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(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (858) 451-3771

Securities registered pursuant to Section 12(b) of the Exchange Act: None

Securities registered pursuant to Section 12(g) of the Exchange Act: Common Stock

Preferred Stock Purchase Rights

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days.  Yes  x  No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and no disclosure will
be contained, to the best of the registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).  Yes  ¨  No  x

The aggregate market value of the common stock held by non-affiliates of the registrant as of June 30, 2004 was approximately $3,041,000
based on the closing sale price as reported by the NASD over-the-counter bulletin board. Shares of common stock held by each officer, director
and holder of 10% or more of the outstanding common stock, if any, have been excluded in that such persons may be deemed to be affiliates.
This determination of affiliate status is not necessarily a conclusive determination for other purposes.

As of March 21, 2005, there were 21,606,126 shares of our common stock outstanding.
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EXPLANATORY NOTE

On April 20, 2005, we filed a Schedule 13-E3 and a preliminary proxy statement with the Securities and Exchange Commission (�SEC�)
pertaining to a proposed �going-private� transaction. Our Annual Report on Form 10-K for the year ending December 31, 2004 was included as
Exhibit A to the preliminary proxy statement. We are amending certain portions of our Form 10-K, originally filed with the SEC on March 22,
2005, in response to comments received from the SEC.
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PART I

Item 1.    Business

General

Synbiotics Corporation is a leading provider of rapid diagnostic and laboratory diagnostic products for the animal health care industry. We are
one of a small number of companies that focuses exclusively on animal health and we are a major provider of diagnostic products to the animal
health market. Our product portfolio consists of 93 diagnostic test kits and detection devices. Many of our products hold strong positions in their
specific markets. In recent years we have been moving to refocus our business on our core diagnostics products.

In 2002, we sold our instrument manufacturing operations, which were located in Rome, New York, and we disposed of our PennHIP® business,
which was located in Malvern, Pennsylvania.

In 2001, we ended our participation in the veterinary vaccines business.

In 2000, we acquired our poultry diagnostic products business, and we disposed of W3COMMERCE, an Internet marketing services subsidiary.

Market and Product Overview

We sell our products globally to veterinary practices, laboratories and poultry producers. We believe that our current and intended future
products will offer veterinarians and other professionals an opportunity to improve the quality and expand the scope of animal health care
services.

Our most commercially successful products are our canine heartworm diagnostics (representing 24% of our net sales in 2004 and 2003, and
36%, of our net sales in 2002). We estimate that we have approximately a 15% share of the estimated $30 million U.S. canine heartworm
diagnostics market. Sales of these products have historically been strongest during the first half of the year when distributors purchase
merchandise to sell to veterinarians for the heartworm season.

Marketing

We sell our products throughout the world. In the United States, we market our line both directly and through independent distributors which,
taken together, have approximately 90 outlets, 600 field sales representatives, and 200 telemarketing representatives covering the 25,000
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veterinary clinics throughout the country. We also sell directly to laboratories and other centralized facilities. Outside the United States, we sell
our small-animal products through distributors, and our food animal products directly to laboratories. We maintain a marketing and sales force,
which trains distributor representatives, responds to technical inquiries and promotes products directly to veterinarians, laboratories and poultry
producers.

Manufacturing

We manufacture most of our products at our facilities located in San Diego, California and Lyon, France. However, we rely on outside
manufacturers for our WITNESS® canine heartworm, feline leukemia and canine parvovirus diagnostic products, and our SCA 2000� instrument
products. We manufacture the key biological materials contained in our WITNESS® canine heartworm, feline leukemia and canine parvovirus
diagnostic products.

Until early 2003, we relied on Agen Biomedical Limited as the contract manufacturer of our key Witness® products. After Agen terminated the
supply agreement, we identified a replacement, U.S.-based contract manufacturer and began the re-introduction of these Witness® products to
the market in January 2004.

1

Edgar Filing: SYNBIOTICS CORP - Form 10-K/A

Table of Contents 5



Table of Contents

Patents and Trade Secrets

We believe that our proprietary technology is an important competitive factor in our business, and that protection of our intellectual property
rights is a high priority. The basic hybridoma (the cell that produces the monoclonal antibody) technology is in the public domain and is
therefore not patentable. However, numerous improvements, variations and applications of hybridoma technology may prove to be patentable.
Considering the difficulty of enforcing any patent rights to such improvements, and the rapid advancements in the field, we generally seek, and
will continue to seek, to protect our interests by treating our particular variations in the production of monoclonal antibodies as trade secrets. We
also pursue, and intend to continue to aggressively pursue, protection for new products, new methodological concepts, and compositions of
matter through the use of patents where obtainable. At present, we have been granted 8 U.S. patents. In fact, in 2004 we successfully settled
litigation with Agen pertaining to our heartworm detection patent; in 2003 we successfully settled litigation with Heska Corporation pertaining
to our heartworm detection patent. This patent expires in December 2005.

Government Regulation

Most diagnostic test kits for animal health applications marketed in the U.S. require approval by the United States Department of Agriculture
(�USDA�). Certain foreign countries in which we market our diagnostic products also require governmental approval for animal diagnostic
products. Our instrumentation products are not subject to USDA regulation. Our canine semen freezing products and canine ovulation timing
diagnostic products fall within the definition of devices as that term is defined in the Federal Food, Drug, and Cosmetic Act and, therefore, may
be subject to regulation by the FDA.

Our manufacturing facilities in San Diego and Lyon, France are licensed by the USDA and adhere to Good Manufacturing Practices (�GMP�)
standards. Our French manufacturing facility, which is ISO 9002 certified, is not licensed by any foreign regulatory agency as there is no
licensing requirement. The manufacturing facilities of our important suppliers are subject to licensing and regulatory approval in both the United
States and Europe.

In addition to the foregoing, our operations may be subject to future legislation and/or rules issued by domestic or foreign governmental agencies
with regulatory authority relating to our business.

Competition

We are a major provider of diagnostic products to the animal health market. Most of our competitors are either small divisions of larger human
health and chemical companies or smaller companies that sell veterinary products while trying to diversify into the higher profile, and more
regulated, human health field. The principal competitor in the industry is IDEXX Laboratories, Inc., a publicly traded company with annual
revenues of $549,000,000 (for 2004) that develops, manufactures, and distributes detection and diagnostic products for animal health, food, and
environmental testing applications.

The market for animal health care products is extremely competitive. Companies in the animal health care market compete to develop new
products, to market and manufacture products efficiently, to implement effective research strategies, and to obtain regulatory approval. Our
current competitors include IDEXX Laboratories, a significantly larger company, Heska Corporation, to whom we granted a non-exclusive
license of our canine heartworm patent in 2003, and Agen Biomedical Limited, to whom we granted a non-exclusive license of our canine
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heartworm patent in 2004, the former contract manufacturer of certain of our WITNESS® diagnostic products. These companies have greater
financial, manufacturing, marketing, and research resources than we do. In addition, IDEXX Laboratories prohibits its distributors from selling
competitors� products, including ours. Further, additional competition could come from new entrants to the animal health care market. We cannot
assure you that we will be able to compete successfully in the future or that competition will not harm our business.

