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To our Sharecholders:

Revenues rebounded in Fiscal 2002 by 48% over the low point of the prior year, reversing two years of decline. However, the
increase in revenues failed to deliver a profitable vear. in part as our strategic capital and organizational investments of the
past few years have resulted in a higher fixed cost structure, especially in depreciation and human resources. While painful
in the short run, we believe these investments bolster our parallel efforts in technology and business development and prepare
us well for long-term success in a dvnamic global industry environment. Key projects that contributed to our revenue growth

in Fiscal 2002 have continued to progress well, and represent most of our $6.2 million order backlog as we head into Fiscal
2003. We remain solid financially, with a comfortable cash position and a healthy balance sheet. We remain confident that
the key eleménts are in place to enable us to continue to grow revenues and to return to profitability.

I would be remiss in not recognizing the outstanding service and contribution of Charlie Williams, our Chief Financial
Officer, who has announced his plans to retire in July 2002. During his 14-year tenure with us, he has skillfully steered the
financial health of a company at the brink of extinction in the late 1980s to its success and profitable growth during the
1990s. In addition to being a key member of our management team, he is a close friend and colleague respected imimensely
by all. We will all miss Charlie, but look forward to his continued involvement as a member of our Board of Directors.

The past vear was challenging and will be etched in our memories for many reasons, but above all for the tragic aftermath of
the terrorist attacks on our nation’s landmarks and people. These events have reshaped the nation and our dialog with the
world, and added a new dimension to the challenges of operating in an ever-competitive global economy. We believe that our
basic culture and values as a company and people will help us to overcome these challenges and to thrive in an environment
where uncertainly becomes the norm. As always, we appreciate the support of our shareholders and their confidence in
Synthetech and our ability to cope successfully with these and other challenges.

Sincerely,

N s

M. ‘Sreeni’ Sreenivasan
President & CEO
May 30, 2002

Year Ended March 31,
Synthetech, Inc. 2002 2001 2000 1999 1998
STATEMENTS OF CPERATIONS DATA: (in thousands, except per share data)
Revenues............ /:‘ '»_{’{"g : $10,876 § 7,359 $12,132 $23,133 § 8321
Gross Profit (Loss}i....... I NSO (53) 71 4,196 10,150 3,001

(2,294)  (1,751) 2,544 8,341 1,611

Operating Income ,(Lg's.sv)a ..

WAL B e
¥

Net Income (Loss) $(1,351) §  (841) $ 1,942 § 5418 $ 1221

Basic Earnings (Loss) Per Share... ... § (0.09) $§ (006) $ 014 $ 038 § 0.09
Diluted Earnings (Loss) Per Share................ % (009 $ (006) § 014 $ 038 $ 009
March 31,
2002 2001 2000 1999 1998

BALANCE SHEET DATA: (in thousands)

Cash and Cash Equivalents... ................... $ 4214 § 5389 § 6404 § 7470 § 4976
Working Capital................................... 11,316 11,574 12,300 12,110 8,237
Total ASSES .......ccooiiiii 24,229 25,995 26917 26,230 19,364
Long-Term Debt...................oociiiii, 97 117 135 152 166
Retained FAMINgS. ........ocooovvovererererroree, 14,000 15450 16,291 14,349 8,931

Shareholders” Equity ...l $22985 $24250 $25058 $23,027 $17,306
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PART I

This Annual Report contains forward-looking statements within the meaning of the Private Securitics
Litigation Reform Act of 1995. This Act provides a "safe harbor for forward-looking statements to
encourage companies to provide prospective information about themselves so long as they identify these
statements as forward-looking and provide meaningful cautionary statements identifying imporiant
factors that could cause actual results to differ from the projected results. All statements, other than
statements of historical fact, including statements regarding indusiry prospects and future results of
operations or financial position, made in this Annual Report are forward looking. We use words such as
“anticipates, " “believes,” “expects,” “future’ and “intends” and similar expressions to identify forward-
looking statements. Forward-looking statements reflect management’s current expectations, plans or
projections and are inherently uncertain. Actual results could differ materially from management's
expectations, plans or projections. Readers are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of the date of this report. Certain risks and uncertainties that
could cause our actual results to differ significantly from management’s expectations are described in the
section entitled “Factors Affecting Future Results.” This section, along with other sections of this Annual
Report, describes some, but not all, of the factors that could cause actual resulis to differ significantly
Jfrom management’s expectations. We underiake no obligation to publicly release any revisions to these
Jorward-looking statements that may be made to reflect events or circumstances dfter the date hereof or
to reflect the occurrence of unanticipated events. Readers are urged, however, to review the factors sel
forth in reports that we file from time to time with the Securities and Exchange Commission.

ITEM 1. BUSINESS

GENERAL

Synthetech, Inc., an Oregon corporation (the “Company” or “Synthetech”), produces chemically modified
naturally occurring and synthetic amino acids which it refers to as “Peptide Building Blocks” (“PBBs™).
These PBBs are purchased by major pharmaceutical companies, emerging biopharmaceutical companies
and contract drug synthesis companies as starting materials in the manufacture of peptide, peptidomimetic
small molecule and other drugs. Using organic chemistry and biocatalysis techniques, the Company has the
expertise and capacity to produce PBBs on a full cycle “grams to tons” production basis for use in all
stages of drug development from initial discovery through approved, marketed drugs. Synthetech’s PBBs
are used n peptide, peptidomimetic small molecule and other drugs under development and on the market
for the treatment of AIDS, cancer, cardiovascular and other diseasés.

The Company also is manufacturing PBBs for use in a cosmeceutical, a cosmetic product which makes no
therapeutic claims, but being intended for human use, is regulated by the Food and Drug Administration
("FDA") for safety.

MARKET OVERVIEW

The demand for PBBs is driven by the market for the peptide, peptidomimetic small molecule and other
drugs in which they are incorporated. Peptide drugs are chains of generally 3 to 50 amino acids and retain
their peptide structure after completion of drug manufacturing. Since naturally occurring peptides in the
human body regulate many of its complex biochemical systems, researchers have been investigating peptide
drug candidates to determine their ability to regulate these systems to either promote health or hinder
disease. With structures and characteristics similar to the body’s own peptides and enzymes, peptide drugs
generally are quite potent. Peptide drugs also tend to be administered through intravenous or other non-
oral delivery paths. During clinical trials, PBB orders for these candidates are typically multi-kilogram




(“multi-kilo”) in size. At the marketed drug stage, orders for PBBs for these drugs can reach the tens of
kilograms (“kilos”) to hundreds of kilos size.

Researchers have also been investigating combining one or more amino acids with other chemicals that are
not amino acids to create drug candidates. These drug candidates are commonly referred to as
peptidomimetic small molecule drugs since they exhibit peptide-like qualities in a smaller molecule that is
not a defined sequence of amino acids. Peptidomimetic small molecule drugs typically are less potent than
peptide drugs. They also often are able to be administered orally. During clinical trials, PBB orders for
these candidates can be in the hundreds of kilos to low tons size. At the marketed drug stage, orders for
these drugs can reach the tons to tens of tons size.

The size of the peptide and peptidomimetic small molecule drug market is a function of the number of
these drugs which are initially screened for therapeutic attributes, progress down the clinical trial- path
toward regulatory approval and, ultimately, are approved and marketed. The market size for any individual
approved drug is affected by many factors, including, without limitation, size of the patient population
addressed, efficacy level, level and frequency of side effects, method of drug delivery, cost and competing
drugs. The size of the PBB market for peptide, peptidomimetic small molecule and other drugs is also a
function of the quantities and varieties of PBBs necessary to produce these drugs.

The Company is also producing PBBs for a cosmeceutical and similar dynamics affect the cosmeceutical
development process and market, except that the regulatory oversight and, consequently, the typical length
of a product’s “time to market" is reduced. Cosmeceutical products make no therapeutic claims and,
accordingly, the more extensive and time-consuming clinical trials to establish efficacy are not required.

(See also “Industry Factors” set forth in Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations).

STRATEGY

Synthetech’s strategy is to emphasize a commitment to its customers from the early phases of discovery
through clinical development in order to develop larger orders as the products receive regulatory approval.

PRODUCT OVERVIEW

Peptide Building Blocks. PBBs are amino acids that have been chemically modified through organic
chemistry and biocatalysis techniques to enable them to link with other amino acids or chemicals in a
particular defined sequence. These PBBs are used as starting materials in the manufacture of peptide,
peptidomimetic small molecule and other drugs, and for the cosmeceutical product. The amino acids
which are transformed into PBBs may be either natural amino acids (that is, amino acids which occur in
nature, including their chiral or “mirror image” form) or synthetic amino acids (that is, amino acids which
have a side chain that does not occur in nature). Synthetech refers to the synthetic amino acids as
“Specialty Amino Acids.”

Since 1987, the Company has produced a wide range of natural amino acid PBB products. The Company
has also developed and manufactures over three dozen Specialty Amino Acids. The Company uses a wide
array of raw materials to produce PBBs. These materials generally are in adequate supply from multiple
suppliers.

The Company has developed and scaled up process technology to produce this wide range of PBB
products in a “grams to tons” scale. The Company continues to produce most bulk orders on an as-
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ordered basis. The Company also maintains small inventory quantities of many PBBs, permitting
immediate deliveries.

At March 31, 2002, the dollar amount of backlog orders was $6.20 million, all of which the Company
expects to ship during fiscal 2003. At March 31, 2001, the dollar amount of backlog orders was
$3.89 million.

MARKETING

The Company markets its products and capabilities through attendance at trade shows, listings in
biotechnology and chemical industry directories, advertisements in chemical trade periodicals and an
internet presence. In addition, the Company maintains ongoing direct relationships with major
pharmaceutical firms, emerging biopharmaceutical firms, contract drug synthesis firms and other firms
that it believes might have a need for its products. The Company typically sells its products directly to its
customers, although it uses independent sales representatives for some European sales in Switzerland and
France, and has usually sold products to Japanese customers through chemical trading firms.

In January 2001, the Company added Dr. Michael Cannarsa to the management team as the Company’s
Director of Business Development. Dr. Cannarsa has reinforced and expanded the Company’s efforts in
sales and marketing, and has been exploring suitable opportunities for complementary product lines and
technology licensing. Dr. Cannarsa brings to Synthetech a strong technology background, coupled with
extensive commercial development experience in pharmaceutical intermediatés and chiral fine chemicals.
He is based strategically in the Philadelphia area in close proximity to large pharmaceutical companies
that are located in the northeastern United States and within easy access to European customers.

CUSTOMERS

Although the Company has several hundred customers in more than 25 countries, the Company expects
that a few customers will continue to account for a significant portion of revenues each year. During
fiscal 2002, the top 10 customers represented over 90% of the Company’s revenues. Of these ten
customers, five were major pharmaceutical companies, two were emerging biopharmaceutical companies,
two were contract drug synthesis companies, and one was a cosmeceutical company. The Company had
three customers each accounting for over 10% of fiscal 2002 revenues — F. Hoffman-La Roche, Ltd.,
Telik, Inc. and Procyte Corporation, which individually accounted. for. approx1mately 29%, 21% and 20%,
respectively, of the Company’s fiscal 2002 revenues. R

For the fiscal years ended March 31, 2002, 2001 and 2000, sales to international customers were $1.44
million, $1.66 million, and $6.39 million, respectively, accounting for approximately 13%, 23%, and
53%, of the Company’s total revenues. These sales were principally to Europe for fiscal 2002 and fiscal
2001, and to Europe and Mexico for fiscal 2000. See Note J to Financial Statements.

COMPETITION

Because peptide and peptidomimetic small molecule drugs are relatively new, the market in the past for
PBBs has been quite small - with sales typically in the hundreds of kilos or smaller size. As a result, the
PBB market has not attracted a significant amount of direct competition. As the market continues to grow
with larger order sizes becoming more prevalent, the Company has begun to see more competition.

