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Enzymes provide healthy oil in Japan

The healthy oil from Japan

Kao Corporation of Japan has developed the world's first cooking oil
that prevents fat deposits in the body. The oil is produced with the
help of enzyme technology from Novozymes.

A speciality vegetable oil prepared using an enzyme from Novozymes
has become a very successful new food product in Japan. With the help
of enzyme technology from Novozymes, the large Japanese manufac-
turer of everyday household products, Kao Corporation, has developed
a speciality oil that reduces body fat. The product is called Healthy Econa
Cooking Oil and can be used in the same way as conventional edible oils.
Although Econa oil retails at a price up to five times that of normal oil, it
has already captured 80% of the premium cooking oil market in only
two years.

Diglyceride

The main ingredient of Healthy Econa Cooking Oil is diglyceride,
which is made enzymatically from natural oil. Diglyceride is digested
and absorbed in the small intestine and is consumed as energy without
transforming into a neutral fat like conventional oil consisting of
triglyceride. (Diglyceride is glycerol with two fatty acids, whereas
triglyceride has three.) As a result, it reduces the level of neutral fat in
_the blood compared with conventional oil.

Long-term use of this oil will prevent the increase of body fat, espe-
cially fat that deposits in the internal organs. Healthy Econa Cooking
Qil therefore helps in the fight against obesity, a quality that has been
supported by the approval of Econa as a Food for Specified Health Use
by the Japanese Ministry for Health, Labour and Welfare.

Japan has an increasingly overweight population. According to a
new report from the Japanese Ministry of Health, Labour and Welfare,
half of men over 30 and women over 50 years old suffer from hyper-
lipemia, an excess of fatin the bloodstream. As many as 34% of men in
their twenties suffer from hyperlipemia.

Tastes the same

Back in the 1980s, Kao Corporation, whilst working on other new
products, by chance came up with the idea of using enzymes to make
diglyceride which does not transform into body fat. If used in cooking
oil, the result would be a less fattening oil. As a long time partner of
Kao, Novozymes was introduced to the problem and gradually
improved the enzyme technology.

One of the advantages of the Econa oil is that the taste is like any
other high-quality vegetable oil. This is an important factor in the suc-
cess of Healthy Econa Cooking Oil. Although new food products need
to be healthy, above all they need to be tasty. Customers will not com-
promise on taste in the long run.

Healthy Econa Cooking Oil also has the same amount of calories as
normal oil. Customers will therefore feel full and will not need to
snack between meals.

Demand outstripped production when the new oil was first

launched in February 1999. Today, a range of Econa salad and cooking
oils are sold at around 40,000 stores in Japan. Sales of Healthy Econa
Cooking Oil account for 80% of premium oils, which constitute around
14% of the total edible oil market worth around 10 billion yen. The oil
is also used in processed products such as tinned tuna, margarine,
salad dressings and bread.

USA nextinline

Kao is starting a joint venture with one of the largest vegetable oil pro-
ducers in the world, Archer Daniels Midland Company in lllinois, USA,
with the initial purpose of producing oils for use in food production.
The partners are currently awaiting an answer from the US Food and
Drug Administration on the labelling of future products of the Econa
type.

Despite the success with Econa Healthy Cooking Oil in Japan, sales
to the fats and oils industry make up only a relatively small percentage
of Novozymes’ total sales to the food enzymes market. It is expected
that this area of business will develop healthily in the future, although
this will depend on the commercial success of the oil products, the
decision by the authorities on the labelling of oils, and finally
Novozymes' efforts within product development. Seen in the light of
the aforementioned opportunities, enzymes for fats and oils have been
appointed a special focus area within Research & Development.




Financial results for the first half of 2001

2001 2000 %")
DKK million EUR miilion DKK million EUR million

Technical enzymes 1,677 225 1,703 229 (2)
of which detergent 1,112 149 1,153 155 (4)
Food enzymes 631 85 532 71 19
Feed enzymes 200 27 132 18 52
Net turnover 2,508 337 2,367 318 6
Operating profit 385 52 318 43 21
Net financials (3) {0) (32) (4) -
Profit before tax 382 51 286 38 34
Tax 118 16 92 12 28
Minority interests 1 0 1 0 -
Profit after tax 263 35 195 26 35
Earnings per DKK 10
share (DKK) 3.52 0.47 2.59 0.35 36
Average A and
B shares in issue (million) 74.7 74.7 75.4 75.4 (1)
Free cash flow 96 13 118 16 (19)

(The half-year accounts are unaudited.)

Conversion to EUR is based on the conversion rate as of 30 June 2001 (DKK 7.44).

*) Development from 1st half 2000 to 1st half 2001.

In accordance with the Group’s accounting policies earnings per share are calculated on the basis of the result for the period divided by the sum of the weighted
average number of shares and number of options “in the money”. Options "in the money” are defined as the options for which the price at issue is lower than

the market price at the close of the 2nd quarter of 2001.

The accounting policies are unchanged from Novozymes A/S* financial statement of 21 February 2001.



Financial statement ror the tirst halr ot 2001

Sales rose by 6% to DKK 2,508 million in the
first half of 2001 compared to DKK 2,367 mil-
lion for the equivalent period of the previous
year. Sales in the first half of 2001 are neg-
atively affected by a planned buy-back of
inventory from Mitsui, Novozymes’ distributor
in Japan. Adjusted for this buy-back, sales rose
by approximately 8%.

Operating profit rose by 21% to DKK 385
million. The high rate of increase should be
considered in the light of a relatively moder-
ate result in the first half of 2000, especially in
the first quarter of 2000,

Profit before and after tax was respectively
DKK 382 million and DKK 263 million, equiv-
alent to an increase of 34% in profit before tax
and 35% in profit after tax against the first
half of 2000.

The profit before tax is positively affected by
net foreign exchange gains relating to
Novozymes’ hedging transactions which
amount to DKK 45 million, compared to a loss
of DKK 24 million in the first half of 2000.

Earnings per share (diluted) increased by
36% to DKK 3.52 from DKK 2.59.

The acquisition of Sybron Biochemicals
announced as of 1 June was accomplished as
of 1 July 2001, and Sybron Biochemicals is
therefore not included in the accounts for the
first half-year, with the exception of the pay-
ment, which is included in the cash flow.

Sales

Sales increased by 6% from DKK 2,367 million
in the equivalent period of 2000 to DKK 2,508
million. Volumes, prices and product mix in the
market accounted for 6% of the increase,
while exchange rate movements increased
sales by 2%, and the inventory buy-back in
Japan reduced salesby 2%.

Particularly high growth rates were seen in
North America and Europe, while sales to Asia
were lower than in the first half of 2000 due to
the previously announced inventory buy-back.
There was a moderate sales decline in Latin
America,

The buy-back of the enzyme inventory from
Mitsui, Novozymes’ distributor in Japan, took
place in connection with the planned adjust-
ments to the sales and distribution organiza-
tion in Japan. Novozymes and Mitsui have
established a joint sales and distribution com-
pany in order to sharpen focus on sales oppor-
tunities in Japan.

Sales of technical enzymes decreased by 2%.
Sales to the detergent industry continue to be
affected by keen competition. Sales of the more

traditional detergent enzymes, such as proteas-
es, are especially subject to pressure on prices.

There was a moderate increase in sales of
other technical enzymes. While sales to the
fuel alcohol industry rose, sales of enzymes to
the leather industry declined as a consequence
of export restrictions introduced due to the
foot and mouth crisis. Moreover, sales to the
textile industry fell as a consequence of
greater competition, together with a decline
in the size of the overall market.

Adjusted for the inventory buy-back during
the period sales of technical enzymes rose by
around 1%.

Sales of enzymes to the food industry show
continued growth, rising by 19%. Especially the
baking and beverage segments contributed to
the sales increase, but enzymes to produce other
food products also made good progress.

in North America, growth rates for sales of
food enzymes continue to be substantial.

Sales of feed enzymes increased by 52%. The
EU's extension of the ban on meat and bone
meal in animal feed contributed to the on-
going expansion since Novozymes’ product
Bio-Feed® Phytase is increasingly replacing this
source of phosphate.

Costs and licence fees and other

operating income

Total costs excluding net financials and tax
rose by only 4% to a total of DKK 2,123 mil-
lion. The increase in costs was thus lower than
the sales increase. The lower cost increase is
related to production, saies, administration
and R&D.

The ongoing productivity improvements in
production have more than offset the rising
costs of raw materials and energy.

The total depreciation charge for the first
half of 2001 was DKK 246 million, compared to
DKK 243 million for the equivalent period of
the previous year.

Net financials

Net financial expenses were DKK 3 million,
compared to net financial expenses of DKK 32
million in the first half of 2000.

Novozymes achieved net foreign exchange
gains of DKK 45 million, compared to a loss of
DKK 24 million in the first half of 2000. This is
attributable primarily to realized and unreal-
ized gains from the hedging of the Group’s
USD and JPY exposures.

Novozymes recorded net interest expenses
of DKK 37 million, up from DKK 36 million for
the same period of 2000.

Other financial items were negative at DKK 11
million in total, compared to gains of DKK 28
million in the first half of 2000 relating to
gains on saie of securities.

Profit before and after tax

Profit before and after tax was respectively
DKK 382 and 263 million, equivalent to
increases of respectively 34% and 35%. These
rates of increase should be compared to the
relatively modest result for the first half of
2000, especially in the first quarter of 2000.

Free cash flow

Free cash flow was DKK 96 million. This
includes the acquisition of Sybron Biochem-
icals (now Novozymes Biologicals). For the year
as a whole the positive free cash flow exclud-
ing acquisitions is still expected to be at the
same level as in the year 2000.

Development in shareholders’ funds
The Group’s shareholders' funds were
DKK 3,835 million at the end of the first half of
2001, compared to DKK 3,771 million at the
end of 2000. The development in shareholders’
funds reflects the addition of the profit after
tax for the half-year of DKK 263 million, less
buy-back of own shares at DKK 316 million, as
well as positive exchange rate adjustment of
net assets in foreign subsidiaries and other
minor adjustments totalling DKK 117 million.
Total assets were DKK 8,008 million, com-
pared to DKK 8,218 million at the end of 2000.

Share buy-backs and holding of own shares

As of 30 June 2001 Novozymes’ holding of own
shares (Treasury shares) comprised 2,007,354 B
shares, equivalent to 2.7% of the total number
of shares in issue. Between 31 March 2001 and
30 June 2001 Novozymes invested DKK 98 mil-
lion in shares buy-back, which corresponds to
acquisition of 512,150 B shares.

Changes in the Board of Directors

As of 1 September 2001, Mr. Lars Bo Keppler
replaces Mr. Thomas Sandal as one of the three
members of the Board of Directors elected by
the employees.

Outlook for 2001

The outlook for 2001 is unchanged from the
expectations announced in connection with
the last financial statement. Turnover growth,
including Novozymes Biologicals, is expected
to be just over 6% on the year 2000. This is sub-
ject to the provision that exchange rates, espe-






cially USD and JPY against DKK, remain at the
current level for the rest of year.

For the year overall, moderate growth in sales
of technical enzymes in the range of 1% is
expected. Growth in sales of food enzymes is
estimated at a level of 15%, while growth in
sales of feed enzymes has been adjusted
upwards to around 25%. Novozymes Biologi-
cals’ turnover in the second half of 2001 is
expected to boost sales growth by a good 1 per-
centage point.

After adjustment for the inventory buy-back
previously described this corresponds to total
sales growth at the level of 7%.

- Operating profit is expected to increase by
around 10%.

-Net financial expenses are estimated at
around DKK 40 million in 2001.

- The effective tax rate is expected to be at the
level of 31%.

- Profit after tax is expected to increase by
around 25% against the year 2000.

- Capital expenditure, excluding acquisitions, is
not expected to exceed the depreciation
charge for the year.

- The operating profit margin and return on
invested capital, defined as ROIC, are expect-
ed to develop positively against the year 2000.

New strategicinitiatives
Novozymes has completed its annual strategy
review, including its analysis of how the com-
pany’s technology base can be better utilized.
This has led to the implementation of a num-
ber of initiatives within three key segments:
"Industrial enzymes”, “Acquisitions” and
" Activities in the pharmaceutical area”.
Industrial enzymes will continue to be the
main business area and will thus be allocated
the majority of research and development
resources.

Industrial enzymes

As part of measures to strengthen R&D activ-
ities five new focus areas have been estab-
lished, while additional resources have been
contributed to selected existing projects. The
five new areas are: Fats and oils, Pulp and
paper, Processed foods, Fuel alcohol and Asian
Applications. A number of projects outside
these areas have been discontinued and these
resources have been transferred to the afore-
mentioned focus areas.

Acquisitions
There will be further focus on identifying and

- distributed on industry segments

Detergent 44%

[J Other technical 23%

Food 25%

B Feed 8%

analyzing candidates for acquisition, so as to
make more broadbased use of the company’s
existing technology base. The first step was
taken on the acquisition of Novozymes
Biologicals in July 2001.

Novozymes Biologicals is expected to achieve
turnover of DKK 75 million in the second half
of 2001, and sales are expected to increase by a
minimum of 10% per year. Within a 3-year peri-
od the operating profit margin is expected to
reach the level for the enzyme business.

The accounts of Novozymes Biologicals will
be included in the consolidated accounts as
from the second half of 2001.

Activities in the pharmaceutical area

A number of pharmaceutical projects will be
initiated. In order to minimize the Group’s risk
profile for long-term, cost-intensive projects,
partnerships will be established at an early
stage of the project.

Low-allergenic protein technologies

During the past year, Novozymes has strength-
ened its position on patents for low-allergenic
protein technologies. Using these technol-
ogies, it can be studied whether a given pro-
tein has the potential to trigger an allergic
reaction in human beings, and then how the
protein could be modified, so as to avoid an
allergic reaction.

Granting of licences to Novozymes' patent
rights and potential cooperation within this
area via pharmaceutical companies is expected
within one year.

New anti-microbial products

A number of projects to identify new
anti-microbial compounds, including peptides,
are expected to be established.

Based on Novozymes’ substantial databank
of naturally occurring microorganisms, the
company’s technologies to generate diversity
and to produce proteins, Novozymes will seek
to find anti-microbial compounds, especially
peptides, which can be used either for phar-
maceutical applications, in agriculture or in
the food area.

In the medium term, Novozymes aims to
enter into partnership agreements with one or
more companies.

Technologies for manufacturing of pharma-
ceutical products, contract manufacturing

Novozymes has analyzed opportunities to
establish contract manufacturing of products
for pharmaceutical companies. The conclusion
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is that currently the greatest growth potential
lies in fermentation using mammalian cells, a
technology not used by Novozymes. A project
has therefore been established in order to
investigate opportunities to produce proteins
today made using mammalian cells by fermen-
tation of microorganisms. If the outcome of
this project is successful, contract manufactur-
ing will be initiated.

Technologies for manufacturing of pharma-
ceutical products, own production
Novozymes has entered into an option agree-
ment with Hyalose LCC, Austin, Texas, USA, an
Emergent Technologies, Inc. company, in order
to produce hyaluronic acid or derivatives
thereof based on patents from Hyalose LCC.
The final decision to exercise this option is
expected to be taken in the second gquarter of
2002. If the option is exercised, it will be
sought to produce the hyaluronic acid by an
advanced biotechnological method.
Hyaluronic acid, which appears naturally in
tissues and muscles, is today used in a large
number of treatment areas, e.g. treatment of
arthritis, eye operations, cosmetic applica-
tions, etc. The substance is currently extracted
from the combs of roosters or chickens, or by
using traditional fermentation.

Significance of the new initiatives for

the future sales growth

With these new initiatives, as well as acquired
activities, the annual sales growth is expected
to be increased from the current estimated 8-
9% to an annual growth rate of minimum
10%.

Forward-looking statements
The sections above contain forward-looking
statements.

Forward-looking statements are by their
very nature associated with risks and uncer-
tainties that may cause actual results that dif-
fer materially from expectations, including
unexpected developments in the international
currencies and markets, market-driven price
decreases for Novozymes' products and the
introduction of competing products in
Novozymes' core area. O

Bagsvaerd, 8 August 2001

The Board of Directors,
Novozymes AlS



Investor Relations
Novozymes’ shareholder information

We have used the summer holiday to analyze the needs and wishes of
our shareholders as regards the way we communicate.

The conclusion is that we are carrying out a number of changes to
the benefit of our shareholders.

This Shareholders' Magazine will only be issued in connection with the
half-yearly result, whilst following the quarterly results there will be
informal shareholder meetings in Greater Copenhagen and Jutland. The
shareholders will thereby have the opportunity to meet directly with

——Novozymes’ managers. The company will save on costs issuing the Share-
*Magazine, at the same time reducing environmental impact.

Investor Relations receives many personal inquiries from share-
holders. Two of the most frequently asked questions are repro-
duced here for your information:

Q: Whom should | inform about changes of address to continue
to receive shareholder-related information from Novozymes?

A: All changes of address should be notified to the bank in
which your Novozymes A/S B shares are deposited. Novozymes
cannot update the new address at the depositary bank.

Q: How do | calculate the purchase price of the shares which |




Quarterly results in 2001 and 2000

(DKK million) 2001 2000 %)
Q2 Q1 Q4 Q3 Q2 Q1

Technical enzymes 849 828 898 947 884 819 (4)

of which detergent 556 556 605 646 607 546 (8)

Food enzymes 317 314 310 345 280 252 13

Feed enzymes 88 112 87 79 65 67 35

Net turnover 1,254 1,254 1,295 1,371 1,229 1,138 2

Operating profit 208 177 240 267 190 128 9

Net financials 7) 4 (250 (63) (31) (1) -

Profit before tax 201 181 215 204 159 127 26

Tax 62 56 64 64 51 41 37

Minority interests 1 2) - (3) 1 - -

Profit after tax 140 123 151 137 109 86 28

Earnings per DKK 10

share (DKK) 1.88 1.64 200 1.8 145 1.14 30

Average A and

B shares in issue (million) 74.6 74.9 753 753 753 75.4 1N

(The quarterly accounts are unaudited.)

*) Development from Q2 2000 to Q2 2001.

Geographical distribution of sales

(DKK million) 2001 2000 %")
Q2 Qt Q4 Q3 Q2 Q1

Europe, Middle East and Africa 530 563 581 600 490 479 8

Asia and Oceania 238 226 212 264 265 249 (10)

North America 369 347 377 378 351 286 5

Latin America 117 118 125 129 123 124 (5)

Net turnover 1,254 1,254 1,295 1,371 1,229 1,138 2

*) Development from Q2 2000 to Q2 2001.

Shareholders’ Magazine is published by Novozymes A/S, Stakeholder Communications. The magazine is distributed to shareholders, the press, business contacts
and other stakeholders in two languages. Run: 40,000 Danish copies, 5,000 English copies. Editor-in-chief: Michael Steen-Knudsen. Text: Michae! Steen-Knudsen,
Thomas Kudsk Larsen, material from Kent Dahl, BioTimes et al. Layout and graphic production: NNE Visualization. Printing: fFrom & Co. Photos: Stone, Foci Image
Library. Translation: Berlitz GlobalNET Denmark A/S. Copyright: the publisher. Reproduction only by prior agreement with the publisher. Address: Novozymes A/S,
Krogshoejvej 36, DK-2880 Bagsvaerd. Tel. +45 8824 9999, fax +45 8824 9998, e-mail: info@novozymes.com.



Novozymes Biologicals

The acquisition of Sybron Biochemicals
On 1 June 2001, Novozymes announced its first acquisition since
becoming an independent company in November 2000.

Formally effective from 1 July 2001, Novozymes acquired the unin-
corporated unit Sybron Biochemicals from Sybron Chemicals Inc., a sub-
sidiary of Bayer Corporation. Although Bayer Corporation only recent-
ly acquired Sybron Chemicals, Sybron Biochemicals has been in business
for approximately 40 years. In 2000, Sybron Biochemicals achieved a
turnover of around DKK 140 million and employed almost 100 people.
Following the acquisition, Sybron Biochemicals was renamed
Novozymes Biologicals, Inc. and is now part of the Novozymes Group.

Novozymes Biologicals is based in Virginia, USA, and is engaged in
the research, production and sale of naturally occurring microorgan-
isms. In addition to the US headquarters, the newly acquired company
has overseas employees primarily in Paris and Tokyo.

Like Novozymes’ present range of enzymes, the products of the newly
acquired company are environmentally sound alternatives to traditional
chemicals - all products that are truly unlocking the magic of nature.

The established business areas include microorganisms for industrial
biological purification plants, the maintenance of drains and septic
tanks, and other technical applications for both the consumer and
industrial markets. The company is also developing a new business area
involving microorganisms for use on grass and other crops in order to
reduce dependency on fertilizers and chemicals.

Novozymes’ president and CEO, Steen Riisgaard, comments: "Sybron
Biochemicals is a perfect match for our vision to provide environment-
ally friendly biological solutions.”

Acquisition synergies
Aithough operating in different fields of business, the two companies
are based on the same technologies.

Essentially, Novozymes Biologicals harnesses the ability of microor-
ganisms to produce enzymes and perform a particular task such as
breaking down waste. It sells formulated products based on microor-
ganisms, often mixed with additives such as surfactants, nutrients or
preservatives.

Novozymes goes one step further and ferments the microorganisms
in order to produce standardized industrial enzymes. In industrial
applications, these enzymes work much faster than the microorgan-
isms would on their own.

The acquisition of Sybron Biochemicals is part of a strategy to make
optimum use of Novozymes’ technology base. Novozymes Biologicals is
a natural extension of Novozymes’ existing business and there are sev-
eral benefits of the acquisition.

Most importantly, Novozymes Biologicals will benefit from
Novozymes' culture collection of approximately 25,000 classified
microorganisms (fungi and bacteria).

As both companies’ products are made using fermentation tech-
niques, Ted Melnik and his workforce will also gain access to
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“I think our company makes a really good fit with
Novozymes, " says Ted Melnik, the former vice
president of Sybron Biochemicals who is

staying on as president of Novozymes Biologicals
together with the same management team.

Novozymes' very advanced technologies within this area. These will be
used to optimize production processes.

Previously, Sybron Biochemicals has only dabbled with the use of
industrial enzymes. However, as part of Novozymes the new subsidiary
has a chance to utilize enzymes in some of its products to achieve even
greater efficiency.

Main markets
The products of Novozymes Biologicals solve a series of household,
industrial and agricultural problems.

The largest segment is the institutional and household business.
Novozymes Biologicals is the leading US manufacturer of applied
microbiology products for this market. The newly acquired company
also supplies microorganisms for the biological processes in industrial
and municipal wastewater treatment facilities.

Novozymes Biologicals also sells microbial-based growth enhancement
and plant disease prevention products to the agricultural and horti-
cultural markets. The main market currently is golf courses and sports
fields. These products reduce the need for fertilizers and other chemicals.

For the second half of 2001, the acquisition of Sybron Biochemicals is
expected to add around DKK 75 million in turnover to the Novozymes
Group. In coming years, sales from Novozymes Biologicals are forecast
to grow by at least 10% per year. The costs associated with the acquisit-
ion are expected to have a neutral impact on operating profit for the
current year, whilst net interest expenditures will be subject to a
moderately negative impact due to financing of the acquisition.
Novozymes Biologicals is expected to increase its operating profit
margin to the level of the existing business within three years. &




Strategy in pact with nature

Collection of soil samples happens in agreement with the countri-
es involved,

For more than 40 years, Novozymes has collected soil samples from
every region of the globe. The company’s field research staff have
been on volcanoes, in tropical rain forests, in the steppes and tun-
dra, and in their own kitchen gardens, to harvest microorganisms.

These samples have been frozen or
analysed and screened for new
genes, - as part of the hunt for
new enzymes.

New Enzyme

One example of what a soil sample
from the diversity of Nature can
contain is Mannaway™, developed
by Novozymes in close cooperation
with Procter & Gamble. The story
behind it starts with a Novozymes
scientist who, in 1991 in northern
Kashmir, coliected a soil sample
containing the enzyme mannanase.
This enzyme proved to have some
very interesting effects on the
cleaning of cotton fibres, and
today is used in liquid detergents.

In recent years, scientists all over the world have also made new
discoveries such as fascinating microorganisms which have sur-

vived, and exist, under extreme conditions in Nature. These are
microorganisms which e.g. thrive in the extreme heat and sul-
phurous conditions of volcanic areas, or in the depths of the sea.

The Rio Convention

Like all other microorganisms, these are of interest to Novozymes.
With respect for the Rio Convention, which sets out guidelines for
the exchange of biological material between countries,
Novozymes today has a strategy which is in pact with Nature, and
makes it possible to ensure continued access to microorganisms
from the many different corners and hiding places of Nature.
Cooperation agreements with scientific environments in the sub-
tropical and tropical environments of third-world countries are a
key element of this strategy.

Coaperations

In recent years, Novozymes has cooperated with research environ-
ments in countries such as India, Zimbabwe and Thailand. This
cooperation is based on Novozymes’ gaining access to fungi and
bacterial cultures in return for contributing technology and
capacity infrastructure in the countries concerned. “For many
years, also prior to the Rio Convention, we have collected and
saved soil samples containing microorganisms from e.g. cold/hot,
acidic/alkaline and high/low areas. Our industrial research net-
work is based in Europe, and we have our own research laborato-
ries in Denmark, Japan, China and the USA. We also cooperate
with research environments in tropical regions. All in all, we are
ready to hunt down new enzymes,” relates Lene Lange, scientist
and Novozymes' biodiversity spokesperson. m

What are enzymes?

Novozymes produces enzymes, which are biological solutions to
industrial problems. Enzymes act on raw materials from Nature,
and are effective without causing poliution. Enzymes help to

improve industry’s efficiency and reduce environmental impacts.

Enzyme treatment is typically part of the industrial processing of
raw materials such as fruit, grain, cotton, leather and timber.
Enzymes make it easier to press more juice out of the fruit, to
keep bread fresh for longer, and for cotton fabric to have the

right look, without putting the environment at risk. Enzymes can
partly replace chlorine in paper production, and enzymes for the
detergent industry also cut down water and energy consumption,
since enzymes help to wash clothes really clean, at lower wash
temperatures.

Enzymes are Nature’s own tool and can initiate a number of
biological processes. Enzymes are found in all living organisms -
human beings, animals, plants and microorganisms. m






Enzymes and food oil

A new enzyme improves the quality of food oil and benefits the
environment. The first oil mill has implemented the enzyme.

At the Cereol oil mill in Mannheim, Germany, the enzyme
Lecitase® Novo from Novozymes is ensuring that the factory can
save money, meet the environmental requirements imposed by
the authorities and give consumers oil of better quality, and of
longer durability. These benefits ensure that the enzyme’s market
potential is on the right side of DKK 100 million.

Optimum quality

‘Vegetable oils contain phospholipids, which are a rubbery, sticky
substance that can present problems when oil is refined.
Traditionally, chemicals have been used to deal with this problem,
but at Cereol they have switched to enzymes. According to Dr.
Ernst Manch, Technical Director in Mannheim, this is a really good
investment. “QOil refined with enzymes presents optimum quality
and stability. For us this is a worthwhile process that is easy to
handle, and ensures a product of high quality. We achieve these
qualities by using enzymes.”

Lecitase® Novo makes it possible to split up the phospholipids. In
popular terms, the enzymes cut out the fatty acids, and then the
residue can be eliminated by centrifugation.

Meeting tough environmental demands

In Germany, environmental regulations are very strict, and they
impose limits on emissions of sulphurous matter and fat in waste
water. If the factory used chemicals to break up the phospho-
lipids, Cereol would not be able to fulfil these requirements.
“Enzymes mean that we don't produce any waste water,” accord-
ing to Dr. Ernst Munch, who so far has had to pay DEM 5 for
every cubic metre of waste water the authorities had to purify,
and who can now look forward to a substantial saving.

