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The Company PENWEST develops, man-
ufactures and markets specialty carbohy-
drate and synthetic polymer chemicals. The
company also produces and markets spec-
ialty food ingredients, agricultural nutrition
supplements and pharmaceutical excipient
products.

PENWEST’s principal source of revenue
is Penford Products Co., the paper industry’s
major supplier of specially modified starches.
Penford’s plants are in Cedar Rapids, lowa
and Idaho Falls, Idaho.

The company competes in the pharma-
ceutical excipients market through a wholly-
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owned subsidiary, Edward Mendell Co.,
which manufactures and distributes products
in North America and Europe. Mendell has
plants in the U.S. and Finland.

PENWEST FOODS Co. makes and mar-
kets specialty dextrose and dextrose-like
products, along with food-grade potato-
starch-based products and plant nutrition
supplements. PENWEST FOODS manufac-
tures its products in Cedar Rapids and
Richland, Washington.

PENWESTs corporate headquarters are at
777 108th Avenue NE, Suite 2390, Bellevue,
WA 98004-5193. Telephone (206) 462-6000.

“On The Cover” Completion of new dry-
ing capacity at PENWEST’s primary manu-
facturing facility in Cedar Rapids (inset
photo) caps a seven-year, $50 million capital
expansion program to serve increasing
across-the-board demand for the company’s
diverse products.

In addition to capital spending, PENWEST
also has made a significant commitment to
developing broad-based expertise in carbo-
hydrate chemistry. The “blueprint” on the
cover represents the basic building block of
the three carbohydrates from which the com-
pany develops a wide variety of products.

The fine printing papers in this annual report
have been treated with specialty starch products

developed and sold through PENWEST s
Penford Products Co.
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Five-Year
Summary

Book value per share Dollars

(Thousands of dollars except per share data)

Operating Data:

Net sales

Income from
continuing operations
Earnings per share from
continuing operations
Average shares
outstanding

Effective tax rate

Balance Sheet Data:
Investments
Long-term debt
Shareholders’ equity
Capital expenditures
Current assets
Current liabilities
Working capital
Total assets

Total liabilities

Gross margin Percentage

1991

$110,910
8,813
117

7,558,910
29.6%

28,815
31,550
60,120
14,006
52,086
17,674
34,412

121,464
61,344

Year Ended August 31

1990 1989 1988 1987
$91,998 $ 79,826 $65,819 $ 64,004
7,950 5,562 6,979 6,022
1.06 0.68 0.81 0.71
7,514,637 8,163,857 8,566,700 8,480,901
24.9% 29.6% 33.8% 45.2%

30,993 38,146
23,050 23,650 49456 39,747
51,103 49,637 35.729 27,667
13,537 %391 8,471 4,605
47,977 53,582 36,085 32,623
15,725 12,980 11,326 16,634
32,252 40,602 24,759 15,989
102,090 95,965 107,933 96,002
50,987 46,328 72,204 68,335

Interest-bearing debt to equity ratio

—
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An excellent year PENWEST had another
excellent year in 1991, with record sales and
earnings, significant reinvestment for future
growth and solid contributions to share-
holder value.

It was a year of very strong growth in the
core business, high returns from operating
capital, and the launch of some exciting new
business opportunities for the years ahead.

Earnings were $8.8 million, or $1.17 per
share, up 10 percent from $8 million and
$1.06 per share in fiscal 1990. Sales were
$111 million, up 21 percent from $92 million.

We achieved substantially all of our major
quantitative goals for PENWEST: an after-
tax return on operating capital of 18 to 25
percent, an after-tax return on capital expen-
ditures of 20 percent, growth in revenues
and operating income of 12 to 15 percent.

Strong earnings momentum continued
throughout the year, although the rate of in-
crease eased somewhat in the second half as
Penford Products Co., PENWEST’s core
business, reached full production capacity.
Construction of new capacity was begun last
year and completed in October, adding 30
percent to the company’s finishing capability.
Additional milling capacity will come on line
in February 1992.

Our company completed the year in
excellent financial health. We increased debt
slightly to finance an acquisition, but we also
increased shareholders’ equity. Debt was 53
percent of equity for the year, compared
with 54 and 49 percent in each of the last
two years. Our healthy cash position gives us
a wide range of options for financing future
growth through new product development,
acquisition or joint venture.

Significant realignment While we take sat-
isfaction from record financial performance
in 1991, our most important achievement
for the year is a significant realignment of the
company that will have a fundamental im-
pact on the shape and direction of PENWEST
in the years ahead.

The realignment includes the acquisition
of the Edward Mendell Co., a leading
producer and supplier of pharmaceutical
excipients (the non-active ingredients in
tableted and capsulized medicines and vita-
mins). Also included in the realignment is the
creation of PENWEST FOODS Co. as an in-
dependent division. PENWEST FOODS
draws on the company’s existing food ingre-
dients lines, but has been expanded and re-
shaped with new management and more
aggressive plans for sales and customer ser-
vice. Penford Products Co., our specialty chem-
icals business, continues as the paper indus-
try’s leading supplier of specialty chemical
starch products for coatings and sizings.