Our core canine heartworm diagnostic products can be subject to significant additional competition, affecting both our market share and our
average selling price. We sued Heska for infringing our patent; the suit was settled in 2003 and Heska agreed to pay us a royalty. We also sued
Agen, which entered the U.S. market in 2003, for infringing our patent; the suit was settled in 2004 and Agen agreed to pay us a royalty.
However, our

2
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patent expires in December 2005. Despite expiration of the patent, the biological component of our in-clinic canine heartworm diagnostic test is
proprietary to us; however, pursuant to our settlement with Agen, we supply Agen with our biological materials for their competing tests in this
area and in the canine parvovirus area.

Research and Development

We spent approximately $1,486,000 and $1,177,000 on research and development activities during the years ended December 31, 2004 and
2003, respectively. These figures include both internal research and development and expenditures under contracts for research and development
activities with outside parties relating to certain veterinary diagnostic products which utilize licensed technology.

Employees

As of December 31, 2004, we had a total of 96 employees worldwide, 93 of whom were full-time. In March 2005, we effected a two-person
reduction in force at SBIO-E.

Raw Materials

The manufacturing of diagnostics and diagnostic instruments requires raw materials which generally are, and have been, readily available from
several sources, or which (in the case of certain proprietary biological materials) we culture ourselves.

Financial Information About Industry Segments and Financial Information About Foreign and Domestic Operations and Export Sales

See Note 14 to our financials statements in Item 8 of Part II of this Form 10-K.

Item 2.    Properties

We lease two buildings in San Diego, California. The buildings contain approximately 42,000 square feet of space, and house our corporate and
sales headquarters, executive offices, U.S. research and development laboratories and manufacturing facilities. We also lease an approximately
25,000 square foot building in Lyon, France which houses Synbiotics Europe�s (�SBIO-E�) corporate and sales headquarters, executive offices,
research and development laboratories and manufacturing facilities. In addition, we lease a small research office in College Park, Maryland.

We believe that these facilities are adequate for our current level of operations.
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Item 3.    Legal Proceedings

None.

Item 4.    Submission of Matters to a Vote of Security Holders

The Annual Meeting of Shareholders was held on October 7, 2004. The following matters were submitted to a vote, with the results below:

(a) Election of directors:

Nominee For Withheld

Thomas A. Donelan 36,746,936 698,908
Paul R. Hays 36,727,791 718,053
Christopher P. Hendy 36,727,271 718,573

(b) Approval of the 2004 Stock Option/Stock Issuance Plan:

For Against Abstain Broker Non-Votes

28,144,839 1,197,937 73,695 8,029,373

3

Edgar Filing: SYNBIOTICS CORP - Form 10-K/A

Table of Contents 9



Table of Contents

PART II

Item 5.    Market for Registrant�s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Our common stock is quoted in the over-the-counter market under the symbol SBIO. Price ranges reported are the high and low sale price
information as reported by the over-the-counter market, or, in some periods, the NASD�s OTC Bulletin Board. All such market quotations reflect
inter-dealer prices, without retail mark-up, mark-down or commission. As of March 21, 2005, there were approximately 567 shareholders of
record of our common stock.

Year Quarter High Low

2003 1st Quarter $ 0.09 $ 0.07
2nd Quarter $ 0.20 $ 0.06
3rd Quarter $ 0.19 $ 0.11
4th Quarter $ 0.93 $ 0.13

2004 1st Quarter $ 0.61 $ 0.31
2nd Quarter $ 0.44 $ 0.21
3rd Quarter $ 0.27 $ 0.10
4th Quarter $ 0.22 $ 0.12

We have never paid cash dividends on our common stock and do not expect to do so in the foreseeable future. In addition, the terms of our bank
loan and of our Series C preferred stock restrict our ability to pay any cash dividends on our common stock.

Item 6.    Selected Financial Data

Year Ended December 31,

2004 2003 2002 2001 2000

(In Thousands, Except Per Share Data)
Consolidated Statement of Operations Data:
Total revenues $ 19,219 $ 19,211 $ 21,671 $ 26,532 $ 29,738
(Loss) income from continuing operations (647) 1,287 (6,862) 626 (13,193)
Net (loss) income (647) 1,287 (14,401) 431 (18,518)
Basic (loss) income per share:
(Loss) income from continuing operations (0.04) 0.06 (0.48) 0.06 (1.43)
Net income (loss) (0.04) 0.06 (1.00) 0.04 (2.00)
Diluted (loss) income per share:
(Loss) income from continuing operations (0.04) 0.03 (0.48) 0.06 (1.43)
Net (loss) income (0.04) 0.03 (1.00) 0.04 (2.00)

December 31,
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2004 2003 2002 2001 2000

(In Thousands)
Consolidated Balance Sheet Data:
Total assets $ 15,522 $ 15,341 $ 15,436 $ 26,502 $ 32,202
Long-term obligations 5,148 2,134 6,478 10,943 7,508

Item 7.    Management�s Discussion and Analysis of Financial Condition and Results of Operations

The information contained in this Management�s Discussion and Analysis of Financial Condition and Results of Operations and elsewhere in this
Annual Report on Form 10-K contains both historical financial information and forward-looking statements. Forward-looking statements are
characterized by words such as

4

Edgar Filing: SYNBIOTICS CORP - Form 10-K/A

Table of Contents 11



Table of Contents

�intend�, �plan�, �believe�, �will�, �would�, etc. Historical financial information may not be indicative of future financial performance. In fact, future
financial performance may be materially different than the historical financial information presented herein. Moreover, the forward-looking
statements about future business or future results of operations are subject to significant uncertainties and risks, including those detailed under
the caption �Certain Risk Factors�, which could cause actual future results to differ materially from what is suggested by the forward-looking
information.

Overview

We are still working to recover from the effects of our cash crisis in 2002. Our auditors� report on our 2004 financial statements contains a
going-concern explanatory paragraph�a statement that there is substantial doubt about our ability to continue as a going concern. Our total
revenues and net sales have been declining annually since 2000, although they were essentially flat in 2004 from 2003. We believe that our
operations have stabilized and that, with continued attention to steady and careful execution of our turnaround business plan, we can increase
shareholder value.

Our main challenge in 2005 will be to resolve our unsecured contractual obligations of $1,000,000 due in July 2005 and $1,500,000 due in July
2006, both to the same unrelated third party. We cannot afford to make these payments as scheduled. If we miss the July 2005 payment, the
entire obligation will be accelerated and will begin bearing interest at 10.5%.

In September 2004, we successfully resolved a similar situation, where we were unable to pay at maturity the remaining $4,804,000 principal
amount of our loan from Comerica Bank. The resolution involved extension and amendment of the loan terms and the sale by Comerica of most
of the loan to a company affiliated with Redwood West Coast, LLC, our majority shareholder.

The profitability of our canine heartworm diagnostic products has diminished due to competition from new entrants to the in-clinic canine
heartworm diagnostics market, Heska and Agen. We believe their products infringed our U.S. patent in this area, and we separately sued them
for patent infringement. Although we incurred significant litigation costs, the final settlements of these cases in 2003 and 2004 did not include
barring their products from the market. Agen�s distributor appears to be following a price-cutting strategy, so this new competition is adversely
affecting both our market share and our average selling price. In any event, our U.S. patent in this area expires in December 2005, and after then
we would be unable to prevent any further additional competitors from entering this market.