Current competition in multi-kilo quantities of natural amino acid based PBBs comes primarily from
several European fine chemical companies. Multi-ton order sizes of these natural PBBs have begun to

Page 3




attract a wider group of approximately a dozen domestic and international chemical companies. In the area
of Specialty Amino Acids, the Company has competition on a selected product basis at the multi-kilo scale
from approximately half a dozen fine chemical producers in Europe, Japan and the United States.
Competition from companies in developing countries, such as India, China and Korea, is also starting to
emerge. Competition also increases for supplying PBBs for drug development programs that reach late
clinical trials and move into approved status as a result of the increased quantities typically required at
these stages and pharmaceutical company requirements to have second sources of material available.
Many of the Company’s competitors have technical, financial, selling and other resources available to them
that are significantly greater than those available to the Company.

The principal methods of competition in the market for PBBs and other fine chemicals are quality, delivery
responsiveness, customer service and price. The Company believes that it competes effectively in each of
these areas. The Company also believes that its production of a wide range of products and quantities
gives it a competitive advantage in the marketplace. In addition, the Company believes that pharmaceutical
companies generally view internal production of PBBs as a misallocation of resources and, given a reliable
source of a quality product, would rather obtain them from an outside supplier.

RESEARCH AND DEVELOPMENT

The Company’s Research and Development Group is composed of eight degreed chemists, of which three
have advanced degrees in chemistry. The Company’s research and development efforts focus on process
development to support the Company’s PBB product lines. In addition, the Group explores alternative
scaleable routes for PBB production, especially for its Specialty Amino Acids. The Company expanded its
research staff in fiscal 2002 to place renewed emphasis on developing novel technologies to match
identifiable market trends and business opportunities.

During the fiscal years ended March 31, 2002, 2001 and 2000, the Company’s research and development
expenses were $651,000, $458,000, and $436,000, respectively. The Company estimates that its combined
research and development effort (including effort directly associated with the sale of product) was
approximately $706,000, $515,000, and $522,000, during the fiscal years ended March 31, 2002, 2001 and
2000, respectively.

EMPLOYEES
As of May 30, 2002, the Company employed 60 individuals.

REGULATORY MATTERS

As the Company’s products are intermediates sold to drug manufacturers, the Company has been generally
unaffected by FDA regulation which is directed at the drug manufacturers. Similar factors apply to the
Company’s sale of PBBs for the cosmeceutical. The Company’s customers do, however, typically conduct
periodic reviews and audits of the Company’s operations, including its inspection and quality assurance
programs. These programs involve materials tracking, record keeping and other documentation. As some
customers have begun to request the Company to manufacture and supply PBBs with additional processing
under FDA’s Good Manufacturing Practice ("cGMP") guidelines, the Company expects these programs
will often include more extensive quality assurance systems and documentation. The Company anticipates
that the expenses of implementing these programs will increase in the future.

The Company’s business is also subject to substantial regulation in the areas of safety, environmental
control and hazardous waste management. Although the Company believes that it is in compliance with
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these laws, rules and regulations in all material respects, the failure to comply with present or future
regulations could result in fines being imposed on the Company, suspension of production or cessation of
operations. As additional and more extensive regulations are being added in these areas at the federal, state
and local levels, the compliance costs will inevitably continue to increase. The operation of fine chemical
manufacturing plants entails the inherent risk of environmental damage or personal injury due to the
handling of potentially harmful substances, and there can be no assurance that material costs and liabilities
will not be incurred in the future because of an accident or other event resulting in personal injury or an
unauthorized release of such substances to the environment. Also, the Company generates hazardous and
other wastes that are disposed at various off-site facilities. The Company may be liable, irrespective of
fault, for material cleanup costs or other liabilities incurred at these disposal facilities due to releases of
such substances into the environment. :

In fiscal 2002, the Company undertook capital expenditures relating to regulatory matters aggregating
$1.13 million associated with the waste water treatment facility project. The Company is anticipating
capital expenditures relating to regulatory matters of approximately $60,000 in fiscal 2003 for equipment.

The Company maintains property damage insurance, liability insurance, environmental risk insurance, and
product liability insurance, which may be inadequate to cover its potential environmental liabilities.

PRODUCT LIABILITY

Use of the Company's products in pharmaceuticals and cosmeceuticals and the subsequent testing,
marketing and sale of such products involves an inherent risk of product liability. There can be no
assurance that claims for product liability will not be asserted against the Company or that the Company
would be able to successfully defend any claim that may be asserted. A product liability claim could have a
material adverse effect on the business and/or financial condition of the Company. The Company maintains
product liability insurance with a $1 million limit per occurrence and a $2 million aggregate limit. Also, the
Company maintains an umbrella liability insurance policy with an additional $9 million of coverage, which
may be inadequate to cover its potential liabilities.

COMPANY BACKGROUND

The Company was formed in 1981 to develop novel chemical process technology by combining classical
organic chemistry with enzyme-based biocatalysis. For the first several years, it operated mainly as a
research and development group focused on process development of pharmaceuticals and other fine
chemicals. After its initial public offering in 1984, the Company’s research efforts were concentrated on
the development of a proprietary process for aspartame and L-phenylalanine. Although the Company has
entered into one license for this technology, the Company discontinued marketing this technology in 1991
and does not expect additional licensing revenue.

Throughout its development during the 1980s, the Company also offered contract research services. These
research services were typically provided to pharmaceutical clients and generally involved the development
of biocatalytic processes (that is, chemical processes which are affected by the use of enzymes or micro-
organisms). Since the end of fiscal 1990, the Company has phased out contract research services and does
not anticipate receiving any significant revenue from research services in the future. By the end of the
1980s, the Company, building on prior experience, began to focus on the production of PBBs and other
fine chemicals for customers. With the successful completion of two large-scale orders, the Company has
demonstrated its capability as a full-cycle “grams to tons” PBB producer.
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FACTORS AFFECTING FUTURE RESULTS

You should carefully consider the following factors that may affect our business, future operating results
and financial condition, as well as other information included in this Annual Report. The risks and
uncertainties described below are not the only ones we face. Additional risks and uncertainties not
presently known to us or that we currently deem immaterial also may impair our business operations. If
any of the following risks actually occur, our business, financial condition and operating results could be
materially adversely affected.

Uncertain Market for Products; Customer Concentration; and Potential Quarterly Revenue
Fluctuations. Historically, the Company has experienced from time to time substantial period-to-period
revenue fluctuations reflecting the industry environment in which the Company has operated. The market
for PBBs is driven by the market for the synthetically manufactured peptide, peptidomimetic small
molecule and other drugs, and cosmeceuticals into which they are incorporated. The drug development
process is dictated by the marketplace, drug companies and the regulatory environment. The Company has
no control over the pace of peptide, peptidomimetic small molecule and other drug development, which
drugs get selected for clinical trials, which drugs are approved by the FDA, and, even if approved, the
ultimate potential of such drugs. Recurring sales of PBBs for discovery or clinical trial stage development
programs is sporadic at best. The high cancellation rate for drug development programs results in a
significant likelihood that there will be no subsequent or “follow-on” PBB sales for any particular drug
development program. Accordingly, the level of purchasing by the Company’s customers for specific drug
development programs varies substantially from year to year and the Company cannot rely on any one
customer as a constant source of revenue.

Sales of PBBs for marketed drugs provide an opportunity for continuing longer-term sales and the
size of the PBB orders for marketed drugs can be substantially larger than those for the discovery or
clinical trial stages. While not subject to the same high cancellation rate faced by discovery and clinical
trial stage drug development programs, the demand for the approved drugs remains subject to many
uncertainties, including the drug price, the drug side effects and the existence of other competing drugs.
These factors, which are outside of the control of the Company, will affect the level of demand for the drug
itself and, therefore, the demand for PBBs. Since the Company’s revenues are composed of PBB sales in
all three drug development stages, and since even sales of PBBs for marketed drugs are subject to
cancellation or reduction, the Company is likely to continue to experience significant fluctuations in its
quarterly results. : :

The Company faces similar challenges in any sales for the cosmeceutical market.

Key Personnel. The Company’s success depends largely on its President and CEQ, its Vice
President of Operations, its Director of Business Development and other key employees. The Company
does not have key-man life insurance on any of these employees. If one or more of these key employees
were to resign, the loss could result in delays to production, loss of sales, and diversion of management
resources. As announced earlier in 2002, Charlie Williams, the Vice President of Finance and
Administration and Chief Financial Officer, who has been with the Company since 1988, will retire in July
2002, although he is expected to continue as a member of the Board of Directors. The Company has hired
Mr. Gary Weber to replace Mr. Williams as Vice President of Finance and Administration and CFO. Mr.
Weber is expected to start employment in June, 2002. Synthetech’s success also depends on its ability to
attract and retain qualified, experienced employees. There is substantial competition for experienced
technical, sales and marketing personnel in the industry. If Synthetech is unable to retain its existing
personnel, or attract and retain additional qualified personnel, it may from time to time experience
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inadequate levels of staffing which could have a material adverse effect on the Company. The Company's
growth could be limited due to its lack of capacity to produce and market products to customers or it
could experience deterioration in service or decreased customer satisfaction.

Competition. In the past, the Company has not had a significant amount of direct competition for
discovery and clinical trial stage drug development projects. The Company believes that this resulted from
peptide and peptidomimetic small molecule drugs, particularly those that utilize synthetic amino acids,
being relatively new and the market for PBBs relatively small. As the market has continued to grow with
multi-ton order sizes becoming more prevalent, the Company has begun to see more competmon Current
competition in the multi-kilo or smaller quantities of natural amino acid based PBBs comes primarily from
several European fine chemical companies. Multi-ton order sizes of these natural PBBs have begun to
attract a wider group of domestic and international chemical companies. In the area of synthetic amino
acid based PBBs, the Company has competition on a selective product basis from fine chemical producers
in Europe and Japan. Competition from companies in developing countries, such as India, China and
Korea, is also starting to emerge.

Competition has also increased for supplying PBBs for drug development programs that reach late
clinical trials and move into an approved status as a result of increased quantities typically required at these
stages and pharmaceutical company requirements to have second sources of material available. The
Company's competitors have technical, financial, selling and other resources available to them that are
significantly greater than those available to the Company.

Risks of Technological Change. The market for the Company's products is characterized by rapid
changes in both product and process technologies. The Company's future results of operations will depend
upon its ability to improve and market its existing products and to successfully develop, manufacture and
market new products. The Company may not be able to continue to improve and market its existing
products or develop and market new products, and technological developments could cause the Company's
products and technology to become obsolete or noncompetitive.

- Industry Cost Factors. The market for PBBs used by pharmaceutical companies is dependent on
the market for pharmaceutical products. The levels of revenues and profitability of pharmaceutical
companies may be affected by the continuing efforts of governmental and third party payors to contain or
reduce the cost of health care through various means. For exdmple, in certain foreign markets, pricing or
profitability of prescription pharmaceuticals is subject to government control. In the United States, there
have been, and the Company expects that there will continue to be, a number of federal and state proposals
to implement similar government controls. In addition, in both the United:States and elsewhere, sales of
prescription pharmaceuticals are dependent in part on the availability of reimbursement to the consumer
from third party payors such as government and private insurance plans. Third party payors are
increasingly challenging the prices charged for medical products and services. Peptide and peptidomimetic
small molecule drugs may not be considered cost effective, and reimbursement may not be available or
sufficient to allow these drugs to be sold on a profitable basis. In addition, as cost pressures in the
pharmaceutical industry have tightened, the cancellation rate for drug development programs has
increased. Industry cost pressures can also cause pharmaceutical companies to investigate alternative drug
manufacturing processes that may not include PBBs.

Production Factors. Synthetech has a full cycle “grams to tons” production capability and has made
over 400 products. With over 15 years of experience, Synthetech has developed extensive peptide and
peptidomimetic small molecule process technology. Nevertheless, initial batches of new products and
scaling up production of existing products may result in significantly lower than expected yields or may
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require substantial rework to meet the required specification. Production of new products may even result
in total write-offs.