Like all strategic decisions at PENWEST, the
realignment reflects the company’s basic mis-
sion, which is spelled out in our certificate of
incorporation: create the maxi-
mum continuing rate of value
growth through long-
term profit on invested
capital and the
growth of that capital.

To serve the
mission, our company
formalized its broad
business objectives
through a statement we call our strategic
vision: to become a leading, innovative glo-
bal manufacturer and marketer of high

value-added natural polymers and relate

specialty chemical ingredients.

The mission statement describes our
destination, the strategic vision is O
route. The vehicle is PENWESTs
broad and growing competence a3
in carbohydrate chemistry — a :
competence that may be unique in :
American industry. &

Ilustrations elsewhere on these pages

visualize the expansion of our capability

in the core technology. This core, based on
the chemical modification of carbohydrate

molecules, is the technical centerpiece of

three distinct business units.

Each of the units, in turn, is @D’l&m

organized along market
lines, with dedicated

marketing, sales and customer technical
service capabilities for the paper, food and
pharmaceutical industries.

The net effect of the realignment is to lev-
erage our technology base more effectively
over our business units and into new mar-

kets for greater PENWEST growth overall. It

will enable us to strengthen our role as a
partner to customers by developing value-
added products that will answer real custo-
mer needs.

Six goals Our management group has
identified six qualitative goals that will guide
our strategic decisions for the next five-year
period. We believe that achieving these goals
will produce the quantitative results for
shareholders we identified earlier in this
letter.

B We will exceed customer expectations
in all markets served Customers remain at
the center of our focus as we grow the busi-
ness. Customer satisfaction has been central
to the success of Penford Products and will
be the key to growth at Mendell and
PENWEST FOODS Co.

In 1991 our company, once again, scored
measurable gains in customer satisfaction.
enford was rated the best overall company
ey among starch suppliers and also
” v excelled in the ranking for
; \ quality service. Results

/A like these are essential
‘ ‘ to our long-term
, success, because

only through a high
level of customer
satisfaction can




we deliver results to shareholders. We will
continue the dialogue with customers and
become even more responsive to their needs.
By 1993, for example, Penford expects to be
fully certified as a supplier under ISO 9000, a
new international quality standard which,
among other things, enables our customers
to become an interactive partner with our
own quality control staff. Both Mendell and
PENWEST FOODS have aggressive internal
goals for improving customer satisfaction
and will adopt the ISO 9000 standard.
PENWEST will successfully diversify
to reduce dependence on a single geo-
graphical or industry segment The acqui-
sition of Mendell and the reorganization of
PENWEST FOODS Co. comprise a strong
foundation for diversifying our business.
Mendell, with an active presence in Europe
as well as North America, is the world’s only
company devoted exclusively to the produc-
tion and sale of excipients. The company
competes in the $175 million high-value-
added segment of the excipient market. In
the fall of 1991 the company broke ground
in Cedar Rapids for an $8 million manu-
facturing plant that will expand the business,
substantially increasing our capacity to
supply microcrystalline cellulose (MCC) to
the North American pharmaceutical in-
dustry.

PENWEST FOODS Co. is an extension
of and a refocus on a growing existing busi-
ness. To manage the growth of that business
we recruited John M. Darcy as president of
PENWEST FOODS Co. and vice president
of PENWEST. John previously was presi-
dent and chief operating officer of Avis

Enterprises, a private investment
group, and also served in
senior management positions with
the Carnation Company

and the Pillsbury Company.

The acquisition of Mendell

and the reorganization of

our specialty food ingre-

dients business is a

natural evolution of our strategic
7" planning process. While our com-
pany has been able to grow at a very strong
rate despite sharp fluctuations in the fortunes
of the North American paper industry —
our principal customer — we recognize that

our basic expertise in carbohydrate

chemistry offers market oppor-
tunities beyond that industry.
Mendell’s growth has been

H

in double digits for the past five years, and
we expect favorable basic trends in its indus-
try to continue. Aging populations in North
America and Europe almost certainly will
translate into continuing growth in pharma-
ceuticals, but there are other trends at work
that also support optimism for this business.

We see a sharp increase in the use of con-
trolled release chemistry for pharmaceuticals
at a time when we have introduced a state-
of-the-art process for a controlled release
excipient.

There is a growing worldwide effort to
contain escalating medical costs of all kinds.
In the pharmaceutical industry those efforts
suggest, in part, a larger role for generic
drugs. The trend suggests a continuing
source of growth business for the company.

Our food ingredients business also should
benefit from some basic trends. It seems
apparent that consumers will continue to
reduce their calorie intake and seek products
that are more fresh and natural. The acqui-
sition last year of our food-grade potato

Carbohydrate chemistry is the technical
base for PENWEST three business units.
Carbohydrate molecules are both similar
to and different from one another depend-
ing on the raw material from which they
originate.

Illustrations and represent
starch molecules from corn and potatos,
respectively. They are identical structurally,
except that the potato starch molecule
contains occasional phosphate groups
(upper right in illustration C).

[llustration [g8f in the center represents
cellulose, a carbohydrate which is different
chemically from the other two in the direc-
tion its atoms are linked.

Carbohydrates are organic compounds
composed of carbon (black circles), hydro-
gen (orange) and oxygen (red) atoms.