We believe our results in 2005 and thereafter will benefit if we can avoid the heavy patent litigation expense we experienced in 2002, 2003 and,
particularly, 2004. We currently are not involved in any litigation.

Our management and board of directors are beginning to explore a possible transaction that would result in our ceasing to be subject to SEC
filing and reporting requirements. This possible transaction is a reverse stock split in which shareholders who do not hold a minimum number of
shares of our common stock would have their shares converted into cash. Such a transaction would also result in a slight increase in the equity
ownership of our shareholders whose shares are not converted into cash.

We have been monitoring the costs of operating as a publicly reporting company to determine whether, in our judgment, the direct and indirect
costs outweigh the benefits to us and our shareholders. We incur significant costs associated with being a publicly traded company. Among other
things, these costs include legal fees and audit fees (including fees for quarterly reviews performed by our auditors). In 2004, we began incurring
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the direct and indirect costs associated with Sarbanes-Oxley Act Section 404 compliance, and these will add significantly to our costs. The
expenses associated with implementing the additional processes and procedures necessary for Section 404 compliance, which was originally to
take effect for our fiscal year 2005 but has now been delayed by the SEC until our fiscal year 2006, and the required attestation of those controls
have been
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estimated to be equal to the entire cost of the fiscal 2004 year-end audit. Moreover, Section 404 compliance will inevitably result in a diversion
of management time and attention from other duties.

We have not reached any conclusion about whether the costs of being a publicly traded SEC reporting company outweigh the benefits, but as
noted above we are evaluating a possible transaction the effect of which would be that we would no longer remain an SEC reporting company.
Any such transaction would be designed to result in our having less than 300 stockholders of record, making us eligible to cease making SEC
filings, such as annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and proxy statement disclosures, as
well as our not having to comply with Section 404. While there would be a one-time cost to this transaction, which would be subject to
shareholder approval, we believe that the decrease in ongoing direct costs would be approximately $150,000 per year.

If we decide to do a transaction as described above, public trading in our common stock, which is currently traded over-the-counter, would
effectively become impossible after we opted out of our SEC filing obligations, due to the lack of publicly available information about us such
as financial statements.

Results of Operations

Year Ended December 31, 2004 Compared to Year Ended December 31, 2003

Our net sales for 2004 decreased by $59,000 or less than 1% from 2003. The decrease reflects a decrease in our diagnostic product sales of
$613,000 offset by an increase in our instrument product sales of $554,000, and also reflects a 10% increase in foreign currency exchange rates
which affects the consolidation of SBIO-E and itself added $638,000 to our 2004 revenues. Sales of our diagnostic products decreased primarily
due to additional competition in the canine heartworm diagnostic market from Agen Biomedical Ltd. (�Agen�), as well as disappointing
performance at SBIO-E. Agen�s in-clinic canine heartworm diagnostic product is similar to our Witness® canine heartworm diagnostic test kit.
Our instrument product sales increased primarily due to increased placements of our SCA 2000� blood coagulation timing instrument and the
resulting sales of the related consumables, as well as increases in the average selling prices of the consumables.

Agen is currently distributing its products in the U.S. through Vedco, a co-operative buying group. Several of the member-owners of this buying
group also distribute our canine heartworm and other products, but have decided to promote Agen�s canine heartworm product instead of ours.
Additionally, Agen�s distributors marketed the canine heartworm product with a price which is significantly less than previously established
prices in this market. As a result, we have been forced to compete on price and our average selling price for our Witness® canine heartworm
product during 2004 was 16% less than that during 2003. We do not believe that this price erosion will be easily reversed, especially after our
U.S. canine heartworm detection patent expires in late 2005.

In April 2003, Agen terminated its supply agreement with us. Agen had been our contract manufacturer for certain of our Witness® in-clinic
diagnostic products including canine heartworm, feline leukemia, feline heartworm and canine parvovirus, using key biological components
which we manufacture at our facilities and had provided to Agen. We then identified a U.S.-based alternate contract manufacturer of the same
Witness® products previously manufactured for us by Agen. We licensed the alternate-source Witness® canine heartworm product with the
USDA, and we began selling this product in January 2004. We licensed the alternate-source Witness® feline leukemia product with the USDA,
and began selling this product in August 2004. Our alternate-source canine parvovirus product was licensed by the USDA, and we began selling
this product, in February 2005. In addition to the material impact during 2004, we also believe that our results of operations and financial
condition could be materially adversely affected in 2005 and beyond if we are unable to fully succeed in reintroducing the alternate-source
products into the market.
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In December 2004, one of our distributor customers placed an order totaling $546,000, which was shipped and invoiced in December 2004. The
order represented approximately 50% of the customer�s prior twelve months purchases. We believe that due to the size of the order, the customer
will not be placing any significant
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orders with us during the first quarter of 2005. Because the heartworm selling season straddles December and the first part of the next year, our
year-to-year periodic results often vary as a result of such timing differences.

We recognize revenue from product sales when title and risk of loss transfers to our customer, which is generally upon shipment. Amounts we
charge to our customers for shipping and handling are included in our net sales. We provide promotional discounts and rebates to certain of our
distributors. Based upon the structure of these rebate programs and our past history, we are able to accurately estimate the amount of rebates at
the time of sale. These rebates are recorded as a reduction of our net sales. We recognize license fee revenue ratably over the license term when
we have further performance obligations to our licensee. In the event that we have no further performance obligations to our licensee, we
recognize license fee revenue upon receipt.

Our cost of sales as a percentage of our net sales was 48% during 2004 as compared to 49% during 2003. The decrease is due to improved
margins on our Witness® canine heartworm diagnostic and feline leukemia products due to a change in contract manufacturers (offset by
decreased selling prices), and on our SCA 2000� consumables due to increased selling prices. A significant portion of our manufacturing costs are
fixed.

Among our major products, our DiroCHEK® canine heartworm diagnostic products and our poultry products are manufactured at our facilities,
whereas our WITNESS® in-clinic canine heartworm, feline leukemia, and canine parvovirus diagnostic products and our SCA 2000� instrument
products are manufactured by third parties. We manufacture the key biological materials contained in our WITNESS® canine heartworm, feline
leukemia and canine parvovirus diagnostic products. In addition to affecting our gross margins, outsourcing of manufacturing renders us
relatively more dependent on the third-party manufacturers. Agen, the previous contract manufacturer of certain of our Witness® products,
ceased to supply us with those products In April 2003. We then identified a U.S.-based alternate contract manufacturer of the same Witness®

products previously contract manufactured for us by Agen, and the cost of these products to us is lower than the cost of those contract
manufactured for us by Agen. However, we lost substantial sales during the hiatus between the two contract manufacturers. In 2004 we incurred
costs to re-license the in-clinic feline leukemia and canine parvovirus diagnostic products with the USDA, and we incurred costs in 2003 to
re-license the in-clinic canine heartworm diagnostic product with the USDA.

Our research and development expenses increased by $309,000 or 26% during 2004 as compared to 2003. The increase is a result of a $103,000
increase in research and development expenses contracted by us from a third party, and increase of $68,000 in laboratory supplies, and $56,000
directly reflecting an increase in foreign currency exchange rates over 2003 of 10%. The increase in the foreign currency exchange rates affects
the consolidation of SBIO-E. Our research and development expenses as a percentage of our net sales were 8% and 6% during 2004 and 2003,
respectively.