Regulatory Matters. The Company is subject to a variety of federal, state and local laws, rules and
regulations related to the discharge or disposal of toxic, volatile or other hazardous chemicals. Although
the Company believes that it is in compliance with these laws, rules and regulations in all material respects,
the failure to comply with present or future regulations could result in fines being imposed on the
Company, suspension of production or cessation of operations. Third parties may also have the right to
sue to enforce compliance. Moreover, it is possible that increasingly strict requirements imposed by
environmental laws and enforcement policies thereunder could require the Company to make significant
capital expenditures. The operation of a chemical manufacturing plant entails the inherent risk of
environmental damage or personal injury due to the handling of potentially harmful substances, and there
can be no assurance that material costs and liabilities will not be incurred in the future because of an
accident or other event resulting in personal injury or unauthorized release of such substances to the
environment. The Company has recently implemented a formal Substance Abuse Testing Program for all
employees. In addition, the Company generates hazardous materials and other wastes, which are disposed
at various offsite facilities. The Company may be liable, irrespective of fault, for material cleanup costs or
other liabilities incurred at these disposal facilities in the event of a release of hazardous substances by such
facilities into the environment. The Company has obtained environmental risk insurance, which may be
inadequate to cover its potential environmental liabilities.

Potential Regulation. The PBBs produced by the Company are intermediate ingredients which are
then processed by the companies to which they are sold, and are therefore currently not subject to the
requirements of the FDA. The Company’s customers do, however, typically conduct periodic reviews and
audits of the Company’s operations, including its inspection and quality assurance programs. These
programs involve materials tracking, record keeping and other documentation. As some customers have
begun to request the Company to manufacture and supply PBBs with additional processing, the Company
believes that these programs will often become more extensive. Accordingly, the Company expects its
compliance documentation efforts will continue to increase and anticipates that the expenses of
implementing such programs will increase in the future. It is also possible that in the future the Company
may not be able to comply with the applicable documentation or such documentation may require
substantial incremental expense for additional labor and capital.

Risks of International Business. Sales to customers outside the United States accounted for
approximately 13% of the Company's net sales during the fiscal year ended March 31, 2002. The
Company expects that international sales will continue to account for a significant percentage of net sales.
The Company's business is and will be subject to the risks generally associated with doing business
internationally, including changes in demand resulting from fluctuations in exchange rates, foreign
governmental regulation and changes in economic conditions. These factors, among others, could influence
the Company's ability to sell its products in international markets. In addition, the Company's sale of its
products is subject to the risks associated with legislation and regulation relating to imports, including
quotas, duties or taxes and other charges, restrictions and retaliatory actions on imports into other
countries in which the Company's products may be sold. The Company is also subject to similar risks with
respect to the importation of raw materials from foreign countries.

Manufacturing Capacity. As a manufacturer of PBBs, the Company will continually face risks
regarding the availability and costs of raw materials and labor, the potential need for additional capital
equipment, increased maintenance costs, plant and equipment obsolescence and quality control. The
Company has constructed additional manufacturing and related facilities on its site in Albany, Gregon.
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Nevertheless, existing facilities may not have sufficient capacity to meet the future demand for the
Company's products. A disruption in the Company's production or distribution could have a material
adverse effect on the Company's financial results. Conversely, the Company may not have sufficient
demand to utilize the additional capacity, which could also have a material adverse effect on the
Company's financial results.

Product Liability. Use of the Company's products in pharmaceuticals and cosmeceuticals and the
subsequent testing, marketing and sale of such products involves an inherent risk of product liability.
Claims for product lability could be asserted against the Company and the Company may not be able to
successfully defend any claim that may be asserted. A product liability claim could have a material
adverse effect on the business and/or financial condition of the Company. The Company has purchased
product liability insurance with a $1 million limit per occurrence and a $2 million aggregate limit. Also,
the Company maintains an umbrella liability insurance policy with an additional $9 million of coverage,
which may be inadequate to cover its potential liabilities.

Change in Independent Public Auditors. In May 2002, the Company dismissed Arthur Andersen
LLP, which had audited the Company's financial statements since 1989, and engaged KPMG LLP to audit
the Company's financial statements for the fiscal year ended March 31, 2002 and the fiscal year ending
March 31, 2003. The Company has not been able to obtain Arthur Andersen's consent to incorporate by
reference the audited financial statements for the fiscal years ended March 31, 2001 and 2000 into the
Company's existing registration statements. Because the Company has not been able to obtain such
consent, recovery of damages by investors in the Company's common stock sold pursuant to those
registration statements may be limited.

ITEM 2. PROPERTIES

Synthetech’s headquarters and production facility are located in Albany, Oregon. The Company
purchased this Albany, Oregon property in 1987. Since then, it has undergone a number of plant and
building expansions on site. At present, the Company’s facilities, which aggregate 47,700 square feet,
include production, pilot plant, laboratory, warehouse and office space. These facilities include a recently
constructed separate 20,000 square foot production facility with six production bays. Three of these bays
have been outfitted with reactor vessels and other equipment and are operational. A fourth bay has been
outfitted with reactor vessels and other equipment and can be completed and put into service as the
Company needs additional capacity. The final two bays remain vacant and available for future expansion.

To accomplish the plant expansions, Synthetech has contracted with various third party providers. The
Company typically has issued purchase orders to such providers with detailed specifications, services to
be provided and the prices to be paid. The Company has received either limited or no written warranties
by such third party providers and, therefore, may be limited in its ability to pursue remedies in the event
that the new building has problems or other defects in the future. However, the building has been
inspected by the City of Albany to verify that, as constructed, it meets all applicable building codes,
including ADA, electrical, seismic, fire and hazardous occupancy. All specifications were reviewed by an
independent third-party engineering firm selected by the City of Albany prior to approval of various
construction permits.

In November 2001, the Company completed the wastewater treatment system that it began in fiscal 2001
with preliminary design work and some purchases of equipment. The total investment in the on-site
wastewater treatment system was $1.63 million. The Company completed a major $1.17 million Research
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and Development ("R&D") lab remodel in May 2001. The Company's state-of-the-art 3,000 square foot
facility includes 12 chemical fume hoods, HVAC units and a HEPA filtered clean packaging room. There
is also room for future expansion of an additional four fume hoods. Previously, in fiscal 2000, the $6.53
million second phase expansion in the Company's new plant was primarily complete and operational,
except for some finishing expenditures in fiscal 2001. The second-phase expansion outfitted additional bays
of the new plant with four additional multipurpose reactor systems and constructed additional warehouse,
bulk storage and related facilities.

On May 10, 2002, the Company agreed to purchase a 2.3 acre property adjacent to its existing site for

$325,000. The adjacent property includes nearly 1,400 square feet of office space and 3,000 square feet of
warehouse space. The Company needs additional office space and has determined that this acquisition is a
more advantageous alternative to expanding office space in its existing administration building. There is
also the potential for future expansion on the vacant portion of the adjacent property. The Company’s
current site is fully built out and cannot accommodate any additional building expansion. The Company
expects to complete the purchase and take possession of the property by July 12, 2002.

ITEM 3. LEGAL PROCEEDINGS

We are not involved in any material litigation. From time to time we may be involved in litigation arising in
the normal course of our business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We did not submit any matters to a vote of our stockholders during the fourth quarter of fiscal year 2002.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain information concerning the executive officers and key employees of
the Company:

Name Age Position
M. (“Sreeni”) Sreenivasan 53 President, Chief Executive Officer and member of

the Board of Directors

Charles B. Williams 55 Vice President of Finance and Administration, Chief
Financial Officer, Secretary, Treasurer, and member
of the Board of Directors (1)

Gary A. Weber 44 Vice President of Finance and Administration (2)
Joel D. Melka 47 Vice President of Operations
Michael J. Cannarsa 45 Director of Business Development
e8] Mr. Williams will retire as Vice President of Finance and Administration and Chief Financial Officer in July 2002,

but continue to serve as a member of the Board of Directors.

2) Mr. Weber will become the Company's Chief Financial Officer effective upon Mr. Williams' retirement.

The following is a brief account of the business experience of each executive officer and key employee of
the Company.
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M. “Sreeni” Sreenivasan. Mr. Sreenivasan has served as President and Chief Executive Officer since 1995

and as Chief Operating Officer from 1990 through 1995. Mr. Sreenivasan has also served as a board
member since 1995. From 1988 to 1990 he was Executive Vice President and General Manager and from
1987 to 1988 he was Director of Manufacturing. Previously, he worked for Ruetgers-Nease Chemical Co.
(bulk pharmaceuticals and other fine chemicals) for 13 years in various technical and manufacturing
management capacities, including 7 years as Plant Manager of their Augusta, Georgia plant.
Mr. Sreenivasan received his M.S. in Chemical Engineering from Bucknell University and his M.B.A. from
Penn State University.

Charles B. Williams. Mr. Williams will retire from the Company in July 2002 and continue to serve as a
board member of the Company. Mr. Williams has served as a board member since 1997. He has served as
Vice President of Finance and Administration and Treasurer since 1990. In 1995, he also became Chief
Financial Officer and Secretary. Mr. Williams is responsible for accounting, administration, finance,
personnel and information systems. From 1988 to 1990 Mr. Williams served as the Controller. Prior
thereto, he was Controller for White’s Electronics, Inc. of Sweet Home, Oregon for 5 years. From 1976 to
1983 he held several accounting and financial positions with Teledyne Wah Chang, a metals producer in
Albany, Oregon. Mr. Williams earned his B.S. in Economics and M.B.A. from Oregon State University.

Joel D. Melka. On May 9, 2002, Mr. Melka was named Vice President of Operations. He joined the
Company as Director of Manufacturing in February 1999. From 1988 to 1999 he worked at ChemDesign
Inc. (custom chemical manufacturing) in various capacities, his last position being Director of
Manufacturing. From 1984 to 1988, he worked for Polaroid Corporation in various manufacturing
positions. Prior to 1984, he spent 5 years as an officer in the U.S. Navy nuclear submarine service. Mr.
Melka received his M.S. in Chemistry from the University of British Columbia and his B.S. in Chemistry
from Michigan Technological University.

Michael J. Cannarsa. Dr. Cannarsa joined the Company as Director of Business Development in January
2001. From 1999 to 2000 he worked at Symyx Technologies (combinatorial chemistry) as Vice President
of Fine Chemicals Business Development. From 1997 to 1999 he worked at PPG-Sipsy (custom chemical
manufacturing) as Commercial Development Manager. Prior to 1997 he spent 2 years at Technology
Catalysts International, a chemistry consulting firm, and previous to that he spent 12 years with ARCO
Chemical Company. Dr. Cannarsa received his B.S. in Chemistry from Georgetown University and his
Ph.D. in Organic Chemistry from Cornell University.

Gary A. Weber. Mr. Weber joined the Company as Vice President of Finance and Administration on June
10, 2002. Mr. Weber will become the Company's Chief Financial Officer effective upon Mr. Williams'
retirement. From 1998 until recently, Mr. Weber was Vice President of Finance for Wah Chang (specialty
metals and chemicals manufacturing), a division of Allegheny Technologies Incorporated. From 1994-
1998 he was Controller for Oregon Metallurgical Corporation. From 1981-1994 he held various positions
for Coopers & Lybrand (public accountants). Mr. Weber received his B.S. degree in Accounting from the
University of Oregon. He is a certified public accountant (CPA).

As announced earlier in 2002, Charlie Williams, the Vice President of Finance and Administration and
Chief Financial Officer, who has been with the Company since 1988, will retire in July 2002, although he is
expected to continue as a member of the Board of Directors.
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PART IT

ITEM 5. MARKET FOR REGISTRANT’S COMMON STOCK AND RELATED
SHAREHOLDER MATTERS

The Company’s Common Stock trades on the Nasdaq National Market. The Company’s common stock
trading symbol is “NZYM.” The following table sets forth the range of high and low sales prices for the
Common Stock for the last two fiscal years as reported by Nasdaq.