While the basic building blocks are the
same in each of the three illustrations,
PENWEST scientists make a wide variety
of products from the raw materials
themselves — chemical starches for coated
papers, controlled-release components for
sophisticated medicines, dextrose products
for candies and pastries, potato starches for
gravies and sauces.

PENWEST’s expertise in and commit-
ment to carbohydrate technology is a
major point of difference between the
company and its competitors.

starch business has opened a window of
opportunity for the development of products
that fit these criteria. Consumer desire for
greater convenience in packaged food prod-
ucts also should bolster potato starch sales
because they are more suitable than corn
starches for microwave applications.

In a generally stronger commitment to

“eat right,” consumers are paying closer
attention to food labels, seeking fewer arti-
ficial ingredients and more natural foods.
PENWEST food products are natural. As
the 1990s unfold, we anticipate increasing
pressure on food producers to bring new
consumer products to market quickly in
order to remain competitive. Because our
R & D efforts are market-driven, we expect
to be a valuable, fast-response supplier of
carbohydrate-based specialty products to
food producers.
PENWEST will seek a leadership po-
sition in the markets it serves The new
organization, serving quite different and
specialized customer groups, will draw its
technical development from a common
source. PENWEST is well established among
the leaders in carbohydrate chemistry — par-
ticularly in understanding how carbohydrate
molecules work, and how they can be
modified to produce new products or appli-
cations that can help our customers. We are
clearly the technical leader in carbohydrate
chemistry for the paper industry. The acqui-
sition of Mendell presents an opportunity for
such leadership in excipients, and we have
demonstrated an ability to innovate in
specialized products for food ingredients

Leadership in technology '
must translate into sales
growth, and the core business
in particular demonstrated that
translation. > :
Demand for
PENWEST




strong throughout the year and across the
board. The core business grew at 22 percent
despite recession-related sales declines in
coated and uncoated freesheet papers, our
principal markets. Specialty starches grew at
a 16 percent annualized rate for the last five
years and at 25 percent last year. For the
final six months of the fiscal year we were
essentially sold out, with key products on
allocation. While we anticipate double-digit
growth to continue into 1992, we would not
expect to sustain the rates of the past two
years.

Penford Gums, our hydroxyethylated
starches, were the product lines with the
strongest growth profile in 1992, but other
PENWEST products also enjoyed increasing
demand. Dollar sales of the company’s food-
grade potato starches gained 196 percent
from the previous year. Specialty corn-sugar-
based food products were up 23 percent.
Our company will achieve growth
with value-added products through suc-
cessful new product and business oppor-
tunities New product development receives
a high priority at PENWEST and in each of
its three business units. In 1991 Penford
launched PENGLOSS’, a unique coating
binder product that we expect to add signifi-
cantly to sales and earnings within the next
five years. The depressed state of the paper
industry during the year was not an ideal
environment for an innovative new product,
however, and while PENGEOSS technology
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was validated through dozens of
real-world mill trials and pro-

E duction runs, we expect its sales poten-
tial to be more fully realized as the industry

recovers in 1992 and beyond. PENGLOSS is
significant as a new product, but its larger
significance rests on the new technology it
represents. PENGLOSS is distinctively
different from starch or latex for coatings,
and almost certainly will have broad applica-
tions beyond the coated paper segment of
the industry.

Penford Products continues its new prod-
uct development efforts, and will have
several ready for production testing during
the new fiscal year. Both the foods and the
excipients groups also have new projects in
the works, some of which are discussed else-
where in this report.

In addition to growth opportunities
through value-added new products,
PENWEST evaluates, on a continuing basis,
joint ventures with other companies and
additional acquisitions in industries related to
ours. We recognize that internal growth is
only one of several ways of leveraging our
assets.

In making a full commitment to the devel-
opment of new opportunities and products,
we recognize that the business climate for
each of our profit centers is characterized by
change. Indeed, our business strategies are
based on the idea that PENWEST will be an
active participant in changing markets, and
in bringing improved technology and new
products to our customers as quickly as
possible. PENWEST welcomes change as a
challenge and as a source of future growth.

Despite fluctuating demand and periodic
recession in the paper industry, several major
changing trends in that industry auger well
for PENWEST. Indeed, the company
already has been the beneficiary of a funda-
mental focus by papermakers on improving
paper quality. Emphasis on quality products
has been driven both by increased customer
demand and by tougher global competition,
especially from European papermakers.
Specialty chemical products from Penford
Products Co. help paper manufacturers
improve the quality of coated and uncoated
freesheet papers, and also deliver measurable
gains in productivity.

North American freesheet papermakers
are shifting from acid- to alkaline-based
papers. Alkaline papers use less fiber, release
fewer effluents and therefore require more
chemical and mineral supplements.

Recycling is another basic trend that is
good news for PENWEST. While paper
recycling in Europe is somewhat more ad-

vanced than in North America (Germany
recycles 70 percent of its newsprint), virtually
all American mills recycle some paper, and
we estimate that as much as 50 percent of all
papermaking fibers will be from recycled
sources by 1995. There has been a direct
relationship between the increase in sales of
our ethylated specialty starches and the trend
to greater reuse of fiber resources. Recycling
— at least in North America — reflects
environmental concern about solid waste
disposal. The fiber itself remains plentiful
and renewable.