Our selling and marketing expenses did not change significantly during 2004 as compared to 2003. Our selling and marketing expenses as a
percentage of our net sales were 22% during 2004 and 2003.

Our general and administrative expenses increased $2,139,000 or 61% during 2004 as compared to 2003. The increase is primarily due to
$1,314,000 of legal expenses associated with our lawsuit with Agen. We hope to minimize legal expenses in 2005, and we are not currently
involved in any litigation. In addition, an extra $158,000 of our 2004 general and administrative expenses were simply due to an increase in
foreign currency exchange rates over 2003 of 10%. The increase in the foreign currency exchange rates affects the consolidation of SBIO-E. Our
general and administrative expenses as a percentage of our net sales were 30% and 18% during 2004 and 2003, respectively.
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In December 2004, the Financial Accounting Standards Board (�FASB�) issued FASB Statement No. 123R, �Share-Based Payments� (�FAS 123R�).
FAS 123R is a revision of FASB Statement No. 123, �Accounting for Stock-Based Compensation�, and supersedes APB Opinion No. 25,
�Accounting for Stock Issued to Employees� and its related implementation guidance.
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FAS 123R requires that the cost of all awards of equity instruments made to employees in exchange for employment services be recorded at fair
value on the grant date, and the cost be charged to expense as the award vests. The determination of fair value is based upon option-pricing
models (for example, Black-Scholes) adjusted for characteristics unique to the equity instrument.

We will be required to charge to expense the fair value of employee stock options which vest on or after July 1, 2005, and we expect to record
compensation expense related to unvested employee stock options outstanding as of December 31, 2004, as follows: 2005�$33,000;
2006�$67,000; 2007�$46,000; 2008�$9,000.

In September 2003, we filed a lawsuit against Agen alleging that Agen infringed a patent owned by us relating to canine heartworm diagnostic
technology. In June 2004, we entered into a settlement agreement with Agen which resolved all outstanding claims in the lawsuit. As part of the
agreement, each party licensed certain intellectual property rights from the other party, including Agen licensing from us the patent relating to
the canine heartworm diagnostic technology, and we received $425,000 in June 2004, and we will receive $425,000 in June 2005. As a result,
we recorded a one-time credit to operating expenses totaling $850,000 during 2004. In addition, we agreed that we will continue to supply
certain proprietary biologicals to Agen at specified prices, and we will receive a percentage of Agen�s sales of Agen products containing the
supplied biologicals. The Agen products compete directly with similar products of ours in the marketplace.

In November 1998, we filed a lawsuit against Heska Corporation alleging that Heska infringed a patent owned by us relating to heartworm
diagnostic technology. In March 2003, we entered into settlement and license agreements with Heska which resolved all outstanding claims in
the lawsuit. As part of those agreements, each party has licensed certain intellectual property rights from the other party, including Heska
licensing from us the patent relating to the heartworm diagnostic technology. In addition, we received $250,000 in April 2003, and we are
receiving $265,000 in 24 monthly installments of $11,000 beginning in January 2004. As a result, we recorded a one-time credit to operating
expenses totaling $515,000 during 2003. In addition, Heska agreed to make royalty payments to us on its sales of licensed canine heartworm
diagnostic products beginning April 2003, until our patent expires in December 2005.

As a result of these settlement agreements, our royalty income during 2004 increased by $67,000 or 17% as compared to 2003. Any future
royalty income will, of course, depend on the other companies� net sales, which tend to be at the expense of our own product sales; also,
depressed pricing in the market will tend to reduce the other companies� net sales and thus reduce our future royalty income.

Our net interest expense decreased by $46,000 or 9% during 2004 as compared to 2003. The decrease is due to decreases in the outstanding
principal balance of our bank debt, and due to the restructuring of our bank debt in September 2004.

We recognized a benefit from income taxes of $60,000 during 2004 as compared to a benefit from income taxes of $2,000 during 2003. The
change is due primarily to an $84,000 deferred foreign tax benefit related to SBIO-E in 2004, offset by current foreign income tax expense
related to SBIO-E during 2004 and minimum state income taxes in 2004.

A review of our business, in light of the market, reveals that our food animal diagnostics are not meeting their relative geographic sales
potentials. Food animal diagnostics measure the health of herds or flocks and provide information for the economic management of herds or
flocks. We currently manufacture all our poultry products at our San Diego, California facility and the majority of our livestock products at our
Lyon, France facility. Both lines perform better in their local markets. Our intent is to better internationalize those portfolios. We are also
developing, both internally and through in-licensing arrangements, new food animal diagnostic products that would expand and enhance our
existing product line. These growth opportunities will necessitate additional expenses in research and development as well as improved
marketing to effectively target this market
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if the development projects come to fruition successfully. In March 2005, we effected a two-person reduction in force at SBIO-E, in part as a
result of this review. The reduction in force related to senior management positions. Due to severance costs associated with this reduction in
force, the impact on our 2005 results of operations will be negligible. The savings from the reduction in force will be more readily evident in our
2006 results of operations.

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

Our net sales for 2003 decreased by $2,557,000 or 12% from 2002. The decrease reflects a decrease in our diagnostic product sales of
$2,858,000 offset by an increase in our instrument product sales of $301,000. Sales of our diagnostic products decreased due to the termination
by Agen of our supply agreement under which Agen supplied us with certain of our Witness® diagnostic products, as discussed below, leaving
us with no inventory of these products for over half the year. Our instrument product sales increased primarily due to increased placements of
our SCA 2000� blood coagulation timing instrument, and the resulting sales of the related consumables.

In April 2003, we were notified by Agen that Agen was terminating its supply agreement with us due to late payment of invoices for test kits.
Agen had been the contract manufacturer for certain of our Witness® in-clinic diagnostic products including canine heartworm, feline leukemia,
feline heartworm and canine parvovirus, using key biological components which we manufacture at our facilities and had provided to Agen.
These Witness® products represented $4,345,000 and $8,069,000 of our net sales during 2003 and 2002, respectively.

We identified a U.S.-based alternate contract manufacturer of the same Witness® products previously manufactured for us by Agen and began
the process of licensing the alternate-source Witness® products with the USDA.

Agen introduced into the U.S. market in October 2003 a canine heartworm diagnostic product which is essentially identical to our Witness®

canine heartworm diagnostic test kit, including biological components which incorporate our patented technology. In September 2003, we filed a
patent infringement lawsuit against Agen claiming that Agen has willfully infringed our U.S. Patent No. 4,789,631 pertaining to heartworm
detection technology. In addition to seeking damages, we asked for an injunction against Agen, preventing Agen from importing, selling or
offering for sale their canine heartworm diagnostic test kit in the United States. The lawsuit was ultimately settled in June 2004.

Our cost of sales as a percentage of our net sales was 49% during 2003 and 2002. The preservation of margin despite reduced sales was
heartening, because a significant portion of our internal manufacturing costs are fixed. Among our major products, our DiroCHEK® canine
heartworm diagnostic products and our poultry products are manufactured at our facilities, whereas our WITNESS® in-clinic canine heartworm,
feline leukemia, and canine parvovirus diagnostic products and our SCA 2000� instrument products are manufactured by third parties. We
manufacture the key biological materials contained in our WITNESS® canine heartworm, feline leukemia and canine parvovirus diagnostic
products. In addition to affecting our gross margins, outsourcing of manufacturing renders us relatively more dependent on the third-party
manufacturers. Agen, the previous contract manufacturer of certain of our Witness® products, ceased to supply us with those products In April
2003. We identified a U.S.-based alternate contract manufacturer of the same Witness® products previously contract manufactured for us by
Agen, and the cost of these products to us is lower than the cost of those contract manufactured for us by Agen. In 2003 we also incurred costs to
re-license these products with the USDA.