Fiscal Year Ended March 31,

2002 2001
High Low High Low
First Quarter $2.85 $1.78 $4.31 $2.88
Second Quarter 2.49 1.16 3.72 2.13
Third Quarter 2.10 1.20 3.44 1.50
Fourth Quarter 2.00 1.38 3.06 1.88

No dividends on the Company’s Common Stock have been paid since the Company's inception and the
Company does not anticipate that dividends will be paid in the foreseeable future. The number of record
holders of Common Stock as of May 30, 2002 was 547.

The Company maintains the 1995 Incentive Compensation Plan and the 2000 Stock Incentive Plan
pursuant to which it may grant equity awards to eligible persons. The Plans are described more fully in
Note H to the Financial Statements.

(@) ® ©
Number of securities remaining
Number of securities to Weighted-average available for future issuance under
be issued upon exercise exercise price of equity compensation plans
of outstanding options, outstanding options, (excluding securities reflected in
Plan Category warrants and rights warrants and nights column (a))
Equity compensation 819,000 $1.76 571,450
plans approved by
security holders

The Company has no equity compensation plans not approved by security holders.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data were derived from the Company’s financial statements audited by
KPMG LLP and Arthur Andersen LLP. The following data should be read in conjunction with “Item 8.
Financial Statements And Supplementary Data” and “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included elsewhere herein.

Year Ended March 31,
200 2001 2000 1999 1998

(in thousands, except per share data)

STATEMENTS OF OPERATIONS DATA:

Revenues ... $10,876 $§ 7,359 $12,132 $23,133 $ 8321

Gross Profit (Loss)......................co (5%5) 71 4,196 10,150 3,001

Operating Income (Loss)......................... (2,294)  (1,751) 2,544 8,341 1,611

Net Income (LoSS) ..o $ (1,351)§ (841)$ 1,942 § 5418 § 1,221

Basic Earnings (Loss) Per Share............... $ (009) 5 (006) $ 014 § 038 § 009

Diluted Earnings (Loss) Per Share.......... . § (009) $ (006) $ 014 $ 038 § 009
March 31,

2002 2001 2000 1999 1998
(in thousands)

BALANCE SHEET DATA:

Cash and Cash Equivalents.............. ... $ 4214 § 5389 § 6,404 § 7470 § 4976
Working Capital ... 11,316 11,574 12,300 12,110 8237
Total ASSELS........oooooeoooooeooee 24229 25995 26917 26230 19364
Long-Term Debt .................................. 97 117 135 152 166
Retained Earnings ................................. 14,099 15,450 16,291 14,349 8,931
Shareholders’ Equity.............................. $22,985 $24,250 $25,058 $23,027 $17,306
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Synthetech has a full cycle “grams to tons” production capability to produce synthetically manufactured
amino acid derivatives, small peptides, and similar intermediates (referred to as “Peptide Building Blocks”
or “PBBs™). This full cycle PBB production capability reinforces Synthetech’s long-term growth strategy

emphasizing a commitment to its customers from the early phases of research and discovery through
regulatory trials and culminating in marketed product.

Fiscal 2002 results included $7.59 million revenues from PBB orders for three customers. However, the
lack of other projects with significant revenues and a higher breakeven point resulting from increased
expenses associated with Synthetech's plant build out contributed substantially to a second consecutive
year of operating losses. Despite the loss for fiscal 2002, the Company generated $598,000 of cash from
fiscal 2002 operations. This cash flow, together with its financial reserves, enabled Synthetech to continue
significant improvements in its facilities and organization. The Company completed a $1.63 million
investment in an on-site wastewater treatment system and hired several experienced chemists following the
R&D lab remodel completed in May 2002 (see “Liquidity and Capital Resources” below).

Looking ahead to fiscal 2003, the Company has significant orders for PBBs from three projects for the
customers mentioned above. These orders represent $5.90 million of the $6.20 million backlog of orders at
March 31, 2002. Shipments of PBBs for these projects accounted for $7.49 million of fiscal 2002
revenues. Two of the orders are for pharmaceuticals, one of which is to support production of launch
volumes of a drug in late-stage clinical trials and the other 1s currently in phase two clinical trials. The third
order is for a cosmeceutical.

Synthetech remains well positioned for growth and active as a supplier of PBBs for several pharmaceutical
development projects in clinical trials. Although the progress and timing of these projects remain outside
the Company’s control, we believe that there are a number of different combinations with the potential to
generate substantial future revenues. (See “Industry Factors” below.)

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The discussion and analysis of our financial condition and results of operations are based upon our financial
statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses and related disclosure of
contingent assets and liabilities. On an on-going basis, we evaluate our estimates, including those related to
inventory reserves, allowance for doubtful accounts and revenue recognition. We base our estimates on
historical experience and on various other assumptions. Actual results may differ from these estimates
under different assumptions or conditions. We believe the following critical accounting policies and the
related judgments and estimates affect the preparation of our financial statements.

[nventory Reserves

We regularly evaluate the realizability of our inventory based on a combination of factors including the
following: historical usage rates, forecasted sales or usage, product shelf life, estimated market values and
other factors. Raw materials and work in progress are reviewed periodically by our operating personnel
for obsolescence. Finished goods are reviewed periodically by operating personnel to determine if
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inventory carrying costs exceed market selling prices. If circumstances related to our inventories change,
our estimates of the realizability of inventory could materially change.

Allowance for Doubtful Accounts

Credit limits are established through a process of reviewing the financial history and stability of each
customer. We regularly evaluate the collectability of our trade receivable balances by monitoring past due
balances. If it is determined that a customer will be unable to meet its financial obligation, we record a
specific reserve for bad debt to reduce the related receivable to the amount we expect to recover. Bad
debts have not historically been significant. If circumstances related to specific customers change, our
estimates of the recoverability of receivables could materially change.

Revenue Recognition
Revenue is recorded from customers upon product completion and delivery, title and risk of loss have been
passed to the customer. Sales returns have not historically been significant, thus no reserve for sales
returns has generally been provided.
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OPERATIONS

The following table sets forth, for the periods indicated, the percentage of revenues represented by each
item included in the Statements of Operations.

Percentage of Revenues

Fiscal Year Ended March 31,

2002 2001 2000
Revenues 100.0% 100.0%  100.0%
Cost of Revenues 100.5% 99.0% 65.4%
Gross Profit (Loss) (0.5%) 1.0% 34.6%
Research and Development 6.0% 6.2% 3.6%
Selling, general and admmistrative 14.6% 18.5% 10.0%
Operating Income (Loss) (21.1%) (23.7%) 21.0%
Other Income 1.2% 5.5% 2.9%
Interest Expense (6.1%) (0.2%) (0.1%)
Income (Loss) Before Income Taxes (20.0%) (18.4%) 23.8%
Provision (Benefit) for Income Taxes (7.6%) (7.0%) 7.8%
Net Income (Loss) (12.4%) (11.4%) 16.0%

Revenues

Synthetech revenues were $10.88 Million, $7.36 million, and $12.13 million in fiscal 2002, fiscal 2001
and fiscal 2000, respectively, reflecting the unpredictability and potential for significant revenue
fluctuations associated with the industry environment in which the Company operates. Revenues
increased 48% in fiscal 2002 as compared to fiscal 2001 and decreased 39% in fiscal 2001 as compared to
fiscal 2000. Synthetech’s revenue increase in fiscal 2002 compared to fiscal 2001 and the decrease in
fiscal 2001 compared to fiscal 2000 were largely due to the presence or absence of individually large
projects with significant revenues.

Revenues from significant orders were $7.49 million, $577,000, and $3.2 million for fiscal 2002, fiscal
2001 and fiscal 2000, respectively. The $7.49 million of revenues in fiscal 2002 were for three orders
using the Company’s PBBs. The $577,000 in fiscal 2001 was for a PBB to be used in pre-launch and
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market launch quantities of a cosmeceutical, a product which makes no therapeutic claims but is intended
for human use. The Company is continuing to produce PBBs for this cosmeceutical. The $3.2 million
revenue in fiscal 2000 was attributable to the completion of a significant PBB order for a marketed drug
initially received in fiscal 1998. This order provided $10.18 million of revenue in fiscal 2000.

The Company estimates that in fiscal 2002 approximately 23% of the Company’s PBB sales went into
marketed drugs and the cosmeceutical, approximately 73% went into drugs in clinical trials and
approximately 4% went into drugs at the R&D or discovery stage. In fiscal 2001, the Company estimates
that approximately 20% of the Company’s PBB sales went into marketed drugs and cosmeceuticals,
approximately 72% went into drugs in chnical trials and approximately 8% went into drugs at the R&D or
discovery stage. In fiscal 2000, the Company estimates that approximately 31% of the Company’s PBB
sales went into marketed drugs, approximately 65% went into drugs in clinical trials and approximately
4% went into drugs at the R&D or discovery stage. These estimates are based on an analysis of the
Company’s sales, publicly available information and information to the extent available from customers.

The level of Synthetech’s business from period to period continues to be unpredictable to a large extent.
Although PBB sales associated with marketed drugs are more likely to provide a longer term, ongoing
revenue stream than sales associated with drugs at the clinical or discovery stages, continuation of
customer demand for PBBs associated with marketed drugs remains subject to various market conditions,
including potential use of alternative manufacturing routes, continued market demand for the drug and
competition from other suppliers of PBBs. For example, the customer to whom the Company shipped $3.2
million for a fiscal 2000 PBB order adopted an alternative, lower-cost manufacturing route that does not
use Synthetech's PBB and has not placed any additional orders. Accordingly, while significant orders for
marketed drugs can provide substantial and predictable revenues for the duration of the orders, we expect
revenues to continue to fluctuate from period to period.

The level of Synthetech’s business from period to period at the clinical and discovery stages remains
unpredictable as well. For example, in the third quarter of fiscal 2000 the Company received a $3.6
million order for use in a drug in clinical trials. The customer’s inability to source raw materials in a
timely manner for the order, and a subsequent curtailed and revised scope of this project, resulted in only
$712,000 of product being shipped during fiscal 2000 and the payment to the Company of a $660,000 idle
equipment reservation fee in the fourth quarter of fiscal 2000. Under the revised scope of this project,
Synthetech received $2.35 million for this project in the first half of fiscal 2001 but received no additional
orders.

With this industry environment, it is difficult to predict with certainty the level of future business. The
Company’s backlog of PBB orders at March 31, 2002 was $6.20 million compared to a backlog at March
31, 2001 of $3.89 million. This backlog includes a $2.96 million order for the supply of PBBs to support
production of a pharmaceutical in phase two clinical trials, $2.35 million to support production of launch
volumes of a drug in late-stage clinical trials and $585,000 for ongoing volumes of a cosmeceutical.
These orders reflect continuing requirements for the respective PBBs, pending favorable results in clinical
trials, in market launch and other factors. The Company expects that additional orders will be received
during fiscal 2003. All three of Synthetech’s customers for these projects have indicated that there will be
orders for additional production in fiscal 2003. We believe these potential additional orders could provide
significant revenues during the second half of fiscal 2003.

Synthetech remains well positioned for growth and active as a supplier of PBBs for several
pharmaceutical development projects in clinical trials. Although the progress and timing of these projects
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remain outside the Company’s control, there are a number of different combinations with the potential to
generate substantial future revenues. (See “Industry Factors™ below.)

Gross Profit (Loss)

Cost of revenues in fiscal 2002 was $10.93 million, resulting in a gross loss of $55,000. The gross loss of
$55,000 in fiscal 2002 compared to the gross profit of $71,000 in fiscal 2001 represented a 177%
decrease. Gross profit decreased to $71,000 in fiscal 2001 from $4.20 million in fiscal 2000. This
reflects a 98.3% decrease in gross profit in fiscal 2001 from fiscal 2000. As a percentage of revenues,
gross profit (loss) margins were (0.5)%, 1.0% and 34.6% in fiscal 2002, 2001 and fiscal 2000,

respectively.