So, while our basic markets — coated and
uncoated freesheet papers — may show only
modest growth in the 1990s, we anticipate
the continuation of double-digit growth in
specialty chemicals for papermaking,

To accommodate that growth we added

significant plant capacity during 1991, as
part of a continuing reinvestment in the core
business. Our main plant, in Cedar Rapids,
Towa, has been expanded by 100 percent
since 1984. We’ve doubled capacity at the
industrial potato starch plant in Idaho Falls,
Idaho, while production in the food-grade
potato-starch plant in Richland, Wash- ~~_
ington, is up threefold in the past
year alone. The MCC plant now
under construction will f
complement our MCC plant
in Europe and pave the y
way for our expanding role
in the North American
excipients market, as well
as freeing capacity for further
growth in Europe.
We will maximize technology transfer
across business units To obtain the best
return on our technological capital, we have
established internal methods of technology
sharing.

At the corporate level, we havean R & D _
planning committee, which I chair, that < )

includes PENWEST’s chief innovation
officer and the presidents and R & D
heads of each business unit. The purpose of
this committee is to plan and manage PEN- K
WEST’s technical development. Members of

the committee will be aware of the technical
developments of each business unit and
consider its developing applications for their
respective markets. It is through this com-
mittee, for example, that we are ex-

ploring further applications of micro- @Lﬁ.@@
crystalline cellulose in pharma- '
ceuticals and foods products.




Each business unit has its own R & D

steering committee. These divisional commit-
tees are chaired by the divisional president
and include R & D, manufacturing, sales
and marketing. The purpose of the R & D
steering committees is to explore, evaluate
and direct developments and business oppor-
tunities that arise within each business unit
and its marketplace. The focus of these
efforts is to produce value-added products
and services for customers.
We will encourage an innovative cul-
ture To fuel our growth, we have attracted
high-caliber professionals from a number of
other industries and have promoted many
from within. We realize that to fully tap the
broad array of talent available to us, we
must create and sustain an environment
congenial to innovation and creativity. While
such an environment will be especially pro-
ductive for R & D, we seek and encourage
innovation from all corners of our company,
including manufacturing, marketing, sales,
human relations, customer services and
others.

As an example, in May 1991 PENWEST
signed* a new, three-year joint accord with
the Grain Millers Local 100, which repre-
sents 166 of the company’s 370 em-
4 ployees, after using a resolu-

/ ” tion process that broke new
’ “yground in labor-man-
-g" ¥ agement rela-

Y » tions. The pro-

cess included a

completely open

.

everything was on the table, rather than the
more conventional environment of present-
ing mutual demands. The participative
sessions resulted in a “joint accord” three
months ahead of the expiration of the old
agreement, and under terms beneficial to
both sides.

The spirit of innovation we hope to foster
at the company is well represented by
Kenneth W. Kirby who retired this year as
chairman and technical director of Penford
Products Co. During a distinguished 31-year
career with our company, Ken has been a
key influence in new product development
and in the technical excellence which has
characterized our research. We have all bene-
fitted from his wide-ranging expertise and
creativity and are delighted that he has
agreed to be available to PENWEST as a
consultant.

We also are indebted to Russell E. Hama-
chek and F. Lowry Wyatt who retired as
directors of the company in 1991. Both had
served on the board since PENWEST’s spin-
off in 1984, and each played a key role in
shaping our company’s mission and direc-
tion. They are succeeded by David R. Hinson,
chairman and chief executive officer of
Midway Airlines, and Harry Mullikin,
chairman emeritus of Westin Hotels and
Resorts.

The new directors continue a tradition at
PENWEST. Except for the chief executive,
PENWEST’s board is comprised exclusively
of outside directors, including its chairman.
We believe this structure provides the max-
. imum oversight flexibility for the board
; as it acts to promote shareholders’

interests.
Environmental manage-
ment As a manufacturer
\ and as a good corporate
\citizen of several communities,
PENWEST is fully aware
of its obligation to have a
positive influence on the
environment. Respon-
sibility for environmental
management and control
— begins at the board level, and
_ includes my participation as
well as that of other key
members of management.
Everyone at PENWEST

mental practice is a
top priority. During the

: :
\ %O V4 / knows that sound environ-
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year we adopted a new policy and proce-
dures manual to help our employees adhere
to our strict environmental standards and
take corrective action when it may be nec-
essary.

PENWEST ownership While board mem-
bers are external to the PENWEST organi-
zation, they have a direct interest, along with
management, in the financial performance of
the company. Directors and management,
directly and indirectly, own 18 percent of
PENWEST’s common stock outstanding.
PENWEST employees also are shareholders
through a 401(k) savings plan and through
profit sharing. These owners have increased
their holdings of PENWEST stock in recent
years.

Exciting prospects Well before we closed
the books on fiscal 1991, the PENWEST
management group was focusing its re-
sources on 1992 and beyond. We are very
excited about our developing business
groups and prospects for growth. We have a
solid technology base, with an innovative,
market-driven research and development
capability. From a common technology we
are shaping three business units, each with its
own customer base and marketing organ-
ization. We have made substantial reinvest-
ments in new product development, manu-
facturing capacity and customer service. We
have the internal resources to finance further
growth, either through expanding existing
operations or by acquisitions.