In 1994, Cereol was the first oil mill in the world to introduce
enzymes for this process. At that time, they used the enzyme
Lecitase® 10L, also produced by Novozymes (formerly Novo
Nordisk), manufactured from the pancreatic glands of pigs.
Lecitase® Novo is made using microorganisms, enabling
Novozymes to produce unlimited quantities of the enzyme,

Approved in the USA
Lecitase® Novo is now subject to approval in a number of coun-
tries. In the USA, the American FDA is expected to approve the

enzyme for use in the oil and fat industry in the course of 2001.
However, the new enzyme will be introduced over a number of
years, since Europe and the USA's major oil mills do not switch
technology and processes overnight. When Novozymes seriously
starts to introduce the new enzyme in the global oil mill industry,
the focus, among others, will be on how the enzymes cut water
consumption, reduce waste water and the sludge drying require-
ment, and lead to reduced consumption of chemicals. m

The Novo enzyme Lecitase® is
used to extract oil from rapeseed
without producing waste water.



Long-term financial
objectives

In February 2001, Novozymes’ long-term financial objectives were
adopted by its Board of Directors.

These targets were fixed with due account of the expected devel-
opment in the enzymes market, the competitive situation, activi-
ties in progress, and the need to be at the forefront compared to
our benchmark group, i.e. the companies Novozymes is best com-
pared with. The time scale for achieving these goals is 3-5 years,

Three targets were set up:

- Annual growth of minimum 10% in the operating profit

This target is expected to be fulfilled this year, when growth on Board Chairman Henrik Gartler

the previous year is estimated at around 10%. presents the long-term financial
objectives to shareholders.

- An operating profit margin at the level of 17%

With expected sales growth of 5% and an expected increase in

operating profit of 10%, the operating profit margin will reach a

level of 17% per cent already this year.

- A return on invested capital, measured as ROIC*, of mini-
mum 15% per year

This is the most ambitious of our financial objectives. A return on
invested capital of 15% after tax will put Novozymes at the top
of its league. To achieve this objective, earnings must continue to
expand, while keeping the development in invested capital at a
low level. Again this year, this key figure will be improved in rela-
tion to the 10% reported for 2000. m

*(ROIC, Return On Invested Capital.)
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Financial statement for the first quarter of 2001

Sales rose by 10% from DKK 1,138 million to
DKK 1,254 million. Sales in the first quarter of
2001 are positively affected by substantial sales
of feed enzymes, of which a proportion can be
attributed to stockbuilding, but negatively
influenced by the planned stock buy-backs in
Japan, attributable mainly to the first quarter
of 2001. The overall effect of the stock adjust-
ments during the quarter is estimated to have
negatively affected sales.

In spite of the aforementioned, turnover and
operating profit developed satisfactorily in the
first quarter of 2001.

Operating profit rose by 38% to DKK 177 mil-
lion. The high rate of increase should be consid-
ered in the light of a relatively moderate result
in the first quarter of 2000.

Profit before and after tax were respectively
DKK 181 million and DKK 123 million, equiva-
lent to an increase of 43% in the profit both
before and after tax against the first quarter of
2000. The seasonal distribution of sales is gener-
ally weighted so that sales in the second half-
year are higher than in the first half-year.

The profit before tax is positively affected by
net foreign exchange gains of DKK 33 million,
compared to losses of DKK 6 million in the first
quarter of 2000.

Earnings per share increased by 44%, to DKK
1.64 from DKK 1.14.

Sales

Sales increased by 10% from DKK 1,138 million
for the equivalent period of 2000 to DKK 1,254
million. Volumes, prices and product mix
accounted for 7 percentage points of the
increase, while exchange rate movements
increased sales by 3 percentage points.

Particularly high growth rates were seen in
North America and Europe, while sales to
Asia were lower than for the first quarter of
2000, due to the planned stock buy-backs in
Japan.

There was a moderate sales decline in Latin
America.

Sales of technical enzymes increased by 1%.
Sales to the detergent industry continue to bear
the hallmark of keen competition, despite the
success, particularly in the USA, of the launch of
Mannaway™ in 2000. Sales of dishwashing
detergent enzymes made satisfactory progress.
Excluding stock buy-backs in the period, sales of
technical enzymes rose by around 4%.

Sales of other technical enzymes were by and
large unchanged. Sales of enzymes to the fuel
alcohol industry increased, while sales of
enzymes to the leather industry were negative-
ly affected by the export restrictions introduced
on the outbreak of foot-and-mouth disease.

Sales of enzymes to the food industry showed
sound growth, rising by 25%. Especially the
baking and beverage segments contributed to
the sales increase, but enzymes to produce oils
and fats also made good progress, but from a
low level.

in North America in particular growth rates for
sales of food enzymes were substantial.

Sales of feed enzymes continued to show
strong growth, increasing by 67%. The transfer
of distribution to Roche Vitamins and Fine
Chemicals in a number of countries as from 1
January 2001 progressed very satisfactorily.
Sales are positively affected by the BSE situa-
tion, whereby meat and bone meal in feed is
now to an increasing degree being replaced by
other sources of phosphates, or Novozymes’
product Bio-Feed® Phytase, which is marketed
in an alliance with Roche under the name
Ronozyme™ P. it improves the animals’ ability
to absorb phosphate from vegetable-based
feeds, thereby reducing the need for phosphate
additives to feed, and moreover reducing pollu-
tion from phosphate emissions.

Costs and licence fees and other

operating income

Total costs exctuding net financials and tax rose
by 7% to a total of DKK 1,077 million. The

increase in costs was thus somewhat lower than
the sales increase.

Rates of increase for production, sales & distri-
bution and administration costs were all lower
than the rate of increase in sales, while R&D

cost increases exceeded the sales growth rate.

The American Department of Energy’s subsidies
for the development of enzymes for production
of bio-ethanol (alcohol added to petrol), is car-
ried as income under Licence fees and other
operating income, while the actual costs are
defrayed as an element of R&D costs.

Net financials

Novozymes recorded net financial income of
DKK 4 million, compared to net financial
expenses of DKK 1 million in the first quarter of
2000.

Novozymes achieved net foreign exchange
gains of DKK 33 million, compared to losses of
DKK & million in the first quarter of 2000. This is
attributable primarily to realized and unreal-
ized gains from the hedging of the Group’s USD
and JPY exposures.

Novozymes recorded net interest expenses of
DKK 21 million, up from DKK 17 million for the
same period of 2000.

Other financial items were negative at DKK 8
million, compared to gains of DKK 22

million in the first quarter of 2000, which was
positively affected by gains on sale of securities.

Profit before and after tax

Profit before and after tax was respectively DKK
181 million and DKK 123 million, both equiva-
lent to an increase of 43%. The significant rate
of increase should be compared to the relative-
ly modest result for the first quarter of 2000.

Development in shareholders’ funds

The Group’s shareholders’ funds were DKK
3,757 million at the end of the first quarter of
2001, compared to DKK 3,771 million at the
end of 2000. The development in shareholders’
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Healthy business and
a better environment

The theme for Novozymes’

2001 annual

report is sustainable

growth. This first issue of The Zymes presents selected highlights.

As part of Novozymes’ work to ensure
long-term growth, we launched a new
strategy during 2001 to grow our existing
enzyme business. See pages 2-3.

Novozymes is looking to find solutions to
specific problems through
comrnunication with our

research and
stakeholders.
Novozymes’ sustainable initiatives include
an effective animal feed enzyme to reduce
the release of phosphates into the
environment, less polluting petro!, cleaner

laundry and chemical-free margarine
production. Read about ongoing and
planned activities on pages 4-5.

Novozymes’ key figures reflect a generally
satisfactory performance in 2001, which
saw us completing two share buyback
programmes for a total of DKK 435 mil-
lion and undertaking our first acquisition.
See the year in figures and pictures on
pages 6-7.

Novozymes received several awards for environmentally sound production in 20017.

A full year with Novozymes

2001 was the first full year of trading in
Novozymes shares on the Copenhagen
Stock Exchange. The price of the com-
pany's shares climbed 6% from DKK 159
at the start of the year to DKK 168.50 at
the end of the year and thus performed

Novozymes’ B-share in 2001 —
relative share price performance
versus the KFX index and peer group

wee NOvOZYMeEs — KFX index ... Peer group

Relative price developrment, %
30

Dec-00 Feb-01 Apr-01 Jun-O01

Aug-01  Oct-01  Dec-01

relatively well — especially relative to the
KFX index of the most frequently traded
stocks on the Copenhagen Stock Exchan-
ge, which fell 149% during the year, but
also relative to other companies in related
sectors. m

‘new shareho‘lder
"m_aga2|ne
Welcome to this first issue of The Zymes,
our new. shareholder magazine. Unlike
its predecessdr, which was based around.-
a small number of in-depth features,
The Zymes will contain a hlgher number
6f shorter articles; including highlights
from the company's annual report and
 financial announcements. The jdea’ is
'v"to give shareholders a broad but |
mamageable mscght inte  the most
|mportant developments at- Novozymes
and. paint a picture of where the
-COMPany is headed. The Zymes will be
published twice a year, The first issue
"in ‘February 'will accompany the motice
of the annual meeting of shareholders
. while the second will be sent out at
the end of August !
announcement of financial . resulis |
for the half-year. The magazife will'’
automatncally be sent to all Novozymes
shareholders’ (registered by narme)
and will adlso. be avaiiable over 'the
. Internet from the Investor Zone- at
z VWA, novozymes. comm

i
I
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following the

Annual report
on the Internet

Novozymes’ annual report will be published
in March but will no longer be sent auto-
matically to all shareholders. This is partly
because we believe that many share-
holders would prefer to receive a brief
summary rather than a long report, and
partly to cut costs and help the environ-
ment. With effect from the 2001 annual
report, we are therefore asking share-
holders who still wish to receive the full
report to download it from the Internet at
WAAWW. NOVYOZYMes.com or use the coupon
sent out together with this magazine. m
Did you know that e 'z:ymes dre
found naturally in ail living things

and that some types of enzymes.
P9 sold by Novozymes' are found in’
the huvnan stomac

novozymes <

Unlocking the magic of nature




Dear shareholder

It is now more than a year since Novozymes
was successfully listed on the Copenhagen
Stock Exchange. The following pages
present some of the highlights of Novo-

zymes® first year as an independent
company — a year that was far from
uneventful.

Novozymes is a company that develops,
produces and markets products that are
based on highly advanced biotechnoiogy
but are often used in the manufacture of
commodities. This is our reality and our
opportunity.

In 2001 we were able to demonstrate
to our sharehcliders that Novozymes is a
stable business capable of weathering the
storm in a year when the global economy
took a sharp turn. We put in a solid
performance and met the targets we set
ourselves. All in all, this meant that we
also had a good year on the stock market
and stayed at the absclute top.

| expect 2002 to be an equally exciting
year, throwing up a fresh crop of challenges.
We are moving into new areas courtesy of
our focus on new initiatives based on our
core technologies’but outside our estab-
lished business of enzymes for industrial
use.

‘We aim to keep on cultivating our var-
ious strengths. The skills we need to apply
if we are to safeguard our future growth
are our in-depth understanding of market
needs and close contact with partners and
customers who are ready to exploit the
new opportunities. Here we will be buiid-
ing o©on our mMost important resources:
aur knowledge base and our employees.

Yours faithfully
Steen Riisgaard

New strategy

In order to achieve an annual growth in sales of more than 10%, No-
vozymes has launched a number of initiatives to take the company
into new areas. These initiatives are part of a new strategy with

three areas of focus.

In future Novozymes will be supplement-
ing its existing enzyme business with a
programme of acquisitions and pharma-
ceutical initiatives. The idea is to reach an-
nual sales growth in excess of 10%. We
are also setting up new teams to promote
the especially rapid and efficient develop-
ment of five new enzyme areas.

Enzymes for industrial use will remain our
core business and will continue to attract
some 0% of our research resources.

The new strategy has three main

areas:

1 Acquisitions to complement
Novozymes’ core expertise;

2 Initiatives in the pharmaceutical field;

3 Qur existing industrial enzyme business
coupled with a sharper focus on the
development of five specially selected
arecas. @

Alliances to pave the

way into pharmaceuticals

The work on new initiatives in the phar-
maceutical field is concentrated largely at
Novozymes' research units in California
and Denmark. Some of the projects in
question are being undertaken in partner-
ship with other companies and research
institutes. Novozymes will make its mbney
through the sale of licences, contract
production and the production of pharma-
ceuticals in-house.

Four specific projects have been

faunched:

1 Licensing out protein technologies that
can reduce the risk of allergies in con-
nection with certain protein-based
medicines.

Among other things, Novozymes
will look into the opportunities
for developing products for the

pharmaceutical marketr.

2 Peptides (small proteins) for the
treatment of infections. It is hoped that
peptides will offer a viable altermative
to existing forms of treatment to which
pathogenic bacteria have developed
resistance.

3 Contract production of pharmaceutical
products using microbial fermentation
rather than mammalian cell technolo-
gies.

4 Production of hyaluronic acid using mi-
crobial fermentation rather than cocks’
cornbs or streptococcus bacteria. Hya-
luronic acid is used in the treatment of
arthritis, during eye surgery and as a
moisture-retaining ingrediernt in skin

creams. =

| “Expectations for,2002' -
l" Novozyrres gxpects. 2002 to bring:
J‘» = Loperating profit growth of 7-8%
I

= a'largely uhchahged profit margin
L Sfaround 179 . T

R ey

* a return on invested capital (ROIC)
in ex¢ess of the 12% recorded 'in
2001. : ‘
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Novozyrmes' knowledge of fermentation processes for the production of proteins is one aspect an which the new strategy will be based.

Complementary. acquisitions

Novozymes is on the lookout for smaller companies with similar
technologies and financial potential.

Novozymes will be on the lookout for
acquisition targets in the years ahead. Like
Sybron Bicchemicals (now Novozymes
Biologicals), which was taken over in June

2001, the companies we search for must
be a good match for Novozymes' existing
technology base and must be attractive
fimancially or likely to become so in the

Among other things, Novozymes Biologicals produces microorganisms for wastewater treatment plants.

relatively short term. It must also be pos-
sible to integrate them into our existing
business and therefore they must not be

too large.

Virginia-based Novozymes Biologicals
markets naturally occurring micro-
organisms. The company generates

annual sales of around DKK 150 million
and has some 100 employees. It is con-
sidered to be the US market leader in its
main business areas, which include micro-
crganisms for industrial biotlogical treat-
ment facilities and the maintenance of
drains and septic tanks. One new business
area is microorganisms for improving the
root network of grass and other crops so
that the use of fertilizers and agrochem-
icals can be reduced. Novozymes has been
able to contribute its expertise in mMmicro-
biological research and production optim-
ization. The business is now an integral
part of Novozymes, bringing with it a
new range of environmentally friendiy
products. m

Focus on brand new enzyme applications

Some of Novozymes’ future growth is to
come from brand new enzyme applica-
tions. In 2001 we decided to focus on a
handful of selected areas by organizing
some in a new way to create independent
teams where employees from research
and marketing will work closely together
on developing new enzymes in the relev-

ant area and getting them onto the mar-
ket quickly. The five focus areas are: Fuel
ethanol, Oils & Fats, Pulp & Paper, Pro-
cessed food and Enzyme applications in
Asia. m

Enzyrnes for food production will
play an important rofe in the future.




Annual Report 2001:

Novozymes goes for

Novozymes’ Annual Report 2001 focuses on sustainable growth. Sustainability is a recurring theme in
the business — financially, environmentally and socially.

Success for
feed enzymes

Phytase reduces release of phos-
phates by 30%.

Sales of enzymes for use in animal feed in-
creased by 47%. The trend is expected to
continue, with an average annual growth
of 10-20%. The feed enzyme phytase,
which helps animals to make better use of
the phosphorus in feeds, has been warmly
welcomed in farming circles.

Pigs and poultry need phosphorus to
strengthen their bones. Previously the sup-
plementation of feeds with meat-and-
bone meal was a cheap way of ensuring
that feeds contained the requisite amount
of phosphorus but fear of mad cow
disease (BSE) has prompted the EU and
Japan to ban the use of meat-and-bone
meal. One alternative 'is to supplement

feed mixes with-inorganic phosphorus but
this leads to the release of large quantities
of harmful phosphates into the environ-
ment.

“Phytase is an environmentally friendly
and competitive alternative to the use
of inorganic phosphorus in feed mixes,”
says Lars Dalgaard Andersen, director,
Novozymes' Feed Unit. “Our phytase

reduces the release of phosphates into the
environment by an average of 30%."

Phytase’s penetration of the US and lJa-
panese markets and the alliance with Swiss
drugs, vitamins and fine chemicals group
Roche will be the key drivers behind sales
growth in 2002. In the longer term, growth
will stem from new products developed in
close collaboration with Roche. m

Chemical-free margarine production

Cooperation on human nutrition .

Qver the next few years Novozymes will be sponsoring a study of the impact of trans
fatty acids at the Research Department of Human Nutrition at the Royal Veterinary
and Agricultural University of Denmark. its aim is 1o ascertain whether the absence or
presence of.trans fatty acids in a diet affects the functioning of the heart (fibrillation).

Novozymes searches for alterna-
tive to trans fatty acids.

Trans fatty acids, believed to be a key con-
tributing factor behind obesity and cardio-
vascular disease, are being given their
marching orders by health authorities and
consumers the world over. Novozymes
has long been researching a competitive
alternative to the chemicals used in the
production of margarine and has now de-
veloped an enzyme that makes it possible
to produce margarine free from trans
fatty acids without using chemical proces-
ses. The enzymatic method is also less ex-
pensive and so rmore cormpetitive for mar-
garine producers. Novozymes believes
that it is only a matter of time before the
new enzyme technology is introduced
across the margarine industry. m

Share options for all 3,400 employees

Novozymes gives high priority to offering
exciting jobs and development opportuni-
ties in an international working environ-
ment. Our pecple are our greatest asset
and so Novozymes launched a share option
scheme for its 3,400-plus employees
worldwide during the year as part of a
broader programme to attract and retain
the very best staff.

“We are seeing a general surge in
dermmand for good workers all around
the world, and the share option scheme is
something we've had in mind for some

time. The idea behind the option scheme

is to turn our employees’ proprietorial
feeling about the company into some-
thing more tangible and concrete,” says

Learn more about
workplace on “Join us’” at:

Novozymes as a

WWwW. Novozymes.com @




sustainable growth

Cleaner, healthier and less expensive laundry

Cleaner laundry and better econ-
omy for detergent producers are
keywords in Novozymes’ coming
products.

In 2001 the market for detergent enzymes
featured stiff competition and pressure on
prices but Novozymes expects to turn the
negative growth around in 2002. Rather
than simply fighting for a slice of the exist-
ing market for detergent enzymes, Novo-
zymes’ strategy is to grow the market by
developing new enzymes that improve
detergency and remove troublesome
stains more quickly and effectively.

“We built up this market from scratch,
we have been behind all of the major
innovaticns in this market, and we plan
toc remain the most innovative enzyme
company around,” says Per Falholt, EVP,
R&D.

A number of products are due to be
launched this year and Novozymes has new

' initiatives under way with Unilever, Procter
& Gamble and several other producers. m

New products m 2002

oA new. and more robust celtulase

, - A naww. I|pase that can remové fatty s‘tams m a smgle wash;

. (cel!ulases reJuvenate cotton fabrics by removing fuzz);

. AN 1mprcved and more stable protease for hqurd detergents
(proteases act on protem based stains like grass, blood, egg and sweat)

JO R |

Biofuels for tomorrow’s roads

Good chances for global environ-
ment despite growing car trans-
port. '

Novozymes is currently looking into the
development of new enzymes that can
convert biomass into ethanol (fuel alco-
hol). The idea is to convert sawdust, wood
chips, straw and other plant residues into
ethanol that can be used in petrol instead
of a chemical called MTBE (methyl tertiary
butyl ether). MTBE is currently used as an
octane booster but is suspected of posing
a risk to human health and polluting
groundwater.
The research
carried out for the National

programme is  being
Renewable

Energy Laboratory (NREL) under the US
Department of Energy. The US authorities
have advanced plans to partially replace
environmentally hazardous additives in
petrol with ethanol. China too has plans to
increase the production of fuel ethanol,

-and last year the EU unveiled a strategy for

starting to replace petrol and other oil-
based products with sustainable fuels from
as early as 2005.

“If we succeed, this will open up a ma-
jor new market for Novozymes,” says Per
Falholt, EVP R&D. “That said, if vegetable
material can replace harsh chemicals, the
real winner will of course be the environ-
ment.” m

Integrating social re-
sponsibility and ethics

Systematic consideration for the environ-
ment, ethics and social responsibility is now
an integral part of Novozymes' operations.
The goal is to balance the “triple bottom
line” of environmental awareness, social
responsibility and, not least, healthy finances
in every commercial decision we make.
“We have a lot to offer when it comes
to sustainable development because our
business is all about using nature’s own
tools — enzymes — 1o provide environment-
ally friendly solutions for a whole host of
man-made problems,” says Anne-Marie
Skov, VP, Communications. “This makés
communicating with the outside world
and reporting on ocur environmental and
social performance absolutely vital.” m

P

Green data
) Our Envqronmental and Soc!a Report:- ;
e presents. the environmental and so-
f cial performance of Novozymes’ sites
I, around the world, together with a
1 number of soc¢ial and biosthics ssues |
4
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I
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of broader significance for society
. is pubhshed in April and can be or-
: dered from WWW. NOVOZYIMmes. éom

One in three orders over the Internet

E~-commerce — trading over the Internet -
is a key factor when it comes to Novo-
zymes’ goal of providing a speedy and
flexible service. Around one in three orders
now arrive through the customer-oriented
Internet portal www.mynovozymes.com,
which received three times more visitors in

2001 than the year before. The e-com-
merce solution covers all of Novozymes’
markets and won the Danish T Industry
Association’s prize for best B2B portal in
February 2001. The new Internet-based
training facility “BEST e-learning” launched
by Novozymes in June 2001 has also been

warmly welcomed. BEST gives customers
an opportunity to develop a deeper under-
standing of enzymes, their uses and ways
in which they can help customers to
strengthen their brands and improve their
products in line with consumer demand. m




The year in figures

In 2001, Novozymes came closer to achieving all three long-term financial targets: the growth in operat-
ing profit was 10%, which is in line with the long-term target; the operating profit margin came out
slightly higher than the target at around 17%; and, finally, the return on invested capital was 12% compa-
red with the target of at least 15%. Novozymes is thus well on the way to achieving all three targets.

Key figures

Net turnover
Operating profit

Profit before tax
Net profit
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Cperating profit growth
Cperating profit margin
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Technical enzymes, etc. was hit by fierce competition

Novozymes expects a sales
growth in technical enzymes,
etc. of around 5% in 2002.

Sales of technical enzymes, etc. fell slightly
by 3% in 2001. The main reason for this
was a drop in sales to the detergent indus-
try, partially offset by satisfactory growth
in sales of other technical enzymes, etc.
Sales of technical enzymes, etc. are expec-
ted to grow by around 5% in 2002.

The 11% decrease in sales of detergent
enzymes was due primarily to fierce com-
petition among both detergent producers
and enzyme suppliers. Novozymes expects
sales to its two largest customers, Procter
& Gamble and Unilever, to account for a
smaller share of the group’s turnover in

future, so reducing the concentration of
customers. Sales of detergent enzymes
are expected to start growing again this
year.

.Sales of other technical enzymes, etc.
increased almost across the board. Sales
to the starch and fuel alcohcol industries
were sound, with particularly pleasing
growth in North America, which Novo-
zZymes expects to repeat in 2002.

Sales of enzymes to the textile and
leather industries fell slightly in 2001. This
was due partly to the general economic
situation in countries like the USA, which
has had a negative Impact on -textile
producers, and partly to a decrease in the
use of hides as a result of foot-and-mouth
disease in Europe. However, the situation

Food enzymes experienced solid growth

Baking enzymes to fuel 10-15%
annual growth in sales of food
enzymes.

Sales of food enzymes increased by 17%
in 2001. This solid growth was attribut-
able primarily to enzymes for the baking,
brewing and potable alcohol industries.
Growth of 10-15% is forecast for 2002.
Sales of baking enzymes grew particu-
larly strongly in North America and also to
some extent in Europe, where existing

Feed enzymes — sales

Feed enzymes forecast to grow
10-20% a year.

There was extremely strong growth of
47 % in enzymes for animal feed in 2001.
Growth of 15-20% is forecast for 2002.
Enzymes are added to animal feed to
improve its nutritional value and reduce the
environmental impact of livestock farming
by minimizing the release of phosphates.
There was particularly rapid growth in
sales of the enzyme phytase in 2001.

products
brewing

sold well. Enzymes for the

industry continued to perform
thanks largely to greater market
penetration in Latin America and Russia.

Other applications of food enzymes in-
clude special foods and oils and fats. Both
these areas also showed very healthy
growth in 2001.

Novozymes expects the market for food
enzymes to continue to grow by an aver-
age of 10-15% a year. m

well,

grow fast

The strategic -partnership with Roche
has proved to be a strong alliance — in
terms of not only phytase but also a num-
ber of other feed enzymes as Roche has
identified anmd developed a number of
brand new openings in the market.

Novozymes expects sales of enzymes
for animal feed to grow by an average of
10-20% a year in the long term. =

improved substantially during the course of
the year, especially for the textile industry.
Sales of Novozymes’ new range of indus-
trial microorganisms through Novozymes
Biologicals were also satisfactory. =
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The year in pictures
— some highlights of 2001

Everything went with a swing in Novozymes’ first year as an independent company. And the work also
bore fruit. In 2001, the company received a number of awards, not least for its environmental efforts
and for making Novozymes a good place to work. We also won the accounting award for the best an-

nual r

eport in Denmark.
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American grant for

biofuels - 9 January

Novozymes Biotech, Inc. is awarded
funding of up to USD 14.8 million by the
US Department of Energy to develop
enzymes that can turn biomass into fuel
ethanal.

Prize for best environmental
and social report - 9 April

The Novo Group wins the European Com-
mission’s prize for the best integrated en-
vironmental and social report in Europe.

Environmental performance
recognized - 26 June

Novozyrnes becomes the first Danish com-
pany to receive the Presidential Green
Chemistry Challenge Award from the US
Environmenta!l Protection Agency.

Acquisition of

Sybron Biochemicals - 1 July
Novozymes acquires US producer of micro-
organisms for turf improvement, etc.

A magical night in China - 13 July
A magical night in China - 350 employees
celebrate Novozymes' characteristics of
Spark, Science, Passion and Openness.

Unlocking the magic

- 15 September

Unlocking the magic ~ 1,800 employees
and their families attend an open day at
Bagsvaerd, Denmark.

Novozymes’ first

birthday - 13 November
Novozymes celebrates its first birthday
as an independent company and Steen
Rilsgaard was on hand with a birthday
cake.

Best annual report

- 21 November

Novozymes is awarded the financial
newspaper Borsen’s prize for best annual
report.

10* best workplace

- 3 December

Novozymes is named the tenth best place to
work in Denmark by Barsens Nyhedsmaga-
sin, the Oxford Group and the Great Place to
Work Institute.




Providing an insight into
the company’s activities

The Internet, personal contact and detailed knowledge are among
the key tools in Investor Relations’ work.

Novozymes’ Investor Relations is keen to
promote open and proactive communica-
tion with all shareholiders and investors,
both private and institutional.