Cost of revenues includes raw materials consumed, all labor, facility and similar expenses incurred by the
Company's manufacturing department during the period, including expenses not directly allocated to
manufacturing the products sold during the period, and adjustments to inventory. The plant expansions
over the past several years and recent increases to personnel have significantly contributed to the increase
in fixed manufacturing costs included in cost of revenues in fiscal 2002 as compared to fiscal 2001. In
addition, cost of revenues in fiscal 2002 included added costs associated with approximately $921,000 in
inventory write-offs primarily resulting from production batches not meeting specification. The decrease
in the gross profit margins for fiscal 2001 as compared to fiscal 2000 principally reflected the downward
pressure caused by a lower level of revenues in fiscal 2001 combined with the increased manufacturing
overhead cost associated with the plant expansions. Cost of revenues included $3.83 million, $3.60
million, and $3.17 million in fiscal 2002, fiscal 2001, and fiscal 2000, respectively, of unallocated
manufacturing overhead (i.e., cost not directly allocable to production projects). To a lesser extent, the
gross loss in fiscal 2002 was impacted by lower than expected yields and product rework associated with
production scale up of certain existing products and initial production batches of certain new products.
(See “Industry Factors” below.)

Operating Expenses

Research and development expense increased to $651,000 or 6.0% of sales, in fiscal 2002, from $458,000,
or 6.2% of sales, in fiscal 2001. R&D expense was $436,000, or 3.6%, in fiscal 2000. The increase in
R&D expense in fiscal 2002 primarily reflected increased depreciation costs and supplies expense
associated with the lab remodel completed in May of 2001, and the hiring of additional staff during the
year. The Company expects R&D expense to increase in future periods due to the hiring of additional
R&D staff in connection with the expanded capacity that resulted from the completion of the R&D lab
remodel.

Selling, general and administrative (SG&A) expense was $1.59 million, $1.36 million and $1.22 million,
in fiscal 2002, fiscal 2001 and fiscal 2000, respectively. The increase in SG&A expense in fiscal 2002
compared to fiscal 2001 primarily reflected the increased cost associated with the addition of a member to
the Company's marketing staff. The increase in SG&A in fiscal 2001 from fiscal 2000 principally
reflected an increase in salary in these groups and due to an increase in headcount. SG&A as a percentage
of sales was 14.6%, 18.5% and 10.0% for fiscal 2002, fiscal 2001 and fiscal 2000, respectively.

Operating Income (Loss)

The Company's operating loss increased to $2.29 million in fiscal 2002 from $1.75 million in fiscal 2001.

Operating income was $2.54 million in fiscal 2000. In fiscal 2002, Company-wide labor costs increased

to $2.99 million from $2.31 million in fiscal 2001, principally reflecting the increase in compensation
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expense due to an increase in headcount. In fiscal 2001, Company-wide labor costs decreased to $2.31
million from $2.36 million in fiscal 2000, principally reflecting the absence of an employee bonus pool.
The employee bonus pool has not been n effect since fiscal 2000 due to the Company’s financial results.

Other Income, net

The $127,000 other income, net in fiscal 2002 included $123,000 in interest earnings plus miscellaneous
earnings. The $408,000 other income, net in fiscal 2001 included $410,000 in interest earnings less
miscellaneous expenses. The $361,000 other income, net in fiscal 2000 included $364,000 of interest
earnings less miscellaneous expenses. Interest earnings are the result of cash invested in interest bearing
money market accounts.

Net Income (Loss)

In fiscal 2002, the Company had a $2.18 million loss before income taxes. Due to this loss, the Company
received an income tax benefit of $828,000, resulting in a net loss of $1.35 million for fiscal 2002. In
fiscal 2001, the Company had a $1.36 million loss before income taxes. Due to this loss, the Company
received an income tax benefit of $515,000, resulting in a net loss of $841,000 for fiscal 2001. In fiscal
2000, the Company earned $2.89 million before income taxes. A provision for income taxes of $949,000
resulted in net income of $1.94 million. The effective tax rates for the Company were 38.0%, 38.0% and
32.8% in fiscal 2002, 2001 and 2000, respectively. The lower effective tax rate for fiscal 2000 reflects the
Company being in a profit position rather than a loss position and the resulting utilization of the foreign
sales corporation tax benefit in fiscal 2002 and 2001.

INDUSTRY FACTORS

Market Factors

The Company manufactures PBBs for use in synthetically manufactured peptide, peptidomimetic small
molecule and other drugs. The market for PBBs is driven by the market for the drugs in which they are
incorporated. The drug development process is dictated by the marketplace, drug companies and the
regulatory environment. The Company has no control over the pace of these drug development efforts,
which drugs get selected for clinical trials, which drugs are approved by the FDA or, even if approved, the
ultimate market potential of the drugs. The Company also manufactures PBBs for use in a cosmeceutical,
and faces similar factors in that market.

The three stages of the drug development process include: R&D or discovery stage, clinical trial stage
and marketed drug stage. Synthetech’s customers can spend years researching and developing new drugs,
and take only a small percentage to clinical trials and fewer yet to commercial market. A substantial
amount of the activity continues to occur at the earlier stages of research and development and clinical
trials. The market for peptide and peptidomimetic small molecule drugs is still developing.

Recurring sales of PBBs for development programs is sporadic at best. The high cancellation rate for drug
development programs results in a significant likelthood that there will be no subsequent or “follow-on”
PBB sales for any particular drug development program. Accordingly, the level and timing of orders by
the Company’s customers relating to specific drug development programs varies substantially from
quarter to quarter and the Company cannot rely on any one customer as a constant source of revenue.

The size of the PBB orders for marketed drugs can be substantially larger than those for the discovery or
clinical trial stages. Sales of PBBs for marketed drugs can also provide an opportunity for continuing,
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longer-term sales. While not subject to the same high cancellation rate faced by discovery- and clinical
trial-stage drug development programs, the demand for the approved drugs remains subject to many
uncertainties, including the drug price, the drug side effects and the existence of other competing drugs.
These factors, which are outside of the control of the Company, will affect the level of demand for the
drug itself and, therefore, the demand for PBBs. Also, industry cost pressures can cause pharmaceutical
companies to explore and ultimately adopt alternative manufacturing processes that may not include the
Company’s PBBs as an intermediate. Finally, with longer-term, significant or large-scale orders, the
Company expects increased competition to supply these PBRBs.

Similar dynamics affect the cosmeceutical development process and market, except that the regulatory
oversight and, consequently, the typical length of a product’s “time to market” is reduced. Cosmeceutical
products make no therapeutic claims and, accordingly, the more extensive and time-consuming clinical
trials to establish efficacy are not required.

The foregoing industry factors create an inability for the Company to predict future demand beyond its
current order base. Until the Company develops a stable baseload of demand, the Company is likely to
continue to experience significant fluctuations in its quarterly results.

Production factors

Synthetech has a full cycle “grams to tons” production capability and has made over 400 products. With
over 15 years of experience, Synthetech has developed extensive PBB process technology and is
recognized as one of the leaders in this area. Nevertheless, initial batches of new products and scaling up
production processes of existing products may result in significantly lower than expected yields and
extended processing time, and may require substantial rework to meet the required specification. These
factors could cause increased costs and delay shipments and, thus, affect periodic operating results.

LIQUIDITY AND CAPITAL RESOURCES

At March 31, 2002, the Company had working capital of $11.316 million compared to $11.57 million at
March 31, 2001. The Company's cash and cash equivalents at March 31, 2002 totaled $4.21 million
compared to $5.39 million at March 31, 2001. This $1.18 million reduction in cash and cash equivalents
principally reflected $1.77 million of capital expenditures partially offset by $598,000 received from
operating activities during fiscal 2002. The Company invests its cash in low-risk money market accounts.
In addition, the Company has a $1 million unsecured bank line of credit that had no amount outstanding at
March 31, 2002.

The increase in accounts receivable to $2.17 million at March 31, 2002 from $1.18 million at March 31,
2001 primarily reflected differences in the timing of shipments between the periods. The decrease in
income tax receivable to $672,000 at March 31, 2002 from $924,000 at March 31, 2001 reflected changes
in the tax benefit for fiscal 2002. The decrease in inventory to $4.40 million at March 31, 2002 from
$4.51 million at March 31, 2001 primarily reflected a decrease in finished goods. The decrease in
accounts payable to $465,000 at March 31, 2002 from $781,000 at March 31, 2001 primarily reflected the
reduction of expenditure commitments related to capital projects between the two periods.

In fiscal 2002, the Company completed the wastewater treatment system that it began in fiscal 2001 with
preliminary design work and some purchases of equipment. The total investment in the on-site wastewater
treatment system was $1.63 million. The system began initial start-up operations in September 2001 and
was fully operational in November 2001.
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The Company had approximately $1.77 million of capital expenditures during fiscal 2002 which included
$556,000 for equipment and equipment upgrades in the existing plant, $84,000 for completion of the
R&D lab remodel, and $1.13 million for equipment purchases and installation relating to the wastewater
treatment system. The Company anticipates total fiscal 2003 capital expenditures for the existing plant to
be approximately $1.05 million, and an additional $400,000 to purchase property and office space
adjacent to the Company and to equip the office space. The Company expects to finance all capital
expenditures from internal cash flow and does not anticipate the need for any new debt or equity
financing.

The Company owns its facility and all of its equipment. See Note D to Financial Statements for a
description of the Company’s property, plant and equipment.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCL.OSURE ABOUT
MARKET RISK

Synthetech's primary market risk exposure is the impact of interest rate fluctuations on interest income
earned on our cash deposits and cash equivalents. The risks associated with market, liquidity and principal
are mitigated by investing in high-credit quality securities and limiting concentrations of issuers and
maturity dates. Derivative financial instruments are not part of Synthetech's investments.

Substantially all of the Synthetech's purchases and sales are denominated in U.S. dollars and as a result, it
has relatively little exposure to foreign currency exchange risk with respect to any of its purchases and
sales. Synthetech does not currently hedge against foreign currency rate fluctuations. The effect of an
immediate 10% change in exchange rates would not have a material impact on the Synthetech's operating
results or cash flows.

FORWARD LOOKING STATEMENTS

This Annual Report contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. This Act provides a "safe harbor for forward-looking statements to
encourage companies to provide prospective information about themselves so long as they identify these
statements as forward-looking and provide meaningful cautionary Statements identifying important
factors that could cause actual results to differ from the projected results. All statements other than
statements of historical fact, including statements regarding industry prospects and future results of
operations or financial position, made in this Annual Report are forward looking. We use words such as
“anticipates,” “believes,” “expects,” “future ‘' and “intends” and similar expressions to identify forward-
looking statements. Forward-looking statements reflect management’s current expectations, plans or
projections and are inherently uncertain. Actual results could differ materially from management's
expectations, plans or projections. Readers are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of the date of this report. Certain risks and uncertainties that
could cause our actual results to differ significantly from management’s expectations are described in the
section entitled “Factors Affecting Future Results” This section along with other sections of this Annual
Report, describes some, but not all, of the factors that could cause actual results to differ significantly
from management’s expectations. We undertake no obligation to publicly release any revisions to these
Sforward-looking statements that may be made to reflect events or circumstances after the date hereof or to
reflect the occurrence of unanticipated events. Readers are urged, however, to review the factors set forth
in reports that we file from time to time with the Securities and Exchange Commission.
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Independent Auditors’ Report

The Board of Directors and Shareholders
Synthetech, Inc.:

We have audited the accompanying balance sheet of Synthetech, Inc. as of March 31, 2002, and the
related statements of operations, shareholders’ equity, and cash flows for the year then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Synthetech, Inc. as of March 31, 2002, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America. '

Portland, Oregon /s/ KPMG LLP
May 13, 2002
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THIS REPORT IS A CONFORMED COPY OF THE REPORT PREVIOUSLY
ISSUED BY ARTHUR ANDERSEN LLP AND HAS NOT BEEN REISSUED.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders of Synthetech, Inc.:

We have audited the accompanying balance sheet of Synthetech, Inc. (an Oregon corporation) as of March
31, 2001, and the related statements of operations, shareholders' equity and cash flows for each of the two
years in the period ended March 31, 2001. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on

our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Synthetech, Inc. as of March 31, 2001, and the results of its operations and its cash flows for
each of the two years in the period ended March 31, 2001 in conformity with accounting principles
generally accepted in the United States.

