financial Accounting Standards No. 159 (“SFAS 159”), The Fair Value
Option for Financial Assets and Financial Liabilities Including an amendment of FASB
Statement No. 115 , effective on January 1, 2008. See Note 9 for additional information
regarding the adoption of SFAS 157 and SFAS 159 by the Company.”

According to Note 6, page F-14, of Aventine’s 2008 annual SEC 10-K, the company
adopted SFAS 157 for “nonfinancial” assets and liabilities with a one year deferral,
meaning this adoption became effective on January 1, 2009. Following is the statement
from Note 6 on page F-14:

“The Company elected to implement SFAS 157 with the one-year deferral permitted by
FASB Staff Position No. FAS 157-2 (“FSP 157-2"), for nonfinancial assets and
nonfinancial liabilities, except for those items that are recognized or disclosed at fair value
in the financial statements on a recurring basis. The deferral applies to nonfinancial assets
and liabilities measured at fair value in a business combination.”

According to definitions in the SFAS 157 document, “nonfinancial” assets would include
the production plants, property, and equipment assets owned by Aventine and any other
physical assets that are not specifically “financial” assets such as cash, securities, and
other financial instruments. The SFAS 157 also requires assets to be valued using a
“Highest and Best Use” criteria and illustrates this concept with several examples of
situations where nonfinancial assets are newly acquired by a business. The “Highest and
Best Use” concept would directly apply in the case of Aventine’s two unfinished plants.
While these plants would have very little value as “scrap metal”, they have a great deal of
value as state-of-the-art nearly completed fuel production plants full of sophisticated
processing equipment and controls.

During his testimony at the February 24, 2010 Confirmation Hearing, | asked Houlihan’s
valuation expert if he was familiar with the Financial Accounting Standards Board FAS-
157 “Fair Value Measurements” standard. Mr. Hardies answer was “no”.

Based on Mr. Hardies testimony, Houlihan did not perform a valuation of Aventine’s
“nonfinancial” plant assets and business enterprise conforming to SFAS 167 “Fair Value
Measurements” standards even though Aventine had adopted these standards for
nonfinancia!l assets on January 1, 2009. Houlihan’s valuation of Aventine’s business
enterprise forms the primary foundation for Aventine’s Plan of Reorganization and should
conform to the accounting standards the company has adopted.

Further evidence that Aventine’s business enterprise should properly be valued using
SFAS 157 is found in Case Docket 445, which contains American Appraisal’s Services




Agreement letter outlining the FASB standards to be used to value Aventine and the three
valuation methodologies required by SFAS 157. In it, American Appraisal proposes 1o
value Aventine based on the SFAS 157 document. The order authorizing American
Appraisal’s valuation was signed on October 13, 2009 (Case Docket 493).

ITEM 5) Houlihan’s Financing Canvassing Activities on Behalf of Aventine May Not Have Been
Conducted as an “Open Process”

During February 24 and March 30 phone conversations with Mr. Ron Miller, Aventine’s former
CEO who resigned in October 2009 after 28 years of service to the company, he stated that
he attended the May 1, 2009 meeting with Houlihan and Brigade in Chicago where Growmark
presented a financing proposal. Growmark is a multi-billion dollar per year agri-business
headquartered in Bloomington, lllinois about 30 miles from Aventine’s Pekin plants. Mr. Miller
said that Growmark was “very much interested in the Pekin and Mount Vernon plants”. He
also said that “Growmark’s proposal was not very well received by Brigade”. Mr. Miller also
said that later during the summer of 2009 he received two complaints from other companies
interested in exploring financing for Aventine. One of the companies was Cargill, a multi-billion
dollar agri-business headquartered in Minneapolis. He couldn’t recall the name of the other
company, but it was an investment company and not an agri-business. Both companies were
complaining to Mr. Miller because they were “unable to break into the process” of exploring
financing for Aventine. Mr. Miller said he had to personally sign and execute a Non Disclosure
Agreement on behalf of one of these companies in order for them to “break into the process”
of exploring financing for Aventine.

| realize the court may consider the above statements regarding phone conversations with Mr.
Miller “hearsay”. | simply ask that the court, the US Trustee, and/or any other party
concerned with the facts of this case contact Mr. Miller and verify the above Growmark
meeting that took place three weeks after Aventine filed for protection and the complaints
described above that were registered with him.