To achieve this, Novozymes communi-
cates with shareholders through several
channels. The key source of information
for private shareholders is the Investor
Zone on  the company'’s website at
WWW. ROVOZYMes.com. Here
can view reports and stock exchange

investors

announcements as soon as they are pub-
lished, as well as listen in on the associated
teleconferences. The website can also be
used to subscribe for e-mails with import-
ant news from Novozymes and contains a
wealth of background material.

Investor Relations sets great store by
providing an insight into the business
through personal contact with financial
analysts and so holds meetings with insti-
tutional investors and financial analysts

Michael Steen-Knudsen, head of investor Relations,
and Thomas Kudsk Larser, manager in investor
Relations, closely follow the company’s business
and production in order to have updared infor-
matiocn for analysts and investors.

throughout the year at head office in
Bagsvaerd and in the world’s financial cen-
tres, such as London, New York, Frankfurt
and Paris.

Further information and analyses can
be obtained from more than 15 leading
banks and stockbrokers that constantly
monitor Novozymes. A complete list can
be found in the Investor Zone. &

Shareholders take enzymes home

Novozymes is sharpening

its focus on private

investors, hosting

special meetings to increase understanding of enzymes.

A small bag lies on the table in front of
each shareholder attending Novozymes
Investor Relations' first meeting for private
investors in November 2001. On the agenda
are CEO Steen Riisgaard with a presenta-
tion of the business and two financial
analysts with their views on Novozymes
and a talk on international equity strategies.
The bag contains a sample of Novozymes'’
baking enzymes, including antistaling en-
zyrne Novamyl®, which keeps bread softer
for longer and generated record sales in
the USA and Europe in 2001. The idea is
to give investors a tangible example of
Neveozymes’ products and an opportunity
to try them for themselves at home.
"We're keen to give our private in-
vestors a chance to hear about what

Novozymes is up to and what the enzymes
we produce mean for our everyday lives,”
says Michael Steen-Knudsen, head of In-
vestor Relations. "Our overriding objective
is to present .the very core of Novozymes’
business: researching and developing new
enzymes that can improve the quality of
foods and consumer goods as well as bring
down manufacturing costs.”

More meetings will be held this year in
conjunction with private client advisers and
investment departments at the Danish
banks. m

Did“you know that the word ‘en-
zyme comes ftrom ‘the Ancient
Greek in yeast, reflecting the fact
that' enzymes. were  first demon-
" strated in ordinary baker's yeast?’

Financial ‘
calendar 2002 -

.20 March:
. Annual meeting of shareholders
. 8 May:. o o
© Announcement of financial results
. for the first three rmonths :
e 14 .August: !
. Announcement of financial
results for the half-year
* 6 November: .
Announcement of financial results
_for the first nine months '

The Zymes is published by Novozymes A/S Stakeholder Communications and distributed to shareholders, the press and other stakeholders in Danish and
English. Print rum: 35,000 Danish and 2,500 English. Named publisher: Michael Steen-Knudsen. Editorial team: Anne Thommesen, Bo @ksnebjerg and
Thomas Kudsk Larsen. Layout and graphic production: DDB. Print: From & Co. Foto: Piotr & Co., Willi Hansen, FOCI, Greg Vaughn, Casey 5oh, Henrik
Clifford Jacobsen and Claus Boesen. Translation: Berlitz GlobalNET Denmark A/S. Copyright: Novozymes A/S. No reproduction or copying permitted
without the prior conserit of the publisher. Address: Novozymes A/S, Krogshoejvej 36, 2880 Bagsvaerd, Denmark. Tel. +45 8824 9929, fax +45 8824 9998,
Editors’ e-mail: annt@noveozymes.com or tkia@novozymes.com.

novozymes (8

Unlocking the magic of nature




NOVOZYMES

SHAREHOULDER MAGAZINE

NO.2

SEPTEMB ER.

Strategic alliance with
Chr. Hansen A/S

New strategic cooperation to ensure quicker and more targeted
launching of new products for the dairy industry.

Additional competences and technologies
in enzymes for the dairy industry will form
the basis for an alliance which Novozymes
entered with Chr. Hansen in August. The
aim of the alliance s quicker Iaur{ching of
new products for i.a. more efficient cheese
production and improved taste.

“In our new strategy, Novozymes has
placed particular focus on new, market-
expanding areas in enzymes. One of these
areas is processed foods and, hence, also
enzymes for the dairy sector. We have
good experience of strategic alliances and
see good opportunities in this coopera-
tion with Chr. Hansen,” says Steen Riis-

gaard, Novozymes’ President & CEO.

Among other things, Novozymes al-
ready has a number of patents and appli-
cations for the enzyme phospholipase,
which can facilitate more efficient cheese
production‘, With Chr. Hansen’s know-
how and gicbal sales network, the con-
cept can be marketed effectively and
quickly to the dairy industry.

It is anticipated that the alliance will be
able to market the first product in two-three
years, In the long term, the agreement is
expected to increase Novozymes’' sales of
enzymes to the food industry and ensure
continued growth in this area. m

This is how the share
has developed

Since the end of the first half of 2002, tur-
bulent share markets and the falling US
doillar have taken their toll on the Novo-
zymes share, although otherwise it has held
its own in the first half-year.

For the half-year, seen in isolation,
Novozymes performed about 10% better
than the KFX index of the 20 most traded
shares on the Copenhagen Stock Ex-
change. At the end of the first six months of
2002, the share price was DKK 170, around
1% higher than at the start of the year. Dur-
ing the same period, the KFX fell about 9%.

Relative to an international peer group
in biotechnology, food ingredients and

Novozymes’ B share in
the first half of 2002
—-— Novozymes

-~ KFX index — Peer group

Relative price development, %
20
15
10

Jan-02 feb-02 Mar-02 Apr-02 May-02 Jun-02
specialty chemicals, Novozymes underper-
formed slightly; this reference:group rose
by about 5% during the same period. m

Share facts for the flrst haif of 2002

- 161h most traded share in Cope
hagen

" = Shares traded: 14 million

hares 't‘raded:: DKK %

- B "" RS ~ !
Market valuée of.

Market capltahza on at end of June
2002: DKK 12 8 :

Chairman of the board Henrik Gurtler stressed
the importance of corporate governance with
regard to shareholders and other stakeholders.

Praise from
the rostrum

A record number of shareholders gathered
for the annual meeting at the Falkonér
Centre in Copenhagen in March, About 2
thousand came to hear chairman of the
board Henrik QGurtler’'s report on Novo-
zyrmes’ first full year as an independent
company. He took the opportunity to stress
the importance of corporate governance
with regard to shareholders and other
stakeholders. The Employees’ Capital Pen-
sion Fund (LD), The Danish Labour Market
Supplementary Pension Scheme (ATP), The
Danish Shareholders Association and a single
private shareholder then took the rostrum
and praised Novozymes' results for 2001.
Particular mention was made of No-
vozymes’ openness and communication. m

1 -Shareholder information '’
The -éditorial team: follows’ up.or a
few readérs’ enquiries which concern
many Danish shareholders., .-

‘Raquiring the annual report . ‘
: The annual report is no longer sent out !
automancally Instead, it- can be. down— i
Ioaded frof  wwawv.novozymaes. com
.or “ordered’ from. The t
‘th‘e:'zyfnes@novozyrhes.com~

Zymes ‘aht‘:'

- Orily one copy of The Zymes ]
L",_S’ome Danish shareholders are receiving
| more than one copy of The Zymes, You
' . can arrange for your bank to combine
" your deposits and thus avold recelvmg .
'more than one copy in future If not
3 registered by name, you can, agam do
5O by contactmg your bank: I_lkewuse
ary changes  in name and. address
" should also be carried out at your bank.”

novozymes -

Unlocking the magic of nature




A busy spring

This spring has been a season of change for
Novozymes. The acquisition of companies
and advances in non-enzyme projects have
dominated the first half of 2002.

Our new strategy has caught the wind
in its sails and a new business structure
has begun to take shape with two new
siblings for the enzyme business area. The
industrial microorganisms field has already
found solid ground, whilst the chosen
projects in the pharmaceutical field have
taken their first steps as a third business
area., In this way, we have clearly made
good progress in realizing the strategic
ambitions we sét in August last year.

Occasionally | have met with wonder at
our focus on the pharmaceutical field fol-
lowing the demerger from Novo Nordisk.
Let me make it clear — Novozymes has no
armmbition to be a pharmaceutical company,
but we would like to make use of our.knoww-
how and technology in cooperation with
others. For us, partnerships are the way for-
ward. We can utilize our fermentation and
protein technology by contributing to other
companies’ development and production
of pharmaceutical products.

Our various activities in the spring may
not have made the Novozymes share soar,
but in a share market characterized by a
surly mood and major slump we have still
been able to keep ourselves reasonably
clear of the rocks by compariscn with
other KFX companies.

In the future we will build further on
our know-how and competences. We
have a technology which has its origins in
nature and which in several areas is a
healthier alternative to chemicals both in
industry and the daily life of private house-
holds. Our target is to research and utilize
these opportunities and to explain some
of these mysteries of nature. If we look ten
years ahead, it is my hope that we wiill
have shown our stakeholders that sustain-
able, biological solutions can be economic-
ally successful and still provide value for
shareholders, consumers and industry.

Yours faithfully
Steen Riisgaard, President & CEO

BioGala's production plant is approved for pharmaceutical production in accordance with stringent European
regulations and has thus brought Novozymes several years closer to supplying the pharmaceutical industry.

A shortcut to pharma-
ceutical production

Novozymes has taken giant strides forward and saved several years
by acquiring BioGaia Fermentation in June.

in the
cGMP-

An  established customer base
pharmaceutical industry and a

-approved production plant were all part

of the deal when Novozymes took over
the Swedish firm BioGaia Fermentation in
June. The cGMP certificate means that
the production piant is approved for the
production of pharmaceutical products,
bringing a position in the pharmaceutical
market within reach earlier than expected.

“We have saved about three years - the
time it would have taken us to obtain the
required approvals and attract our first
customers. At the same time, we have
picked up emplioyees with experience and

skills in this area,” says Steen Riisgaard of
BioGaia, which was renamed Novozymes
Biopharma after the takeover.

In the long term, the plant can con-
tribute to Novozymes' production of own
products such as hyaluronic acid and an-
timicrobial peptides. At the moment,
Novozymes Biopharma produces proteins
for other pharmaceutical companies, both
small amounts for testing and large
amounts for further processing and sale. It
is estimated that the acquisition will in-
crease Novozymes' turnover by almost
DKK 20 million in 2002. =

From idea to production

The product is approved
in the laboratory

The product Is
tested thoroughly

A licence application
is submitte

The product is ready for
preduction snd marketing

The process from concept to product takes a long time in pharrmaceutical production, where testing and
approval of the individual product alone can take up to six years, Novozymes can now help pharmaceutical
producers in the introductory phase when they are producing for testing and later when production

switches to full-scale.

Nordic Partnership
on sustainability

Together with 14 other companies, Novo-
zymes has been working within the Nordic
Partnership Forum on a Nordic contribu-
tion for the UN World Summit on sustain-
able development in Johannesburg in Au-
gust/September. A year's work has resulted

in a report with joint conclusions and a

manifesto informing stakeholders what

they can expect of the 15 companies in the
future.. The companies undertake in the
manifesto to:

e continue the work of sustainable devel-
opment in cooperation with public insti-
tutions, private organizations and cther
stakeholders;

* ncrease awareness of the need and op-

portunities for global sustainable devel-
opment;

e process the results of the Nordic Part-
nership and integrate them into their
own companies.

The initiative for the Nordic Partnership

was taken last year by the World Wildlife

Fund and the news think-tank AMandag

Norgen. m

Sustainable development: “Develdp-
ment that meets the needs of the’
present without compromising . the
ability of future generations to meet

their own needs”

Source: The World Commission on Envir_onrneht
and Development’s (the Brundtland. Commis-
sfan) report  Our Common Future. (Oqu: A
Oxford University Press, 1987), '




NOVOzymes new -
‘strategy o R0 e
The- strategy S which : Novezymes
Javinched in August. 1ast year has three .
focus areas: B )

* Enzymes for mdustnal use Co
(the existing businéss) :
= Industria} mlcrcorgamsmé o
- Pharmaceutncal proteins and‘
- hyaluronic acid! .
— Cortract: productton of pharma-
ceutical -products
!~ Peptides for treatlhg mfectlons
"~ Production of our own fermen- -
tation products La. hyalurchic
acid. - Lo o
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A diverse workforce

“Take up vocational experience with us
and receive sound advice on the require-
ments of a Danish workplace.”
the invitation in May when Novozymes
signed an agreement with four workers
who had recently taken Danish citizenship
offering them six months’ vocational ex-
perience. The vocational experience agree-
ment is the result of a partnership with
Gladsaxe Municipality and presently cov-
ers persons with an academic background
who have not been able to find employ-
ment in the Danish labour market. The
aim is to give workers quality feedback on
their gualifications in terms of their job re-
gquirements. The wvocational experience
includes a mentor scheme, training
in making job applications, and monthly
lunch meetings between the workers and
staff from Human Resources. A more di-
verse workforce with respect for equal op-
portunities is a focus area of Novozymes’
social responsibility strategy. At Novo-
zymes Brazil, they have chosen to focus
on employing women and disabled per-
sons in production; these two groups
have not previously been represented in
the Brazilian company’s workforce. m

This was

i.a.

Ludrnilia Rudina is one of the four workers with
an academic background who will spend six
months at Novozymes gaining further qualifica-
tions for s job in the Danish labour market.

and pharmaceuticals

Smooth skin, fewer wrinkles and more
sightly post-operative scars are some of the
benefits of hyaluronic acid, which is used
both in cosmetics and as a pharmaceutical
product. |t can also be used to improve the
consistency of certain foods. In May, Novo-
zymes tock the first step in entering this
market by signing a licensing agreement
with the company Hyalose LLC on the use
of their hyaluronic acid technology. The

Partnership in anti-wrinkle cream

market for hyaluronic acid is growing as re-
searchers continue to find new application
possibilities. The current market value is es~
timated at over DKK 4 billion in producer

prices. The technical market,
cludes cosmetics and foods,
about DKK 800 million of this. The rest

which

in-
makes up

is

accounted for by pharmaceutical products.
The first product for the technical market is
expected to be launched in 2004. m

Anti-wrinkle cream is one of the areas of the technical market where hyaluronic acid technology can be used.

With two acquisitions this sum-
mer, Novozymes has made a
solid move into the market for
industrial microorganisms for
i.,a. cleaning and wastewater
treatment.

The acguisitions of the activities in the
American companies George A. Jeffreys in
June and InterBio in July have firmly under-
lined Novozymes’ position as the world’s
leading producer of industrial microorgan-
isms. The first, second and third most im-
portant companies on the market have duly
been acquired and integrated into
Novozymes' business. With a leading mar-
ket share in the technical field, Novozymes’
new business area for industrial microor-
ganisms has now firmly established itself.
Microorganisms have wide-ranging possi-
bilities in technical applicatidns‘ e.g. effec-
tive and environmentally friendly methods
for i.a. cleaning sewage systems, treating
wastewater and growing lawns and plants.
Microorganisms can also be used in animal
feed and food production, although in the
first instance it is the technical sector which

Novozymes becomes the largest
producer of microorganisms

Novozymes has set its sights on. The first step
into the market was taken with the acquisi-

tion of Novozymes Biologicals last year. m

} Two acquisitions - ,
;.‘jh'mi'croorganisms '

c

George A. Jeffreys

pany’s main business is naturally ocLurs

ring microdrganisms and enzyrmes for
“.animal feed and maintenance of septic
. tan'ks. The company's turnover in 2001

was DKK 60 million. The acquisition is
. expected - 'to  increase Novozymes'
: xtt;lrr\ov;e‘r by DKK 25 million'in 2002!.

vlnterBlo

’zymes ‘has -acquired
main business areas: mmroorgamsms

areas.in 2001 was just under DKK 60
“million. It'is expected that the a‘chisi-
 tion will increase Novozymes turnover
. by DKK ZO ‘million in 2002.

NSRBI

T Activities acquired 11 June. The com—‘

Main activities acqwred 2 July Novo—
interBio’s two‘

for cleaning products and wastewater-
treatrnent. The turnover for the two

What a tackle!

Taegu Stadium in Korea, where Denmark drew
7-71 with Senegal and Korea drew 1-7 with the
USA, had a serious problem /eading up to this
year’s World Cup. The turf at Korea’s largest foot-
ball stadium (capacity 65,000) would not put
down roots. The Korean Turf Institute recom-
mended TurfVigor® from Novozymes Biologicals.
The result was that the turf was saved, with &
grassroot depth of more tharn 20 cm after treat-
ment ensuring the World Cup a green, hard-
wearing surface. TurfVigor is a culture of micro-
organisms which improves the grassroot network
and growth conditions and is therefore also used
on many golf courses.




Novozymes’ new kosher/halal-certified enzyme will help egg pro-
ducers and food manufacturers.

Egg yolk is used in foods such as mayon-
naise, sauces, dressings, ice-cream and
baked goods as an emulsifier to ensure
consistency and make it possible to mix
fats and water. The enzyme Lecitase® Ultra
can enhance these properties in egg yolk
and thus help to replace the artificial addi-
tives which are often used to make food
production more effective. As well as en-
hancing the capability of the egg yolk as
an emulsifier, the enzyme treatment can
also reduce the risk of salmonella bacteria
and make the egg yolk more heat-stable.
Lecitase Ultra was originally developed for
baking, but, as is often the case, the same
enzyme can be used for many things.

“In the past, we extracted enzymes for
egg production from the pancreatic glands
of pigs, but this precluded their use in
kosher and halal food. We therefore looked
round for a new enzyme which could do the

same thing, but which was not extracted
from pigs. It turned out that an enzyme
originally developed for baking had the very
properties we were looking for,” explains
Per Munk Nielsen, business development
manager for Oils & Fats at Novozymes.

in the baking industry, the enzyme had
been developed to utilize the natural fat
content of flour to enhance its baking
properties and give the bread a better
crumb and greater volume, but even bet-
ter emzymes have now been launched for
baking. Lecitase Ultra is just one of many
enzymes for the food industry, a market
which Novozymes expects to grow by
10-15% per annum on average. m

Ammated fllm on enzymes .
View an anlmated il oy Lecitase® Ultra
-www novozymes com/enzymes4eggs

Successful resea

Stubborn fat stains now have
a new enemy. The detergent
enzyme Lipex® increases your
chances of removing fat stains in
the first wash.

Lillian Tang og Maria Hockauf from R&D have seen
good resufts in testing Lipex in different detergents.

rch into fat stains

Lipex is a new detergent lipase which was
developed using a new technology called
directed evolution. The new technology is
a result of Novozymes’' heavy investment
in research and development. Using di-
rected evolution, the researcher can target
the individual enzyme malecule as op-
posed to previously with the random
method. Compared with existing deter-
gent lipases, Lipex is significantly more ac-
tive and hence ensures that fat stains are
removed effectively in the very first wash.
Lipex was launched in the first quarter as
the first of several new detergent en-
‘zymes which Novozymes is taunching this
year. The new products will help to ensure
Novozymes’ positicn in the generally
tough market for detergent enzymes. m

First product from
new focus area

in 2001, Novozymes focused on new en-
zyme applications to expand the market
and ensure growth. The first result, from
the forestry focus area (products for the
pulp and paper industry), is a product which
has solved a major problem in the manu-
facturing of recycled paper. Glue from la-
bels, envelopes and other paper goods get
stuck in the machinery so that it has to be

shut down and cleaned. The frequent stops
in production entail costs which the new
enzyme can save the paper industry. The
enzyme dissolves the glue and production
can continue without the unwanted stops.

“We have developed the enzyme in close
cooperation with one of the large suppliers
in the paper industry. It has been a success-
ful process which bodes well for the future
of the product,” says Henrik Lund, director
of the forestry focus area. m

Savings of 10-13%
on water and energy

Novozymes is continuously striv-
ing for minimal environmental
impact. In this regard, streamlin-
ing production is the be-all and
end-all.

The fermentation processes for producing
enzymes require water, energy and raw
materials in the form of agricultural pro-
duce. Gene technology is used to reduce
consumption because genetically mod-
ified organisms can often produce far
more enzyme than naturally occurring or-
ganisms when using the same resources.
Every year, Novozymes sets targets for
saving resources according to an eco-pro-
ductivity index for ensuring a healthy bal-
ance between resource consumption and
production yield. The consumption of wa-
ter and energy is the key indicator of the
effectiveness of production. If water and
energy consumption is reduced, the con-
sumption of other raw materials is also re-
duced. The figures for water and energy
productivity improved last year by 10%

and 13% respectively — although the tar-
get was 5%. The new target for 2002 for
the utilization of water and energy is a
further improvement of 5% .m

tast year, Novozyrnes® factory in Kalundborg was
awarded Dansk Energi’s prize for “most energy-
efficient company

New products in
the first half of 2002

Lipex®. A, detergent:enzyrme fat-,
splitting lipase) which removes stalns :
in the first wash i
An enzyme for the pulp and paper
industry which dissolves glue in the -
_manufacturing of recycléd paper
Termamyl® Ultra 300 L. A detergc—int
,enzyme (starch-degrading amylase)"
‘which is imore stable and efficient
in liquid detergents and which. re-'
stains  produced by rice,
potatoes and pasta .
Lecitase® Ulira. A food enzyme (!
pase) which improves the properties
of egg yolk ine.g. mayonnanse ‘
Savinase® Ultra. An improved cleler—
gent enzyme (prqtem.—degradl‘ng pro-
tease) which is moré stable towards |
other enzymes in liquid detérgents
and which removes proleina.ceous .
stains produced by grass blood eqgy
and sweat

. moves
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Traditional culture forms frame-
work for modern high-tech

Japan is a country where ancient
traditions in food production go
hand in hand with ultra-modern
biotechnology. With a popula-
tion of 127 million, the country
is a rich land for propagating en-
zZymes.

Microorganisms and enzymes have been ’
used in Japan for hundreds of years,
among other things for producing food-
stuffs such as miso (a seasoning) and soy

‘ledge ‘of microbiology. The unrivalled abil-

sauce, both of which are produced by
long-term fermentation. This centuries-
old know-how is used today by Novo-
zymes researchers in Japan in their work
with enzymes and the microorganisms
which produce them. The processes are
now helped along by modern technology
based on Novozymes’' extensive know-

ity of the Japanese to see the prospects in
new technology has helped pave the way
for the use of enzymes.

In some places in Japan, soya is still produced in
fermentation barrels using the ancient method.

“The Japanese market is of interest be-
cause there is enormous potential for sell-
ing enzymes here in Japan — there are 127
million Japanese and some of the worids
biggest companies, and hence obvious
marketing opportunities in many indus-
tries,” explains Hiroyuki Saito, President of
Novozymes in Japan.

The setting up of a Japanese sales office
almost 30 years ago has, in addition to at-
tractive sales, also opened the door to new
and highly talented employees. At the
start of the ’‘80s, Novozymes established
its own research and development unit in
Japan, which over the years has grown
into a group of nearly 40 employees fo-
cusing on modern genetic engineering,
protein chemistry, ferrmentation and local,
customer-oriented enzyme applications.

"“"The use of biotechnology is widespread
in Japan, and the Japanese universities
have a tradition for applied microbioiogy,
not just research for the sake of research.
We have therefore had access to some very
gifted researchers in microorganisms and
enzymes,” says Hiroyuki Saito. m

According to President Miroyuki Saito, high com-
petence in applied microbiology is a major reason
why Novozymes has a research unit in Japan.

Centuries-old technology

The Japanese love traditional foods such
as miso and soy sauce, which can be
found in any Japanése kitchen. Miso is a
seasoning made from salt, water and soya
beans, rice or barley. A good miso requires
the ingredients to ferment for months
with the fungus Aspergil/us. This fungus,
which the Japanese have been using for
centuries, is related to the microorganisms
which Novozymes itself uses in its modern
production of enzymes. Soy sauce, which
is stowly finding acceptance in households
throughout the world, is made in the
same way by long-term fermentation.
For many years, the Japanese have thus
been able to unlock the magic of nature

in their food production — the very idea
behind Novozymes and its production of
enzymes and microorganisms. =

Soy sauce is one of the obligatory accesscries for

sushi. For hundreds of years it has been made
according to a method which is similar to the
modern technology used by Novozymes today.

: NoVoiymes in Japah

Market share: More than 50‘%
Products .
. ehzymes for detergents (majonty) |
. enzymes for the starch industry Co
. e enzymes for ammal feed .
 ° enZymes for brewmg, textile pro“
cessmg and other minor industries.
tn 2001, Novozymes began cldse co-
* operation with our long-time Japan--
ese distributor Mitsui & Co., one of”
the largest and oldest trading compa-
" nies in’ Ja;")an The affiliate Novozymes
Japan, Ltd. is 'thus owned by. both' .
Novozymes (60%) and M»tsux

Thomas C. Beck is returning home to Denmark
after four years of inspiring work in lapan with
colleagues Tan Nakagawa fram Sales & Market-
rng and Naoto Uyama from R&D in Japan

Home after four fanta

“It’s the best thing my family and | have ever
done,” enthuses director Thomas C. Beck.
with his family, he has just returned to Den-
mark after a four-year posting in charge of
research and developrnant in Japan.

“It's been four fantastic years. Japanese
industry and universities are well ad-
vanced and have many interesting en-
zymes lying in deep-freeze just waiting to
be brought to light. As part of a Japanese
team, | have also iearnt a lot about inter-
national management, customer contact

stic years in Japan

tion, all of which will be a great help in my
new job. Respect for other cultures and,
above all, tolerance and understanding
for other people are important lessons in
this context,” says Thomas C. Beck, who is
returning to a job at Novozymes in Bag-
svaerd as head of the new hyaluronic acid
project.

“In spite of extremely long working
hours, my family and | have become much
closer. The posting in such a very different
society has given us incredible, exotic ex-

and, not least, interdisciplinary coopera-

periences together.” m
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Key figures

Net turnover
QOperating profit
Net financials
Profit before tax
Net profit

Operating profit margin

Continued growth in the first half-year

First half 2002

1 euro = DKK 7.43

Novozymes experienced continued growth
in the first half of 2002, although the
results were affected by lower exchange
rates, Sales rose by 8% to DKK 2,715 mil-~

tion. Discounting the Jlower exchange

rates, sales rose by 10%. Operating profit-

increased by 11% to DKK 429 million,

whilst net financial expenses rose from
DKK 3 million to DKK 52 million. This high
expense level was due i.a. to an unrealized
loss on Novozymes’ financial holding of
around 220,000 Novo Neordisk shares.
Profit before tax therefore fell slightly to
DKK 377 million, whilst net profit rose by

3% to DKK 270 million.
headwind
of shares,

Despite the
in currencies and revaluation
Novozyrmes’ expectations faor
growth in annual net profit are unchanged
at 5-7%, this is provided that the ex-
change rates remain at their present mid-
August levels. m

Pictures from the first half of 2002

Night hike for cancer

research in the USA

This spring, Novozymes employees in
Franklinton, USA, took part in a night hike
to create awareness of and raise funds for
the American Cancer Society. They suc-
ceeded in raising 3,500 dollars for the
cause,

Mountain trek in Peru
raises money for
children’s hospital
InJune, Meera Ralhan-Medana,
director for human resources at
Novozymes France, went trek-
kirng in the mountains of Peru
to raise money for a children’s
hospital in London. The trek
was arranged by Great Ormond
Street Hospital Children’s Chari-
ty, which every year helps more
than 100,000 children from
around the world with rare and
life-threatening ilinesses.

New site in Roanoke County

In March, work began on Novozymes
Biologicals’ new building at Roanoke
County Research and Development
Center in Virginia, USA. The new site
occupies an area of ca 2,000 m2.
Novozymes is investing USD 12 million
in the project over the next five years.

