


ucts for the textile and paper
industries and varietal malted
barley for the brewing industry.
PENWEST is a March 1984 spin-
off from Univar Corporation of
Seattle. ,

nations of the Pacific Rim. Pro-
duction facilities are in Van-
couver, Washington, Pocatello,
Idaho and Los Angeles,
California.

PENWEST’s corporate head-
quarters are at 777 108th Ave-
nue NE, Suite 2390, Bellevue,
WA 98004. Telephone number
(206) 462-6000.
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ince its inception, PENWEST has aggressively pur-
sued the creation of maximum value growth for our
shareholders through long-term profit on invested
capital and the growth of that capital. This past year,
your management took steps to enhance our ability to realize
that goal. The principal components of our plan are:
= to sell substantially all the assets of our Great Western
Malting division, and;
® to reinvest the proceeds in higher-margin businesses which
more closely resemble the business profile of our Penford
Products division. Penford, which has accounted for sub-
stantially all of PENWESTs growth in recent years, is
the paper industry’s leading supplier of specialty chemical
starches for coatings and sizings.

As we go to press with this report, negotiations for the
sale of Great Western are going smoothly. We have received
bids from a number of parties for all three of the division’s
processing plants and hope to conclude a transaction some
time during the first few months of calendar 1989.

Options For Growth The management team now can
focus its full attention on the high-growth components of our
business, on the development of new products for the paper
and textile industries and on the acquisition of new businesses
that offer high growth potential.

We are reviewing a number of options.

The first is an accelerated new product development pro-
gram within our existing R & D capability at Penford. We
believe we can continue to lead the industry in innovative
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A Commitment .....c...

decades been the leader in its niche markets

. because it has placed product quality, inno-
vative solutions, on-time delivery and
customer service above all other values.

No competitor tries harder or succeeds
more often.

°
Penford regards its business as a partnership with customers—a
e I \ / 1‘ e partnership whose purpose is to help customers achieve a competitive
e edge through quality products and service.

The Penford marketing team includes the sales and marketing group, a customer technical service group
and a research and development organization. Each is a highly-motivated, customer-oriented unit with an
established track record. They also understand that the best solutions to customers’ problems are evolving
constantly. Half of what Penford will sell in five years is not yet on the market.

Although Penford makes and sells products to the textile, food, pharmaceutical and agricultural industries,
most of its sales are to the U.S. paper industry—an industry that has shown sustained growth for the past five
years. Penford serves all major American papermakers at more than 100 individual locations.

Each paper mill is different. Paper machines themselves are extremely complex, expensive “factories”
that can cost up to $500 million. They can produce a continuous web of paper 24 feet wide at speeds up to
4,000 feet per minute.

Yet each manufacturer’s process is unique, even when the aim is to produce finished paper products of
identical properties. Because Penford has special technical expertise to work within these differences, it has
retained leadership in two of its niche markets and is rapidly gaining market share in a third.

Penford’s traditional products for coated and uncoated freesheet include specially-modified ethylated
starches for “sizing,” to render the paper sheet more resistant to liquids, and coatings binders which provide
smoothness to paper surfaces for high-quality reproduction of images in both color and monochrome.

More recently Penford has made significant gains in cationic starch products for the “wet end” of paper-
making, for adding strength to paper fibers.

Penford’s products are used primarily by the makers of printing and writing papers, the fastest-growing
segment of the industry. These business papers include fine writing papers, office and computer papers,
and papers for printing catalogues, magazines, brochures, promotional inserts, books and annual
shareholder reports.

For coated papermakers, Penford offers special chemically-modified starches that enhance surface clarity,
improve printability on high-speed presses, add external strength and uniform opacity, and impart depth and
tone to color.

Improving these characteristics is a continuing challenge. The market is dynamic. Rising quality standards
by end-product users in the United States and abroad constantly test Penford’s capacity for technical service
and product innovation. Aggressive research and development efforts backed by a strong sales and customer
technical service team are essential for success.

As an example, Penford has developed a new application for Pencote? a top-end specialty starch for







coatings which has found a new market in the
groundwood specialty market—a market which pre-
viously used no starch products. Used in newsprint
and catalogues, Pencote answers a need for a sur-
face that is more readable, has better four-color ink
holdout, and has fewer loose wood fibers. Penford
anticipates a growing demand for this product from
advertisers as well as from photo editors. The com-
pany has applied for a patent to protect the process.