These events took place in spring and summer of 2009 shortly after Aventine’'s filing for
protection and long before the Plan was developed. Based on this information, it appears the
canvassing that was conducted to explore financing alternatives may not have been conducted
as an “open” process, even very early on in the process.

Further evidence that the canvassing for financing process may not have been “open” is
contained in Case Docket 813, paragraphs 4, 5, and 6. These paragraphs refer to the
difficulty Andrew Shirley had during his independent canvassing efforts to simply convince
potential lenders and investors the process was “open”. The filing states:

“4. | have found a potential pathway after approximately two months of diligently
contacting potential lenders and investors. In this effort | have received assistance from




Broadpoint Gleacher (“Broadpoint”), a prominent, independent capital markets and
advisory firm, led by Eric Gleacher, one of the leading mergers & acquisitions advisors in
the world...... "

“5. The process has been quite difficult, because many sophisticated investors
informed me that they viewed the process as essentially “closed” to alternate financing
proposals due to the apparent control that a select few creditors (i.e. the Backstop
Purchasers, who are also significant holders of the Class 5 Notes and DIP lenders)
appeared to wield over the Debtors, and the Debtors’ efforts to formulate a plan.”

“6. Despite the difficulties in convincing potential financiers that the process might
open, Broadpoint was successful in obtaining execution of the circulated letters of interest
from two investment firms. The first letter of interest, attached as Exhibit 1, is from
Farallon Capital Management, L.L.C. The second letter of interest, attached as Exhibit 2,
is from Third Avenue Management, L.L.C.”

According to this filing, many investors Andrew Shirley approached viewed the financing
process as “closed” to alternate financing proposals.

ADDITIONAL REQUESTS TO THE COURT

| respectfully request the court delay further implementation and consummation of the
Debtors Plan of Reorganization in light of the willful nondisclosure by Houlihan of their
material relationships with Whitebox and Brigade as cited in the US Trustee’s motion,
Case Docket 1004. The perceived multiple conflicts-of-interest arising from Houlihan’s
nondisclosures call into question the entirety of Houlihan’s work performed on behalf of
the Debtors. In their capacity as restructuring advisor to the Debtors, Houlihan has
affirmative duties of disclosure and good faith in the execution of their work on behalf of
the Debtors. Houlihan breached their duty to the Debtors by not disclosing their
relationships with Whitebox and Brigade. Houlihan is clearly not a disinterested advisor,
as they have represented themselves to be to the Debtors and the Court, because of their
undisclosed relationships with Whitebox and Brigade. As a result, Houlihan’s work during
this engagement has not been performed as a “disinterested advisor” and has not been
executed in good faith with the best interests of the Debtors and the Debtors estate in
view.

| respectfully request the court allow the Plan to be modified postconfirmation, because
the serious ramifications of Houlihan's purposely hidden relationships, and the large
impact of Houlihan’s work product on the Debtors Plan, warrant such modification. The
court has the discretion to issue any order necessary to administer the estate, including
determining whether Objections and Compiaints filed with the court postconfirmation
must be resolved before a Plan is fully consummated. The court has the discretion to
fashion an appropriate remedy to achieve an equitable outcome.
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| respectfully request the court consider both the grave seriousness and the full
ramifications of the willfully hidden relationships between Houlihan and the hedge funds
holding the Debtors Senior Notes. There is much more at stake than the concerns of
disgruntled stockholders. One ramification of such hidden relationships includes the
possibility that Houlihan’s prepetition advising of the Debtors during the period November
4, 2008 to April 7, 2009 may have resulted in a steering of the Debtors into a Chapter 11
filing by assisting the Debtors in the development of a Bond Exchange Offer that Houlihan
knew would be rejected by the majority holders of the Debtors Senior Notes. If this was
indeed the case, the Federal Bankruptcy Laws have been misused, the Confirmation Order
was procured by fraud, and the Confirmation Order should be revoked or the Plan modified
postconfirmation. A second ramification of such hidden relationships includes the
possibility that the Plan of Reorganization was not developed and proposed in good faith
and according to law. It is possible that the hedge funds, collaborating with Houlihan as
the Debtors advisor, controlled and manipulated the restructuring process in order to
mislead the bankruptcy court concerning the true enterprise value, financial condition, and
future prospects for Aventine. If this was indeed the case, the Federal Bankruptcy Laws
have been misused, the Confirmation Order was procured by fraud, and the Confirmation
Order should be revoked or the Plan modified postconfirmation.