Agreement signed

on hyaluronic acid

“This is a real milestone,” an-
nounced President & CEO
Steen Riisgaard in May when
he signed the agreement giving
Novozymes access to a number
of the LCC's
patents relating to hyaluronic
acid. The agreement is the first
example of Novozymes activ-
ities outside the area of en-
zymes and microorganisms.

firm Hyalose




Higher growth
in smaller industries

Sales of technical enzymes etc. increased by
5% to DKK 1,755 million. Detergent en-
zymes accounted for DKK 1,040 million of
this, a fall of 6%. Sales of other technical en-
zymes, etc. increased by 27% to DKK 715
million, positively affected by the acquisition
of Novozymes Biologicals and rising sales in
textiles, leather and forestry. Four new prod-
ucts were launched —
three new detergent
enzymes and one en-
zyme for use in pro-
cessing recycled pa-
per. For 2002, we now
expect a growth in
sales of technical en-
zymes, etc. of around
3%, affected by lower
exchange rates.

fzooo TR
|
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Solid growth in baking

Sales of food enzymes increased by 11%
to DKK 703 million during the first half-
year, positively affected by baking en-
zymes, Sales of enzymes for the bever-
ages industry experienced lower growth
due to poor harvests of fruit and vegeta-
bles. One new product was launched in
the spring, Lecitase® Ultra. . .

For 2002, we still
expect growth of
10-15%, although
this.will be affected
by lower exchange-
rates.

Phytase drives sales

Sales of feed enzymes increased 29% to a
total of DKK 257 miilion. The feed en-
zyme phytase, or Ronozyme® P, which is
sold in alliance with Roche, continues to
forge ahead. Sales tc new markets, i.a.

‘the USA, Mexico and Brazil, have shown

highest growth. For the whole of 2002,
we still expect growth of 15-20% in sales

of feed enzymes. e — ——
. . i 400 PR ot
Unlike technical | - R ;
nzym nd food ' _ IR
enzymes a L3000 i
enzymes, sales of - i
' R
feed enzymes are {200 . E
not as susceptible to | i
movements in ex- | 50 :
.change rates.
o

Novozymes sponsors a good laugh
LT The first Sunday in May is World Laughter Day and on
that day Laughter Club International provides exer-
cise for laughter muscles throughout the world. This
year, Novozymes sponsored a giant banner of laugh-
ing lermons to advertise the festivities. The theme of
this year’s Laughter Day was “Liberating laughter” |

Knowledge is best
shared face-to-face
Every vyear, Novozymes researchers from
around the world gather to swap ideas and
present their latest findings on the magic of
enzymes. in all, 200 researchers gather for one
week in March every year for a giant work-
shop at headqguarters in Bagsvaerd, Denmark.

If Novozymes was an animal...

. it would be an okapi. The okapi is effi-
cient and over time has perfectly adapted
to its surroundings. For this reason, em-
ployees at Novozymes chose the okapi as
the animal that Novozymes should spon-
sor at Copenhagen Zoo. Just as Novo-
zymes is a mixture of many different peo-
ple, the okapi resembles a combination of
many different animals. And whilst it has
always been there, it has only recently
been discovered — just like enzymes and
Novozymes.

If you want to be smart,
it has to be denim

With  this fashion for
flared Novozyrnes has
shown its own flare for denim
with an upward swing in busi-
ness in the textile industry and
increased textile production in
i.a. Brazil and China.

year's
jeans,




Keeping an eye on Novozymes

A well-run company, open man-
agement and an interesting new
strategy: this is the verdict of
four equity analysts in inform-
ing their customers of Novo-

zymes’ potential. But they also-

see a number of Achilles’ heels.

Don't stride further than your trousers will
allow! Thus warns an old proverbk which is
highly pertinent to Novozymes’ business
strategy, at least if you listen to four of the
many equity analysts from the 17 banks
and stockbrokers which routinely follow
Novozymes’ activities.

Realistic expectations

An important task for a listed company is
to set a level of expectation which the
company is able to meet, because 1o a
large extent the share price is driven by in-
vestor expectations.

Henrik D. Simon-
sen, senior ana-
lyst with Nordea
Securities, believes
that Novozymes
has been able to
set a realistic le-
vél of expectation
through opern communication.
"Novozymes is expanding slowly but
surely by buying up small companies
which fit in with the existing business and
by investing 'in technologies which are a
natural extension of the company’s own
compet‘ences This slow, sure growth,
combined with a steady stream of innova-

tions, is a very sensible strategy right now
with the stock markets falling and falling.
Many investors had their fingers burnt
when IT shares nosedived and now many
are seeking refuge in gold and bonds or

more stable shares such as Novozymes’,
says Henrik D. Simonsen.

Good long-term potential
“Novozymes’' share has not foundered,
but has proved that it can ride the waves.
Electronics, telecommunications and simi-
lar companies are susceptible to a decli-
ning market. But detergents, foodstuffs
and animal! feed,
on which Novo-
zymes bases its
business,
ways

are al~
needed,”
says Cazenove
analyst Michael
SRS — s Yates, who does
not think that strong growth is just
around the corner for Novozymes.
“Long-term contracts with large cus-

tomers ensure Novozymes' sales here and
now, but Novozymes’' dependency on rel-
atively few customers may make the com-
pany unsafe in areas such as detergents.
Novozyrmes' new focus beyond its tradi-
tional areas therefore offers good prospects
and has greater potential since Novozymes
is adding strings to its bow. Purchasing
small companies with the right compe-
tences will enable Novozyrmes to bring new
products to the market more quickly,” says
Michael Yates, who therefore expects
stronger growth within a few years.

Not just benefits in
being a niche company
The analysts are agreed that Novozymes is
an interesting and different company with
a unique position in the enzyme market.
“Novozymes is interesting because the
company has placed itself in a niche with
high growth potential and few competi-
tors,” says Claus Bo Larsen, senior ana-
lyst with Deutsche
Bank in London,
2 and continues: “All
ESE . the same, the com-
A : .4 pany has made a
i ST special effort to
/g play down expec-
e e .. ... tations and not
boost the share price. This has proved to be
a good sense of timing because Novozymes
was listed during a tough period — November
2000 — when many other new companies
were beating their chests rather too much.”
“However, being a niche company also
involves a certain challenge because in-
vestors don’'t have anything definite to
compare with and don‘'t know which
companies Novozymes should be posi-
tioned in relation to. During the first few
years after the listing of Novozymes has

lifted a major task in training investors and

other stakeholders in what enzymes are and
what enzyme technology can be used for.”

Currency sensitivity
an Achilles’ heel
“The chemical companies with which
Novozymes is often lumped are generally
priced very low, so here in our opinion
Novozymes’ share will be mistakenly
priced far too low. Novozymes' business is
3 based on bictech-
nology and the
company has now
acquired a meas-
ure of pharma-
ceuticals and will
benefit from the
green trend, so
Novozymes sits more reasonably in our
biotech group, says Annette Rye Lar-
sen, analyst with Carnegie.

“The company has great potential, but
its sensitivity to fluctuating currency rates
is an Achilles’ heel, as has been particu-
larly evident here in the surmmer with the
dollar greatly weakened. 30% of Novo-
zymes’ sales are in dollars, and when
these are converted to kroner there is im-
mediately a bit less in the coffers,” says
Annette Rye Larsen, who in future will be
keeping a close eye on the new strategic
initiatives whilst still being aware of the
core business from which growth must
come for a good while yet. m

)
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New idea behind
this year’s report

All three bottom lines brought
together in The Novozymes
Report 2002.

Starting this year, Novozymes is bringing
together all of its reporting in a single re-
port. Previously we published an annual
financial report and a separate environ-
mental and social report.

The new report reflects the way in
which environmental and social responsi-~
bility is increasingly being integrated into
our way of deing business. We are following
a trend that is under way both nationally
and internationally. We are taking the first
step this year with a relatively short report
that contains the information we consider
to be the most important to the méjor{ty of
our stakeholders. More detailed informa-
tion can be found at wwww novozymes.com
and on a CD-ROM accompanying the re-
port itseif. This part of the report will be
developed further in future years. m

For the first time The Novozymes Report 2002
includes ail three bottom lines: the financial, the
social and the environmental.

Milestone in bioethanol project

Novozymes comes another step closer to eco-fri

tomorrow's engines.

The US Department of Energy (DOE) has
approved the funding for the third and fi-
nal year of Novozymes' research project.
The project involves finding profitable
ways of turning vegetable waste into
ethanol using enzymes. The overall goal is
to cut the cost of turning vegetable waste
into ethanol by 90%. The latest funding
approval comes after Novozymes reached
the second technical milestone in a three-

ndly fuels for

T B

year contract with..DOE". The three-year
contract with the DOE began iWanuary
2001 when Novozymes' IUS research unit
Novozymes Biotech,. Inct was awarded
funding of up to USD 14.8 million.

Bicethanol! can replace the environmen-
tally hazardous additive MTBE (methyl-tert-
butyl-ether) in petrol (gas). Many states in
the USA have phased out the use of MTBE
in petrol or plan to do so. =

After DOE's approval Novozyrmes Biotech, Inc., USA, can now take on the third year of the bioethano! project,
Head of research Steen Skjold-Jergensen is looking forward to the results from his American calleagues.,

Healthy price relative to KFX

The general downturn in the stock markets
and falling exchange rates set their stamp
on Novozymes' share price in 2002, The
share price ended the year at DKK 148,
down DKK 20.50 or 12% on the vyear
earlier. the Novozymes share
fared significantly better than the Copen-
hagen Stock Exchange's KFX index which
fell by 26% in 2002.

Novozymes held a total of 3,672,600
treasury shares at the end of 2002, equi-
valent 1o 4.9% of its total share capital.

At the annual meeting of shareholders
on March 19, 2003 the Board of Directors

However,

Novozymes’ B shares 2002
hEel

will recommend the payment of a dividend
of DKK 2.25 per share for the 2002 fi-
equivalent to 26%
year's earnings per share. &

nancial year, of the

Share facts 2002
13th most traded stock on the
Copenhagen-Stock Exchange
29.3 million shares traded
Value of shares traded DKK 4.7
billion . ’
Year-end market capitalisation
DKK 11.2 billion. m ‘

Relative price development, %

Jan Feb Mar Apr

— KFX iNdeX e The Novozymes share

e
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New academy

- R, RO s~ . BTN B

Research director Anders Gram at Novozymes /s one of the driving forces behind the new academy.

i

to strengthen Danish biotech

Novozymes and the Technical University of
Denmark have launched the Novozymes
Bioprocess Academy to strengthen bio-
technological research in Denmark. The
two partners will prioritise new methods
for developing and producing bictech
products and hope to improve Denmark's
position in fields such as fermentation,

protein recovery and product formulation.
The academy will have an annual budget
of around DKK 4 million, funded 50/50 by
the university and Novozymes. The initia-
tive is provisionally set to run for five years
and will involve eight to ten PhD
students, with the first due to start in
spring 2003. m

Replacing the use of mammalian cells

Alliance to search for new

methods for safer and cheaper
treatment of breast cancer and
respiratory infections. ‘

Novozymes has teamed up with US com-
pany Neugenesis to develop a simpler and
“cheaper-way of producing-antibodies for
the treatment of diseases like breast can-
cer, leukaemia and respiratory infections.
The technology used today is based an
cells from marmmals and is relatively ex-

Now

Celis (rom hamsrer Fermentarion Antibodies

pensive. It is hoped that in future it will be
possible to produce antibodies using fung-
al cultures rather than mammalian cells.
Countless new antibodies will become
ready for production in the coming years
and so there is great demand for increased
production capacity and new methods for
antibody production. The collaboration with
Neugenesis is part of Novozymes' strategy
to expand its business beyond enzymes,
one of whose focus areas is the pro-

duction of pharmaceutical proteins. m

Future

Fungal culture Fermentation Antivodies

Today antibodies are produced by the use of technology based on mammalian cells. In the future the

aim is to use fungal cultures instead in order to pro

duce antibodies in larger scale.

Grades for board and

fn 2002 the Board of Directors and Execu-
tive Management used a new evaluation
form as part of their efforts to ensure good
corporate governance at Novozymes. They
are to use the form to evaluate each other
as a way of measuring, documenting and
qualifying their co-operation. Initial ex-
perience of this process has been good
and it has resulted in a number of
concrete goals for future Board meetings:
e A sharper focus on news, non-con-
formances and relevant risk factors
e More stringent time management
combined with greater discipline on
the part of those attending
e More topics to be considered at Board
meetings
¢ More background material to be sent
to the Board on, for example, com-

management

petitors, market developments and
financial analysts' recommendations

= A more even balance in terms of time
between the Board’'s main areas of
responsibility, which were weighted
as follows in 2002: 16.2% organisa-
tion and management of the business,
29.1% operational and financial re-
porting, 32.4% strategies and ac~
quisitions and 22.3% miscellanecus. m

.




A company

A method for spray-drying micro-
organisms was a side-benefit of
Novozymes' acquisition of Semco
Bioscience in the USA.

At the beginning of 2003 Novozymes ac-
quired the operations of US company Semco
Bioscience, which produces and sells
naturally occurring microorganisms for
cleaning products and for wastewater
treatment. Semco Bicscience differs from
Novozymes' other acquisitions in indus-
trial microorganisms in that it has a par-
ticularly effective technology for spray-
drying rnicroorganisms into powder form.
This results in a very high concentration of
microorganisms, which opens up new
possibilities for the formulation of finished
products.

The company generated turnover of
around DKK 30 million in 2002 and will
be an integral part of Novozymes Biolo-
gicals in Virginia, USA. The acquisition is
expected to increase Novozymes' turnover
by around DKK 30 million and impact
positively on Novozymes Biologicals' oper-
ating profit margin. m 95 L

ion in the field

vozymes has now made four acquisi-
Tions - in industrial  microorganisms:
: Sybrqn Biochemicals in Jjuly 2001,
: yeorge A. Jeffreys in June 2002, Inter-
bio.in July 2002 and Semco Bioscience
in January 2003. m

Valuable vwaste

Waste is one of the world's biggest environ-
mental problems. At Novozymes we are
constantly striving to reduce the amount
of waste. For example, for many years ex-
cess biomass from production has been
used as an effective fertiliser on farms near
our sites under the name of NovoGro®. A
new idea is being explored at Franklinton
in the USA. Farmland around the site is
disappearing due to construction activity
so that Novozymes has to carry its biomass
further. So we are now working on an
idea for turning liquid biomass into a solid
compost that can be used as a soil improver
and in gardens. The provisional results are

—

The vast quantities of vegetable waste gene.

promising. By mixing the biomass with
wood c¢hips, Novozymes is able to pro-
duce compost of very high quality. Since
the wood chips can be supplied from a
nearby furniture factory, the project has the
potential to benefit both parties.
Novozymes is also involved in interna-
tional development work and submitted a
project proposal to the EU entitled "Vaste
to Value" in 2002. In many developing
countries large amounts of biomass, from
e.g. pineapple farms, are currently left to
rot but could be turned into valuable prod-
ucts such as animal feed, materials for
microelectronics or biofuel for cars. »

rated by pineapple plantations,
for exarmple, could be turned into animal feed or biofuel.

Sales growth 2000-2002
Yo
12

2000 2001

2002 year
M sates growth in DKK

] sates growth in local currencies

Sales growth in local currencies was the highest
in Novozymes’ history.

Fastest sales growvth
since listing

Exchange rates have had a major impact
on sales growth in recent years, but in
local currencies we achieved 11% growth
in 2002.

In 2001 Novozymes decided to launch
a new strategy and in 2002 this strategy
began to take real shape. Initiatives in in-
dustrial microorganisms, biopolymers and
pharmaceutical proteins have taken us
well on the way to achieving our goa!l of
double-digit sales growth. m




Bakeries can make major savings in production and warehousing by using the baking enzyme Lipopan® £

1 kg baking enzyme
replaces 1,000 kg emulsifier

Novozymes' latest enzyme for the baking industry, Lipopan® F,
has got off to a great start — and its growth seems to continue.

Better-tasting bread, lower production
costs and less need for storage space are
some of the benefits of baking enzyme
Lipopan F. The enzyme is Novozymes' new

alternative to the many kitlos of emulsifiers
that bakeries currently use to ensure that
their dough is always of the necessary
quality and that their bread has the right
taste, volume and crumb structure. One kilo
of Lipopan F can replace between 100
and 1,000 kilos of emulsifiers.

Europe, the Middie East, North Africa,
Australia and New Zealand have been the
prime movers behind the new enzyme's
success in a global market where the
baking industry spends around DKK 1.8
billion a year on emulsifiers. Lipopan F is
expected to replace 30-100% of these
"emulsifiers for around 60% of the price. m

Leather takes off

The leather business was in dire straits at the
start of the new millennium. Mad cow dis-
ease and foot-and-mouth disease caused
sales of beef to plummet, the hide and
leather industry came to a standstill and
demand for Novozymes' enzymes for
cleaning, preparing and softening leather
followed suit. While sales were slow,
Novozymes took the opportunity to develop
new products and shift its focus from Europe

zymes for the leather industry are among its
fastest-growing products. This strong growth
is because leather is once again a scught-
after commodity, and has been boosted by
Novozymes' sales drive in the Chinese tan-
ning market. Novozymes' enzymes enable
tanneries to substantially reduce the large
amounts of chemicals that are otherwise
used to treat leather. Nevertheless, enzymes
for the leather industry still account for only
a small proportion of Novozymes'
urnover. m

to tanneries in China. Novozymes is now overall

reaping the rewards of this strategy: en-

Ready for the
future fashions

Novozymes is currently thriving
on the renewed popularity of
denim jeans but other engines
will drive growth in sales of
textile enzymes in future.

You are what you wear — and right now
denim is where it's at if you want to be
fashionable. In recent years Novozymes has
seen explosive growth in sales of enzymes
that can fade denim to the right shade of
bilue. This growth is due partly to a suc-
cessful strategy of focusing on the new
growth markets in Asia and Latin America
and partly to denim being in vogue.
But fashions are short-lived and now
Novozymes is preparing to supply other en-
zyme products to textile mills. Novozymes
is focusing on developing new solutions
for the production of cotton and other
textiles that can not only replace polluting
chemicals but also give the textiles prop-
erties that cannot be achieved in any
other way, such as uniform colouring and
greater resistance to wear. Networks with
partners with the complementary exper-
tise in the industry will pave the way for
future growth, Enzymes for the textile
industry are Novozymes' third largest group
of technical enzymes. =

The popularity of denim has boosted Novozymes'
sales of enzymes to the textile industry, and new
initiatives will ensure growth in the future too.
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Postgraeduate students Jonas Jacobser and Magnus Lydolph are trying to discover how fungal diversity has

s i
P S |

evolved over the ages. They are being supervised by head of research Lene Lange from Novozymes (left).

Researching the
enzymes of prehistory

The permafrost of the Antarctic hides 30,000-year-old secrets
about fungi and enzymes. Two students are now hoping to uncover
these secrets in conjunction with Novozymes, thereby making time
a new dimension in enzyme research.

Novozymes' range of enzymes for deter-
gents, foods and animal feed is the result
of extensive research. Researchers test soil
and other organic matter from all over the
world — from acidic and alkaline environ-
ments, hot and cold climates, narthern
and southern hemispheres — to find new
enzymes that can either form the basis for
new products or increase our knowledge

of the world of enzymes. September

Permafrost soil from Siberia and the Antarctic
may provide new knowledge about DNA and
enzymes.

brought the launch of a new research col-
laboration set to make time a new dimen-
sion
from the University of Copenhagen, Jonas
Jacobsen and Magnus Lydolph, have
teamed up with Novozymes to examine
permafrost soil from Siberia and the
Antarctic. A mere two grams of soil are

in enzyme research. Two students |

enough to form the basis for their work.

"One of the things that produce en-
zymes is fungi and so we will be looking
primarily at which and how many differ-
ent fungi the soil contains. By looking.at
samples from different layers in the soil
we hope to be able to see how fungal di-
versity has evolved over time. The next
phase of our work will be to identify en-
zyme-coding genes in these 30,000-year-
old soil samples, which may prove to be
very difficult as the DNA is quite badly
damaged and there are relatively few
copies of these enzyme genes. Nevertheless
we hope to be able 1o compare the en-
zyme DNA residues we find with those we
know from today," explain the students,
who are under the guidance of head of
research Lene Lange at Novozymes.

The project is due to bg(cgrnpleted in
August and has already demonstrated
that even the very methods used to inves-
tigate the scil-need development. Fungal
DNA residues are found in the air around
us and can contaminate sampiles, which
means starting again from scratch. The
methods developed by Jacobsen and

Lydolph will be possible to use in future

for research into material from' biclogical
niches with little or badly damaged DNA,
such as material from Mars or mummies.

The project is being run in conjunction
with Anders J. Hansen and Eske Willerslev,
poth doctoral students at the Zoological
Institute at the University of Copenhagen,
who have made the soil samples available =

Translating words
into actions

People all over Novozymes' sites are work-
iNng to improve our performance in areas
that play a role in sustainable development.
Each project is another step towards sus~
tainability.

Equal opportunities in Brazil
Clarice Pereira was the first woman tc be
employed in production at Novozymes'
plant in Brazil. She was taken on after
Novozymes Brazil embarked on a project
to recruit more women. The project is still
ongoing.

Saving water in China

At the site in Tianjin, employees have in-
stalled a system that can recycle treated
wastewater for watering around the site
and -providing the local community with
water for green spaces.

Soundproofing in Denmark

In 2002 there was a specia!l focus on redu-
cing noise levels in production. Several
sources of noise — including ventilators,
chimneys and cooling systems — were sound-
proofed.

Flexible hours in Switzerland

Employees in Switzerland have'goo:d oppor-
tunities to work part-timé. Almost 30% of
-the workforce is now making use of these
opportunities. m : o




Fastest sales growth since listing

Ry Feres

Net turnover
Operating profit
Net financials
Prefit before tax
Net profit

Operating profit margin
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1 euro = DKK 7.43

2002 was the best year yet for Novozymes.
Our financial results were fully in line with
the upward-adjusted outlook from No-
vember 2002 and sales continued to grow
in the fourth quarter. Net turnover rose by
7% to DKK 5,642 million. Sales growth in
local currencies was 11%. Operating pro-
fit climbed by 5% to DKK 847 million. Net
financial expenses came to DKK 47 mil-
lion, against DKK 33 million in 2001. Net
profit increased by 7% to DKK 644 million
and earnings per share by 9% to DKK

8.80. Free cash flow came to DKK 575
million (including acquisitions of DKK 272
million), against DKK 487 million in 2001.
The return on invested capital after tax
rose from 12.0% in 2001 to 13.1%. The
proposed dividend for 2002 of DKK 2.25
per share is up 12.5% on the dividend for
2001.

Expectations for 2003
For 2003 the company anticipates growth
in sales of around 4% equivalent to 9%

in local currencies. Operating profit is
expected to grow 3-5%, which is reduced
significantly by lower exchange rates. Net
profit is expected to climb by 7-8%.

Furthermore Novozymes' forecast for
the free cash flow before acquisitions is
to rise to around DKK 750-850 million.
Return on invested capital after tax is
forecast to increase further from the level
in 2002 which was 13.1%. m

Novozymes highlights of 2002

Healthiest and safest company

In November Novozymes Latin America
was awarded the Brazilian Agency of
Safety's annual prize for the best company
for health and safety. m

SNE/ACET/AW

Chinese environment
minister visits
‘Novozymes site
In October the Chinese environ-
ment minister visited Novo-
zyrnes Kalundborg to see the
unigue partnership that the site
has with neighbouring indus-
trial companies. The companies
. exchange by-products to ensure
better utilisation of water and
energy and reduce emissions
of carbon dioxide and sulphur
dioxide. =

Stories underlie vision

Stories told by employees helped lay the
foundations for Novozymes' new vision
launched in 2002. =

From corn to
ethanol
Novozyrmes North America
received USD 2.2 million from
the US Department of Energy to
develop methods for recycling
waste from corn production into
ethano!. m

Only energy-certified site in Denmark

Novozymes is the first Danish company to be certified by the Danish Standards Asso-
ciation for systematic work to reduce energy consumption. Novozymes is now saving
electricity and heat equivalent to the consumption of 1,200 detached houses. m




Stable sales for detergents
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Sales of technical enzymes, etc. grew by
1% in 2002. Growth was impaired by less
favourable exchange rates and by large
customers’ focus on cost cutting. Sales to
smaller detergent producers grew satisfact-
orily. Sales of detergent enzymes have been
fairly stable since the third quarter of 2001.
Sales of other technical enzymes grew
by 9%. Sales from Novozymes Biopharma
(acquired in July) progressed as planned. =

Baking enzyme
sells like hot cakes

Sales of food enzymes grew by 7% in
2002, hampered by less favourable ex-
change rates. If currency effects are elim-
inated, growth was within the long-term
target range of 10-15%. The baking in-
dustry was the main driver behind this
sales growth, while sales to the beverage
industry were only slightly above 2001
levels due to a smaller harvest and reduced
production. Sales to the smaller industries
like oils and fats grew satisfactorily. m

Growth in feed enzymes
faster than expected

Lo i)

Sales of feed enzymes grew by 27% in
2002, which is slightly more than antici-
pated, due to continued penetration in
both existing and new markets. This de-
velopment was helped by the alliance
with Roche Vitamins. m

New business area grows
by 193%

. Microorganisms (DKK mitlion)
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Sales of microorganisms from the new
business area Novozymes Biologicals grew
by 193% in 2002. Part of this growth came
from the acquisition of the activities in
George A. Jeffreys in June and Interbio in
July, and the full-year effect of the acquisi-
tion of Sybron Biochemicals in mid-2001.
Organic sales growth came primarily from
the two largest markets, industrial and
household cleaning and wastewater treat-
ment. Novozymes Biologicals has now
reached a size that merits individual report-
ing from now on. m

Novozymes at biotech fair
Novozymes attended Scandinavian Biotech
Arena in Malmg, Sweden, on October 9-11

to present itself as & potential biotech

partner for other companies, e.g. for
low-allergenic protein technology, hyalu-
ronic acid, antimicrobial peptides and
pharmaceutical proteins based on
microbial fermentation. m

Novozymes on his shirt
ozymes sponsored badminton player

y Anders Boesen during the Realkredit Open
in Denmark 2002. m

Thai insects with potential

Novozymes is looking to nature for ideas for new products. For example, insects have
been found in Thailand that are attacked by fungi which may aid in the search for
new, unknown enzymes with interesting characteristics. m

Outstanding student

Novozymes’ scholarship to an “outstanding student” was in 2002
given to 23-year-old Li Le. Li Le is bachelor and studying biochemistry
at Nankay University in Tianjin in China. =

Award for

top inventor
Computer technician
-Allan Svendsen has been
named as the sole or
joint inventor in no fewer
than 28 patent applica-
tions in the tast five
years. Novozymes has
more than 4,000 patents
granted or pending. m
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Pou! B.R. Pouisen, head of research within food enzymes, shows an investor how Peelzym® can be used to remove the peel from citrus fruits and how
NovoShape™ can help the fruit pieces to remain firm in products like yoghurt.

Analysts visit Novozymes

On November 29, 2002 Novozymes held its annual Capital Markets Day for institutional investors
and financial analysts. More than 30 people attended, including several shareholders and analysts

from outside Denmark.