Penford expanded its specialty paper starch
lines to foreign markets during the year, to mills in
Mexico, Argentina, Japan and Scandinavia. The
division will continue to seek new customers in
non-U.S. markets in 1989.

Products for the Textile Industry

Penford is the leading producer of specialty ethy-
lated and oxidized starch products to the U.S. textile
industry, an industry which has suffered intense
competitive pressures from offshore producers.

Penford sells a line of 15 modified starch products
for warp sizing, which is a fiber bonding process
for yarn and finished fabric, and fabric sizing,
which provides body and stiffness to textiles,
especially cotton products like denim.

Like papermakers, textile producers demand
high-quality products and services. Penford R & D
personnel work closely with customers in the tex-
tile industry to develop new products for specific
applications. A recent example is Quickwash’' a
patented, proprietary Penford product used to size
cloth and yarn during manufacturing. It imparts
a pre-washed feel to fabrics like denim.

Agricultural Co-Products

Penford markets two categories of co-products.

The traditional co-products of corn wet milling
are germ, oil, gluten feed and gluten meal, most of
which are sold as animal feed at commodities
prices. These products provide a stable revenue
stream with modest profit margins.

Of much greater long-term potential to
PENWEST are value-added co-product derivatives
like Fast Break™ which Penford brought to market
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Newsprint

Newspaper
publishers and
advertisers
increasingly
demand newsprint
that is more read-
able and has better
four-color ink hold-
out. In response to
that demand, Pen-
ford developed an
entirely new market
in 1988 by introduc-
ing an existing
product to an indus-
try that previously
used no starch
products. A major
paper mill now
uses Pencote® to
create a better
printing surface for
newsprint. There is
avery large,
untapped market
for the product’s
use in this
application.

Textile

Textile-makers use
specially-modified
Penford starches
to bond fibers and
provide body and
stiffness to fabrics.
Penford, which

is the leading

U.S. supplier of
ethylated and
oxidized starches
for the domestic
textile industry,
develops and mar-
kets products for
specific appli-
cations. The
company’s most
recent brand,
Quickwash™,
imparts a pre-
washed feel to
fabrics like denim.
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Co-Products

Commercially-
cultivated mush-
rooms grow faster
and have better
yields when treated
with Fast Break®, a
Penford-developed
plant nutrient made
from corn co-products.
Value-added deriva-
tives like Fast Break
hold considerable
long-term potential
for PENWEST. They
carry higher margins
than commodity-type
by-products and
deliver measurable
results to customers.

Food and
Pharmaceuticals

Candy, tableted
medicines,
powdered drink
mixes and low-
calorie sweeteners
contain special
Penford products
that encapsulate fla-
vor or provide bulk
and shape. Food
and food-related
businesses are
logical extensions
of Penford’s basic
business, and
represent one

area of interest for
PENWEST’s acqui-
sition plans.




last year. Fast Break is a patented protein nutrition
supplement that accelerates the growing cycle and
yield of commercially-harvested mushrooms. Field
trials have been impressive, with dramatic bottom-
line results for growers.

Penford research and development teams are
exploring other value-added co-product oppor-
tunities that may have sales potential in agricultural,
food or pharmaceutical markets.

Food and Pharmaceuticals

Penford also produces premium specialty
products for the food, confectionery and pharma-
ceutical industries.

Soludex® is a compacted maltodextrin with two
uses: it is a bulking agent for powdered drink
mixes, coffee whiteners, bouillon cubes and arti-
ficial sweeteners, and it is used as a medium to
encapsulate flavor. Soludex flows well in high-speed
packaging, which makes it attractive to manufac-
turers, and disperses quickly in liquids, which
pleases consumers.

Cantab which has been a part of the product line
for a number of years and has a strong market posi-
tion, is a sugar product with some of the same
applications as Soludex. Because it compacts well, it
is used extensively by candymakers and the manu-
facturers of tableted medicines. Cantab also is
chosen for fruit and cereal dusting and as a bulking
agent for low-calorie sweeteners like Equal} a prod-
uct of The NutraSweet® Company. A major U.S.
confectioner has committed to using Cantab in a
new line of breath mints next year.