Our research and development expenses decreased by $203,000 or 15% during 2003 as compared to 2002. The decreases are a result of a cost
reduction program that was implemented at the end of the third quarter of 2002, offset by costs incurred 2003 related to the re-launching of our
Witness® canine heartworm product. Our research and development expenses as a percentage of our net sales were 6% during 2003 and 2002.
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Our selling and marketing expenses decreased $228,000 or 5% during 2003 as compared to 2002. The decreases are a result of a cost reduction
program, including reductions in headcount, that were implemented at the end of the third quarter of 2002. Our selling and marketing expenses
as a percentage of our net sales were 22% and 20% during 2003 and 2002, respectively.

Our general and administrative expenses decreased by $5,283,000 or 60% during 2003 as compared to 2002. The decrease during 2003 was
primarily attributable to the non-recurrence of $3,682,000 of retention bonuses that became payable in the first quarter of 2002. The decrease
was also attributable to a cost reduction program, including reductions in headcount, that was implemented at the end of the third quarter of
2002, and favorable effects of foreign currency exchange rates on our intercompany balances. 2002 expenses were also higher due to severance
costs for three senior officers, including our former chief executive officer. Our general and administrative expenses as a percentage of our net
sales were 19% and 41% during 2003 and 2002, respectively. Excluding the first quarter 2002 bonus expense our general and administrative
expenses would have been $5,090,000 or 24% of our net sales during 2002.

In 2003 we incurred $421,000 of litigation expenses related to the Agen and Heska lawsuits. Our litigation expenses in 2002 were $161,000, all
for the Heska lawsuit.

In November 1998, we filed a lawsuit against Heska Corporation alleging that Heska infringed our U.S. Patent No. 4,789,631 relating to
heartworm diagnostic technology. In March 2003, we entered into settlement and license agreements with Heska which resolved all outstanding
claims in the lawsuit. As part of those agreements, each party has licensed certain intellectual property rights from the other party, including
Heska licensing from us the patent relating to the heartworm diagnostic technology. In addition, we received $250,000 in April 2003, we will
receive $265,000 in 24 monthly installments of $11,000 beginning in January 2004. As a result, we recorded a one-time credit to operating
expenses totaling $515,000 during 2003. We receive royalty payments on sales of licensed canine heartworm diagnostic products beginning
April 2003. We recognized royalty income related to this license totaling $277,000 during 2003.

Our net interest expense decreased by $177,000 or 26% during 2003 as compared to 2002. The decrease was due to decreases in the prime rate,
and to decreases in the outstanding principal balances of our bank debt.

We recognized a benefit from income taxes of $2,000 during 2003 as compared to a provision for income taxes of $7,000 during 2002. We are
limited in the utilization of certain of our Federal and state net operating loss carryforwards. As a result of this limitation, $15,351,000 of our
Federal net operating loss carryforwards, and $969,000 of our state net operating loss carryforwards, may expire before they can be utilized. In
addition, California placed a moratorium on the utilization of net operating loss carryforwards for 2003.

In the first quarter of 2002, we adopted Statement of Financial Accounting Standards No. 142 (�FAS 142�), �Goodwill and Other Intangible Assets�.
In connection with the adoption of FAS 142, we performed a transitional goodwill impairment assessment. As a result of this impairment
assessment, we recorded an impairment of $7,649,000, net of income tax benefit of $106,000, which is classified as a cumulative effect of a
change in accounting principle in the first quarter of 2002. FAS 142 requires that we perform subsequent impairment assessments on an annual
basis, or on an interim basis if events occur that may cause an impairment of our goodwill and other intangible assets. In 2002, as a result of the
annual assessment based upon the market price of the our common stock on December 31, 2002, we recorded an additional impairment loss of
$2,877,000. Based upon the market price of the Company�s common stock on December 31, 2003, there was no impairment loss resulting from
the annual impairment assessment in 2003.
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Financial Condition and Liquidity

The following table summarizes the future cash payments related to our contractual obligations (other than trade payables) as of December 31,
2004 (amounts are in thousands):

Total 2005 2006 2007 2008 2009 Thereafter

Long-term debt $ 4,381 $ 546 $ 542 $ 390 $ 343 $ 371 $ 2,189
Operating leases 4,833 956 766 524 414 414 1,759
Other long-term obligations 2,500 1,000 1,500

On September 23, 2004, we entered into an amendment (the �Credit Agreement Amendment�) of our credit agreement with Comerica Bank
(�Comerica�), effective as of September 1, 2004. Our note to Comerica had matured on January 25, 2004, but we were unable to pay the matured
amount and instead we commenced negotiations which ultimately led to the Credit Agreement Amendment. The outstanding principal balance
of our bank debt immediately prior to the Credit Agreement Amendment was $4,472,000. Under the Credit Agreement Amendment, we issued
an amended promissory note to Comerica in the amount of $599,000 (the �Comerica Note�), and Comerica sold the remaining principal of
$3,873,000 to Remington Capital, LLC (�Remington�), which is an affiliate of Redwood West Coast, LLC, our majority shareholder. We
simultaneously issued an amended promissory note to Remington in the amount of $3,873,000 (the �Remington Note�).

The Comerica Note bears interest at the rate of prime plus 2%, and is payable in monthly installments, from October 1, 2004 to August 1, 2007,
of $9,000 plus accrued interest (except the payments due on September 1, 2005 and 2006 are in the amount of $151,000 plus accrued interest).
The Remington Note, which is subordinate to the Comerica Note, bears interest at the fixed rate of 7.75%, and is payable in blended monthly
installments of principal and interest, from September 25, 2004 to August 25, 2014, of $46,000. Both the Comerica Note and the Remington
Note are secured by substantially all of our assets.

Pursuant to the Credit Agreement Amendment, we issued to both Comerica and Remington warrants to purchase 250,000 shares of our
unregistered common stock at an exercise price of $0.17 per share. The warrants are exercisable at any time through September 1, 2010.

In addition, on September 2, 2004, we entered into a Series C Purchase Agreement (the �Series C Agreement�) with Redwood Holdings, LLC,
Paul Hays and Fintan and Janice Molloy. Under the Series C Agreement, simultaneously with the closing under the Credit Agreement
Amendment, we sold to the above named parties a total of 250 newly-issued shares of unregistered Series C preferred stock for consideration
totaling $250,000 in cash. Redwood Holdings, LLC and Mr. Hays each received 100 shares at the September 23, 2004 closing, and Mr. and Mrs.
Molloy received 50 shares at the September 23, 2004 closing. Each share of Series C preferred stock is convertible at any time into 7,785
unregistered shares of our common stock (subject to anti-dilution adjustments).