The theme for the day was "Marketing &
satles of industrial enzymes" and the pa-
pers included a general presentation by
Executive Vice President, Sales & Market-
ing, Peder Holk Nielsen. Thomas Vide-
bzek, who heads up Novozymes' unit in
Switzerland, then gave a detailed pre-

sentation of sales and marketing work
focusing on the baking industry. Finally,
marketing director Mette Vestergaard
talked about the company's latest activ-
ities in e-commerce and CRM (Customer
Relations Managément). The day included
a demonstration of how enzymes can be

used to peel oranges and keep fruit pieces
firm in jams and yoghurts, and the guests
also visited one of Novozymes' own test
bakeries. The presentations can be found
in the Investor Zone on Novozymes' web-
site. m

Neww Internet service
for private shareholders

Novozymes joins shareholder portal:

www.investor-relations.dk
PRV

In January Eurcinvestor tocok off with new
companies on its portal for private share-
holders at www. /nvestor-relations.dk. One
of these new companies is Novozymes.
The portal serves as a meeting place for
private shareholders and provides price in-
formation, price graphs, key figures, stock
exchahge announcements, financial cal-
endars and so on for each of the member
companies, which also include Chr. Han-
sen, Danske Traelast, Lundbeck and TDC.

Novozymes' own Investor Zone at wwwi-
novozymes.com has also been expanded
to include a Danish-language section — DK
Privat Investor — to serve its almost 35,000
private shareholders in Denmark. The new
section includes share data, a sharehoider
magazine, stock exchange announce-
ments, financial information, a financial
calendar, information on annual meetings
of shareholders, contact details for IR and
press cuttings about Novozymes. m
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Lower washing temperatures

MAGAZINE

with Polarzyme®

Novozymes’ new detergent enzyme Polarzyme is good news for consumers, detergent manufacturers

and the environment alike.

Polarzyme, with its previously unheard-
of ability to tackle difficult stains like
grass at temperatures as iow as 20°C, is
opening up new market opportunities
for Novozymes,

Launched in March 2005, the new en-
zyme attracted widespread media cover-
age — and with good reason: running
washing machines at 30°C instead of
40°C will both cut our electricity bills and
significantly reduce global energy con-
sumption. Washing at lower tempera-
tures is also kinder to clothes.

el &

water from the river.

New markets

Having such an effective enzyme for wash-
ing at lower temperatures is opening up
new markets beyond Europe and the USA.
In many other parts of the world people
cannot adjust the water temperature by
turning a button — washing clothes in
cold water is the only option for billions
the world over.

Thanks to Polarzyme, the women on
the riverbank will no longer need to rub
and scrub as hard to get their laundry
clearn, and the water in the river will be

el 2 e

Kai Chuang Heng from Malaysia will be selling Polarzyme® to our customers in Southeast Asia. Here he shows how people in his sales area do their laundry in cold

SEPTEMBER

t

spared from the chemicals which the en-
zyme replaces. In large parts of Asia even
washing machines use only cold water,
so Polarzyme's performance at low tem-
peratures will be a strong selling point.

Polarzyme is an enzyme which attacks
protein-based stains like grass and meat
sauce, and follows last year's launch of
Stainzyme®, which removes starch-based
stains like spaghetti sauce, chocolate and
jam. This means that we now have two
detergent enzymes highly effective at
low temperatures. m
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First-half share price performance

Novozymes’' share price climbed around
10% during the first half of 2005, bucyed
by a very bullish Danish stock market.

The KFX blue~chip index gained around
20% during the period. This was due
partly to the takeover bids for Chr. Han-
sen and ISS, together with the knock-on
effect these had on the stocks of other
takeover candidates, and partly to the
current very high levels of liquidity in the
market,

The reasons why Novozymes’ share
price did not keep pace with the market
as a whole at the beginning of the year
included both this surge in the KFX index
and Novozymes’ expectations for growth
in 2005 falling slightly short of the mar-

ket's expectations and our long-term
growth expectations of 8-9%. Towards
the end of the second gquarter Novo-
zymes' share price rallied, thanks in part

Novozymes’ B share in the first hailf of 2005

25

to improvements in the USD exchange
rate. Share turnover was satisfactory,
our stock being among the 11-12 most
traded in Denmark. m

Relative price growth, %
o
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Jenusry Fedeuary Masch
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With Lipozyme® fats can be given the
right melting point without creating trans
fats, which are found mainly in margarine,
biscuits, cakes and French fries.

Doing battle
with

harmful trans fats

"‘ The USA is getting tougher on trans fats. From next January all foods

must be labelled with their trans fat content — which is good news for

sales of Novozymes’ Lipozyme®.

If you want to avoid cardiovascular disease,
cut down on your intake of trans fats. Nu-
trition experts have been saying it for years,
and now- the authorities in the USA are
following up on this recommendation with
new legislation. From January 1 all foods
must have their content of trans fats stated
on their label so that US shoppers can more
easily reject biscuits and cakes containing
these unhealthy fats.

Producing fats free from harmful trans
fats is not actually a problem. Using Novo-
zymes' prize-winning enzyme Lipozyme TL
IM to give fats the desired melting point,
instead of the conventional process of hy~
drogenation, completely avoids the forma-
tion of trans fats during the process.

“We expect the new legislation in the

USA to result in increased mterest in Lipo-

zyme, which is the only enzyme on the
market for vegetable fats and oils for food
use,” says Hans Christian Holm, marketing
director for oils & fats. “"The cost of treating

fats with enzymes is no higher than with

other methods, but the production ma-
chinery needs to be modified slightly. We
hope that the new rules will persuade
many producers to take the plunge and
start using enzymes.”

Environmental benefits recognised
There is a third method for hardening fats,
namely chemicals. This method does not
resuit in trans fats but has other drawbacks:
unlike these chemicals, enzymes are envir-
onmentally friendly and also preserve na-

.tural flavours and other healthy substances,

In June Novozymes and Archer Daniels
Midland Company (ADM) received a Presi-

_ dential Green Chemistry Challenge Award

from the US Environmental Protection Agency
for the de\/elopment of Lipozyme. ADM

is the world’s largest producer of fats, and
thh the help of Lipozyme the company has
launched a range of cils and fats wholly or
partially free from trans fats. It is the second
time in four years that Novozymes has won

one of these prestigious awards. m

the next three years
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Cleaner wastewater With fungi

Wastewater is one of the big environmental problems faced by the pulp & pa-
per industry, among others. Novozymes is working on a solution using fungi.

Novozymes’ solutions for treating waste-
water have previously been based on bac-
teria, but now researchers have begun to
lock more closely at fungi, which have
proved to be even more effective. The
pulp & paper industry is one of many
industries to have problems with waste-
vvater. In this case it is because wood
contains cellulose, which bacteria struggle
to break down.

Novozymes’ researchers have, as usual,

turned to nature for help in finding a so- -

lution. The forest floor is home to count-
less fungi which secrete enzymes pro-

grammed to break down the celiulose in
wood. It is these fungi that our researchers
are now working with, and the first tests
have had promising results. If this work is

a success, the benefits are clear: the pulp
& paper industry’'s wastewater will be both
cleaner and cheaper to deal with. =




Optimisation goes from stren'gth to strength

At most companies optimisation is about one thing and one thing 6n|y: the industrial production process. But at
Novozymes it also includes R&D. Qur unique technology makes it possible to keep on getting better and better.

"Three more years” is what Novozymes
promised investors back in 2003: Three
years where improvements in production
efficiency could keep the need to invest
in new production facilities at bay even if
demand for enzymes were tc grow. And
that is exactly what we have given them
— and then some.

Minor miracles every day
Throughout the production chain; from
work on the production organism to the
finished product leaving the factory, de-
dicated employees have been performing
minor miracles, uysing their understanding
of microorganisms to get more — and
more effective — enzymes out of our fa-
cilities. But these impressive improve-
ments do, of course, beg one very ob-
vious question. Can Novozymes just keep
on getting better and better? The answer
is that the improvements look set to con-
tinue for many years 1o come — the limits
of what is possible are being pushed
back all the time.

Optimising three parameters
It is possible because at Novozymes op-

timisation spans both research and pro-
duction, In broad terms we can optimise
three different parameters: the produc-
tion organism, the production process
and the enzyme itself.

Just as in'nature, it is microorganisms
which produce our enzymes. Advanced
technology enables Novozymes' re-
searchers to keep on improving our
microorganisms so that they can produce
more enzymes. |

In the actual 'pfoduction process,
where the microorganisms produce the
enzymes in large steel tanks, the key
factors include the equipment used, the
regulation of temperature and pH, and
the choice of raw materials. These raw
materials are carbohydrates and proteins
which the microorganisms need in order
to multiply and produce enzymes.

OQur researchers can also optimise the
enzymes themselves to make them even
more effective. This means that we can
produce them in smaller amounts, which
frees up tanks for use in the production
of other enzymes. In principle this cycle
can be repeated indefinitely.

At Novozymes optirmisation is about research and development as well as production.

Boosting the bottom line
Optimisation is very important for our
business. it has enabled Novozymes to
grow its sales by an average of 99 a
year in local currency terms since its
flotation in 2000 without having to
make any significant investments in
large factory facilities. m

World optimisation champions! Frorm: e
TieZhong Cao, Jan Blaagaard, Rong Yu an
QingYi Cui frorm Tianjin in Chiha.

‘Everyday competition:
Eacﬁ year Novozymes’ sites in Chi
. Brazil and Denmark ébmpete fora
trophy for ‘producn g our big-~sellers
the most efficiently. -

" When it comes to our biggest

products,  even minor impro'vemerﬂ:s in
* yields can be very important for Nc';vo-
Zymes. Keen competition between cur
" sites'is ensured by’ having them learn
" from each other and copy each other”
good ideas, so the result is atways a
close call._‘l ) o S
“It's always good to have a little
friendly competition,” say the winners.
»Efficiency is compared monthly, and’
now ’we're keeping our fingers c¢rosse
that we rétain the trophy.” )

Enzymes’ green credentials

Studies quantify the environmental
benefits of using enzymes and pave
the way for broad acceptance of
enzymes as a key contributor to a
sustainable future.

Enzymes have the potential to be an im-
portant driver for sustainable develop-
ment by reducing the consumption of
water, energy and other resources in in-
dustrial production. This has now been
proven with the help of lifecycle assess-
ments (LCAs). Novozymes has been work-
ing with LCAs for over & year now and
thrown up all kinds of interesting results.
The studies look at the environmental
impact of enzymatic processes relative to
traditional processes. They assess the
overall impact of a product "from cradle
to grave”, so taking account of all envir-
onmental impacts from the production of
the raw materials through to the enzyme
returning to nature. So far LCAs have
been performed for seven products,
and they reveal that there are clear en-

vironmental benefits in using enzymes
instead of traditional processes. Most of
the studies have been carried out in con-
junction with the Technical University of
Denmark.

Tackling environmental problems
in farming

One of the enzymes to have undergone
an LCA is phytase, an enzyme which in-
creases the nutritional value of animal
feed and improves the animals’

uptake of phosphorus.
This means, for example,
that pigs excrete less
phosphorus in their
manure, which is gocd
news for the envircnment.
The LCA looked at the
leaching of nutrient salts, .
which results in the eutrophica-
tion of lakes and watercourses;
emissions of sulphur

compounds, which
cause acid rain;

if all pigs had phytase in their feed, it would cut agricultural
discharges of phosphorus inte the environment by 25%.
Two-thirds of Danish pigs now have phytase in
their feed, so things are moving in the

docu me‘nted

ernissions of greenhouse gases, which
cause global warming; and smog formation.

In all four cases it is better to add
phytase to feed than phosphorus. In fact
agricultural discharges of phosphorus
into the environment would be cut by
25% if all pigs were fed phytase. For pig
production in Denmark alone this corres-
ponds to a reduction equivalent to the
phosphate pollution from some 200,000
people. =

right direction.




Novozymes’ employees are working on developing new enzyrmes which will bring growth in

54l

detergent enzymes.

New challenges for detergent énzymes

Detergent manufacturers are presenting Novozymes with new challenges. Growth needs to come
from new products, new markets and a higher proportion of enzymes in detergents.

Growth in sales of enzymes for biological
detergents presents a chailenge because
detergent manufacturers are coming under
pressure on several fronts.

On the one hand, ever higher cil prices
have caused the price of surfactants to
rocket. Since surfactants are among the
main ingredients of a 'detergent, this has
pushed up manufacturers’ costs.

On the other hand, they are encounter-
ing price pressure from the burgeoning
retail chains, fierce competition from other
detergent manufacturers, and consumers
who are more interested in price than brand
loyalty.

“And when the soapers come under
pressure, they generally take it out on us,”
explains Anders Lund, marketing director
for detergents..

Strategy and market
expectations unchanged
Novozymes supplies enzymes to virtually
every detergent manufacturer. After a
cou‘ple of years of flat growth, we expect
to see slight positive growth in 2005 de-
spite difficult market conditions.

Since 2003 the overall market for de-
tergent enzymes has stagnated. Novozymes
has nevertheless gained ground, increasing
its market share during the period in the
face of stiff competition. Given its strong
product portfolio and pipeline, Novozymes'
long-term expectations for this market are
unchanged. It also has a strategy of sup-
plying an increasing proportion of the in-
gredients in detergents.

New products fuel growth
N recent years our product range has been

strengthened with several new products,
the most important being Polarzyme® and
Stainzyme®. But there is still room for growth.

Enzymes replace other ingredients
At present enzymes account for around 5%
of detergent manufacturers’ raw material
expenses. Novozymes is looking to increase
this figure by developing enzymes that can
replace some of the surfactants which cur-
rently make up 30-40% of these costs.

“The pressure which is having a negative
effect on us in the short term may there-
fore lead to further innovations and oppor-
tunities to conquer new markets in the
says Anders Lund. =

longer term,

Fill up with farm wvaste

Novozymes has met the target of the biomass project after four years of research. The cost of
enzymes is now 30 times lower than when the project began, bringing large-scale production of
- fuel ethanol from agricultural waste an important step closer.

In conjunction with the National Renewable
Energy Laboratory (NREL) and with financial
backing from the. US Department of Energy,
Novozymes has spent the last four years
bringing down the cost of enzymes for
turning biomass intc ethanol. In April this
year Novozymes completed its part of the
project, and the final outcome was a 30-
fold reduction in enzyme costs. At the be-
ginning of 2001 the enzymes needed to
produce a gallon of fuel cost more than
five dollars; now the cost has been cut to
just 10-18 cents per gallon. So enzyme
costs are no longer the greatest barrier.

Nevertheless there is still some way to
go before we can fill up our cars with fuel
ethanol from agricultural waste. For example,
the enzyme teéhnology needs to be fine-
tuned, a systerm for collecting the biomass
needs to be set up, and the current fermen-
tation organisms need to be optimised. There
are also still technical hurdles in the pre-
treatment of the biomass, and a financial
incentive is needed for ethanol producers
to invest in facilities which use biomass
rather than corn (maize) starch as their raw
material.

Abengoa Bioenergy, one of the biggest

producers of ethanol in

The cost of enzymes is now so /low that even plant waste can be turned
into biocethanol.

Europe and the USA,
plans to begin testing
Novozymes' enzyme
solutions in a pilot
plant in 2006 in order
to confirm the tech-
nology's performance.

Major potential
Fuels produced frem
biomass have major'
potential and may

eventually replace the oil-based fuels on
which the world now relies. While the fuel
ethanol produced today is typically derived
from corn, sugar cane and other starch-rich
products, biomass consists, broadly speak-
ing, of the rest of the plant, which cannot
normally be sold. Novozymes' tests used
leaves and stems from corn plants, but
there are also plenty of other options

~— biomass is the most prevalent organic
material on the planet.

The enzymes work by breaking down
this biomass into sugars, which can be
fermented into ethanol {.e. alcohol), This
COy-neutral fuel can then be poured into
fuel tanks either neat or mixed with gaso-
line.

Novozymes already supplies enzymes
for corn-based ethanol production, The
world's biggest producer of fuel etharol
from corn is currently the USA, where pro-
duction has grown rapidly in recent years
to 3.5 billion gallons in 2004, And by 2012
this figure is to increase to 7.5 billion gal-
lons, driven by environmental legislation
and political incentives for more sustainable
energy sources. = ’




White biotech on the

agenda

With Steen Riisgaard as an avid
proponent, politicians are begin-
ning to open their eyes to bio-
logical solutions. The codeword is
white biotechnology.

In recent years Novozymes’ CEO Steen
Riisgaard has frequently taken to the
podium to drum up political support for
biological solutions at both Danish and
international level. And many politicians
have taken his message on board. The
EU has put work on creating a cleaner
environment high up on the political
agenda. At their meeting in Brussels in
March Europe’s environment ministers
agreed that it is important to promote
work on environmental innovations and
technologies intensively, and white bio-
technology has been hailed as an import-
ant technolegy for achieving sustainable
development.

The European Association for Bicindus-
tries has created a classification system
for the industry which consists of three
colour-coded categories: red, green and
white. These three colours represent a
major step forward in highlighting the
sheer breadth of biotechnology.

“lIt's simply too difficult for consumers
to differentiate between the various uses
of biotechnology, because everything
gets tarred with the same brush,” he
says. "We've been talking about bio-
technology in general terms for 20 years,
but now the time has come to go one
step further and make the debate more

Vice presictent of Stakeho/der Communications & Susramabmry Development Anna Lise Grandjean
Mortensen says that white biotechnology is the key to more sustainable development.

informed — which is where these three
colours come in.”

Red, green and white

Red biotechnology is that used in the
pharmaceutical field, Green biotechnol-
ogy is about genetically modified crops
like sugar beet, corn (maize) and cilseed
rape. White biotechnology, also known
as industrial biotechnology, is in many
ways virtually synonymous with enzymes
given that they are almost always involved.
White biotechnology replaces traditional
chemical processes with less polluting
alternatives, uses renaewable raw
materials (such as plants, which, unlike
oil, can always be replaced with new
ptants), and involves the contained use |
of gene technology.

Debate could bring more business
Anna Lise Grandjean Mortensen, vice
president of Stakeholder Communications
& Sustainability Development, agrees
with Steen Riisgaard that there is a real
need for political support if biotechnology
is to get out of the black hole it still
seems to be in: "All too often the
industry is associated with problems.

We need to help change this picture.
We need to tell the world about the
many benefits of white biotechnology

SO as to get people to appreciate the dif-
ferent types of bictechnology and help
make the debate objecmve and informed.
If we get this rnght it could also bring us
more business.” m
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A taste for red wine

Rose-Marie Canal works among the grapevines of the Bordeaux region where Novozymes has a small

winery used to test enzymes for wine production‘.

Novozymes’ winery tests enzymes, yeasts
and bacteria in the production of wine:
“We have entered into the phase in
which we need to demonstrate the per-
formance of our enzymes under winery
conditions,” explains Rose-Marie Canal.
“You can’t do that in a Iabdratory,

5o we’'ve opened the Wine Experimental
Cellar in collaboration with our partner
Lamothe Abiet where we can integrate

the use of enzymes with knowledge of
the wine production process.”

The main use of enzymes in the wine
industry is in extracting as much juice as
possible from the grapes. Our experiments
in the Experimental Cellar show that they
can also get more colour and maore tan-
nins out of the grapes. The aim of all
this is to produce a wine of high quality,
something which is in ever greater de-

mand. The first bottles were laid down
in the cellar in 2004 and have been tast-
ed by experts. Their conclusion is clear:
better aroma, better flavour and better
structure. Now we must wait and see
whether the wine also keeps for longer.

The grapes are sourced from a local
vineyard. So far Novozymes has experi-
mented with Meriot and Cabernet Sau-
vignon. m




Net turnover
Operating profit
Net financials
Profit before tax
Net profit

Operating profit margin

Very satisfactory earnings in the first half

Continued productivity improve-
ments have helped to consolidate
earnings. The profit outlook for the
year is being adjusted upwards,
and the share buy-back programme
for 2005 is being increased by DKK
200 million to DKK 850 million.

Net thnover in the first half of 2005 was
DKK 3,037 million, equivalent to an increase
of approx. 3% compared with the first half
of 2004. Calculated in local currencies,
growth was just under 5%. Sales of en-
zymes rose by 3%, while sales of micro-

Y salem

organisms were 5% lower than in the same
period of 2004. Operating profit rose by
15% to DKK 597 million from DKK 520
million in 2004, DKK 583 million of which
relates to enzymes and DKK 14 million to
microorganisms. The operating profit margin
rose to 19.7%, compared with 17.6% in
2004. Profit before tax rose by 25% to DKK
589 million from DKK 470 miilion. Net finan-
cial costs were DKK 8 million, compared
with DKK 50 million in 2004. Net profit
rose by 26% to DKK 440 million from DKK
350 million. Earnings per share (diiuted)
were DKK 6.5, an increase of 30% com-

dusal

636, employees

'Frankhnton r&%earch and product;on
.Davis: research

Salem research and pv()durtxon

pared with the first half of 2004. Free cash
flow rose by 29% to DKK 480 million, com-
pared with DKK 346 million in 2004, leav-
ing aside the positive effect of a one-off
item worth DKK 131 miilion in 2004.

In the environmental area, satisfactory
results have been achieved for water and
energy utilisation, with improvements of
9% and 4% respectively. Initiatives outside
the enzymes and microorganisms areas
continue to show good progress.

Outlook for 2005 adjusted upwards
The outlock for growth in net profit is be-
ing adjusted upwards from around 5% to
9-10%. Assuming no change in exchange
rates, the outlook for sales in DKK is being
increased to around 5-6%, while the out~
look for growth in local currencies is being
changed from 6-7% to around 5%. The
outlook for growth in cperating profit is
being adjusted upwards from just under
6% to just over 8%. Free cash flow is expect-
ed to increase from DKK 750-850 million
to DKK 800-800 million. Share buy-backs
in 2005 are to be increased by DKK 200
million to a total of DKK 850 millicn.

Novozymes has more than 4, 000 employees in 39' .
companies around the world, lncludtng some 2, 100 ln
Denmark 20% work in research and development
.32% in sales, marketing and admlnlstratcon, and 48‘%
inthe productlon of enzymes and mlcroorganusms.

“ Fugleb
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Excelient growth rates in the fuel
ethanol, textile and starch industries

Overall, sales of technical enzymes rose
by 2% in the first half of 2005, compared
with the same period of last year. Sales of
detergent enzymes were 4% lower in the
first half of 2005 than in the same period
of 2004, which is partly due to the negatlve
effect of exchange rate movements. The

primary reason, however, is that detergent .
manufacturers remain under pressure as a
result of rising raw material prices. Growth
in sales of other technical enzymes
remains very satisfac{bry. Sales rose by

9% in DKK, and more in 16cal currencies.
Sales of enzymes for the production of

fue! ethanol are showing very high rates

of growth. Sales of enzymes to both the
textile and starch industries are also 'shbwing
high rates of growth.

Further growth in sales of enzymes
for bread

. mmmmamﬂ
l@m_—- ves
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sales of food enzymaes rose by 8% in DKK
and more than 10% in local currencies in
the first half of 2005, compared with the
sarme period of 2004. Sales to the baking
industry are growing healthily, although
some of this growth appears to relate to
stockbuilding. Sales of other enzymes to
the food industry are also showing healthy
rates of growth, with the exception of
sales to the brewing industry, which were
slightly iower than.in 2004.

Lower grovwth rates for feed enzymes

Sales of feed enzymes in the first half of
2005 were 1% lowaer than in the same period
of 2004. Calculated in local currencies, sales
rose by 29%. Growth in sales of enzymes
within the phytase product group is mod-
erate, as expected, while sales of enzymes
for plant proteins were lower in the first
half of 2005, particularly in Latin America.

Iincreased geographical distribution
of sales of microorganisms

Microorganisms (DK m)
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Sales of microorganisms in the first haif
of 2005 were 5% lower measured in DKK
and 1% lower measured in local currencies
than in the first half of 2004. The geograph-
ical distribution of sales is increasing, and

sales outside the USA are showing healthy
rates of growth. The lower level of sales in
the first half of 2005 can mainly be attrib-
uted to North America and to the institu-

tional and household cleaning segment. =




Percentage breakdown of sales

'\Nlthlh the text,e leather, forest prod
ucts and other mdustrles

Key fugures .
# _Share of groug turnover 59% .
‘S-year average growth rate (CAGR) 2%

Market share: 45: 50°/o R
Expected’ Iong—term annual sales .

B
{
|
[
|
]

Market share 45 50‘%
. b Expected long—term armua[ sales .
growth approx 5°/o in Iocal P ) . growth 10 20% in Iocal currenmes .

currencres C :

Wictorganisms 5%

Major competitors: BASF, Danisco

Major competitor: Danisco/Genencor

World leader in enzymes
Novozymes assesses that the value of the
world market for industrial enzymes is
approx. DKK 12.8 billion. The estimated
market shares are:

) Key 'fig'ur'es" o
. » . Share &f grou .turnover. S%
.5 Ayear average growth rate (CAGR‘
B . - X ’
[ Market share 30 35°/ .
s 'Expected iomg- term annual_
growth 10~ 15% in Iocai currenmes

' Market Shar
,r'_ .Expected long-t rm annual sales‘ R
growth xappr X 10%7 |
o e T s E currencwes

approx SO% :

Major competltors : . i . h
DSM, Danisco, AB Enzymes - Major competitors: -
a number of small companies

Financial calendar
October 27, 2005: Group flncmcual staterment for the first nine month«. of 2005
January 24, 2006: Group flnancul statement for 2005

The audience was dotted with politicians and business
leaders when Novozymes’ CEO Steen Riisgaard, former
US president Bill Clinton and Copenhagen University’s
vice chancellor Linda Nielsen presented their views on
globalisation in Copenhagen on May 17.

Steen Riisgaard was invited to speak on how
Danish companies stand to benefit from the world
growing smaller and smaller. Using Novozymes as
an example, he urged everyone to embrace the
challenges and opportunities thrown up by glo-
balisation. It is no use sitting back and waiting
for the whole thing to blow over, he told the
audience of around 1,000 people.

Bill Clinton and Steen Rilsgaard both spoke at
a conference looking at globalisation.

The Zymes is published by Novozymes A/S and distributed to shareholders, the press, business connections, etc. in English and Danish. Print run: 33,000
Danish and 3,000 English. Named publisher: Lene Aaboe. Editors & text: Annegrethe Jakobsen, Niels Eldrup Meidahl and Jesper Kildebogaard. Graphic design:
Quote Grafik. Production: Gramstrup Design Print: Salogruppen A/S. Photo: Henrik Clifford Jacobsen, Piotr & Co., Lim Hoch Seng, Jesper Ludvigsen and FOCI
Images. Translation & proofreading: Borella projects, Copyright: Publisher. Reproduction only by agreement with the publisher. Address: Novozymes A/S,
Krogsheojvej 36, 2880 Bagsvaerd, Denmark. Tel. +45 8824 2999. Fax +45 8824 9998. E-mail: thezymes@naovozymes.com. No. 2005-25343-01.
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Production efficiency

has environmental benefits

Production optimisation is one of the main reasons for Novozymes’ improved earnings
capacity in recent years, and it also means that we are using fewer natural resources.

A targeted drive to continually increase
production efficiency has enabled us to
make huge financial savings. We have
also reduced our use of water, energy
and raw materials such as sugar, potato
starch and soya per unit produced.

The major productivity improvements
Novozymes has achieved since the mid-
1980s have been due to a combination
of gene techmnology and traditional pro-
duction optimisation. These improve-
ments have enabled Novozymes to grow

its sales by an average of 9% a year in

local currencies since being listed on the .

stock exchange in 2000 without signifi-
cantly expanding its production facilities,
and this trend looks set to continue. The
limits of what is possible — and so the
potential for optimising production — are
moving all the time.