In addition to PENWEST’s tangible
assets, our management group brings to our
efforts a consuming commitment to excel at
all we do — and to win in our competitive
struggles in the marketplace. We have a first-
rate, motivated team with a shared passion
to be the best in products and service to cus-
tomers. Our decisions are based on a de-
tailed operating plan which is constantly
renewed. Management compensation is tied
to results. Our business base, our people and
our plan make us confident of achieving
some very ambitious growth goals in the
years ahead.

Finally, we remain absolutely committed

to building long-term value for our share-
holders.

Tod R. Hamachek
President and Chief Executive Officer

December 3, 1991




Tom Reed, President

and General
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Specialty Chemicals " renord

Products

for Paper Co.

Growth in the core business Penford Prod-
ucts Co., which manufactures and sells high-
value specialty carbohydrate-based chemicals
to papermakers, had its best year ever. Sales
of core products were up 22 percent and the
division recorded significant across-the-
board gains in market share.

Penford sold more high-margin specialty
starches in 1991 than total starch volume
just five years ago.

Growth at Penford has been a direct re-
flection of a higher level of specialty products
and services offered to customers in recent
years. Penford specialty products contribute
measurably to paper quality and produc-
tivity. Penford’s success is a reflection
of the total value

of its products and services to customers.

Penford’s customers include all major
North American paper manufacturers, with
more than 100 plant locations. The com-
pany’s products are used by the makers of
uncoated freesheet papers for “sizing,” a
process which renders paper resistant to
liquids and imparts smoothness to paper
surfaces for high-quality printed images.
These products also are used as binders in
premium coated freesheet grades and in
coated groundwood magazine papers.

Other products include cationic corn and
potato starches for the “wet end” of paper-
making, for adding strength to paper fibers.

Although total industry production of
coated and uncoated freesheet papers de-
clined during 1991 as a result of the reces-
sion, Penford continued to show very strong
growth, both in total volume and in market
share. High demand reflects the industry’s
increased awareness of the value of Penford’s
specialty products and their fit with our cus-
tomers’ needs.

The shift to the alkaline process has con-
tinued to benefit Penford. Industry estimates
for 1991 are that
about 65 per-
cent of

uncoated freesheet papers are alkaline based,
and that the percentage could reach 90 in
four years. One of the driving forces behind
this change is the cost of fiber. The alkaline
papermaking process permits replacement of
some wood fiber with less expensive pigment
and therefore is more cost effective as fiber
costs increase. Penford is the industry’s best
technical resource for starches and binders as
papermakers convert to the alkaline process.
Penford’s people offer customers more
than just products and services. Employees at
all levels know that genuine value to
customers includes innovative solutions to
problems, fast-response consulting services
and leadership in new ideas. Penford people
are flexible within their job descriptions,
recognizing that business opportunities often
cut across lines of responsibility. The com-
pany’s goal in developing people is to pre-
serve entrepreneurial initiative in the organi-
zation.
PENGLOSS In the first quarter Penford
brought PENGLOSS to market, a revolu-
tionary coating binder which replaces latex
in many papermaking applications. PEN-
GLOSS was successful in mill trials and
production runs throughout North America
during the year, and produced excellent
results in European trials in the fourth
quarter.
PENGLOSS offers impor-
tant advantages to both
papermakers and
printers. In light-
weight coated
papers, the
product



improves smoothness, brightness and opac-
ity. It has demonstrated a unique ability to
hold out ink, which improves ink gloss.
PENGLOSS improves paper stiffness when
it replaces latex, a particularly important
consideration as the use of recycled fiber in-
creases. It also enhances porosity, which
affects the way in which printed papers
receive inked images. Dot fidelity can
be improved through PENGLOSS. In offset
printing, a dot with good fidelity shows a
clean, circular edge with a solid, uniform film
of ink on the surface. To the reader, good
dot fidelity means a sharp, clear image with
good definition. PENGLOSS — and PEN-
GLOSS technology — will continue to con-
tribute importantly to Penford’s ability to
serve customers.
Earning good marks from our customers
Through independently conducted research,
Penford maintains a close watch on how its
products and services rate with customers. In
1991, a major report — supplementing base-
line studies conducted in 1985 and 1988 —
concluded that the company is regarded by
customers as “the best overall” starch sup-
plier to the paper industry, that Penford
excels in the quality of its service, and that an
increasing percentage of customers ranks the
company’s modified, ethylated and cationic
starches as “excellent.” The company signifi-
cantly outscored its competitors in all major
categories of customer evaluation, validating
a five-year-long concentrated effort to im-
prove product quality and customer service.
The customer survey also confirmed that
Penford’s unique expertise in starch carbo-
hydrate technology is widely recognized in
the industry.
Plant expansions A new dryer and treating
capacity which came on line in October
1991 and new grind capacity being com-
pleted in February 1992 will increase capa-
city at the company’s production facility in
Cedar Rapids, Iowa, by 30 percent, effec-
tively doubling capacity since 1984.
This expanded capacity represents
an investment of $50 million
in the last seven years to
serve growing sales of
Penford’s products,
including PEN-
GLOSS, and in
anticipation of a
continuing strong de-

mand in the years ahead.