On October 3, 2004, we sold to an unrelated third party 50 newly-issued shares of our unregistered Series C preferred stock for consideration
totaling $50,000 in cash. Each share of Series C preferred stock is convertible at any time into 7,785 unregistered shares of our common stock
(subject to anti-dilution adjustments).
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Remington is indirectly owned 100% by Jerry L. Ruyan, Thomas A. Donelan and Christopher P. Hendy (collectively �Redwood�). Redwood also
owns 94% of the remaining 2,800 shares of our Series C preferred stock originally outstanding and is our controlling shareholder. Mr. Donelan
and Mr. Hendy, two of the three members of our board of directors, each own 24.9% of Redwood Holdings, LLC. Mr. Hays is our President and
Chief Executive Officer, and is also a member of our board of directors.

As of December 31, 2004, we had working capital of $4,943,000. We have a $1,000,000 contractual obligation due in July 2005, and another
$1,500,000 contractual obligation, to the same party, due in July 2006.
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We do not believe that our cash position will be sufficient to fund our operations and service our bank debt for the next twelve months if we also
pay the $1,000,000 contractual obligation when it becomes due. The contractual obligation is unsecured. In the event that we do not make the
payment when it comes due, the $1,500,000 due in July 2006 becomes immediately due, and the entire $2,500,000 will begin bearing interest at
10.5%. We plan on approaching the party to whom we owe these contractual obligations in an effort to enter into a payment arrangement;
however, there can be no assurance that any such renegotiation will be successful. As a result, we may well require additional financing in the
future, and there can be no assurance that such financing would be available to us on favorable terms, or at all. Because our stock price is low,
any equity financing would significantly dilute current shareholders.

Our operations are moderately seasonal due to the sales of our canine heartworm diagnostic products. Our sales and profits have historically
tended to be concentrated in the first half of the year, as our distributors prepare for the heartworm season by purchasing diagnostic products for
resale to veterinarians. The operations of SBIO-E have reduced our seasonality as sales of their large animal diagnostic products tend to occur
evenly throughout the year. In addition, sales of our SCA 2000� instruments and supplies and our poultry diagnostic products reduce our
seasonality.

Certain Risk Factors

Our future operating results are subject to a number of factors, including:

We have a short-term obligation that we cannot afford to pay in accordance with it terms; we may need additional capital in the future

Our auditors� report on our 2004 financial statements contains a going-concern explanatory paragraph.

As of December 31, 2004, we had working capital of $4,943,000. We have a $1,000,000 contractual obligation due in July 2005, and another
$1,500,000 contractual obligation, to the same unrelated party, due in July 2006. We do not believe that our current working capital will be
sufficient to fund our operations and service our bank debt for the next twelve months if we also pay the $1,000,000 contractual obligation when
it becomes due. The contractual obligation is unsecured. In the event that we do not make the payment when it comes due, the $1,500,000 due in
July 2006 becomes immediately due, and the entire $2,500,000 will begin bearing interest at 10.5%. We plan to renegotiate this unsecured debt;
however, there can be no assurance that any such renegotiation will be successful. As a result, we may well require additional financing in the
future, and there can be no assurance that such financing would be available to us on favorable terms, or at all. Because our stock price is low,
any equity financing would significantly dilute current shareholders. We may also need to raise additional funds if our estimates of revenues,
working capital and/or capital expenditure requirements change or prove inaccurate or in order for us to respond to unforeseen technological or
marketing hurdles or to take advantage of unanticipated opportunities.

Further, our future capital requirements will depend on many factors beyond our control or ability to accurately estimate, including continued
scientific progress in our product development programs, the cost of manufacturing scale-up, the costs involved in preparing, filing, prosecuting,
maintaining and enforcing patent claims, competing technological and market developments, and the cost of establishing effective sales and
marketing arrangements. Such funds may not be available at the time or times needed, or available on terms acceptable to us. If adequate funds
are not available, or are not available on acceptable terms, we may not be able to take advantage of market opportunities, to develop new
products, or to otherwise respond to competitive pressures. This inability could materially harm our business.
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If we are unable to fully succeed in responding to competition in the canine heartworm market and in other business, it could also hinder our
ability to obtain any other necessary additional capital and/or create sooner the need to obtain financing.
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We may be unable to fully succeed in reintroducing our key Witness® products

Agen was the contract manufacturer of certain of our Witness® in-clinic diagnostic products, and Agen ceased supplying these products in April
2003. We have licensed the alternate-source Witness® canine heartworm, feline leukemia virus and canine parvovirus products with the USDA
(now supplied by another contract manufacturer), and we began selling the canine heartworm product in January 2004, the feline leukemia virus
product in August 2004 and the canine parvovirus product in February 2005. In addition to the risks that the alternate-source products will
experience quality issues, cannot be supplied reliably, etc., we cannot ensure that after our products have been off the market for several months
we will necessarily be able to regain our previous market share and our previous price points.

The market in which we operate is intensely competitive, especially with regard to our key canine heartworm diagnostic products, and
many of our competitors are larger and more established

The market for animal health care products is extremely competitive. Companies in the animal health care market compete to develop new
products, to market and manufacture products efficiently, to implement effective research strategies, and to obtain regulatory approval. Our
current competitors include IDEXX Laboratories, a significantly larger company, Heska Corporation and Agen. These companies have greater
financial, manufacturing, marketing, and research resources than we do. In addition, IDEXX Laboratories prohibits its distributors from selling
competitors� products, including ours. Further, additional competition could come from new entrants to the animal health care market. We cannot
assure you that we will be able to compete successfully in the future or that competition will not harm our business.

Our canine heartworm diagnostic products constituted 24% of our sales for the year ended December 31, 2004. In addition to our historic
competition with IDEXX Laboratories, the sales leader in this product category, our sales have been substantially affected by Heska entering the
market in 1999, and their benefiting from us being out of the market after Agen terminated our supply agreement. Since October 2003, Agen has
also entered the market. Additional competition, including erosion of the average selling price, from Agen in this key market with this product
has seriously damaged us. We could face renewed competition from other new competitors when our U.S. heartworm patent expires in
December 2005.

Under our settlement with Agen in June 2004, we licensed Agen our U.S. heartworm patent. In addition we agreed to sell to Agen the same
biological components as are used in our own Witness® in-clinic canine heartworm and canine parvovirus diagnostic products. Agen is therefore
able to manufacture and sell canine heartworm diagnostic and canine parvovirus products that are substantially the same as ours. If Agen were to
have its in-clinic canine heartworm diagnostic products made by the same contract manufacturer as we use, it would further diminish our ability
to distinguish our products in the marketplace and achieve satisfactory pricing.

As previously mentioned, as a result of Agen ceasing to contract manufacture our Witness® products our sales were materially adversely
affected in 2003 and 2004, and we believe that our sales could be materially adversely affected in 2005 and beyond if we are unable to fully
succeed in reintroducing the alternate-source products into the market. There can be no assurances that we will be able to achieve our previous
sales levels of these in-clinic products.