Production optimisation also has
benefits in the world outside Novozymes
as It saves resources such as water and
energy. Although our enzyme production

.
in isolation does impact ;n the environ-
ment, this is mor; than cffset by the
advantages of cur customers using
enzymes instead of conventional tech-
nology. We have achieved the targets
we have set ourselves of using less and
less water and energy per unit produced,
often exceeding them by a substantial
margin. In 2004 we improved our use of
water by 16% and energy by 13%. m

Strong share price performance

The Novozymes share performed well in
2004, climbing 29% from DKK 215.50 in
January to DKK 278 at the end of Decem-
ber. The reasons for this strong growth
were partly a generally positive Danish
stock market (the KFX blue-chip index
gained 17 %) but mainly Novozymes’
continued good results in 2004, attained
despite deteriorating exchange rates.

At the end of 2004 Novozymes itself

held a total of 6,010,000 B shares, corre- .

sponding to 8.3% of its total share capital.

Share data 2004

* 12th most traded share in Copenhagen

® 37.5 million shares traded, against
36.4 million in 2003

e Share turnover DKK 9:8 billion

¢ Year-end market capitalisation DKK
20.2 billion

At the Annual Meeting of Shareholders

on March 16, 2005 the Board of Directors

will propose payment of a dividend of
DKK 3.50 per share for the 2004 finan-
cial year, equivalent to 30% of net profit
per share. m

Novozymes’ B share in the second half of 2004

140

Refaiive price development, %

iy August

——— KFX index

Septemver

octover Novernper December

The Novozymes share e 0J Chemicals

novozymes &

Unlocking the magic of nature




|
|
|
|

rgood at hedging our exposure;

Good year
despite
headwind

2004 was another year of very healthy:
bottom-line growth for Novozymes

despite the wind definitely not being
‘with us. We have come _throu'gh the
negative effects of the falling dollar well,
and we successfully parried rising -oi}
prices because continual irriproveme}hts'
'in production efficiency and so bgtxef :
utilisation of resources meant that we '
were not so hard hit by higher enegrgy
prices. And yet again we demonstrated
how our use of biotechnology enébles
organic growth, increased productivity
and expansion into new areas.

Strong Danish krone a challenge
But there are still obstagles in our! path. .
The strong Danish krone is.a part.n‘cular
. challerige. When Novozymes was: fioa
on the Copenhagen Stock Exchang
. 2000, a dolar was worth DKK 8. 70 at’
the end of 2004 we" ‘were gettlng jus :
_around DKK 5.50 for every dollar Wé are
, ' howévér,
the dollar continues its decline, :
must expect the market sntuanon to b y

affected.

“A technology on the up
- we look at the world around u

- can see that our technology indu
— or ‘white’ — blotechnology, is no .
making major inroads, both in terms SF

enzymes and other areas. A century back’ )

a young, dynarmic person wanting. to

help shape the future would have want-’

ed to be a chemist. Chemistry was a
young technology then, and it was clear
that it would have an impact. Today it is
to biotechnology that we need to look.

| believe that a century from now — and
maybe sooner — biotechnology will: have
had just as great an impact on society

as the chemical industry has had today,
Only this time we:have an opporthmty

to create a better balance between the

need for economic growth and the:

._ needs of society and the environment. |

hope that Novozymes will play a ceritral‘

role in this development.

Steen. Riisgaard,
President and CEO

",
=

New digestive enzymes are under development.

New digestive enzyme

alliance

In November Novozymes entered into an alliance with Solvay Pharma-
ceuticals on the development of new products for the treatment of
patients with digestive problems caused by diseases like cystic fibrosis.

An estimated 880,000 people worldwide
have problems digesting their food and
absorbing the nutrients in what they eat,
which can lead to malnutrition. This dis-
arder can result from diseases like cystic
fibrosis or from pancreatic surgery.

The two companies plan to collaborate
on the development of specially tailored
digestive enzymes using biotechnology.
These enzymes are already under devel-
opment and are expected to have an ef-
ficacy profile close to that of human pan-
creatic enzymes, so making the treatment

better than that offered by existing prod-
ucts. The two companies’ technologies
complement each other well in this project,
as Novozymes is the world leader in en-
zymes and Solvay the leader in the market
for products for the treatment of this dis-
order. Solvay’'s CREON® preduct line is
currently the most widely prescribed in

the world for this type of treatment.

The alliance with Solvay is a good
example of how Novozymes can use its
enzyme-based biotechnology in new areas
outside its core businesses. m

Enzymes to break dowvwwn plastics

Novozymes has teamed up with Japan’'s Mitsubishi Chemical Corporation
(MICCQ) to develop a biodegradable plastic product concept.

MCC, the largest chemical company in
‘Asia, has developed a new biodegrad-
able plastic, while Novozymes has con-
tributed the enzymes which enable the
plastic, which is used in agriculture, to
be broken down biologically. Sales are
expected to start in the spring of 2005,
initially tc Japanese farmers.

When farmers grow vegetables, they
often lay black plastic sheeting on the
fields to keep weeds at bay and retain

warmth, so allowing them to get two or
three harvests a year. Previously farmers
would gather together the used plastic
and burn it, but new environmental le-
gislation in Japan has now banned this.
Farmers using the new biodegradable
plastic instead spray it with a solution
containing enzymes from Novozymes.
The plastic then breaks down biologically
over three to four months, and no toxins
are released in the process. m
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Dollar rate
still a
challenge

The dollar rate has fallen drastically over
the last few years. At the time of Novo-
zymes' stock exchange listing in 2000,
one dollar cost around DKK 8.70, whereas
at the end of 2004 it could be bought
for DKK 5.50.

As a result of its significant volume of
international trade, with more than 80%
of sales being in foreign currencies, the
Novozyrnes group has a very high leve!
of exposure to exchange rate changes,
particularly for the USD. Approximately
40% of Novozymes’ sales are invoiced
in USD. A 5% change in the dollar rate
will have an impact of DKK 30-40 million
on operating profit.

The lower dollar rate also poses another
challenge for Novozymes as some of our
competitors present their accounts in
UsSD, which may give them a competitive
advantage as a result of the lower dollar
rate.

Novozymes adjusts to the challenge
posed by the falling dollar on an ongoing
basis, e.g. by hedging its currency ex-
posure and being prepared for a possible
change in the competitive situation. m

shrimp farms in Thailand.

The market for tiger shrimp and other
shrimp species has exploded since the
1990s due to growing industrialisation in
countries where the shrimp are grown
and harvested in large ?farming areas. Un-
fortunately the industrialisation of shrimp
farming has caused enbironmental prob-
lems in the form of poNuted water.
Microorganisms fro ¢

Novozymes can
help to solve,the envirgnmental problems
in the shrimprfarming/industry — espe-
cially in Thaila
Southeast Asi

Novozymes' microorganisms are helping
to solve environmental problems in Thailand.

Microorganisms ease
environmental problems
in shrimp industry

Novozymes’ microorganisms show promising results on industrial

The product PrawnBac® PB has given
Novozymes a foothold in the market for
biological water management products
in the shrimp~farming industry, and a
promising new product, PrawnBac NC,
is close to the market.

Novozymes’ new industrial microorga-
nisms business area was built up through
a series of acquisitions in 2001-2003
targeted at applications for wastewater
treatment, institutional and household
cleaning, and biclogical plant care. In
2004 the focus was on consolidating the
business area and generating organic
growth. m

to the global

Corruption is a burden to the global
economy. The World Bank estimates that
worldwide more than USD 1,000 billion
are paid in bribes each year, and that
global economic growth could be 3 per-
centage points higher without corrup-
tion. The World Bank's calculations also
indicate that corruption effectively consti-
tutes an additional cost to foreign direct
investments of no less than 20%. Con-
sequently, various stakeholders are in-
creasingly asking companies to account
for their position on corruption and the
internal systems they have in place to
prevent bribery.

As. a2 global company with activities
in mMmany countries, Novozymes wants
to show that it is possible to grow a
healthy global business based on values
such as transparency, responsibility, open-
ness and honesty. This way of doing
business has characterised Novozymes
for many years and will continue to do
so. Employees and customers are also
seeking clear positions and guidelines in

economy

this area. In 2004 new initiatives were
taken in the area of business integrity as
part of Novozymes’ sustainability work.
This work is now taking concrete form
in the six integrity principles, which state,
for example, that Novozymes neither
offers nor accepts bribes under any cir-

Business integrity contributes

cumstances. At the other end of the
scale comes the exchange of small sym-
bolic gifts at business visits and similar
events. Cultural traditions in this area
vary widely and therefore we will estab-
lish local upper limits for gifts in each
country. m
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Report 2004

oGazy:

Order the annual report

The Novozymes Report 2004 can be downloaded in Danish or English from
www.novozymes.com. The printed version will be published on March 7,
This issue of The Zymes contains abridged versions of many of the articles in

the report. m

Employees at Novozymes’ Chinese headquarters in Beijing.

China: Ten years of
rapid development

China is one of the world’s largest growth markets and is playing
a central role in the internationalisation of Novozymes’ activities.

Novozymes was one of the first internation-
al companies to start up a 100% foreign-
owned company in China. This was in
1994, with the planning of a new factory
in the Tiahjin Economic Development Area
(TEDA) near the port of Tianjin. The deci-
sion to enter China an an ambitious scale
was part of a strategy of developing the
Chinese market for enzymes. Local Chinese
key employees helped us to get off 1o a
good start, and skilled and committed
employees in China are still an important
element in Novozymes’ ability to adapt to
the rapid pace of develcpment.

Centre for expansion

and development

in recent years China has evolved from
primarily being a world centre for produc-
tion to also being one of the largest mar-
kets for selling goods. The Chinese market
has developed positively for Novozymes,
and the country is now our second-largest
national market after the USA. The biggest
sales areas are enzymes for the textile, de-
tergent, starch and fuel ethanol industries.

The beginning of China’s growth period
was characterised by the desire to attract
production and jobs and achieve economic
growth. Today we are seeing an increased
awareness that economic growth has to be
combined with sustainable development.
This is offering new oppcortunities for Novo-
zymes and our strategy of providing envir-
onmentally friendly solutions to industrial
problems.

Many of Novozymes' global functions
are now located in China, e.g. the main
centre for testing detergent enzymes, and
in 2005 we will be taking a new, major
step in China when the management
of our textile enzyme business moves to
Beijing as part of the globalisation of our
own organisation. m
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The enzyme phytase is used in chicken feed, for example.

Neww times in the feed
enzyme market

After several years of very rapid ing well, and Novozymes is sticking with
growth in feed enzymes, new times its.Jong-term target of 10-20% annual )
lie ahead with fresh challenges and growth, but growth rates are likely to be ) . . '
more moderate growth rates. lower than in recent years (in the order . ‘ : -
of 5-1 Of’/o). Competn?ors are ;.::oppmgAup & }meg_(
worldwide, and the industry is maturing, m! ”’:(7-‘@
The strong sales growth of recent years leading to a battle for market share.
has been driven mainly by Novozymes’ One of the feed enzymes currently
well-known feed enzyme phytase, which selling best, especially in South America,
improves the utilisation of phosphorus in is Ronozyme® VP. It is particularly popular
pig and chicken feed, and alsd has major right now because it enables livestock to
environmental benefits by reducing phos- make better use of the soya in their feed,
phate emissions from farms. and this is attractive to farmers now that
Sales to the feed industry are still go- soya prices have risen. m~

From Novozymes” factory in Brazil.

Growth in Latin America

Latin America is the region where Novozymes saw the greatest relative
growth in 2004, and there is potential for further growth in the future.

The economic and political climate in esting because the Brazilians do more
Latin America is more stable than ever, laundry more often than people in other
and foreign companies are increasingly countries. m

moving into the region to exploit its in-
creased purchasing power. With both

production facilities and its own sales Novozymes. first started up - in Brazil
force in Latin America, Novozymes is in N 1975 in S8o Paulo. In. 1989 we

a good position to tap this potential. built our own factory in Curitiba,
Novozymes currently commands around which currently has around 180

40% of the enzyme market in Latin -employees n l\/lexico where Novo-
America, where the greatest growth is zymes arrived in 1980 we now have '
in feed, detergent and brewing enzymes. a :.ubsndnary with 15 employees.

The detergent market is especaaliy inter-
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Profit before tax
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Operating profit margin

Cash flow before acguisitions
Free cash flow
Return on invested capital (ROIC)

Very satisfactory 2004 results despite
the lowest dollar rates in ten years

Despite very negati\)e exchange

rate movements, the financial results
are wholly in line with the upwards-
adjusted outlook published in Oc-
tober 2004.

Sales rose by 4% to DKK €,024 million.
Calculated in lccal currencies, sales rose by
8%, Operating profit rose by 11% to DKK
1,090 million, while net financial costs were

DKK 9 million, compared with net financial
income of DKK 33 million in 2003. Net pro-
fit rose by 8% to DKK 782 million. Free
cash flow increased to DKK 1,080 million,
compared with DKK 800 million in 2003.
No acquisitions were made in 2004; how-
ever, acquisitions in 2003 had an impact on
free cash flow of DKK 182 million. ROIC is

_now in excess of the long-term target, having

risen from 15% in 2003 to 17.3% in 2004.

Change to accounting policies

WwWith effect from January 1, 2005 Novo-
zymes is changing its accounting policies
in accordance with the requirements of
the International Financial Reporting
Standards (IFRS). The Novozymes Report
2004 explains the changes and the ef-
fects of the transition to IFRS.

Outiook for 2005
Novozymes anticipates sales growth in local
currencies of 6-7%. Calculated in DKK, sales
are expected to rise by approx. 4%. Growth
in operating profit is expected to exceed
10%, white growth in DKK is expected to
be just below 6%, significantly reduced by
less favourable exchange rates. Net fiman-
cial costs are expected to be DKK 40-50
million. Net profit is expected to rise by
approx. 5%. Novozymes further expects
free cash flow before acquisitions to be in
the region of DKK 750-850 million, while ROIC
is expected to be just over 17%, as in 2004.
The outlook for 2005 has been calculat-
ed in accordance with IFRS. The transition
to IFRS does not impact on growth rates for
2005.

~oemar

Novozymes around the world
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alsc played a role. m

Best large workplace

Novozymes won the prize for the best workplace among companies
with more than 1,000 employees in the Denmark’s Best Workplaces
2004 survey. Novozymes was praised for its unique structures and
policies to support a successful large workplace. Particular emphasis
was given to senior management’s ability to remain close to the
employees. Equal opportunities, personal development plans, one
year's paid maternity, flexitime and a wide range of leisure activities

Best at sustainability
— for the fourth time
For the fourth year in a row
Novozymes was ranked number
one by Dow Jones Sustainability
Indexes for both Biotechnology

Help for golf club
The greens at Kalundborg
Golf Club had long been
troubled by fungal attacks,
but the use of traditional
pesticides ran the risk of
polluting nearby drinking
water wells. Novozymes

and Healthcare. m

,came 1o the rescue with an environmentally friendly biclogical
solution. “wWe're delighted to be able to help Kalundborg Golf
Club improve its greens and also help the environment,” says
Jens Meller Nielsen, vice president of Novozymes' Danish pro~
duction. =

Prize from Unilever in Brazil
gach year Unilever Latin America awards prizes to its best
suppliers around the world. Once again Novozymes Latin

Ammerica won not only the innovation prize but also the
best-of-the-best prize. =

India on the up

Novozymes spies exciting potential in India. As one of the world’s most populous countries, India is an interesting T
market, and Novozymes already has a small sales organisation there. But India is interesting above all because it has -
very high levels of research and because the whole biotechnology field is developing rapidly. However, infrastructure,

industry and market lag well behind China, for example, in terms of both standard and potential. In January 2005

Novozymes’ management visited India in connection with its annual strategy meeting. =




Fuel ethanol gains ground

Sales of technical enzymes increased by
2% in 2004, reduced by less favourable
exchange rates and the market situation
being affected by exchange rate move-
ments. Sales to the detergent industry
were 1% below the figure for 2003, while
there was a slight increase in sales calcu-
lated in local currencies. Sales of other
technical enzymes grew by approx. 5% in
2004, driven mainly by growth in sales

of enzymes for the production of fuel
ethanol. Sales to the textile industry also
grew healthily. Sales to smaller industries
such as pharmaceutica! proteins, leather
and forest products rose satisfactorily.

2004, significantly reduced by less favour-

able exchange rates, as an increasing pro-
portion of sales is in USD and USD-related
currencies. Market penetration has now
reached a level where growth will be lower
than the very high growth rates seen to

Sales of food enzymes rose by 2% in 2004,
and more than 5% in local currencies. Sales
to the baking industry were negatively af-
fected throughout 2004 by significantly
lower bread consumption in the USA, while
sales of enzymes to the brewing industry
rose. The trend in both industries has been
driven by the American Atkins diet, which
focuses on reducing the intake of carbohy-
drates. Enzymes for the remainder of the
food industry coped satisfactorily.

Continued growth in animal feed
— albeit at a lower rate

date.

Integration of
acquisitions completed

Microorganisms (DKK m)
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Sales of microorganisms grew by 14%
in 2004, primarily within the markets for
cleaning and piant care. As sales in this
business area are mainly USD-related,
growth has been negatively affected by
exchange rate movements. On the other

hand, some of the growth derives from
acquisitions made in 2003. Integration of
the purchased activities ran according to
schedule, and the focus is now on boosting

Sales of feed enzymes rose by 15% in

organic growth and increasing profitability
in this business area. m

Prize in Salem for environmental contribution
On September 22 a panel of judges from industry, academia and the regulatory environ-

IndyCar sponsorship
IndyCar driver Paul Dana in the USA is now helping Novozymes to promote the concept of en-
vironmentally friendly fuels. Novozymes has decided to co-sponsor car 91 — also known as the
Ethanol Car — together with various other companies in the ethano! industry. The Ethano! Car

replete with Novozymes' logo should feature at the Indianapolis 500 in May 2005. m

mental authorities awarded Novozymes gold for its contribution to a clean and healthy
environment. Novozymes in Salem was awarded the prize for its work on developing and
promaoting environmentally friendly biological solutions for cleaning and plant care. =
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Biolapan

Biolapan, Asia’s largest biotechnology conference, was held
in Tokyo in 2004 and attracted more than 10,000 people
working with bictechnology all over the world. Novozymes
attended the conference partly to find alliance partners for
its new business aregas but above all as an opportunity to
raise the company's profile in the industry, and CEQO Steen
Riisgaard gave a speech looking at white — or industrial —

biotechnology. =

Novozymes in

Standard & Poor’s portfolio
Novozymes is the only Danish company to
feature in the Global Powerpicks 2005
portfolic of the 30 stocks expected to
yield the best returns in 2005 compiled
by analysts at Standard and Poor’s. Novo-
zymes has been inciuded for delivering
stable and hlg-h growth rates and im-
pressive earnings margins, m

Can biotechnology

give us healthier food?

This was the question when the Danish Advisory
Committee on Food Research hosted the con-
ference “Healthy, safe and tasty food through
biotechnology” in Copenhagen on November 8.
The conference marked the start of a debate on
the potential of biotechnology when it comes to
food. Decision makers, seats of learning, con-
sumer and other pressure groups, trade associa-
tions and companies all took part. Novozymes’
CSQ Per Falholt chairs a steering group which
has produced a strategy for research into bio-
technology which sets out clearly how consumers
stand to benefit from the new technology. =




Novozymes™ new product, HyaCare® can be used in face creams and cosmetics, for example.

First product

outside traditional markets

In 2004 Novozymes launched its first biopolymer product,

a hyaluronic acid called HyaCare®.

Many people would love a smoother com-
plexion, and many are willing to pay good
money to get it. Therefore the cosmetics in-
dustry markets a wide range of products to
keep the skin looking young. With the launch
of HyaCare for use in face creams and other
cosmetics, Novozymes took its first step
into this new market.

Hyalurconic acid is found naturally in
humans and animals, and has a well-docu-
mented ability to bind water. This enables
the substance to stop the skin from drying
out and, for example, help wounds to heal
faster.

Adults have an average of 14-18 grams
of hyalurconic acid in their skin, eyes and
joints, but it gets broken down with age,
and the low levei of hyaluronic acid may be
the reason why wrinkles form. Hyaluronic

acid is often an important ingredient in face
creams at the top end of the market.

Novozymes produces HyaCare using a
rnew production method which sets the
product apart from other hyaluronic acids
on the market. Existing products are either
extracted frorm cocks’ combs or produced
by fermenting Streptococcus bacteria. Novo-
zymes' hyaluronic acid is produced by a
microorganism called Bacillus subtilis vwhich
has been approved and used for decades in
the production of foods such as soy sauce
and rice wine. Our experience of fermenta-
tion technology and controlled production
processes means that we can supply a par-
ticularly pure product of uniform quatity.

As well as being used in creams and
cosmetics, hyaluronic acid has a broad range
of applications in other areas, for example

in the treatment cof arthritis and in eye
operations.

Partnerships are an important strategic
element in the new area. The production
method for HyaCare was developed
through an alliance with the US company
Hyalose, which has long experience of re-
searching and developing hyaluronic acid.

in the pharmaceutical industry Novo-
zyrmes has entered inte an alliance with
the Australian company Meditech Resesarch
Limited, which is researching the use of
hyaluronic acid in the treatment of cancer.

Novozymes' involvement in this field is
a result of a strategic decision in 2000 to
use the company's core biotechnological
know-how to develop new areas, both
within and beyond the enzyme field. =

Neww faces at Investor Relations

Lene Aaboe took over from Michael Steen-Knudsen as head of Novozymes Investor
Relations on November 1. Lene was previcusly head of Novozymes' Treasury depart-
ment and has worked for Novozymes and Novo Nordisk for around ten years in total.
Niels Eldrup Meidahl joined Investor Relations on July 14.

From left: Ella Begtrup,
Thomas Kudsk Larsen,
Niels Meidah! and Lene
Aaboe.
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Slimming diets -
affect sales of food enzymes

The diet trend sweeping the USA is undermining sales of bread
enzymes on the one hand, but boosting sales of enzymes for low-
carb beer on the other.

2004

Around 10% of the US population is and the downside of the new diet trend.

estimated to be on one of the popular Sales of our otherwise popular bread en-

new diets recommending fewer carbo- zymes have tumbled, and although grow-

hydrates and more protein. The trend is ing sales of enzymes for low-carb beer

in fact so strong that it is changing the are pulling in the other direction, our

shape of the US food industry. The bread expectations for sales of food enzymes

industry, among others, has been hit hard this year are not up there with previous

by the drop in carbohydrate consump- years. However, there is much to suggest

tion, while breweries with low-carb beer that the low-carb diet fad has peaked,

in their range are riding high. So Novo- so the bread industry can now set about - REGEN
zymes is experiencing both the upside winning back some of its lost sales. m m@ &
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The US bread industry is being hit by both diet trends and rising gas, gasoline and flour costs. This in s, Ty
turn has impacted on sales of enzymes. reeeive e &
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Share capital
written dowwn

The write-down of Novozymes’
holding of own shares has now
been completed.

Keen foreign interest raises share price

The annual meeting of shareholders on

Novozymes’' share price rose by almost So in spite of movements in exchange March 17, 2004 resolved to write down
30% in the first half of 2004. Given that rates being negative for Novozymes, we Novozymes’ share capital, so reducing
the KFX index and ti‘we peer group index still managed to maintain good growth the company’s holding of its own B shares
rose by around 10% in the same period, in our share price. frem 7,213,224 to 4,374,392, The write-
Novozymes’ share has fared relatively well. Trading in the share has also been down has now been completed, leaving
Part of the reason for the strong satisfactory, with the share being the total number of shares in issue at
growth is keen interest from foreign in- among the 11-12 Mmost traded shares 72.6 million. m
vestors, especially in the UK and the USA. in Denmark. m

Novozymes A/S’ B share in the first half of 2004
40 :
3s
30
2.3
20

Relative price development, %
n

i ) S Pt
Chairman Henrik Gurtler announced the write-
Peer group down at this year's annual meeting of shareholders.

Janusry February Maren Aprit nMay June

— KEX index The Novozymes share
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Headlng for

‘new- markets

V\hth a solid half~year behmdv us, 1t ‘is,
time to take stock of ‘our strategxc decx—
sions. In 2001 we tackled the settmg up ©

of a new busme;s area for microorganisms. .,

With five acquisitidns in the last-three
years, we have now also taken our 'pl'ac‘e:‘ .
" as world leader in microorganisms for
cleaning, wastewater treatment and
plant care. With a new, well-consolldated
business area ancd good organic growth

in sales, 'we are i the proc‘:éss of prepars

ing ourselves for new markets and new
business .opportunities éut’sidéené;}mes )
and microorganisms. This strategy in- X
volves developing techinology from -thé
enzyme business so that it can be‘ussd
in thé new segments of biopdlyrrers;
pharmaceutical proteins, antimicrobial

' peaptides and 10w-allergen protein tech-
nologies. oo

We will soon. be ready - Wlth our first’

biopolymer productm hyal,yronlc acid for

the cosmetics ihdust’ry -~ and we have just - '

decuded to develop hyaluronlct Cld also
for the medica}'device and pharmaceut—
ical industries. - ‘
As far as pharmaceuhca* protems are .
concernad, we have decided that in”
2005 we will invest in the expansion of
the productioh plant that we purchased
in Lund in 2003 sG that:it can obtain..”
FDA approval Ve Have a!so agreed to
extend the cocperatlon with' Neugenesss

Corp. that we began in 2002 as the pro- .

ject continues ro make progress

within antimicrobial. peptndes we have '

xdentlfred several mterestmg r:lasses of
naturally occurrmg peptndes One of the )
. projects is now. so far advanced that we-

are seekmg a partner to take the. prO)eCt N

further.
The fourth and — 50 far = fmal new

area in which we. are researchmg the op- o

portumtles»for our. techn;:logy is loww-
. allergen protein.technologies,.and here |,

too we are seeing godod results. wWe have -

succeeded in developmg a system for
producmg and recovermg one of the ’
two main house dust mite allergens and -
manufacturing varlants that can reduce
the risk of the allefgic reactxons that can
“result from allergy vaccmatlon
Best wishes
 Steeén Riisgaard

In 2008 Beifing will be receiving thousands of guesrs frcm all over the wor/d 50 it meeds to be clean.
This may benefit Novozyrmes’ sales of microorganisms.

-

China spring-cleans ahead

of Olympics

China’s hosting of the 2008 Olympics could boost the demand for micro-
organisms. After a series of acquisitions, our microorganisms business is
now in the consolidation phase, and sales are under way in Europe and Asia.

China in particular may prove an inter
esting market. The Chinese have already
begun to spring-clean in preparation for
the Beijing Olympics in 2008, and this

" Novozyrmes’ microorga. K
aning, wastewater treatment and plant care. -,

isms are used for

could boost the demand for microorgan-
isms for cleaning, wastewater treatment
and plant care.

By September the last of the five
acquisitions which together make up
our microorganisms business area will be
fully integrated into Novozymes’ micro-
organisms business in Salem, Virginia, USA.

“So far we've been concentrating on
acquisitions and consolidation of the
business area,” says Ted Melnik, vice
president of Novozymes’ microorganisms
business. “Now we can focus on grow-
ing our sales.”

Novozymes anticipates organic growth
of around 10%, much of which is expect-
ed to come from Europe and Asia, where
the markets for microorganisms are still
untapped. m

More financial support
for research in biofuel

In April the US Department of Energy extended its support for Novo-
zymes' bioethanol project by a further year and USD 2.3 million.

After three years of working together
on the production of ethano!l from corn
stover, Novozymes and the US National
Renewable Energy Laboratory (NREL)
have managed to reduce the enzyme
cost from more than five dollars to less
than 30 cents per gallon. These excellent
results are down to the NRELs techno-
logy for pre-treating the leaves and stalks
and Novozymes’ subsequent enzyme
treatment. To bring down the enzyme
cost even further, Novozymes has had
its contract with the NREL extended by
a year and been awarded additional
funding of USD 2.3 million.