Arthur Andersen LLP
Portland, Oregon,
May 15, 2001
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SYNTHETECH, INC.

BALANCE SHEETS
March 31, March 31,
2002 2001
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 4,214,000 $ 5,389,000
Accounts receivable, less allowance
for doubtful accounts of $13,000 for
both periods 2,167,000 1,171,000
Inventories . 4,398,000 4,513,000
Prepaid expenses 426,000 404,000
Income tax receivable 672,000 924 000
Deferred mcome taxes 116,000 146,000
Other current assets 7,000 -
TOTAL CURRENT ASSETS 12,000,000 12,547,000
PROPERTY, PLANT AND EQUIPMENT, at cost, net 12,229,000 13,448,000
TOTAL ASSETS $ 24,229,000 $ 25,995,000

The accompanying notes are an integral part of these financial statements.
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SYNTHETECH, INC.

BALANCE SHEETS

(continued)
March 31, March 31,
2002 2001
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES: ‘

Current portion of long term obligations $ 20,000 $ 46,000
Accounts payable 465,000 781,000
Accrued compensation 138,000 118,000
Deferred revenue - 17,000
Other accrued habilities 61,000 11,000

TOTAL CURRENT LIABILITIES 684,000 973,000

DEFERRED INCOME TAXES 463,000 655,000
LONG TERM OBLIGATIONS, net of current portion . 97,000 117,000
SHAREHOLDERS' EQUITY:

Common stock, $.001 par value, authorized

100,000,000 shares; issued and outstanding,

14,307,000 and 14,280,000 shares 14,000 14,000
Paid-in capital 8,933,000 8,858,000
Deferred compensation (61,000) (72,000)
Retained earnings 14,099,000 15,450,000

TOTAL SHAREHOLDERS' EQUITY 22,985,000 24,250,000

TOTAL LIABILITIES AND SHAREHOLDERS'EQUITY $ 24,229,000 $ 25,995,000

The accompanying notes are an mtegral part of these tinancial statements.
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For The Year Ended March 31,

REVENUES

COST OF REVENUES
GROSS PROFIT (LOSS)

RESEARCH AND DEVELOPMENT

SYNTHETECH, INC.

STATEMENTS OF OPERATIONS

SELLING, GENERAL AND ADMINISTRATIVE

OPERATING EXPENSE
OPERATING INCOME (LOSS)

OTHER INCOME, net
INTEREST EXPENSE

INCOME (LOSS) BEFORE INCOME TAXES

PROVISION (BENEFIT) FOR INCOME TAXES

NET INCOME (LOSS)

BASIC EARNINGS (LOSS) PER SHARE

DILUTED EARNINGS (LOSS) PER SHARE

The accompanymg notes are an mtegral part of these financial statements.
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$ 10,876,000
10,931,000

651,000

(2,294,000)

127,000
(12,000)

(2.179,000)

(828,000)

(1,751,000)

408,000
(13,000)

(1,356,000)

(515,000)

§ 12,132,000
7,936,000

436,000

2,544,000
361,000
(14,000)



SYNTHETECH, INC.

STATEMENTS OF SHAREHOLDERS' EQUITY

COMMON STCCK
— PAID-IN DEFERRED RETAINED
SHARES AMOUNT CAPITALL.  COMPENSATION EARNINGS TOTAL
14252000 3 14,000 $ 8,740,000 $ (76,000) $§  14,349.000 § 23,027,000

Net ncome - - - - 1,942,000 1,942,000
Issuance of stock for the exercise of

stock options 25,000 - 15,000 - - 15,000
Compensation on stock options granted - - 10,000 (10,000) - -
Arrortization of deferred conpersation - - - 46,000 - 46,000
Income tax benefit of disqualifymg dispositions : - - 7,000 - - 7,000
Income tax benefit of non-qualified option

EXEICISES - - 21,0600 - - 21,000
BALANCE, March 31, 2000 14,277,000 14,000 8,793,000 (40,000) 16,291,000 25,058,000
Net loss - - - - (841,000) (841,000)
Issuanse of stock for the exercise of S

stock optons o . 3,000 - 1,000 - - 1,000
Compensation on stock optiors grarted - - 61,000 (61,000) - -
Amortization of deferred compensation - - - 29,000 - 29,000
Income tax benefit of non-quatifisd option :

exarcises » - - 3,000 - - 3,000
BALANCE, March 31, 2001 14,280,000 14,000 8,858,000 (72,000) 15,450,000 24,250,000
Net loss - - - - (1,351,000) (1,351,000
Issuance of stock for purchases wnder the

Enployee Stock Purchase Plan - 27,000 - 42,000 - - 42,000
Compensation on stock options granted - - 33,000 (15,000) - 18,000
Arrortzation of deferred cormpersation ) - - - 26,000 - 26,000
BALANCE, March 31, 2002 14307000 $ 14000 $ 8933000 $ 61,000y $  14,099000 $ 22,985,000

The acconparying notes are an regral part of these fnancial statements.
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For The Year Ended March 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net meone (foss)
Adjustiments to reconcile net mcome (Joss) to
ret cash provided by operating activities:
Depreciation, amortization and other
Other non-cash items, net
Income tax benefits from non-qualified stock option exercises
and disqualifyng dispositions
Deterred incone tanes
{Increase) decrease i assets:
Accounts recevable, net
[mventories
Prepaid expenses
Income tax receivable
Other currert assets
Increase (decrease) m habilities:
Accounts payable and accrued labilities
Deferred revenue

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Property, plant and equipment purchases, net

Net cash used m rvesting activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Principal paymerts under long-tenn debt obligations
Proceeds from stock option exercises

Proceeds from stock purchase plan
Net cash used m fimancig activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

NON-CASH INVESTING AND FINANCING ACTIVITIES:
Compensation on stock optiors granted at below far value
Mature shares exchanged for the exercise of stock options
Equipient purchased with capital kase

SYNTHETECH, INC.

STATEMENTS OF CASHFLOWS

2002 2001 2000
$ (1,351,000) $  (841,000) $ 1,942,000
2,932,000 2,463,000 1,933,000
100,000 63,000 49,000
- 3,000 28,000
(162,000 167,000 (21,000
(996,000) 1,262,000 981,000
115,000 (401,000) (753,000)
(22,000) (119,000) (1,000
252,000 (787,000) (137,000)
(7,000) 31,000 (26,000)
(246,000) 229,000 (1,815,000)
(17,000) (527,000) 500,000
598,000 1,543,000 2,680,000
(1,769,000) (2,539,000) (3,746,000)
(1,769,000) (2,539,000) (3,746,000
(46,000) (20,000) (15,000)
- 1,000 15,000
42,000 . .
(4,000) (19.000) -
(1,175,000) (1,015,000) (1,066,000)
5,389,000 6,404,000 7,470,000
$ 4,214,000 $ 5,389,000 $ 6,404,000
$ 15000 $ 61,000 $ 10,000
3 - $ - $ 94,000
3 - $ 31,000 $ -

The écconpanying notes are an miegral part of these financial statenenis.
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SYNTHETECH. INC.
NOTES TO FINANCIAL STATEMENTS

GENERAL AND BUSINESS

Synthetech, Inc., an Oregon corporation, specializes in developing and producing Peptide
Building Blocks (PBBs), which are chemically modified forms of natural amino acids and
synthetic non-natural amino acids (Specialty Amino Acids) using a combination of organic
chemistry and biocatalysis. The Company’s PBBs are used predominately by
pharmaceutical companies to make a wide range of peptide-based drugs under development
and on the market for the treatment of AIDS, cancer, cardiovascular and other diseases.
The Company has established a worldwide reputation in a unique product and technology
area as a leading supplier for all phases of the drug development cycle from discovery
through market launch.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates: The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Cash and Cash Equivalents: Cash and cash equivalents include demand cash and all
investments purchased with a maturity at acquisition of three months or less.

Inventories: Inventories are stated at the lower of cost or market, determined on the first-
in, first-out (FIFO) basis. Cost utilized for inventory purposes include labor, material, and
manufacturing overhead.

Property, Plant and Equipment: Property, plant and equipment are recorded at cost.
Depreciation and amortization are provided on the straight-line method over seven to forty
years for buildings and land improvements, and five to seven years on all other property.
When property is sold or retired, the cost and accumulated depreciation are removed from
the accounts and the resulting gain or loss is recorded in the statement of operations.

Revenue Recognition: Sales of products are recognized when products are delivered and
title and risk of loss have been passed to the customer. The Company has not experienced
any significant history of sales returns and, thus, no reserve for sales returns has been
provided.
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NOTE B.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Concentrations of Credit Risk: Financial instruments, which potentially expose the
Company to concentrations of credit risk, consist primarily of accounts receivable. At
March 31, 2002, two customers had accounts receivable balances of 57% and 15% of total
accounts receivable. At March 31, 2001, two customers had accounts receivable balances
of 37% and 15% of total accounts receivable. At March 31, 2000, two customers had
accounts receivable balances of 68% and 15% of total accounts receivable.

Research and Development Costs: Research and development costs are generally
expensed as incurred.

Earnings (Loss) Per Share: Basic earnings (loss) per share (EPS) are computed by
dividing net income (loss) by the weighted average number of shares of common stock
outstanding during the period. Diluted earnings (loss) per share are computed by dividing
net income (loss) by the weighted average number of shares of common stock and common
stock equivalents outstanding during the period, calculated using the treasury stock method
as defined in SFAS No. 128, The following s a reconciliation of the shares used to
calculate basic earnings (loss) per share and diluted earnings (loss) per share:

2002 2001 2000
Weighted average shares outstanding for
basic EPS 14,288,076 14,277,767 14,256,761
Dilutive effect of common stock options issuable
under treasury stock method - - 37.938
Weighted average common and common
equivalent shares outstanding for diluted EPS 14,288,076 14,277,767 14,294,699

The following common stock equivalents were excluded from the earnings per share
computation because their effect would have been anti-dilutive:

2002 2001 2000
Common stock options outstanding 819,000 748,600 514,300
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NOTE B.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Supplemental cash flow disclosures are as follows:

Cash Paid During The Year For:

, 002 2001 2000
Income Taxes, net of refunds $ - $ 101,000  $1,640,000
Interest $ 12,000 $ 13,000 S 14,000

New Accounting Pronouncements:

In June 1999, the FASB issued Statement of Financial Accounting Standards No. 137,
“Accounting for Derivative Instruments and Hedging Activities” (“SFAS 137”). SFAS 137
is an amendment to Statement of Financial Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” SFAS 137 establishes accounting and
reporting standards for all derivative instruments and is effective for fiscal years beginning
after June 15, 2000. In June 2000, the FASB issued SFAS No. 138, which amended certain
guidance within SFAS 137. The Company does not currently have any derivative
instruments and, accordingly, the adoption of these standards in fiscal 2002 did not have an
impact on its financial position or results of operations.

In July 2001, the Financial Accounting Standards Board issued SFAS No. 141, "Business
Combinations," and SFAS No. 142, "Goodwill and QOther Intangible Assets." SFAS No.
141 requires that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001 SFAS No. 142 changes the accounting for goodwill from an
amortization method to an impairment-only approach. Thus, amortization of goodwill,
including goodwill recorded in past business combinations, will cease upon adoption of this
Statement. SFAS No. 142 becomes effective for fiscal years beginning after December 15,
2001, with early adoption permitted for entities with fiscal years beginning after March 15,
2001. The adoption of SFAS No. 141 and SFAS 142 did not have an impact on financial
condition or results of operations.