At each expansion stage, the board
weighed the capital requirements against the
probable return to shareholders. Capital
expenditures generally must offer a 25 per-
cent pre-tax return before they are approved
by the board. While earnings short-term
reflect relatively heavy capital expenditures in
recent years, longer-term returns should be
consistent with the 25 percent standard. Of
particular interest to shareholders is the com-
pany’s ability to generate excellent growth in
earnings while at the same time funding,
mostly from internal sources, the plant and
equipment that will generate profits well into
the next century.

Paper recycling Public sentiment for re-
cycling materials of all kinds, including
paper, will accelerate in the years ahead,
producing challenges and opportunities for
Penford Products Co. While our customers
in the paper industry hold varying views on
how pervasive paper recycling will become
in North America, it appears likely the envi-
ronmental movement here and in Europe,
together with changing value systems among
younger generations for whom conservation
is the norm, will help provide the economic
incentives to make recycling viable. We esti-
mate that within two to three years as much
as 50 percent of all papermaking fibers will
be from recycled sources. Penford’s ethylated
starches play a positive role in recycling.
They form an excellent film on fine papers,

Penford’s specialty starches are found in
most coated and uncoated freesheet
papers sold in North America. Penford
is the industry leader in starch-based
specialty chemicals for coatings and siz-
ings, and also supplies specialty cationic
starches for “wet-end” strength in paper.

A4 Penford Products Co.

making the sheet stronger, stiffer and more
printable with less fiber. PENGLOSS,
because of better stiffness than latex, offers
the paper maker an opportunity to use high-
er percentages of recycled fiber while main-
taining the stiffness of virgin fiber sheet.
Penford’s strengths Penford Products Co.
is unique in its knowledge of starch carbo-
hydrate chemistry and its ability to transfer
into production the new applications and
products which grow from that chemistry.
This core competence — combined with a
strong sense of team purpose and strategic
vision — will make Penford an even stronger
competitor in the years ahead.

The company enthusiastically supports an
internal culture of change in which inno-
vation is encouraged and rewarded. Man-
agement compensation is tied to profitability
and the development of commercially
saleable products. While the paper industry
is, In many respects, traditional in its out-
look, its needs are dynamic. Change is inev-
itable — and Penford, inevitably, will be a
partner to some of those changes.

The company’s high-quality products,
combined with a dedicated customer service
team, have excellent credibility among custo-
mers. Penford has a dominant share of mar-
ket in its niche and may well expand on that
leadership.

The development and successful launch of
PENGLOSS creates significant new opportu-
nities — as a new product with incremental
sales potential as well as a technological base
from which other profitable products might
evolve.

Penford’s core business is strong and
growing. The company has ambitious but
realistic plans for additional growth in the
years ahead.

Chemically modified specialty starches
from Penford help improve quality
and productivity at major paper
manufacturers throughout

North America.



John Blanco, President and

General Manager,

. Edward
Pharmaceutical Mendell

Excipients ¥
Excipients: A new growth business The
acquisition of the Edward Mendell Co. in
March 1991 has opened exciting new business
opportunities for PENWEST.

Mendell is a manufacturer and supplier of
pharmaceutical excipient products, the non-
active ingredients in tablet and capsule pre-
scription pharmaceuticals, over-the-counter
drugs and vitamins. Mendell’s mission is to
be a leading worldwide developer and mar-
keter of these and other related products.

The company is well established and
highly respected in the industry, with a
strong customer base and good long-term
relationships with major drug companies.

Mendell has offered widely recognized
trademarks and quality products in North
America and Europe for 40 years, and has
distributed Penford products for some 20
years. Mendell brands like Emcocel,
Explotab, Emcompress’ and Emdex are
among the leading excipients in North
America and Europe. The company’s
presence in these markets offers access to
regions which account for about half of world
pharmaceutical sales.

Growth in the core business has been
good, and the company also is developing
some very promising new products that will
come on line within a year or two. PENWEST
supports the growth of this new business
through an expanded technology base and
additional capital investment.

Mendell’s core products include binders,

A new, $8 million plant to produce microcrystalline
cellulose will strengthen Mendell’s ability to
compete in the excipients market in

North America and Europe. The

plant should be completed

in the fall of 1992.

Mendell manufactures and markets a
variety of excipients for prescription and
over-the-counter tablets and capsules.
The products include many pharma-
ceutical industry standards, including
microcrystalline cellulose, which provide
bulk, shape, disintegration properties
and controlled release for orally admin-
istered medicines and vitamins.

ANMENDELL

lubricants, fillers and disintegrants. As the
terms imply, the products provide bulk for
concentrated medicines, ease of manufacture,
product integrity, and disintegration and
release of the drug in the body.