The goal is to cut the enzyme cost
per gallon of
cents. m

ethanol produced to ten

For waste from corn production to be used as
an octane booster in gascline, the cost of the
process needs to be reduced further
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Sharper focus on
sustainability

Qur first overall strategy for
sustainable development is
now in place.

Having an overall strategy for the environ-
ment, biocethics and social responsibility
means that Novozymes can now approach
sustainability with even greater consistency
and focus.

The strategy has five focus areas for
2004 a strategy for genetically modified
organisms, improvements to internal and
external targets for sustainability, imple-
menting sustainability in the strategies for
individual industries, guidelines for business
ethics, and local strategies for social respon-
sibility.

The aim of the mew strategy is to inte-
grate sustainability even more closely into
the business. =

Good results in the hunt for
new allergy vaccines

Technological advances in vaccines for house dust mite allergy may
pave the way for safer and more effective treatment of many other
types of allergy. Novozymes is now looking for partners.

The number of children with allergies has
doubled in the last 20 years, and the
number of allergy sufferers worldwide
is on the increase. Novozymes' new
technology makes it possible to meet
the large and growing need for allergy
vaccines. For example, people with dust
allergy can be spared the daily inconve-
nience, while hay fever sufferers do not
need to fear the summer.

The technoiogy has been developed
on the basis of house dust mite allergy.
Imrmunisation against house dust mite
allergy currently involves extracts of
the mites’ bodies and excrement. This
method makes it difficult to administer
precise doses and can increase the risk
of violent allergic reactions, also known
as anaphylactic shock. Novozymes has

now succeeded in developing a new
vaccination technology which can spare
sufferers of house dust mite allergy from
the unpleasant side-effects of treatment.
Instead of using extracts from dust mites,
Novozymes can instead produce the al-
lergen using a microorganism, making it
easier to give controlled doses.

The allergy project is an example of
the use of low-allergen protein techno-
logy, which is one of Novozymes’ initia-
tives outside its enzymes and microorga-
nisms businesses. The research praject
forms part of our strategy to explore the
long-term potential of cur core technolo-
gies outside the enzyme field. Novozymes
is now on the lookout for partners to
help take the idea further. m

Mowing the lawn can be an unpleasant experience for the many people with hay fever A new
techrnology for vaccination against house dust mite allergy may alse bring relief to hay fever sufferers.

Managers’ bonuses to depend on
environmental performance

Our new bonus scheme is another step towards being a more socially
and environmentally responsible business.

Novozymes is one of the first companies
in Denmark to introduce a bonus scheme
which is dependent on its social and envir-
onmental performance. All directors and
vice presidents stand to receive a cash
bonus if they help to meet 13 specific
environmental and social targets. These
targets include ensuring that there is no
increase in the frequency of occupational
accidents, and reducing the consumption
of water and energy.

“"We believe that environmental and so-
cial performance is very important for our
future as a business,” says CEO Steen Riis-
gaard. “One way of ensuring focus on this
area is to integrate targets into the bonus
system.”

The 13 targets on which the new bo-
nus scheme is based were published in the
2003 Annual Report. &

Not only Novozyrnes’ executive management but also all directors and vice presidents must take

account of enwronmenta/ and social matters to rece;ve their bonus.
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Keeping

The

Durmg the past few years
No ozymes has managed to pull further

ahead of its competitors, thanks primarily to its .
strong position in the most rapidly growing markets. w

competition in check

The state of competition in the
market for industrial enzymes has
been transformed in the last three
yvears as strategic alliances make
their mark.

In 2000 Novozymes had a successful al-
liance with Roche Vitamins on the dis-
tribution of feed enzymes. When Roche
Vitamins was put up for sale by its
owners, this sparked off a major shake-
up of the competition in the feed enzyme
market. Roche Vitamins was acquired
by Dutch company DSM, Novozymes’
second biggest competitor. But the two
parties decided to continue collaborating
on feed enzymes, and a new alliance
was born. This in turn led to Germany’s
BASF, previously DSM’s distributor, enter-
ing the market as a new independent
player by taking over DSM's previous
feed enzyme business. DSM's market
share dropped from 9% to just over 5%,
with BASF taking the remaining 4%.
One player unaffected by this reshuffle
was Genencor, by far the biggest fish in

Novozymes’ closest competitors

Genencor

Genencor is a dxversnfled b|
technology company -and
focuses on two markets: bio-
products and healthcare.
Genencor generated sales
in.excess of USD 380 mil-.

lion in 2003 and employs: i»

about 1,300 people.

Genencor is headquartered in the usA-,

and its roots go back to 1982.° Share
of the market for industrial enzyme
18%. . o

the enzyme market behind Novozymes,
because it has no real foothold in the
feed enzyme market. With 44% of the
enzyme market, Novozymes is the clear
market leader, while Genencor currently
has a market share of 18%. In recent
years Novozymes has managed to pull
further ahead of Genencor, thanks
primarily to our strong position in the
rapidly growing markets for food and
feed enzymes. However, Genencor has
strengthened its position in these areas
by acquiring French food and feed en-
zyme producer Rhodia’s enzyme busi-
ness. DSM, which is now both our al-
liance partner and our competitor, is
the third largest player in the market.
But now the sale of another player in
the enzyme market has been announced,
and the market is again buzzing with
rumours and speculation. Last spring no
less than Genencor was put up for sale
by its owners, Denmark’s Danisce and
the USA's Eastman Chemicals. Whether
this is good or bad news for Genencor
depends on the buyer. Who will buy

- BASE 3 the wiedds
Bigpeet dremiesis
Breum SRE VIEFES
o five busness

swgimEnis; Chear |
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Genencor and when, nobody knows.
Whatever happens, it will be interesting
to follow developments — even though
Novozymes' growth strategy is primarily
about expanding the overall market for
enzymes with new products and applica-
tions rather than winning market share
from its competitors. =

Market shares within
industrial enzymes
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Research and alliances
to expand the market

The need for a detailed patent strategy first became clear back in the
1990s. Today the management of patents and licences is an integral part

of Novozymes’ growth strategy.

When competitors applied for and ob-
tained patents for socme of Novozymes’
core technologies back in 1985-95, the
Novozymes story came close to a pre-
mature end. But we managed to pull the
chestnuts out of the fire, and some 40
employees now work on managing No-
vozymes' patents, licences and alliances.

Novozymes’ growth strategy is based
on expanding the enzyme market with
new applications and exploring the po-
tential of our core technologies in new
areas. 13% of sales turnover is invested
in research, and the results are protected
by more than 4,200 patents and patent
applications. These make it harder for
competitors to encroach on Novozymes'
specialist areas.

On its own, Novozymes can commer-
cialise only a certain proportion of its pa-
tented technologies. Licensing and part-
mership agreements are therefore an im-
portant tool — they help avoid a situation
where valuable rights lie around unused,
and ensure that the market is expanded
through the development of new prod-
ucts. Novozymes has several hundred

icence and partnership agreements in
place with other companies, research
bodies and universities. In most cases
the partners are our customers, and

the partnership is about developing and
marketing new products. m

.Ev)'(a'mpljes‘-df- vpiénrftr;e‘f“ships

; "Novozymes hHas
) par‘tnershlp agreement with, Dutch
) company DSNI' n the dxstr\butlon

A t e da1ry sector Novozymes has
a pérmershlp agreement Wwithy Den- :
fhark's Chr Hansen on expandmg

“the market wrth new produc‘cs the
P first, f whlch IS ‘due in 2005.

- Beyond enzymes and rmcroorgan—

) -|sms Novozymes has recently
entered into an slliance with Aus-’
tralia’s. Medltech whuch isin the
_process of testmg 3 new form of
canger treatment in wh<ch hyaluro--

nic acid Is-aml‘mportan‘c element.;

Novozymes’ 4,200 existing and pending patents plus several hundred licence agreements require
regular review for updates and supplements. Here (from left): Ole Kirk, vice president of Strategic R&D
Affairs, Gertrud Sonne Kofoed, head of Patents, and Svend Petersen, head of License Strategy.

. repladed by ‘enzym

Detergent enzyme saves electricity

A new enzyme can remove difficult stains and maintain colours even in
cold water, benefiting both the environment and consumers’ wallets.

Stainzyme® is a new detergent enzyme
which will allow us to wash at lower

Lower temperatures and shorter cycles are the
future, thanks to a new generation of enzymes.

temperatures and still get rid of stains.
It heralds a brand new generation of en-
zymes, because it can get clothes clean
both in cooler water and on shorter cycles,
so saving energy. If everyone washed at
30°C instead of 40°C, this would cut the
energy consumed by washing machines
by 30%, corresponding to around three
nuclear power stations in the EU alone!
“We've been working on the product
for five years, and we're proud that we’'ve
succeeded in coming up with a brand
new type of enzyme which is so effective
and environmentally friendly,” says EVP
Sales & Marketing Peder Holk Nielsen.
Detergent producers the world over
have already shown an interest in the en-
zyme, and Novozymes expects Stainzyme
to become a key ingredient of many
high-quality detergents. m

Enzymes’ prdvide
the impetus in the
leather industry

Save around 40 hours on soaking

By using enzymes; tanners only need 1o spend
6-710 hours on the soaking process instéad of
A8 hours. Most anirtnal hides are salted and the
tanners leave them to soak to restore their
moisture content and open up ' their structure.

o
o®

. Remove Rhair with Iess chemlvals s

‘Now the pH value needs to b sed from 8-9
1013 50O that the tannerican remda ]
keratinn fayer frorm the hide. Chemicals are always

used in this process, butsome of them can be

>sften and enfarge the lcather:
anning s the next steép in the process, Enzymes
often the hide and remove.any. L Cherm:
als are used for y

' which stabilises the hide so that it does not rot..
JIn the retanning process the tanner adjists the

pH of the leather depending on whether it is to
be used for shoes, 'furm‘ture oriclothing. Enzymes
help to soften and enlarae the leather After

.greasing, dyeing,: dry/ng and ﬁnlshlng_ the leather |

is.ready for sale.

¢ 25 million m?* ofvleather seats -

Every year more rhdn -25.million square merrcs
of teather is sold 16 the cor industry, mainly for
use in car seats that are hdrd—wtnanng and com-
«fortal:le - thanks to ehzymes.




Solld growth desplte
continued negative ex-
change rate movements

Falling exchange rates continue

to be a major challenge. However,
growth is solid compared with the
same period in 2003. Novozymes’
outlook for operating profit for the
year remains unchanged, while the
outlook for free cash flow for the
year is being adjusted upwards.

Sales in the first half were DKK 2,976
million — 5% higher than in the same
period last year. Calculated in local cur-
rencies, sales rose by 9% . Operating
profit rose by 14% to DKK 522 million
from DKK 458 million. The operating
profit margin was 17.5% compared with
16.1% in 2003. Profit before tax rose by
2% to DKK 510 million from DKK 502
million. Net financial costs were DKK 12

‘ B 2008 D
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Net turnover po2976 | | S 5
Operating profit i Js22° | 14 i
Net financials o Y) g i e
Profit before tax i ; 510 { ! 2 E
Net profit i 378 | i 5
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Operating profit margin 17.5% |
Eco- Productwlty Index water ; I‘ 112 f—b
Eco-Productivity Index, energy i ? 108 !
Occupational accidents per million working hours ‘; i 7.2 f
Occupational diseases per million working hours ‘\ i »3;3\ ‘\’
Number of employees ! - '3,‘8,13,'
— Growth in number of employees, acqguisitions i | i A4
— Growth in number of employees, organic ‘\.. 64 | | 61;!

compared with DKK 335 million in 2003.

In the environmenta! area, good results

show good progress. The outlook for
growth in operating profit remains un-

million compared with net financial in-

come of DKK 44 million. Net profit rose

by 5% to DKK 378 million. Earnings pe

Free cash flow was DKK 477 million,

were achieved in the first half of 2004
for water and energy utilisation, which

r have improved by 21% and 16% respect-
share were DKK 5.4, an increase of 6%.

ively. The initiatives outside the enzyme
and microcrganism areas continue to

changed, despite exchange rate move-
ments. Growth in profit after tax is
expected to remain at around 7%.
The outicok for free cash flow before
acquisitions is now DKK 0.9-1 billion.

The history of Novozymes

1223 Founding

August Krogh and Hans Christian Hagedorn start

Nordisk Insulinlaboratorium (later Nordisk Gentofte

1939 Production of enzymes
Thorvald Pedersen decides to expand the business to

produce enzymes.

ALS). Two years later brothers Harald and Thorvald

Pedersen start Novo Terapeutisk Laboratorium (later

Novo /ndustrf A/S),

",

T
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19260 First pilot plant
We build our first pilot plant in the factory at

Fuglebakken in Copenhagen.

1969 New enzyme factory
We open the world’s largest enzyme
factory in Kalundborg, Denmark, on
November 7.

1970 Jogging club
We form Denmark’s first company

jogging club.

SO ¥ SO

1961 Hallas-Mwoller becomes
President and CEC

Thorvald Pedersen dies on Septernber 20. Dr Knud

Hallas-Maelier takes over as President and CEQ.

[PPSR

1242 The first staff outing
The tradition of an annual staff outing begins
during the war. Unfortunately, the tradition has to

stop because there are too many emplioyees,

1965 Extra holidays
We celebrate our 40th anniversary and all employees get
three extra days’ holiday frorm now on.

2,100 to 1,700.

1971 Troubled times

We have to reduce our staff from

1974 Novo Industri A/S

on the stock exchange
Novo Industri’s 8 shares are quoted on
the Copenhagen Stock Exchange. For
the first time employees are given the

oppOrtunity to buy shares.




Significant growth
in fuel ethano! and textiles

Sales of technical enzymes were 2%
above the level in the first half of 2003.
Sales of detergent enzymes were 1%
higher than in the equivalent period last
year, and even higher caiculated in local
currencies. Sales of other technical en-
zymes rose by 4% despite very negative
exchange rates. Sales of enzymes for the
production of fuel ethano! and for the
textile industry have grown nicely.

Enzymes for baking and brewing
affected by slimming diets
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Sales of food enzymes were 1% higher
than last year. Measured in local currency
terms, the sales growth was considerably
higher. Sales to the baking industry con-
tinue to be negatively affected and sales
to the brewing industry positively affect-
ed by low-carbohydrate stimming diets in
the USA. In the second quarter, sales of
baking enzymes stabilised, while sales to
the wine and juice industry started earlier
this year than last year.

Stock-building helps to increase
feed enzyme sales in second quarter

Feed enzymes - (DKK ) -

Sales of feed enzymes increased by
17%. Calculated in local currencies,
sales growth is significantly higher as
an increasing proportion of sales is in
USD and USD-related currencies.

IN the second quarter of 2004, sales
of feed enzymes rose by a full 34%,

though this was partly due to stock-
building by distributors.

Sales growth in microorganisms
affected by acquisitions and fall in
the dolliar

Mu:roorgan isms (D K m)

/:024 ——_- 164,

Sales of microorganisms rose by 26%.
Growth has been positively affected by
the full-year effect of the purchase of the
activities of Roots last year, but negatively
affected by movements in the dollar
exchange rate. Organic growth is above
10%. The plant care business area within
microorganisms is seasonal, with most
sales in the first half of the year. =

[ 1978-1988

1279 Factory in the USA

We open an enzyme factory in

Franklinton, North Carolina, (USA.

1992 Novo Nordisk Biotech
Novo Nordisk Brotech (later Novozymes in

Davis) is opened in Davis, California, with

Glenn Nedwin at the helm.

1981 Mads @vlisen takes
the helm
DOr Knud Hallas-Moller retires and Mads

“@vlisen takes ovér as President and

1989 Factory in Brazil

1t's love at first sight when Victor
Barbosa, former film director and
pilor, sees the piece of land where
he’s to build the factory from his
aeroplane. Eighteen months later the

first enzyme is produced and sold.

1289 A big company

Novo Industri A/S and Nordisk

Gentofte A/S merge to become Novo
Nordisk A/S,

1994 First environmental
report

In 1994 we are one of the first com-

panies in the world to pubfish an

environmental report. A social report

follows in 1999.

1998 Factory in China

A brand new enzyme facrory is finished
in Tianjin. When the time comes to hire
employees, thousands of applicants
turn up. Unfortunately, only 40 can be
taken on and many have to go home

disappointed.

e

1999 3,000 employees

For the first time, more than 3,000

employees are working with enzymes.

20017 Microorganisms

2000 Enzyme sales top
DKK 5 billion
In 2000 enzyrme sales top DKK 5 billion

for the first time.

2001 Environment-friendly petrol

2000 Novozymes

Novae Nordisk splits into three
independent companies: Nove A/S,
Novo Nordisk A/S and Novozyrnes A/S.
Steen Rilsgaard becomes President
and CEQ of Novozymes.

1298 NovoGro®
The new factory in China means
that Danish, Armerican, Braziltian snd

Chinese farmers are all recefving free

2000 Enzymes online
Novozymes' new e-commaerce website
allows customers to buy enzymes

online for the first time.

S T ey

2003 Successful alliance

Novozymes acquires Sybron Biochemicals in the USA,
s0 laying the foundations for Novozymes’' microorgan-

isms business in Safem,

Novozymes in Davis signs a contract with the US
government to produce enzymes that can convert bio-

mass into environment-friendly fuel.

DSM and Novozymes agree to continue and expand
the strategic alliance in feed enzymes after the US
authorities approve DSM's takeover of Roche Vitamins
& Fine Chemicals. The partnership has been the
driving force behind the expansion of the rmarkers

for feed enzymes in Europe, Asia, North America and

Latin America.




Head of IR Michael Steen- Kﬁudsen was completely /nundated thh phone calls and e-mails when Novozymes was l/sted on the Copenhagen Stock Exchange
in November 2000. But all the effort paid off: the offer was 15 times oversubscribed.

When Novozymes came to market

90 investor meetings in 20 cities, 400 phone calls, 1,000 e-mails, countless internal meetings — these were the
harsh realities of our stock market launch in November 2000. Today Novozymes is one of the best-performing

stocks on the exchange.

Four years ago Novozymes as an inde-
pendent company and an independent
stock was still in the making. Novo Nor-
disk's enzyme business was busy pre-
paring to cut the cord and courting in-
vestors,

“Launching the new company on the
market was by no means easy,” recalls
Michael Steen-Knudsen, head of Investor
Relations (IR) and the driving force be-
hind the listing in 2000.

Defied categorisation

“One of the biggest jobs, quite literally,
was the prospectus, which comprised
several hundred pages and was difficult

to piece together,” he continues. “An-
other major challenge was to paint a
clear picture of Novozymes as an enzyme
business. Investors like to pigeonhole com-
panies and compare them with similar
businesses, but Novozymes didn’t really
fit into any of their categories. Novo-
zymes could equally well be classified
under chemicals, biotechnology or food
ingredients, so it was important to iden-
tify some key characteristics to which
investors could relate.”

mevmw .mfv":cj o*n ane
‘ Cw@ Eenciy @’3 _ﬁ\fr?”} : R

i
=

But all the effort paid off: the offer
was 15 times oversubscribed, Novozymes
is now one of the best-performing stocks
on the Copenhagen Stock Exchange, and
a large number of our shareholders are
based outside Denmark.

Meetings with investors

from around the world

This high proportion of non-Danish in-
vestors makes Novozymes very different
1o its peers in Europe. According to the
iR team, our highly international investor
lbbase is due to meetings, meetings and
more meetings. Each quarter the team
travels arcund on roadshows to London,
Edinburgh, Paris, Frankfurt, Stockho!m,
Helsinki, Bosteon, New York, Toronto,
Montreal, San Francisco and Chicago

— and since last year their travels have
also taken in Australia, Singapore and
Tokyo.

Investor contact in the USA

“With our new location in the USA we
have got cleser to the world’s largest
capital market, and this has already
opened doors to investors that we had

never heard of before,” says Thomas
Kudsk Larsen, who after just a few
months in the USA has been able to
double the number of investor meetings.
Thomas joined the Investor Relations team
in Denmark in 2001, but relccated to
the USA in March to increase awareness
of Novozymes among investors and
financial analysts and to coordinate
efforts with the media and bioctech
organisations.

A good knowledge of the investors
and their cultural differences is essential,
and some things have to be presented
differently, explain the two travellers in
the IR team, who spend 60-70 days a
year in transit meeting investors all over
the world. The strategy is the same as it
has been since the introduction to the
stock exchange — to try to hold as many
meetings with investors as possible. m

Thomas Kudsk Larsen from the IR team has
refocated to the USA to increase awareness of
Novozymes among American investors.
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net proﬂts of DrKFe1 millicn compared

1o DKK270 fillion for. the same perigd: in |

200 Thws represents an increase of . 34%,

and for the whble: year NQvozymes expects. :

growth of 13% compared o last ye'r,

Sales of enzymes ko3 the detergent -

- dustry’are oncg again on: the rise (calel-
lated:in local currencnes), whxle develop~
mentd in” feed enzyrmes -are  particularly

promising. ‘Here, sales rose by 19%, énd .
an important strategm alhance for Novo- '~

zymes in this sector looks. set o, com'mue :
The Dutch company DSM is in the process

‘of taking over Roche Vitaminsg: Assuming |

that DSM obtains approval of the agree-"
ment from the US Federal Trade Commis-
sion, the present alllance will continue,
but between Novbzymes and DSM.

' .General sales rose by 5% to DKK 2,840

mlihon from DKK'2,715 million in the first
half of 2002. Calculated. in_ local curren-,‘

cies, the Sales increase was 16%, which

means that exchange  rate moverments
had, a negatwe effect of no. less thamn

11%.. =

of industrial microorganisms.

The acquisition of US company Roots he-
ralds a sharper focus on the market for
products for golf courses, sports facilities,
nurseries and landscape gardeners.

Roots is the fifth acquisition in indus-
trial microorganisms in two years. {ts main
markets are the golf and sports turf indus-
try and nurseries. Combined with Novo-
zymes' volumes and technological know-
how in microorganisms, the plan is to sup-
ply care products and biologically produced
fertiliser for greens on the world's golf
courses. The market is substantial in both

'2003

Eurcpe and the USA. EVPISales & Mar-
keting Peder Holk Nieisen ‘believes that
there is a global trend towards reduced
spraying with chemical pesticides and fer-
tilisers. This is opening up the market for
the company's biological products.

“Roots will give us new opportunities
to achieve critical in plant care,”
he says. "The acquisition will give us a
broader product range and
strengthen owur distribution
USA and Europe.” =&

mass

significantly
in both the

EVP Sales & Marketing Peder Holk Nielsen has high hopes for the acquisition of Roots, which produces
and sells bioclogical care and fertiliser products, mainly for golf courses.

Novozymes pays you

In 2002 Novozymes generated free cash
flow before acquisitions of DKK 847 mil-
lion in 2002 and is expected to generate
DKK 800-900 million in 2003.

So what happens to all this money?

Put simply, there are two options: keep
the money in the business or pay it back
to shareholders.

Keep the money in the business

In February 2003 Novozymes told share-
holders that it does not expect to make
any major investments in expanding its

production plants in 2003-05 because it

AcCquisitions.

back

believes there is still potential to optimise
its existing facilities. So money is not needed
for new factories.
Another option is to repay debt, but
Novozymes has relatively limited borrowings
so there is not mMmuch scope here either. The
final option is to buy up other companies,
and Novozymes has already made six ac-
quisitions in 2001-03. Acquisitions are a priority
for the management but will be made only
if they can add value for the shareholders,

Pay it back to shareholders
Since Novozymes was listed on the stock

Share buy-backs.

market, it has increased its dividend twice,
paid three dividends and announced four
share buy-backs. Almost DKK 1.3 billion
has been paid back to shareholders who
have chosen to put their faith in Novo-
zymes.

Thus acquisitions enjoy high priority
but, if there are no major targets on the
horizon, head back to
sharehoiders in the form of dividends and/
or buy-backs, which help to increase the
value of the stock. m

the money will

Dividends to shareholders.,

novozymes % ®
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debate

At Novozymes we are keen to promote de—’r
bate abouit ger\etlcally modifted c>rgan|sms'

{(GMOS) and ‘food. Novozymes has a- long
tradition. of openness .and - d»alogue

and food,

We have HowW bunt up 20. years expen-‘ :

ence -of workmg wrrh gene technology

Since Denmark’ mtroduced the world's. very:!
in 1986 we'
enzymes usmg

. first gene technology leglslatlo
have produced.” mdustna!
vgenetncally modnf!ed mncrcorgamsms

We grow these GMOS inlarge tanks and "
‘then harvest the enzymes they produce It is-
. the'enzymes that we are aftér — in this con—"
text the- GMOs are s»mply tools~ But they are, :_
very important tools, because they are efﬁ
cient and they make it poss:ble 6. produce
) enzymes spec:allylta:lored to the processes in :

which they are 1S be used - for example m
" the food industey. ’

- For us there is' "o doubt that enzymes
produced with’ the help of GMOs have, both

envirbnmérital arid technologlca[ Benéfits.

They make it.possible t& produce more whde .

rnaking less of an lmpac‘t on]the environ- l

ment.
. we know from odr; customers

" surveys over’many years.

Novozymes and Sther raw matenai sup- .
pliers need to keep pluggmg away, and we
mary more an board from |

nead ‘to have
every part &F the productxoh cham ~ first and

faremost the food producers but ideally afso .

from the retail trade.
We reed to tell people how the use of

GMOs reduces the consumptxon of both raw,
materials’ and eriergy and minimises the use
of chemical additives. it g unhkely that this.

will mean (ower—quahty food for the con-

sumer ~and |t may help to make dally shop- ;

LN
experierice tells us that'we should continue,
to. pursue this lirie when it comes to GMOs‘

nat somef ’
feel under varymg degrees of pressure NOT 1o |
use en7ymes from GMOS They fear cor-
sumers’ dxsapproval e as reflected iry oplmon '

‘Facing a tough issue

Novozymes is currently helping to find out
why five wells near the site in Franklinton,
North Carolina, have a high nitrate content.

Wastewater from the site may be be-
hind these high nitrate levels, but the slow
movement of groundwater in the region
means that there are several other possible
sources of nitrogen in the area. Over the
summer Novozymes has worked with the
environmental authorities to identify sour-
ces of pollution and figure out the best
course of action for the future.

"In line with our philosophy of the Triple
Bottom Line — which brings together en-
vironmental, social and financial respon-
sibility — Novozymes takes its responsibility

to its neighbours and the local community
very seriously,” says Lee Yarbrough, pre-
sident of Novozymes North Armerica.

What is Novozymes doing to help?
Novozymes got in touch with those neigh-
bours whose well water was to be tested
for a high nitrate content. In the spirit of
neighbouriiness Novozymes offered them
bottled water while the tests were under
way and is still supplying water to those
whose wells did contain elevated nitrate
levels. Novozymes is in constant contact
with the authorities and local inhabitants
to ensure an open and direct approach to
tackling the problem. m

Novozymes aims hi

Novozymes is in the midst of a
major efficiency drive which will
affect half of the group's 3,700
employees and save the company
expansion costs of DKK 1 billion.

Improved technology and knowhow mean
that Novozymes' researchers can get mi-
croorganisms to produce larger gquantities
of enzymes than ever before. The produc-
tion of enzymes will also be more focused
than before in the sense that enzyme prod-
ucts can be tailored to customer needs at
the very end of the process ('late custom-
isation’). One goal for the future is not
only to reduce lead times but also to
minimise the number of enzymes held in
stock.
This

increased efficiency

is enabling

gh

Novozymes to keep the promise it made
1o the stock market back in 2000: to keep
capital expenditure no higher than depre-
ciation charges. This promise rnow stands
through to 2005.