In August 2001, the FASB approved SFAS No. 143, “Accounting for Asset Retirement
Obligations,” which will be effective beginning with fiscal year 2003. SFAS No. 143
addresses the financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs.

In October 2001, the FASB approved SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets,” which supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” and the
accounting and reporting provisions of APB No. 30, “Reporting the Results of Operations —
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Cccurring Events and Transactions” for the disposal of a segment of a
business. SFAS No. 144 retains many of the fundamental provisions of SFAS No. 121, but
resolves certain implementation issues associated with that Statement. SFAS No. 144 will
be effective beginning in fiscal 2003. The adoption of SFAS Nos. 143 and 144 will not
have a significant impact on the Company’s financial condition or results of operations.

Reclassification: Certain reclassifications were made to prior year amounts to conform
with the current year presentation.

Comprehensive [ncome or Loss: The Company has no material components of
comprehensive income or loss other than net income or loss. Accordingly, comprehensive
income/loss was equal to net income/loss for all periods presented.
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NOTE C.

NOTE D.

INVENTORIES

The major components of inventories are as follows:

Finished products
Work-in-process
Raw materials

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following:

Land

Buildings

Machinery and equipment
Laboratory equipment
Furniture and fixtures
Vehicles

Construction in progress

Less:
Accumulated depreciation

Mérch 31
2002 2001
$ 1,991,000 $ 2,140,000
1,281,000 1,255,000
1,126,000 1,118,000
4.398.000 4 513,000
March 31
2002A 2001
$ 91,000 $ . 91,000
6,330,000 5,442,000
14,800,000 12,716,000
1,005,000 518,000
372,000 334,000
125,000 125,000
276,000 2.063.000
22,999.000 -21,289,000
110,770,000 7.841.000
$ 12,229 000 $ 13,448,000
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NOTE E.

NOTE F.

INCOME TAXES

The Company accounts for income taxes under the asset and liability method as defined by
the provisions of Statement of Financial Accounting Standards No. 109 (SFAS 109),
“Accounting for Income Taxes.” Under this method, deferred income taxes are recognized
for the future tax consequences attributable to temporary differences between the financial
statement carrying amounts and tax balances of existing assets and liabilities. Deferred tax
assets and liabilities are measured using the enacted rates expected to apply to taxable
income in the years during which those temporary differences are expected to be recovered
or settled.

The provision (benefit) for income taxes in fiscal 2002, fiscal 2001 and fiscal 2000
included a deferred tax (benefit) provision of ($162,000), $167,000 and ($21,000),

respectively.

Total deferred tax assets and liabilities at March 31, 2002 were $387,000 and $734,000,
respectively. Total deferred tax assets and liabilities at March 31, 2001 were $146,000 and
$655,000, respectively. Individually significant differences included book/tax depreciation
differences which were recorded as a deferred tax liability of $734,000 and $655,000 at
March 31, 2002 and March 31, 2001, respectively. As of March 31, 2002, the Company
had gross state net operating loss carryforwards of $4,115,000, which expire beginning in
fiscal 2016.

The reconciliation between the effective tax rate and the statutory federal income tax rate 1s
as follows:

2002 2001 2000
Statutory federal tax rate 34.0% 34.0% 34.0%
State taxes 4.4 4.4 4.4
Foreign sales corporation benefit - - (5.7
Other (0.4 (0.4) 0.1
Effective tax rate 38.0% 38.0% 32.8%
LINE OF CREDIT

The Company has a line of credit available with a bank in the amount of $1 million with an
applicable interest rate equal to the bank’s prime lending rate, which was 4.75% at March
31, 2002. There were no amounts outstanding at the end of the fiscal 2002. This line of
credit has a one-year term and is renewable on September 1, 2002,
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NOTE G.

NOTE H.

LONG TERM OBLIGATIONS

In 1997, the Company entered into a note payable with the City of Albany for payment of
wastewater system development charges assessed in connection with the Company’s plant
expansion. The note bears interest of 9.0% per annum and is due in monthly installments of
$2,459 through February 2007. The note is secured by the Company’s property, plant and
equipment. The remaining balance of the note payable was $117,000 and $135,000, as of
March 31, 2002 and 2001, respectively.

In 2001, the Company purchased equipment of $31,000 with a capital lease. At March 31,

2001, the remaining lease obligation was $28,000. Subsequent to March 31, 2001, the
Company paid off the lease obligation in its entirety.

SHAREHOLDERS' EQUITY

In July 1998, the Company adopted a Shareholder Rights Plan (the “Rights Plan”). Under
the Rights Plan, the Company declared a dividend of one common share purchase right (a
"Right") for each share of common stock outstanding at the close of business on August 4,
1998. The Rights are attached to, and automatically trade with, the outstanding shares of
the Company’s common stock. Under certain conditions, each right may be exercised to
purchase one share of common stock at a purchase price of $30 per share, subject to
adjustment. In the event that a person or group acquires 15% or more of the Company’s
common stock, each Right will entitle all other shareholders to purchase from the Company
common stock having a market value equal to two times the exercise price of the Right. In
addition, if the Company is acquired in a merger or other business combination transaction
or 50% or more of its consolidated assets or earning power are sold, proper provision will
be made so that each shareholder with unexercised Rights will be entitled to purchase
common stock of the acquirer with a value of twice the exercise price of the Rights. The
Company is entitled to redeem the Rights at $.0001 per Right at any time prior to the earlier
of the expiration of the Rights in July 2008 or the time that a person or group has acquired
a 15% position. The Rights do not have voting or distribution rights.

The 2000 Stock Incentive Plan (the Plan) authorized 500,000 shares of the Company’s
stock to be 1ssued plus an aggregate maximum of 893,450 from the 1990 and 1995 plans.
The Plan is the successor to the Amended and Restated 1990 Stock Option Plan and the
1995 Incentive Compensation Plan. No further grants will be made under the 1990 and
1995 plans. The Company has 1,390,450 shares available for issuance at March 31, 2002,
The options granted under the Plan generally vest 25% each year and are 100% vested after
4 years from the beginning of the fiscal year in which the options are granted. However, to
a lesser extent, some options vest from 25% after each year of employment and 100% after
4 years of employment, some vest over two to five years. Options granted under this plan
have a maximum term of 10 years.
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SHAREHOLDERS' EQUITY (CONTINUED)

On July 17, 2001, options for 521,900 shares of Synthetech stock granted were cancelled
pursuant to an option exchange program. The cancelled options had exercise prices ranging
from $3.69 per share to $8.50 per share. On January 22, 2002, options for 521,900 shares
of Synthetech stock were granted under the 2000 Stock Incentive Plan, pursuant to the
option exchange program at an exercise price of $1.48, the then fair value. These options
vest 50% on the grant date and 25% after each subsequent year from the grant date. These
options will be fully vested two years after the grant date. This option exchange program
has been accounted for as a fixed plan pursuant to FASB Interpretation (FIN) 44 and its
related interpretations.

During 1995, the Financial Accounting Standards Board issued SFAS 123 which defines a
fair value based method of accounting for an employee stock option or similar equity
instrument and encourages all entities to adopt that method of accounting for all of their
employee stock compensation plans. However, it also allows an entity to continue to
measure compensation cost for those plans using the method of accounting prescribed in
APB 25 Entities electing to remain with the accounting in APB 25 must make pro forma
disclosures of net income and, if presented, earnings per share, as if the fair value based
method of accounting defined in the Statement had been applied.

The Company has elected to account for its stock-based compensation plan under APB 25.
However, the Company has computed, for pro forma disclosure purposes, the value of all
options granted during fiscal 2002, fiscal 2001 and fiscal 2000 using the Black-Scholes
option-pricing model as prescribed by SFAS 123, using the following weighted average
assumptions for grants in fiscal 2002, fiscal 2001 and fiscal 2000:

Fiscal Year 2002 2001 2000
Risk-free interest rate - 491% 5.57% 5.50%
Expected dividend yield 0% 0% 0%
Expected life 4.26 years 4.83 years 3.84 years
Expected volatility 55% 54% 55%

The total value of options granted during fiscal 2002, fiscal 2001 and fiscal 2000 would be
amortized on a pro forma basis over the vesting period of the options. Using the Black-
Scholes methodology, the total value of options granted during fiscal 2002, fiscal 2001 and
fiscal 2000 was $448,000, $374,000 and $299,000, respectively, which would be amortized
on a pro forma basis over the vesting period of the options. The weighted average fair
value per option granted during fiscal 2002, fiscal 2001 and fiscal 2000 was $0.77, $1.76
and $2.18, respectively. If the Company had accounted for these options in accordance with
SFAS 123, the Company’s net income (loss) and earnings (loss) per share would have
decreased or increased as reflected in the following pro forma amounts:
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SHAREHOLDERS' EQUITY (CONTINUED)

Year ended March 31,

2002 2001 2000

Net income (loss): "

As reported $(1,351,000)  $ (841,000) $-1,942,000

Pro forma $(1,539,000)  $(1,159,000) $ 1,453,000
Basic earnings (loss) per share:

As reported $(0.09) $(0.06) $0.14

Pro forma $0.11) - $(0.08) $0.10
Diluted earnings (loss) per share: '

As reported $(0.09) $(0.06) $0.14

Pro forma $(0.11) $(0.08) $0.10

Activity under the Amended and Restated 1990 Stock Option Plan, 1995 Incentive
Compensation Plan and 2000 Stock Incentive Plan over the last three fiscal years is
summarized as follows:

Year ended March 31,
2002 2001 2000
Wtd. Avg. Wtd. Avg. Wtd. Avg.
Shares Ex Prce Shares Ex Price Shares Ex Price
Options outstanding at beginning of year 748,600 " 85.33 732,800 $6.15 659,513 $6.26
Granted 601,400 1.52 209,400 2.84 137,000 4.32
Exercised , 0 0.00 (3,000) 051 (41,713) 2.60
Cancelled (531,000 6.52 (190.600) 5.80 (22,000 5.03
Options cutstanding at end of year 819,000 $1.76 748,600 $533 732,800 $6.15
Exercisable at end of year 441,127 $1.84 498,050 $6.31 488,300 $6.67
Weighted average fair value of options .
granted at market value - . $0.75 ] - $1.69 - $2.13
Weighted average fair value of options ) KO
granted at below market value - SL760° T L 8217 - $3.18

RPRRNES
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NOTE I

NOTE J.

SHAREHOLDERS' EQUITY (CONTINUED)

" The following table sets forth the exercise price range, number of shares outstanding at

March 31, 2002, weighted average remaining contractual life, weighted average exercise
price, number of exercisable shares and weighted average exercise price of exercisable

_ . options by groups of similar price and grant date:

v
LN
i

L

Options Outstanding Options Exercisable

Wtd. Avg.
Exercise Outstanding Remaining
Price - Shares Contractual Wtd Avg. Exercisable Wtd Avg.
Range at 3/31/02  Life (Years) Exercise Price Shares Exercise Price
$0.30-81.08 65,000 8.37 $0.61 28,875 $0.77
$1.48-51.81 591,900 9.37 t.s51 330,952 1.53
$2.15-84.56 158,100 8.48 3.08 77,300 3.34
$6.25-88.50 4,000 6.04 6.25 4,000 6.25

819,000 441,127

401(k) PROFIT SHARING PLAN

The Company established a 401(k) Profit Sharing Plan on April 1, 1992, This plan is
offered to eligible employees, who may elect to contribute up to 15% of compensation and
includes a Company matching contribution. The Company’s matching contribution is $.50,
$.75 or $1.00 for each $1.00 contributed up to 10% of compensation depending on the
employee's length of service with the Company. The Company contribution becomes fully
vested for each employee after 5 years of employment. The Company matching
contribution for fiscal years 2002, 2001 and 2000 was $90,000, $91,000 and $73,000,
respectively.

SEGMENT INFORMATION

Long-lived assets, other than in the United States, are not material.