We have a history of losses and an accumulated deficit
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Although we were profitable in 2003, we had a loss in 2004, and we have had a history of annual losses. We have incurred a consolidated
accumulated deficit of $46,113,000 at December 31, 2004. We may not achieve annual profitability again, and if we are profitable in the future
there can be no assurance that profitability can be sustained.
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We rely on third party distributors for a substantial portion of our sales

We have historically depended upon distributors for a large portion of our sales, and we may not have the ability to establish and maintain an
adequate independent sales and marketing capability in any or all of our targeted markets. Distributor agreements render our sales exposed to the
efforts of third parties who are not employees of Synbiotics and over whom we have no control. Their failure to generate significant sales of our
products could materially harm our business. Reduction by these distributors of the quantity of our products which they distribute would
materially harm our business. Also, the distributors are not bound to us by long-term agreements, and a decision by any major distributor to stop
doing business with us could materially hurt our revenues. Agen is currently distributing its products through Vedco, a co-operative buying
group. Several of the members/owners of this buying group also distribute our products, but have decided to promote Agen�s canine heartworm
product instead of ours. IDEXX Laboratories� prohibition against its distributors carrying competitors� products, including ours, has made, and
could continue to make, some distributors unavailable to us. In the past, we have lost major distributors to IDEXX Laboratories.

We depend on key executives and personnel

Our future success will depend, to a significant extent, on the ability of our management to operate effectively, both individually and as a group.
Competition for qualified personnel in the animal health care products industry is intense, and we may not be successful in attracting and
retaining such personnel. There are only a limited number of persons with the requisite skills to serve in those positions and it may become
increasingly difficult to hire such persons. The loss of the services of any of our key personnel or the inability to attract or retain qualified
personnel could harm our business.

We depend on third party manufacturers, and may experience problems in obtaining supplies of our key products

We contract for the manufacture of some of our products, including our Witness® in-clinic canine heartworm, feline leukemia virus and canine
parvovirus diagnostic products and our SCA 2000� instrument products. We also expect that some of our anticipated new products will be
manufactured by third parties. In addition, some of the products manufactured for us by third parties are licensed to us by their manufacturers.
There are a number of risks associated with our dependence on third-party manufacturers including:

� the potential for a decision by the manufacturer to cease supplying us and/or to make and market competing products;

� reduced control over delivery schedules;

� quality assurance;

� manufacturing yields and costs;

� whether the manufacturer maintains financial and operational stability;

� the potential lack of adequate capacity during periods of excess demand;
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� limited warranties on products supplied to us;

� increases in prices and the potential misappropriation of our intellectual property; and

� limited negotiating leverage in the event of disputes with the third-party manufacturers.

If our third party manufacturers fail to supply us with an adequate number of finished products, our business would be significantly harmed. We
have no long-term contracts or arrangements with any of our vendors that guarantee product availability, the continuation of particular payment
terms or the extension of credit limits.

If we encounter delays or difficulties in our relationships with our manufacturers, the resulting problems could have a material adverse effect on
us.
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As mentioned above, in 2003 Agen, the previous contract manufacturer of certain of our Witness® in-clinic products, ceased to supply us with
those products, and entered the market with competing products.

We rely on new and recent products

We rely to a significant extent on new and recently developed products, and expect that we will need to continue to introduce new products to be
successful in the future. There can be no assurance that we will obtain and maintain market acceptance of our products. There can be no
assurance that future products, including our alternate-source in-clinic diagnostic products, will meet applicable regulatory standards, be capable
of being produced in commercial quantities at acceptable cost or be successfully commercialized.

There can be no assurance that new products can be manufactured at a cost or in quantities necessary to make them commercially viable. If we
are unable to produce internally, or to contract for, a sufficient supply of our new products on acceptable terms, or if we should encounter delays
or difficulties in our relationships with manufacturers, the introduction of new products would be delayed, which could have a material adverse
effect on our business.

Our canine heartworm business is moderately seasonal

Our operations are moderately seasonal due to the timing of sales of our canine heartworm diagnostic products. Our sales and profits have
historically tended to be concentrated in the first half of the year as our distributors prepare for the heartworm season by purchasing diagnostic
products for resale to veterinarians. One effect of this is a need to devote large amounts of cash to building canine heartworm diagnostic
products inventory in preparation for the canine heartworm selling season at a time when our working capital is relatively low.

Any failure to adequately establish or protect our proprietary rights may adversely affect us, and our canine heartworm diagnostic
patent expires in December 2005

We rely on a combination of patent, copyright, and trademark laws, trade secrets, and confidentiality and other contractual provisions to protect
our proprietary rights. These measures afford only limited protection. Our means of protecting our proprietary rights in the U.S. or abroad may
not be adequate and competitors may independently develop similar technologies. Our future success will depend in part on our ability to protect
our proprietary rights and the technologies used in our principal products. Despite our efforts to protect our proprietary rights, unauthorized
parties may attempt to copy aspects of our products or to obtain and use trade secrets or other information that we regard as proprietary. In
addition, the laws of some foreign countries do not protect our proprietary rights as fully as do the laws of the United States. Issued patents may
not preserve our proprietary position. Even if they do, competitors or others may develop technologies similar to or superior to our own. If we do
not enforce and protect our intellectual property, our business will be harmed. From time to time, third parties, including our competitors, have
asserted patent, copyright, and other intellectual property rights to technologies that are important to us. We expect that we will increasingly be
subject to infringement claims as the number of products and competitors in the animal health care market increases.

The results of any litigated matter are inherently uncertain. Litigation is costly regardless of its outcome and can require significant management
attention. In the event of an adverse result in any litigation with third parties that could arise in the future, we could be required to:
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� pay substantial damages, including treble damages if we are held to have willfully infringed;

� cease the manufacture, use and sale of infringing products;

� expend significant resources to develop non-infringing technology; or

� obtain licenses to the infringing technology.
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Licenses may not be available from any third party that asserts intellectual property claims against us on commercially reasonable terms, or at
all.

Also, because our patents and patent applications cover novel diagnostic approaches:

� the patent coverage which we receive could be significantly narrower than the patent coverage we seek in our patent applications; and

� our patent positions involve complex legal and factual issues which can be hard for patent examiners or lawyers asserting patent
coverage to successfully resolve.

Because of this, our patent position could be vulnerable and our business could be materially harmed. In any event, our important United States
canine heartworm diagnosis patent will expire in December 2005.

The U.S. patent application system also exposes us to risks. In the United States, the first party to make a discovery is granted the right to patent
it and patent applications are generally maintained in secrecy for 18 months. For these reasons, we can never know if we are the first to discover
particular technologies. Therefore, we can never be certain that our technologies will be patented and we could become involved in lengthy,
expensive, and distracting disputes concerning whether we were the first to make the disputed discovery. Any of these events would materially
harm our business.

Our business is regulated by the United States and various foreign governments

Our business is subject to substantial regulation by the United States government, most notably the United States Department of Agriculture, and
the French government. In addition, our operations may be subject to future legislation and/or rules issued by domestic or foreign governmental
agencies with regulatory authority relating to our business. There can be no assurance that we will continue to be in compliance with any of
these regulations.

For marketing outside the United States, we and our suppliers are subject to foreign regulatory requirements, which vary widely from country to
country. There can be no assurance that we and our suppliers will meet and sustain compliance with any such requirements.