The company markets 14 excip-
ient products, some made to Mendell
specifications by suppliers, and others
manufactured at the company’s plants
in Nastola, Finland, and Patterson,
New York. Mendell in recent years has
focused on developing branded, proprietary
products that can be produced in-house.
Today, about 40 percent of Mendell’s total vol-
ume Is proprietary.
New controlled release products A num-
ber of new products now in
development offer growth
opportunities for
the company,
especially a con-
trolled release
technology,
TIMERx ,
introduced in
1991. This pat-
ented technology,
developed over five
years, will compete in the rapidly emerging
worldwide commercial market for orally
administered medicines. It affords the drug
manufacturer an economical means of
developing a once-a-day product, where

current products require continual
administration several times a
day. Mendell markets the
product directly to pharma-
ceutical companies through
licensing agreements. TIMERx
should hold particular
appeal for the makers of
many prescription medicines that
will lose patent protection in
1992 and beyond. In many
of those cases the patent can
be extended by reformu-
lating the drug into a con-
trolled release product.
Expanding MCC
production In June
of 1991 the board authorized a
significant expansion in pro-
duction capacity for Men-
dell’s microcrystalline cellu-
lose (MCC) business. MCC
is the industry’s most
widely accepted excipient,
and finds broad applica-
tion as a tableting aid. The
new $8 million MCC plant is

ua

under construction in Cedar Rapids with
commercial production expected by the

summer of 1992. Together with: che Mendell ‘

plant in Finland, this re
additional source of sup- ‘
ply is expected to be wel-

i

ducing the overall costs

comed by the pharma-
ceutical industry and will
improve the company’s po-
sition as a valuable supplier of
high-quality MCC in North America

and Europe.
Rising costs of health care Growing world-
wide concern over health care costs at all
levels offers opportunities for Mendell. In the
pharmaceutical industry, the concern most
probably will translate into a more spirited
competitive environment in which Mendell
can gain some market share from larger

COMPpetitors.

Becoming more valuable to customers
Satisfying customer requirements is at the
core of Mendell’s strategy. Mendell is de-
veloping a systematic method for sharing
with customers statistical data on the
manufacturing process for each of its
products. The data, both historic and spe-

cific by lot, will certify that finished

products fall within ( »
strict parameters, re- % i

of quality control testing by customers.
Additional investment in Mendell PEN-
WEST will invest in Mendell’s growth
through the development of technology as
well as through plant and equipment.
Carbohydrate chemistry is the common
denominator between Mendell and Penford,
and PENWEST’s research scientists will
share project work with Mendell on a num-
ber of commercially promising projects.
Mendell also will bolster its marketing
staff and add production management
people.
A pivotal year 1992 is a pivotal year for
Mendell. The subsidiary expects to grow
revenues well in excess of industry averages
short term as well as long term, and much of
the foundation for that growth will be laid in
the coming year. Mendell will grow by ex-

~—panding market share and increasing pro-

ction in its core business, developing new
excipient products keyed to
customer demand, and

by acquiring busi-

| nesses closely related to
& : ) the core business.
: " # ~ The synergy between

' _Mendell and PENWEST
'~ offers shareholders a number
k /of continuing opportunities
\'”\'“fZ)r long-term growth and
diversity in a dynamic world-

wide market.




John Darcy, President and
General Manager,
PENWEST

FOODS

Co.

Food
Products

PENWEST FOODS Co. is a small but grow-
ing business leveraging core technologies in
carbohydrates and proteins to achieve excep-
tional growth. PENWEST FOODS is ded-
icated to addressing customer needs through
manufacturing and marketing high value-
added and proprietary specialty products.
Strong markets Currently, PENWEST
FOODS serves two distinct markets with
products which have received strong cus-
tomer acceptance. Each product offers dis-
tinct formulation or processing advantages.
Within the food additives market, which
is projected to grow from $5.5 billion to $7
billion by 1995, PENWEST FOODS Co.
product lines include specialty corn-sugar-
based bulking and processing aids and potato-
starch-based food ingredients. PENWEST

10

FOODS intends to increase
its share of this diverse market by
broadening the existing business base
and by focusing on new products for special
applications.

Importantly, the base business has already
demonstrated encouraging growth.
High product acceptance The dextrose
(corn sugar) product lines were up 30 percent
in volume for the year. The growth was led
by CarriDex, a new product introduced in
1990, which was very well received by major
food companies. CarriDex is used as a bulk-
ing agent for low-calorie sweeteners, like
those sold to consumers in packets. Confec-
tioners use the product for soft
candies, while meat process-
ors use it for curing,

CarriDex dissolves
quickly in fluids and
is ideal for powder-
ed drink mixes,
diet meals,
candy, fruit
coatings and
powdered low-
calorie sugar
substitutes. Carri-
Dex flows evenly
and rapidly on the
manufacturing line, mak-
ing it especially suitable for
automated plants where speed
and lower “sugar dusting” are important char-
acteristics.

CarriDex fits with consumers’ grow-

PENWEST FOODS products are used

in a wide range of consumer foods, from-""%

pastries and candies to gravies and '}
sauces. The division, which develops

and markets specialty products from 4§

corn sugars and potato starches, is
targeted for significant growth.

A Fenwest Foods Co.

ing awareness of and higher demand for nat-

simply as “dextrose” on con-

sumer-food labels, and

requires no additives. Some

competing products, on the other hand,

need to be used with adjuncts like magne-

sium stearate, silica, silicates or tricalcium

phosphate — and these chemicals must be

disclosed on the label. While this may be

more semantic than substantive to scientists,

food producers attach a great deal of weight
to label content issues.