Although the brand has several competitors,
Penford believes that Cantab will hold its market
share because it flows better in high-speed pack-
aging, is more soluble than competitive products
and enjoys a reputation as having the highest quality
and consistency standards in the industry.

Penford regards food and food-related businesses
as logical extensions of its basic business and tech-
nology, and is reviewing possible acquisition
opportunities in these areas.
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Financial Review:
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Comparison of Fiscal 1988 to 1987 Results

Comparison of Fiscal 1987 to 1986 Results




Liquidity and Capital Resources




( onsolidated Balance Sheets

Assets
Current assets:

Property, plant and equipment:

Liabilities and shareholders’ equity
Current liabilities:

Shareholders’ equity:
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Earnings per common share and
common share equivalent:

Weighted average common shares
and equivalents:




Consolidated Statements of Cash Flows

Operating Activities:

Investing Activities:

Financing Activities:




Balances, September 1, 1985:

Balances, August 31, 1986:

Balances, August 31, 1987:

Balances, August 31, 1988:




/\"Ule;“\ to Consolidated Financial Statements

Note 4 Segment Information-Major Customer
Summary of Significant Accounting Policies

Consolidation

]Vole B

Cash and Equivalents Inventories

Property, Plant and Equipment

M)Ie €

Long-term Debt and Revolving Credit Agreement

Statement of Cash Flows

Income Taxes

Earnings Per Share
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Stock Options




NowE FASB No. 96
Income Taxes

Nole /3

Pension and Other Employee Benefits




N ote G

Shareholders’ Equity

Common Stock

Treasury Stock

Unissued Preferred Stock

Common Stock Purchase Rights

N ote H

Proposed Sale of Malting Assets




Note I

Quarterly Financial Data (Unaudited)

Report of Independent Auditors

Board of Directors and Shareholders
PENWEST, LTD.
Bellevue, Washington




Richard E. Engebrecht, President and
Chief Executive Officer VWR Cor-
poration; formerly President and
Chief Operating Officer, Executive
and Senior Vice President of

Univar; Director of Eldec Corpora-
tion, Univar, VWR and Puget Sound
Bancorp.

C. Calvert Knudsen, Vice Chairman
and Director, MacMillan Bloedel
Ltd.; Director of Safeco Insurance
Company, Rainier National Bank,
Cascade Corporation, Portland Gen-
eral Corporation, Security Pacific
Corporation, Security Pacific
National Bank.

William K. Street, President of The
Ostrom Company; Director of Univar

Corporation, VWR Corporation, and
HPS Biotechnologies.

Russell E. Hamachek, Retired Vice
President, Univar Corporation and
Retired President/Chief Executive
Officer, Great Western Malting Co.

Curtis P. Lindley, Chairman of the
Board, PENWEST; formerly Chief
Executive Officer, PENWEST, Exec-
utive and Senior Vice President of
Univar; Director of Univar Corpora-
tion and VWR Corporation.

James H. Wiborg, Chairman and
Chief Strategist of each Univar and
VWR; formerly Chairman and Chief
Executive Officer of Univar; Direc-
tor of VWR, Seafirst Corporation,
Seattle-First National Bank,
PACCAR, Inc., and Univar.

Tod R. Hamachek, President and
Chief Executive Officer of PEN-
WEST; formerly President of Great
Western Malting Co., and Senior
Vice President of Univar; Director
of Northwest Natural Gas Company,
and First Interstate Bank of Wash-
ington, N.A.

N. Stewart Rogers, Senior

Vice President-Finance of Univar
Corporation; Director of John Fluke
Manufacturing Company, Inc.,
VWR Corporation and U.S.
Bancorp.

F. Lowry Wyatt, Consultant and
Retired Senior Vice President,
Weyerhaeuser Company; Director of
AgriNorthwest, Inc., First Interstate
Bank of Washington, N.A., Ameri-
can Savings Bank, Univar and VWR.




Committees, Officers and Headquarters

Executive Committee Audit/Pension Committee

Officers and Management

PENWEST

PENFORD PRODUCTS Co.

GREAT WESTERN MALTING Co.

Compensation Committee
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Ueneral Information

Form 10-K Transfer Agent and Registrar

Legal Counsel Investor Relations Counsel

Auditors Annual Meeting

Stock Price Data
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777-108th Avenue NE
Suite 2390
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