Redwood controls us

The Series C preferred stock owned by Redwood represents a majority of the voting power of all our stock. Redwood can, and does, control the
election of our entire Board of Directors, and also controls all fundamental strategic decisions. In addition, an affiliate of Redwood acquired
from Comerica Bank a $3,873,000 note issued by us and secured by our assets. At December 31, 2004, the outstanding balance on this note was
$3,809,000. Our ability to negotiate effectively with the note holder, if such negotiation were ever to be necessary or desirable, might be
compromised by Redwood�s multifaceted control of us.
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We use hazardous materials

Our business requires that we store and use hazardous materials and chemicals. Although we believe that our procedures for storing, handling,
and disposing of these materials comply with the standards prescribed by local, state, and federal regulations, the risk of accidental
contamination or injury from these materials cannot be completely eliminated. If any of these materials were mishandled, or if an accident with
them occurred, the consequences could be extremely damaging and we could be held liable for them. Our liability for such an event would
materially harm our business and could exceed all of our available resources for satisfying it.
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Item 7A.    Quantitative and Qualitative Disclosures About Market Risk

Our market risk consists primarily of the potential for changes in interest rates and foreign currency exchange rates.

Interest Rate Risk

The fair value of our long-term debt at December 31, 2004 was approximately $4,381,000, of which $572,000 has a variable interest rate based
on the prime rate. A change in interest rates of five percentage points would not have a material impact on our financial condition, results of
operations and cash flows as it relates to our variable rate debt.

Foreign Currency Exchange Rate Risk

Our foreign currency exchange rate risk relates to the operations of SBIO-E as it transacts business in Euros, its local currency. However, this
risk is limited to our intercompany receivable from SBIO-E and the conversion of its financial statements into the U.S. dollar for consolidation.
There is no foreign currency exchange rate risk related to SBIO-E�s transactions outside of the European Union as those transactions are
generally denominated in Euros. Similarly, all of the foreign transactions of our U.S. operations are denominated in U.S. dollars. We do not
generally hedge our cash flows on intercompany transactions, nor do we hold any other significant derivative securities or hedging instruments
based on currency exchange rates. As a result, the effects of a 5% change in exchange rates would have a material impact on our financial
condition, results of operations and cash flows, but only to the extent that it relates to the conversion of SBIO-E�s financial statements, including
its intercompany payable to us, into the U.S. dollar for consolidation. For example, the increase in the value of the euro over the dollar as of and
for the year ended December 31, 2004, resulted in a $638,000 increase in our revenues, a $728,000 increase in our expenses, a $371,000 increase
in our assets and a $112,000 increase in our liabilities (other than shareholders� equity). For the year ended December 31, 2004, 38% of our net
sales were net sales of SBIO-E.
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Item 8.    Financial Statements and Supplementary Data

Index to Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors

and Shareholders of

Synbiotics Corporation

We have audited the consolidated financial statements listed in the accompanying index of Synbiotics Corporation and its subsidiary as of
December 31, 2004 and 2003, and for each of the years in the three year period ended December 31, 2004. 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 the standards of the Public Company Accounting Oversight Board (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 consolidated financial position of Synbiotics
Corporation and its subsidiary as of December 31, 2004 and 2003, and the consolidated results of their operations and their cash flows for each
of the years in the three year period ended December 31, 2004 in conformity with accounting principles generally accepted in the United States
of America.

The accompanying consolidated financial statements have been prepared assuming the Company will continue as a going concern. As discussed
in Note 2 to the consolidated financial statements, the Company has an accumulated deficit of $46,113,000, and the Company has a $1,000,000
contractual obligation due in July 2005, and another $1,500,000 contractual obligation, to the same party, due in July 2006. The Company does
not believe that its cash position will be sufficient to fund its operations and service its debt for the next twelve months if it also pays the
$1,000,000 contractual obligation when it becomes due in July 2005. These factors, among others, raise substantial doubt about its ability to
continue as a going concern. Management�s plans in regards to these matters are also described in Note 2. The consolidated financial statements
do not include any adjustments that might result from the outcome of this uncertainty.

LEVITZ, ZACKS & CICERIC

Certified Public Accountants

San Diego, California

March 8, 2005
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SYNBIOTICS CORPORATION

CONSOLIDATED BALANCE SHEET

December 31,

2004 2003

ASSETS
Current assets:
Cash and equivalents $ 792,000 $ 1,045,000
Accounts receivable (net of allowance for doubtful accounts of $151,000 and $125,000 in 2004 and
2003) 2,574,000 2,686,000
Inventories 6,208,000 5,266,000
Other current assets 1,424,000 878,000

10,998,000 9,875,000
Property and equipment, net 979,000 1,232,000
Goodwill, net 1,397,000 1,397,000
Intangibles, net 1,851,000 2,358,000
Other assets 297,000 479,000

$ 15,522,000 $ 15,341,000

LIABILITIES AND SHAREHOLDERS� EQUITY:
Current liabilities:
Accounts payable and accrued expenses $ 4,557,000 $ 4,005,000
Current portion of long-term debt 546,000 4,804,000
Other current liabilities 952,000

6,055,000 8,809,000

Long-term debt 3,835,000
Other liabilities 1,313,000 2,134,000

5,148,000 2,134,000

Commitments and contingencies (Note 13)

Shareholders� equity:
Series C convertible preferred stock, $1,000 liquidation preference per share (aggregating $3,100,000
and $2,800,000 at December 31, 2004 and 2003), 4,000 shares authorized, 3,100 and 2,800 shares
issued and outstanding at December 31, 2004 and 2003 2,904,000 2,604,000
Common stock, no par value, 70,000,000 shares authorized, 21,154,000 and 20,025,000 shares issued
and outstanding at December 31, 2004 and 2003 46,636,000 46,316,000
Common stock warrants 1,110,000 1,035,000
Accumulated other comprehensive loss (218,000) (411,000)
Accumulated deficit (46,113,000) (45,146,000)

Total shareholders� equity 4,319,000 4,398,000
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$ 15,522,000 $ 15,341,000

See accompanying notes to consolidated financial statements.
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SYNBIOTICS CORPORATION

CONSOLIDATED STATEMENT OF OPERATIONS AND COMPREHENSIVE (LOSS) INCOME

Year Ended December 31,

2004 2003 2002

Revenues:
Net sales $ 18,746,000 $ 18,805,000 $ 21,362,000
License fees 300,000
Royalties 473,000 406,000 9,000

19,219,000 19,211,000 21,671,000

Operating expenses:
Cost of sales 9,051,000 9,133,000 10,450,000
Research and development 1,486,000 1,177,000 1,380,000
Selling and marketing 4,165,000 4,150,000 4,378,000
General and administrative 5,628,000 3,489,000 8,772,000
Patent litigation settlement (850,000) (515,000)
Impairment losses 2,877,000

19,480,000 17,434,000 27,857,000

(Loss) income from operations (261,000) 1,777,000 (6,186,000)
Other expense:
Interest, net (446,000) (492,000) (669,000)

(Loss) income before income taxes (707,000) 1,285,000 (6,855,000)
(Benefit from) provision for income taxes (60,000) (2,000) 7,000

(Loss) income from continuing operations (647,000) 1,287,000 (6,862,000)
Discontinued operations, net of tax 217,000

(Loss) income before cumulative effect of a change in accounting principle (647,000) 1,287,000 (6,645,000)
Cumulative effect of a change in accounting principle, net of tax (7,756,000)

Net (loss) income (647,000) 1,287,000 (14,401,000)
Translation adjustment 193,000 547,000 453,000

Comprehensive (loss) income $ (454,000) $ 1,834,000 $ (13,948,000)

Net (loss) income available to common shareholders $ (868,000) $ 1,077,000 $ (14,596,000)
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