PENWEST FOODS Co. also produces and
markets Cantab, a 95 percent dextrose equiv-
alent brand that is the premier sugar
product for applications
such as fruit dusting,
candies, and consu-
mer packaging tab-
lets. Sales of the
division’s food-

grade potato
starch products

‘ ural ingredients. CarriDex is identified

tripled in 1991, the first full year of compe-
tition in the food starch market. PENWEST
FOODS Co. produces and markets eight
products under the PenPlus trademark. These
products provide texture to a wide variety of
consumer products like sauces, soup, gravy,
pudding, pie filling and cookies. Two new
starches were introduced during the year,
and have found initial acceptance in the
frozen food and extruded snacks markets.
The PENWEST FOODS Co. production
facility is the only U.S. source of modified
pregelatinized food-grade potato starches.
Plant production capacity is sufficient to sup-
ply substantial sales increases of both sugar
and starch lines without an
additional commitment
of capital.

0
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Plant nutrition products In 1991 PEN-
WEST FOODS Co. also successfully com-
peted in the plant nutritional supplement
market. Fast Break™ and Fast Break Plus” are
uniquely formulated nutrients marketed to
the commercially harvested mushroom
industry. These products work by encapsu-
lating protein within a starch carrier, pro-
ducing a “time release” effect. When Fast
Break is added to the growing medium, the
starch acts to control the release of the intern-
al protein. Mushroom production yields
noticeably improve.

Introduced three years ago, Fast Break has
captured a significant share of its potential
market. PENWEST FOODS Co.
anticipates additional volume

growth and market share
gains in the future.
New products to fuel
growth New prod-
uct development is key
to PENWEST

FOODS' plans for
future growth. In
November, PEN-
WEST was granted a
U.S. patent for a
low-cal-

orie bulk-

ing agent that replaces sugar
and other sweeteners in a variety
of consumer foods. The product
offers significantly fewer calories than
conventional products now being used by
consumers. PENWEST is at the early

H CH. /
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stages of reviewing opportunities for com-
mercializing this product.

As consumers increasingly turn away
from fatty foods, the market for fat replacers
will expand. There may be market niche
opportunities for PENWEST as this trend
accelerates.

To fully exploit the food division’s oppor-
tunities for growth, the sales force and tech-
nical service areas were expanded during
1991, and there was greater emphasis on the
development of key accounts. These activities
will accelerate in 1992.

At the top of the agenda for the new year
is continued high growth in overall food
division volume both internally and through
potential acquisitions, vigorous new product
development, and improvements in customer
Service.

Reorganization In recognition of this com-
mitment, PENWEST FOODS Co. was reor-
ganized during the year. John M. Darcy
came aboard as president and general man-
ager with overall profit responsibility for this
growing business. He brings a wealth of
management experience to PENWEST,
including senior level positions at the Car-
nation Company, where he was vice presi-
dent and group general manager account-
able for three divisions. Previously, he held
increasingly responsible positions in mar-
keting management at the Pillsbury Com-
pany and at International Playtex. Recently,
he has been a consultant to various com-
panies, and was president of Avis Enter-
prises, a diversified private investment group.

{1 |



PENWEST

Products Directory

Specialty Chemicals

. for Paper

Penford Gums

200, 220, 230, 240, 250, 260,
270, 280, 290, 295, 300, 330,

360, 380; Pencote, Pensprae
3800, Pensurf

PENGLOSS
110, 115

Apollo

500, 600, 600-A, 700

Apollo
4250, 4260, 4280

Astro Gums
3010, 3020

Astrocote 75

Polaris Gums
HV, MV, LV

Astro X
50, 100, 101, 200

Astro Gum 21

Calender Size 2283

Douglas-Cooker
3006, 3007, 3012-T, 3018,
3019, 3040

Clearsol Gums
7,8,9,10

Douglas-Enzyme
3622, E-3610, E-3615, 3022,
3023, 3024, E, EC

Crown Thin Boiling
X-10, X-18, XD, XF, XH,
XJ, XL, XN, XP, XR

AL

FE

Hydroxyethyl ether derivatized corn starches
— clear, strong, flexible, water-holding films —
uniform viscosity — high gloss and ink

holdout

Starch/latex copolymer — ready-to-use at
coater

Cationic corn starches — increases retention
and strength — alkaline size emulsion
stabilizer

Cationic corn starch — superior surface sizing
— increases strength — reduces effluent from

scrap paper

Carboxymethylated corn starches — specialty
starches for use with PVA

Highly modified specialty potato starch —
high solids, low viscosity for specialty papers

Hydroxyethyl ether derivatized potato
starches — very clear, strong, flexible water-
holding films — uniform viscosity — excellent
gloss and ink holdout

Cationic potato starches — increases strength
and retention — alkaline size emulsion

stablizer

Anionic corn starch — increases strength —
high alum systems

Oxidized corn starch containing lubricant
High shear cooker corn starches — lightly
oxidized — strong films, stable viscosity

High oxidized corn starches — clear, strong,

flexible films — stable viscosity

Full line enzyme converting corn starches —
both slight modification and unmodified —
cost-effective in-house conversion

Acid modified corn starches — improve sur-

face size and bonding

Pharmaceutical

Excipients

Emcocel
Microcrystalline Cellulose,
NF/BP

Emcompress
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