ADDITIONAL REQUESTS TO THE US TRUSTEE

| respectfully request the US Trustee move for the appointment of a trustee, or an examiner,
whichever is appropriate, to investigate the relationships between Houlihan and Whitebox and
Brigade in detail to determine whether these relationships have resulted in an actual fraud on
the court, dishonesty, or criminal conduct related to the restructuring of the Debtors estate
during this case. Now that the US Trustee has brought the nondisclosure of the hidden
relationships between Houlihan and Whitebox and Brigade to light, | respectfully request the
Trustee follow through by petitioning the court for an investigation of the facts surrounding
the nondisclosure to explore the depth of the relationships between these firms that were
hidden from the court for 10 months and apparently from the Debtors for 15 months. These
relationships would still be hidden from the court if the US Trustee had not forced them to be
disclosed through questioning. The US Trustees Objection supports the argument that there
was actual fraudulent intent, including material misstatements and omissions in the face of a
duty to disclose information. Allowing a trustee, or an examiner, whichever is appropriate,
would not pose an undue financial burden on the Debtors estate as a portion of any
disengorged fees could be used to fund the trustee’s or examiner’'s investigation, including
legal and other professionals required for the investigation. The results of such an
investigation would provide factual information to the court required for postconfirmation
modifications of the Plan resulting in fair and equitable treatment of all creditors and other
parties in interest.
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ADDITIONAL REQUESTS TO THE SEC

| respectfully request the SEC investigate the timing of the Senior Unsecured Note acquisitions
made by Whitebox, Brigade, and Nomura during the period November 4, 2008 through April 7,
2009 when Houlihan was actively engaged providing prepetition advisory services to the
Debtors, including advisory services regarding the Bond Exchange Offer. The large
accumulation of bonds by these hedge funds during this time period may have been influenced
by the hidden relationships between Houlihan and Whitebox and Brigade.

| respectfully request the SEC determine whether WhiteboX, Brigade, and Nomura held
approximately 49% of the bonds at the time of Aventine’s filing for protection, as stated by
Debtors counsel during the April 14 hearing, Or approximately 75% of the ponds as filed by
Debtors counsel in Case Docket 15.

| respectfully request the SEC investigate the actual date the Bond Exchange Offer was
rejected by holders of the genior Notes and the bond holdings of WhiteboX, Brigade, and
Nomura at that date.

Thank you for considering my requests t0 take into consideration the additional items listed
above before making further rulings and/or pronouncements in Aventine's case, and for
considering the additional requests 10 the court, the SEC, and the US Trustee contained in this
letter. :

A

Michael J. elsh, P.E., S.E.
300 W. Pershing Street
Morton, IL 61 550
309-266-5461

Copies to:

Mark S. Kenney, Esq.

Office of the United States Trustee
844 King Street, Room 2207
Lockbox #35

Wilmington, DE 19801

Mr. Alan Maza

U.S. Securities and Exchange Commission
3 World Financial Center

17th Floor

New York, NY 10281
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Roberta A. DeAngelis

Acting United States Trustee, Region 3
833 Chestnut Street

Suite 500

Philadelphia, PA 19107

U.S. Securities and Exchange Commission
Office of Investor Education and Advocacy
100 F Street, N.E.

Washington, DC 20549-0213

Executive Office for U.S. Trustees
Criminal Enforcement Unit

20 Massachusetts Avenue, NW
Washington, DC 20530
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