Significant Customers: During fiscal year 2002, three customers accounted for
approximately 29%, 21% and 20% of revenues. During fiscal year 2001, two customers
accounted for approximately 32% and 12% of revenues. During fiscal year 2000, three
customers accounted for approximately 29%, 19% and 14% of revenues.

Page 38




NOTE J.

NOTE K.

SEGMENT INFORMATION (CONTINUED)

The following table reflects sales and percent of total sales by geographic area for the year

ended March 31,
2002 2000

United States $ 9,440,000 86.8% § 5,697,000 77.5% $ 5,738,000 47.3%
Europe 1,338,000 12.3 1,531,000 20.8 4,807,000 39.6
Mexico - - - 1,522,000 12.6
Japan 19,000 - 1.7 53,000 0.5
Other 79,000 0.9 - 12,000 -
Total $10,876,000 100% $ 7,359,000 100% $12,132,000 100%
SUBSEQUENT EVENT

On May 10, 2002, the Company agreed to purchase property adjacent to its site for
$325,000. The adjacent property includes office and warehouse space into which the

Company plans to expand.
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Supplementary Financial Data

The financial statements and notes thereto required by this item begin on page 20 of this
document. Unaudited quarterly financial data for each of the eight quarters in the two-year

period ended March 31, 2002 is as follows:

(in thousands, except per share data)

Revenue

Gross profit (loss)

Operating income (loss)

Net ncome (loss)

Basic and diluted earnings (loss) per share

(in thousands, except per share data)

Revenue

Gross profit (loss)

Operating income (loss)

Net ncome (loss)

Basic and diluted earnings (loss) per share

Year Ended March 31, 2002
First Second Third Fourth

Quarter  Quarter Quarter Quarter

$ 2322 $ 2,409 $ 3,138 § 3,007
12 (677) 857 (247)

(579)  (1,210) 307 (812)
(327)  (731) 203 (496)

$ (0.02) $ (0.05) $ 001 $ (0.03)

Year Ended March 31, 2081
First Second Third Fourth

Quarter(l) Quarter  Quarter  Quarter

$ 2,698, $ 1,082 $ 1,413 $ 2,166
961  (410)  (344)  (136)
475 (863)  (741)  (622)
354 465y  (397)  (333)
$ 002 $ (0.03) $ (0.03) $ (0.02)

(1) Restated to reflect the reversal of a $73,000 equipment write down incorrectly reported

in the first quarter of fiscal 2001.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING

AND FINANCIAL DISCLOSURE

Effective May 9, 2002, the Company dismissed Arthur Andersen LLP as its independent public
accountants and engaged KPMG LLP as its new independent public accountants. The members of the
Company's Audit Committee participated in the decision to dismiss Arthur Andersen and the dismissal was
approved by the Company's Board of Directors. The engagement of KPMG was recommended by the
Company's Audit Committee and approved by its Board of Directors.

None of Arthur Andersen's reports on the Company's consolidated financial statements for the fiscal years
ended March 31, 2001 and 2002 contained an adverse opinion or disclaimer of opinion, nor was any such
report qualified or modified as to uncertainty, audit scope or accounting principles.

. During the fiscal years ended March 31, 2001 and 2002 and through May 9, 2002, there were no
disagreements between the Company and Arthur Andersen on any matter of accounting principles or
practices, financial statement disclosure or auditing scope or procedures, which disagreements, if not
resolved to Arthur Andersen's satisfaction, would have caused them to make reference to the subject
matter of the disagreements in connection with their reports on the Company's consolidated financial
statements for such years or such period, and there were no reportable events as set forth in Item
304(a)(1)(v) of Regulation S-K.

During the fiscal years ended March 31, 2001 and 2002 and through May 9, 2002, the Company did not
consult KPMG regarding the application of accounting principles to any specified transaction, either
completed or proposed, or the type of audit opinion that might be rendered on the Company's financial
statements, or any other matters or reportable events as set forth in Items 304(a)(2)(i) and (ii) of
Regulation S-K.

The Company has not been able to obtain Arthur Andersen's consent to incorporate by reference the

audited financial statements for the fiscal years ended March 31, 2001 and 2000 into the Company's
existing registration statements. '
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PART II

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required about our executive officers by this item is included in Item 1 of this report under
the caption "Executive Officers of the Registrant." The remaining information required by this item is
included in our Proxy Statement for our 2002 annual meeting of shareholders, which will be filed with the
Securities and Exchange Commission within 120 days after March 31, 2002 and is incorporated herein by
reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is included in our Proxy Statement for our 2002 annual meeting of
shareholders, which will be filed with the Securities and Exchange Commission within 120 days after
March 31, 2002 and is incorporated herein by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The information required by this item is included in our Proxy Statement for our 2002 annual meeting of
shareholders, which will be filed with the Securities and Exchange Commission within 120 days after
~ March 31, 2002 and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is included in our Proxy Statement for our 2002 annual meeting of
shareholders, which will be filed with the Securities and Exchange Commission within 120 days after
March 31, 2002 and is incorporated herein by reference.
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Exhibit
No.

PART 1V

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS

ON FORM 8-K

The information required by this item is included under Item 8 of this Report.

(a)(3) EXHIBITS.

Description

(2)(1) and (2) FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES.

The following documents are filed as part of this Annual Report on Form 10-K and this list is intended to
constitute the exhibit index:

Sequential Page
No.

3G)
3Giy

"
bl

4
4
10.1

10271

6
10.3

6
10.4
10.5°1
10.6 1

Sa
10.7°1

10.87F

Articles of Incorporation of Synthetech, Inc., as amended.
Bylaws of Synthetech, Inc., as amended.

Synthetech, Inc. and American Securities Transfer and Trust,
Inc. Rights Agent, Rights Agreement dated July 23, 1998,

Amendment No. 1 to Stock and Warrant Purchase Agreement
between the Company and JB dated as of March 26, 1996.

1995 Incentive Compensation Plan, as amended.

Promissory Note dated August 26, 1998 from Synthetech, Inc. to
United States National Bank of Oregon.

Letter Agreement dated August 26, 1998 between Synthetech, Inc.
and United States National Bank of Oregon.

Nonqualified Stock Option dated as of November 7, 1996 to

purchase 50,000 shares of Common Stock issued to Howard L. Farkas.

Nonqualified Stock Option dated as of November 7, 1996 to
purchase 15,000 shares of Common Stock issued to Howard L. Farkas.

Nonqualified Stock Option dated as of November 7, 1996 to

purchase 15,000 shares of Common Stock issued to Page E. Golsan III.

Form of contract entered into by each of Mr. Philip L. Knutson,
Mr. M. Sreenivasan and Mr. Charles B. Williams dated July 18, 1997.

Bonus for M. Sreenivasan granted October 1, 1998.
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10.10% 2000 Stock Incentive Plan.

10.11 Revolving Credit Note and Agreement dated as of September 27, 2001 between Synthetech,
Inc. and U.S. Bank N.A.

21.1 Subsidiaries of the Registrant.

231 Consent of KPMG LLP.

+ Management contract or compensatory plan.

1][ncorpora.ted by reference to the exhibits filed with registrant’s Annual Report on Form 10-K for the
fiscal year ended March 31, 1991.

: Incorporated by reference to the exhibits filed with registrant's Quarterly Report on Form 10-Q for the
fiscal quarter ended September 30, 2001.

3Incorporated by reference to the exhibits filed with registrant’s Registration Statement on Form 8-A (File
No. 000-12992) as filed with the Securities and Exchange Commission on July 24, 1998.

4}[ncorporated by reference to the exhibits filed with registrant’s Annual Report on Form 10-KSB for the
fiscal year ended March 31, 1996.

’ Incorporated by reference to the exhibits filed with registrant’s Annual Report on Form 10-KSB for the
fiscal year ended March 31, 1997.

6Inc:orporated by reference to the exhibits filed with registrant’s Annual Report on Form 10-K for the fiscal
year ended March 31, 1999.

"Incorporated by reference to the exhibits filed with registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended June 30, 1997,

*Incorporated by reference to the exhibits filed with registrant’s Tender Offer Statement on Schedule TO
(File No. 005-36505) as filed with the Securities and Exchange Commission on June 15, 2001.

(b) Reports on Form 8-K
None.
(c) See (a) (3) above.

(d) See (a) (1) and (2) above.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant

SIGNATURES

has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: June 13, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by

SYNTHETECH, INC.
(Registrant)

By _/s/ M. (“Sreeni”) Sreenivasan

M. (“Sreeni”) Sreenivasan

President and Chief Executive Officer

the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature

/s/ M. (“*Sreeni”) Sreenivasan

M. (“Sreeni”) Sreenivasan

/s/ Charles B, Williams

Charles B. Williams

/s/ Paul C. Ahrens

Paul C. Ahrens

/s/ David R. Clarke

David R. Clarke

/s/ Daniel T. Fagan

Daniel T. Fagan

/s/ Howard L. Farkas

Howard L. Farkas

/s/ Edward M. Giles

Edward M. Giles

/s/ Page E. Golsan, [II

Page E. Golsan, 111

Title

President, Chief Executive Officer (Principal
Executive Officer) and Board Member

Vice President of Finance and Administration,
Chief Financial Officer, Secretary, Treasurer
(Principal Financial Officer and Principal
Accounting Officer), and Board Member
Chairman of the Board of Directors

Member of the Board of Directors

Member of the Board of Directors

Member of the Board of Directors

Member of the Board of Directors

Member of the Board of Directors
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Date

Tune 13, 2002

June 13, 2002

June 13, 2002
June 13, 2002
June 13, 2002
June 13, 2002
June 13, 2002

June 13, 2002




DIRECTORS

Paul C. Ahrens

Director since 1981. Chairman of the Board since
1995. President of Groovie Moovies, Ltd.. Former
President, CEO and Secretary of Synthetech, Inc.

David R. Clarke
Director since 2001. Vice President and Director of
NinaTek, Inc. Director of Lancair Company.

Daniel T. Fagan

Director since 2001. President of ProGen Biologics
LLC and a consultant to the biopharmaceutical
industry.

Howard L. Farkas

Director since 1985. President and Director of
Farkas Group, Inc. and Windsor Gardens Realty, Inc.
Chairman of the Board of Logic Devices, Inc. and a
Director of Acquisition Industries, Inc.

Edward M. Giles

Director since July 1997. Chairman of The Vertical
Group, Inc., and a Director of Ventana Medical
Systems, Inc,

Page E. Golsan, II1
Director since 1991. Principal of P.E. Golsan & Co.
LLC, and a Director of Panef Corporation.

M. ‘Sreeni’ Sreenivasan
Director since July 1995. President and CEO of
Synthetech, Inc.

Charles B. Williams
Director since July 1997. Vice President and CFO of
Synthetech, Inc.

OFFICERS AND SENIOR MANAGERS

M. ‘Sreeni’ Sreenivasan
President and CEO

Charles B. Williams
Vice President of Finance and Administration, CFO,
Secretary, Treasurer To retire in July 2002.

Joel D. Melka
Vice President of Operations

COMPANY LOCATION

1290 Industrial Way
Albany, Oregon 97321

STOCK TRANSFER AGENT

Computershare Trust Company, Inc.
350 Indiana Street, Suite 800
Golden, Colorado 80401

INDEPENDENT AUDITORS

KPMG LLP
Portland, Oregon

GENERAL/CORPORATE COUNSEL

Perkins Coie LLP
Portland, Oregon

COMPANY FINANCIAL INFORMATION

A copy of the Annual Report as filed with the
Securities and Exchange Commission on

Form 10-K, including the financial statements, is
included in this Annual Report. Additional
copies of the SEC Annual Report will be mailed
at no charge upon request to Investor Relations,
Synthetech, Inc., P.O. Box 646, Albany, Oregon
97321.

Michael J. Cannarsa
Director of Business Development

Gary A. Weber
Vice President of Finance and Administration
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