"We'll have to work hard to keep this
promise, " says CFO Per Falholt, consider-
ing the challenges ahead. "We would like
to see a more efficient approval process
for our food and feed products, especially
in Europe, and switching researchers
between projects is another challenge.”

Novozymes' promise to the stock mar-
ket means that free cash flow this year
will be in the region of DKK 800-900 mil-
lion, so the money will be there for maore
acquisitions, share buy-backs and/or divi-
dends. =

Novozymes improves its microorganisms so that they produce more enzymes. The improved micro-
organisms (bottom) produce more enzymes than traditional microorganisms (top).

Enzymes for pet food

Novozymes teamed up with Roche Vita-
mins to market enzymes for animal feed
back in 2001, and at the beginning of 2003
the alliance was extended to include pet
food.

Roche has a global strategy for growing
sales to the pet food industry, and the
alliance with Roche gives Novozymes a well
known and expert partner in a relatively
new business area.

“Our enzymes for pet food are now sold
exclusively through Roche, and | believe
that Roche's sales channels and broad prod-
uct range give us the best possible cover-

age," says Maria Yolanda Andersen, who

heads Novozymes' team in the area.
Enzymes for pet food are currently used

primarily to enhance their flavour. m
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Enzymes bring growth

Business was down for South African fruit juice producer Associated Fruit Processors

- but then it started using enzymes.

South African fruit juice producer Asso-
ciated Fruit Processors (AFP) has Novo-
zymes' enzymes 1o thank for staying in
business. In 1997 the company switched
to using enzymes to extract apple juice
and the following year production grew
by 20%.

AFP's director Johan de Kock says that

the introduction of modern technology
saved the company:

"1f we had not changed over to more
advanced technology a few years ago, we
would not have been able to survive in
today's economic climate. New enzyme
technology gave us the edge.”

AFP is mow working with Novozymes

Switzerland on optimising the processing
of fruit into juice. "Enzymes always have
been a major cost item for us, but they
have proven to be cost-efficient even in times
when imports to South Africa were expen-
sive due to a weak local currency," adds

Johan de Kock, who is looking forward to
trying new products from Novozymes. m

Enzymes are saving South African fruit juice producer Associated Fruit Processors money, says Johan de Kock (centre).

Time ‘
for actlon

ThHere s a need for poimcal support both
financial and rmoral, for b|otechnoiogy
This is the i‘ﬂessage from Novozymes'
CEQ Steen Rnsgaard who s, dlso vice- |
chairman of EuropaBno the Européan Asso-
ciation for Bioindustries! in April he- atter\d-

“ed the BioVision, conference in lybn. where '

the appeat from biotech- mdustry Ieaders
to Eurcpe's peliticians was formulated

BioVision adopted a number of recom-' ;

mendations for’ the European Commts—
snon These tr\clude benchmarkmg Euro-»
pean countries against other OECD coun-
tries in the development of a bio-based’

econamy and establishing & vision and’’

roddmap’ for “white bicte¢hnology™ in v
Europe. A feal effort needs to.-be madetg

promote publie awarene‘ss of )a‘nd Support”

" for biotechnology. . )
rBveryornie has a'right fot to do some-

thing and to say n&, but if we say rio to.
white bictechnology we are also saying |
yes to, contirued 'po{ldfqion and. continued:,

heavy consumption ' of .petrcche‘micals‘["v :
says Steen Riisgaard.

l\/lodern b|otechnolbgy is dl\nded mto
three different areas: red, green and white.
Red biotechnology is. that uéed i the
pharmaceautical  field. Green is primarily

about plants, such as GM sugar beet, corn |

rand rape., White blotechnology is about
blologlcal processes and products,‘ -

Novozymes has been evaluating its suppliers’
social performance since the beginning of
2003. Purchasers worldwide are liaising
closely with suppliers and asking them to
answer a series of gquestions on social is-
sues.

"We're not out to save the world, but
we would like to know where our suppliers
stand when it comes 1o social responsi-
bility, " says Rikke Jarvad Netterstram from
Novozymes'
Center.

Each year Novozymes spends more
tharn DKK SO0 million on raw materials
for enzyme production. [t is therefore im-
portant for suppliers worldwide to under-
stand Novozymes' social values.

Sustainability Develocpment

Dialogue with suppliers

Novozymes arms purchasers with social questionnaire.

To kick-start this dialogue Rikke Jarvad
Netterstram has armed all of Novozymes'
purchasers with a special questionnaire:
"We're sending the guestionnaire to a num-
ber of cur most important suppliers, ask-
ing them to complete it and then following
up by contacting them again afterwards. "

"We're looking to engage in a dialogue
with our suppliers, " says Rikke Jarvad Net-
terstrem. "We aim to take account of the
varying conditions and legislation in each
country.”

35% of Novozymes' raw material costs
were covered by the scheme after six
months, and Novozymes aims to have 80%
covered during the course of 2004. m

Novozymes' global purchasers (from left): Henrik Petersen, ida Pace, Rikke Jarvad Netterstram
(Social Responsibility team), Rong Li and Aristedes Tadeu Gianello.
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The middle kingd

Mighty is the Chinese market, especially the area stretching more than 4,000 km
along the coastline from Hong Kong in the south to Shenyang in the northeast.

This area is the economic engine behind
the world's most populous nation. China
is divided into 32 administrative areas, of
which 22 are actual provinces. It is the big
cities on the east coast that are behind the
country's annual GDP growth of 7-8%,
while the plains and mountains of central
and western China still
spread poverty and stagnation.

The average Chinese earned USD 890
in 2001 but on the east coast things are
better. Regions like Shanghai (USD 3,230),
Beijing (USD 2,140), Tianjin (USD 1,950)
and Guangdong (USD 1,340)
above the national average. The oppor-

feature wide-

lie well

tunities for making money in these areas
mean that the cities play host to as many
as 50 million migrant workers hoping to
earn money for their families back in the
countryside.

Thanks to the Communist-controlled
transition to a kind of market economy,
there is everything to suggest that growth
rates will hold up in the years ahead. For-
eign investment in China has increased five-
fold in the last decade, and most recently
the SARS scare helped the Chinese auth-
corities to recognise that openness and in-
creased international cooperation are the
way forward for sustained economic de-
velopment.

Industries like clothing and textiles are
being transferred from state ownership to
private entrepreneurs, making the market
very lucrative for foreign players.

30 years in China

Novozymes has been in China since 1972
and its business there has grown steadily
over the years. 1997 was another land-
mark year, heralding the opening of the
plant in Tianjin, 150 km southeast of Beijing,
where Novozymes has its Chinese head-
quarters.

In recent years production has been
stepped up to match the rates of growth
typical of China's eastern regions — growth
that will in all probability continue in the
years ahead.

"The Chinese market has overtaken
Japan to become our second-biggest mar-

1 Facts about Chlna :

Number of lnhabltants- . L

1: 3 bu!llon,;of wham one third in the

jes’ anditwo “thirds in rural areas R
Currency Rénmmbu (RMB) IR

CInternet users: oo g e
33,7 'miflion (1997 400 OOO) o S
Key export goods. ' ’
Textiles, dothmg shoes toys,
machmery and: equlpment Weapon
systems mmerals and chemlcals
Foreu_:;n direct’ mvestment. .

' 2002: USD 50 billion . ‘
18924, USD 71! illion

s N !

‘SourtestWorld 8an IMF ane Ch/nese trade mln/st/y

ket after the USA," says EVP Sales & Mar-
keting Peder Holk Nielsen.

He estimates that Novozymes com-
mands 60% of the Chinese market for in-
dustrial enzymes - a market that is com-
plex and demands good local insight.

“We operate two brands in China: a
low-price brand called Zuhong, which
does well in many areas, and a Novozymes
brand that élgnals foreign quality," Peder
Holk Nielsen explains.

This dual brand strategy is unusual but
just one of many examples of how both
resources and in-depth local knowledge
are needed to make money and get es-
tablished in China. Competition, especi-
ally from local companies, is fierce.

s

Looking for partners

It is important to build up and
maintain a personal relationship

with customers, and in recent years 3

partnership with local company Hongda
in the city of Suzhou.

From the outset Novozymes has con-
centrated both on having a good and
open relationship with the local author-
ities and on having a well trained and de-
dicated workforce in the major cities in
which the company is représented.

“Denmark and Danish companies gen-
erally have a good reputation in China,
and at Novozymes we're working hard to
maintain good relations with represent-
atives of the city councils in Tianjin and
Beijing, " says Peder Holk Nielsen.

Fruitful area

On the research side there are many chal-
lenges when developing applications for
enzymes.

China's southernmost provinces are
home to 25% of the entire planet's biodi-
versity — an amazingly fruitful area and a
potential source of great knowledge and
research.

Another challenge is to find applications
for Novozymes' enzyme products in the
preparation of fabrics:

"The Chinese like to wear fabrics that
are a mixture of linen and cotton, and this
requires a different type of preparation
to something like denim, " says Peder Holk
Nielsen. "This is something we're working
on." m
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Focus: Thina

Information on diseases can be found on WHOQO's
website.

Throughout the spring Novozymes worked
tirelessly to prevent infection and panic
among employees and customers of Novo-
zymes China. The management of Novo-
zymes China presented a united front and
offered employees separate transport and
a chance to stay home from work if wor-
ried about their own or a family member's
state of health.

Novozymes also donated money to the
Red Cross to help quarantined hospitals
and did everything to help the local com-
munity, reveals Weiming Jiang, president
of Novozymes China.

He hopes that the lesson of the epide-
mic and the way in which it was tackled
can be used to brighten China's future:
“Maybe SARS will lead to better commu-
nication between citizens and authorities. "
He could very well be right.

At the end of June the Chinese health
minister told other Asian health ministers

Life after SARS

The WHO has lifted its warnings about travel to and from China and no further cases of the
mystical flu-like disease have been confirmed since mid-June.

that cross-border cooperation and com-
munication need to be stepped up. There
was also an unusual comment in the
Pecple's Daily saying that the Chinese
media should have more scope to scru-
tinise the government and civil servants’
actions and inactions.

Warning came late
The Chinese authorities confirmed the
first case of SARS on November 16, 2002
in Guangdong Province but it was not un-
til three months later that the WHO could
place the disease on its official warning
list of infectious and life-threatening epi-
demics.

SARS has led to a drastic drop in sales

in the airline and tourist industries, and
even if there are no further cases of SARS
over the next few months, it may be a
long time before the situation normalises
in Southeast Asia and China in particular.
Fortunately SARS has had little impact
on Novozymes. No employees were directly
physically affected and sales did not suffer
much during the months of uncertainty.
"We've seen a decrease in sales of brew-
ing enzymes because the Chinese went

out less than normaeal during the SARS
period,” says Michael Steen-Knudsen,
head of investor Relations. "We expect

sales of these enzymes to return to pre-
vious levels. Otherwise the epidemic has
not had any major impact.” =

Weiming Jiang, president of Novozymes China, is hoping for better communication between citizens
and authorities arter the SARS scare.

Cut of 68 companies with 18,714 em-
ployees, Novozymes has been named the
fifth best employer in China in 2003, just
ahead of Novo Nordisk in sixth place.

The study was carried out by Hewitt
Associates and Harvard Business Review
China, which unveiled their list of the best
employers in Asia in May.

More than 500 people now work for

Novozymes in China, and sales are growing.

“We have a very talented management
team and many young and dedicated em-
ployees who not only do their jobs well
but also continue their education after
hours, especially in English and business
studies,” says Peder Holk Nielsen, EVP
Sales & Marketing and chairman of Novo-
zymes China.

Novozymes named among China‘'s best

Another prize followed in June when
Tianjin Environmental Protection Bureau
made Novozymes China number one of a
total of ten winners of its prestigious new
environmental prize, which recognises the
businesses in the province with the best
environmental performance. m

Novozymes' employees are playing a key role in
making Novozymes oneg of China’s top companies,




Strong underlying growth continues
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Operating profit margin

<o 2002
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1 euro = DKK 7.43

Sales rose by 5% to DKK 2,840 million
from DKK 2,715 million in the first half of
2002. Calculated in local currencies, sales
rose by 16%,; the exchange rate move-
ments have thus had a negative impact of
no less that 11%. Adjusted for acquisi-
tions and minor one-off items, the sales
growth calculated in local currencies was
13-14%.

Operating profit increased by 7% to

compared to 15.8% in 2002. Profit before
tax rose by 33% to DKK 502 million from
DKK 377 million in 2002 and net profit
rose by 34% from DKK 270 million to
DKK 361 million. Earnings per share were
thus 5.02, an increase of 37%. Free cash
flow, including acquisitions, was DKK 335
million compared to DKK 201 million in
2002. Excluding acguisitions, the figure
was DKK 457 million compared to DKK

Outlook for 2003

Net profit is expected to increase by 13%
(compared to the previous outlook of
10%) due to favourable developments in
net financials, while the growth in operat-
ing profit is still expected to be 3-5%. The
outlook for free cash flow before acquisi-
tions has been adjusted upwards to DKK
800-200 million compared to DKK 750-
850 million previously. =

DKK 458 million from DKK 429 million
and the operating profit margin was 16.1%

304 million in 2002.

around the world

In the bag

Young architects Susanne Skov and Marie Juul
Christoffersen ran off with the first prize of DKK
77.777 in Novozymes' big bag competition, a
big bag being the white sack in which Novo-
zymes transports its enzymes. The winning entry
— six smart hats that can be used for role plays
in the workplace — was one of no fewer than
176 ideas for alternative uses for a big bag. There
was no shortage of original ideas, such as the
wedding dress that won second prize. =

Novozymes

Top marks for

budding researcher

When Thomas Rasmussen was doing
his final-year school biology disser-
tation on problems with diacetyl in
beer, he searched for information
about the substance cn the Internet.
And hey presto — Novozymes pop-
ped up with its enzyme Maturex® L.
Thomas Rasmussen's experiments
gained him the highest possible
mark of 13 for his dissertation and
a second place in the Danish Young
Researchers 2003 competition. m

Fungi in the Thai rainforest
Novozymes has sponsored a trip to Thai-
land by PhD student Stig Renhede to study
fungi in the rainforest. The fungi in ques-
tion live inside small insects and are found
throughout Thailand's extensive rainfor-
est, in which new species are discovered
every year. What interests Novozymes is
partly the substances that the fungi secrete
after the insect is dead and partly the en-
zyrmes that enable the fungus' sprouting
spores to get inside the insect. Maybe
finds like this can be used to produce

the environmentally friendly products of
tomorrow. m




Progress in detergents
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Sales of technical enzymes rose by 3%.
Sales of detergent enzymes were 2%
lower than in the same period last year,
but calculated in local currencies, this re-
presented a nice growth. Sales developed
slightly more positively than expected, but
were markedly affected by the lower ex-
change rates. Sales of other technical
enzymes rose by 12% in spite of the neg-
ative effect of the exchange rates. Sales of
enzymes for the production of fuel et-
hanol and for the textile industry continue
to show high growth rates. =

Weak dollar impact

Sales of food enzymes were 3% lower

than last year, significantly reduced by
lower exchange rates, especially the US
doltar. Sales to the baking industry grew
nicely, while sales to i.a. the brewing in-
dustry were negatively affected by lower
production (especially in China) and de-
layed sales due to the late wine harvest. m

Important alliance

» Feed enzyrmes (DKK miillion) )
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Sales of feed enzymes grew by 19%.
The total market for phytase products is
continuing to expand, boosted by Novo-

zymes’' alliance with Roche Vitamins. On
July 23, DSM's acqguisition of Roche Vita-
mins was approved by the European Com-
petition Authority and the strategic alliance
between Novozymes and Roche will con-
tinue with DSM as a new partner, assum-
ing that DSM obtains the final approval
from the US Federal Trade Commission. m

Growth and acquisitions

" Microorganisms (DKK million)
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Sales of microorganisms by Novozymes
Biclogicals rose by 46%. The majority of this
growth can be attributed to the whole-
year effect of company acquisitions in 2002
and the acquisition of $Semco Bioscience
with effect on February 1, 2003, On June 20,
2003, Novozymes acquired most of the ac-
tivities in the company Roots, headguartered
in Kansas, USA. This acguisition makes it pos-
sible to achieve critical mass in plant care. =

Children on the move
In May Novozymes spon-
sored class 6A from Bags-
vaerd Kostskole boarding
schoo!l as they cycled,
skipped and jumped to
raise money for children
in Eritrea. The children
collected DKK 16,800. m

All eyes on Asia
Novozymes has been
supporting the Images
of Asia cultural festival
in Copenhagen. Accord-
ing to VP Stakeholder
Communications Anne-
Marie Skov, the festival
aims to "get us to look
at relationships and
provide inspiration for
how we tackle com-
mon challenges”. m

Brazilian farmers learn about Novozymes

Last year 236 Brazilian farmers got answers to all their questions about Novozymes

and biomass when Novozymes Latin America invited them to spend two days learning
about the biomass they get for their fields. The seminar also served as a forum where

the farmers could exchange views and discuss their concerns about everything from
the environment to social development in general. m

T AL

On show in the USA

This year for the very first time Novozymes had a booth at
BIO, the world’s largest biotechnology convention, held in
Washington in June. Novozymes also donated USD 10,000
to the WWHF as part of the drive to make a name for itself
in the US biotech market. m

Novozymes helps save bird

Local farmers in the southern part of
Yunnan Province in China have been
working to save the beautiful Derbyan
parakeet, which is held sacred by the
locals but is close to extinction due to
illegal trapping and trading.

The WWHF has joined in the work,
thanks in part to funding from Novo-
zymes, helping the locals to put up
nest boxes. m
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IR prepare for ancther of their roadshows, which take them right around the world. From left: Steen Riisgaard, Thamas Kudsk Larsen and NMichael Steen-Knudsen.

What does Investor Relations do?

IR staff are often on the move and need to know every aspect of Novozymes' business.

As the name suggests, Investor Relations
(IR) deals with contact with investors,
both current and prospective. IR also
handies day-to-day contact with the 18
equity analysts who closely monitor Novo-
zymes. The IR department is responsible
for compliance with the Copenhagen
Stock Exchange's regulations and for
compliance with internal communication
policies. All presentation materials fol-
lowing financial reports — whether for
teleconferences or investor meetings — are
produced by IR, which aiso attends all
such meetings. IR plans capital market
days, arranges and hosts meetings with
private investors, prepares presentation
materials and takes part in industry semi-

nars. IR holds a steady stream of meetings
with investors. Each year our Executive
Management and IR hold 250-300 meet-
ings around the world. Each quarter 15-
20 different cities in Europe and North
America are visited to inform investors
about our results.

Feedback to Executive Management
All this is to ensure that interest in the No-
vozymes stock is sustained and will be
well known to those who are familiar with
the stock market. Perhaps less well known
is that IR is also responsible for drafting all
fimancial press releases in conjunction
with Executive Management. IR then pre-
sents these drafts at board meetings

where the final approval is given. Giving
Executive Management feedback from in-
vestor meetings is also an important task
so that it is always up-to-date on how
the stock market is thinking and what it
makes of Novozymes.

Other duties include responsibility for
the shareholder magazine in your hands,
participating in working parties for the
annual report and annual meeting of share-
holders, maintaining the IR website on the
Internet (www.novozymes.com).

Finally, IR's work is mnot just a matter of
direct contact with players in the stock
market — there is also a lot of homework
that needs to be done. =

Investors

want openness .
Better communication, _tra.nsparency. per-
sonal meetings and presentations of strat-

)

egic plans are future focus areas for in-
vestors, This is what IR experts told Danish
financial newspaper Bearsen when it named
the best IR departments in Denmark.

" Analysts rate head of Novozymes® IR .
Michael Steen-Knudsen highly,. and he
came in third inthe ca egory “Best pjersonm

at investor relations”. =
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Novozymes has many owners

Novozymes currently has around 55,000
shareholders, of whom 35,000 are regis-
tered by name. The exact number of share-
holders is not known but, since we know
the number of Danish accounts to which
we pay dividends, this figure is a good
guess.

Of these 55,000 shareholders, around
300 are institutional investors and the rest
are private investors. By far the majority
live in Denmark.

Our principal shareholders — in other
words those that hold more than 5% of
our B shares — are shown in the diagram.

Various Danish and foreign institutio-
nal investors hold between 1% and 4.9%
of our 8 shares, and there is also one pri-
vate shareholder who just creeps into this
category. All in all, institutional investors

pe—
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Other institutiol nvestors,

etc.: approx. 51%

Shareholders by size of holding

are estimated to hold 86% of our B shares
and private investors the remaining 14%.

Geographically, around half of our
shares are held in Denmark and the rest
abroad. US and UK investors in particular
have large holdings in Novozymes but the
company also has a number of major in-
stitutional investors in Asia. m
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12 steps closer to bio-based fuels

Novozymes has reduced the cost of
turning plant waste into biofuels

- not just ten-fold as promised but
twelve-fold.

The number of cars on the roads has al-
most exploded worldwide. However, new
advances mean that good news may still
be on the way for the envircnment.

Novozymes has succeeded in désigning
enzyme blends that turn plant waste into
sugars for fuel ethano! production more
efficiently by improving both enzymes and
production method. With funding from
the US Department of Energy, Novozymes
was aiming to reduce enzyrme costs in this
process by a factor of ten by the begin-
ning of 2004 but actually managed to do
s0 by a factor of 12.

Many cars in the USA already run on
a gasoline blend where the non-biocde-
gradable additive MTBE has been replaced
with ethancl, derived primarily from corn.
Several US states have banned MTBE,
which, like ethanol, boosts the gasoline’s
octane count.
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Novozymes’ customers aim to replace the MTBE in gasoline with ethanol based on corn stover, etc.

In the long term plant waste may be able to replace crude oil as a fuel.

There is still 2 long way to go before it
becomes profitable to use plant waste in
this way, but the potential .is colossal. In
addition to agricultural waste such as corn
stover and rice straw, biomass from the
forest industry such as branches, sawdust

and paper may one day be able to replace
crude oil in the production of not only
fuels but also other useful products such
as plastics, polymers and organic acids.

See how biofuels are produced on
page 5. m

Strong share price performance

The Novozymes share had a
good year in 2003.

The share price climbed 46% from DKK
148 at the beginning of January to DKK
215.50 at the end of December. The rea-
sons for this healthy growth are partly a
generally positive Danish stock market
(the KFX blue-chip index gained 22%) but

Novozymes A/S’ B share in 2003

mainly Novozymes’ strong results in 2003,
attained despite deteriorating exchange
rates. Many investors also gained a better
insight into Novozymes’ business during
the year, helping to boost the share price.

At the end of 2003 Novozymes itself
held a total of 5.8 million B shares, cor-
responding to 7.9% of its total share
capital. =
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Share data 2003

- 13th most traded share in
Copenhagen

* 36.4 million shares traded,
against 29.3 million in 2002

* Share turnover DKK 6.3 billion
* Year-end market capitalisation
DKK 16.3 billion
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must ta ke “

‘actlon

2003 was 'a ‘greetv year for Noévozyrmes:
Growth in- éaIeS“of bivlogical solutions. in..
local currency was the best smce our stock

market listing. But there is a need for change ‘

if we are to contlnue m this vein. — not least
to the benefit of the enwronmem in Europe

A fragmen‘ced EU; & lack of uhderstand—v :

ing and political er and unfathomable

o

environmental pohcres irn Europe are block- -

ing the road to a &leaner environment.
The debate on gene technology in Etin

rope lacks focus and is holdmg back rea-:
" dily available biological alternatives to tra-

dmor\al and’ often Harsh -chemicals. "We"
have been dlscussmg gene technology for'
20 years now, and for many years we
have been unlted inthe field t& which *
Novozymes belon’gs known by some as
industrial b:otechnology and in the EU as’
whlte biotechnology’. it is about sustam-
able soluticns where sdcial and envrron«
mental responsibility goes hand m hand
with financial performance :

It is_important to, dlfferentxa‘ce the de-.

'vb_a‘_ce rather than tar everything: with _the

same brush as Is curreritly theé case, The ©

use of dgenetically modified, (GM) prédut-
tion organisms in fac;lmes like ours is a far.
ery from the  growing of GM crops and'
asearch mto stem cells. We are keen ‘to
take part in the debate but let us please
consider’ ‘each area Snits own meruts

lwould also urge mdustry and researchers

to come up with more arguments-and do-.
curmentation $o that the debete does hot'

- continue to be steered by emcmon rather
than fact. "

' Because leglslatlon will be needed for
the substitution .of harsh chemicals Wlth
biclogical solutions to continue. While the
USA and Japan have taken major steps to

support industrial biotechnology, politicians ‘,’

in Europe have yet to define their policy’in »

this area. desptte its. potential. And time s’
runmng out «— Europe is begmmng to |ag
behind more far-sighted continents. -

Kind regards, ;
Steen Riisgaard, PreSIdent and CEO :

Alliance brings growth

DSM's acquisition of Roche Vitamins was
approved by the US federal Trade Commission

during the autumn.

~o

At the same time Novczymes and DSM
announced that they would be continuing
the successful strategic alliance in feed
enzymes that Novozymes had previously
enjoyed with Roche Vitamins.

The alliance was strengthened by the
inclusion of pet food and the Australian
and Indian markets in the agreement in
2003 — and is expected to grow even
stronger in the future.

So far feed enzymes have been used
mainly for pigs and chickens, enabling
them to make better use of the nutrients

- P

in their feed and produce less pollution.
Feed enzymes account for a growing
share of Novozymes’ turnover. Sales have
socared in the three years since the alliance
started up. In 2003 sales came to DKK 636
million, equivalent to 11 % of Novozymes’
total turnover. This growth is due primarily
to the enzyme phytase making a major
breakthrough in markets outside Europe,
especially North America, Asia and Latin
America, where phytase is increasingly
being seen as a competitive alternative to
inorganic phosphates. =

Novozymes carries out checks on groundwarer around our site in Franktinton, North Carolina, to monitor
the level! of nutrients in the water.

More nitrate tests under way

In 2003 levels of nitrate exceeding the
North Carolina quality standard for drink-
ing water were detected in groundwater
wells around the Novozymes site in North
Carolina, USA. Novozymes is taking this
situation very seriously and, together with
the authorities, we will do all that we can
to identify the sources and the extent of
nitrate in the groundwater.

At this point in time we cannot elim-
inate Novozymes as a potential contributor
to the elevated levels of nitrate. However,
nitrates can derive from various sources,

especially community
such as Franklin County where Novo-

in an agricultural

~zymes is located. Nitrates naturally occur

in the groundwater and common sources
of nitrate in groundwater are agricultural
fertilisers and septic systems.

At the end of 2003 Novozymes delivered
a preliminary report to the local environ-
authorities, but more testing is
required toc assess the impact of nitrates
beyond Novozymes' property boundaries.
This additional testing is expected to be
complete by September 2004. m

mental

More money for shareholders

Novozymes is faced with an unusual problem: the business is generating
high leveis of free cash flow, but what should we do with it?

Novozymes’ business model is generating
high levels of free cash flow. Since sales
growth can by and large be handled through
productivity Novozymes
has pledged to keep investments at or
below the level of depreciation in 2003-
2005. Instead free cash flow can either be
used to reduce debt, be used to fund
acquisitions or be repaid to shareholders.
In connection with the financial results
for 2003, the Board of Directors resolved
to propose to the annual meeting of share-
holders that the dividend for 2003 be in-
creased to DKK 218 miillion or 30% of the
net profit for the year. This corresponds to
DKK 3.15 per DKK 10 share outstanding,
an increase of 40%. Furthermore, the in-
tention is to pay out at least 30% of net
profit in dividends in the future. :
Shareholders will also benefit from plans

improvements,

| to buy back more Novozymes shares: up

to DKK 650 million in 2004 and a total of up
to DKK 2.5 billion over the next 3-4 years.
it will also be proposed that the share cap-
ital be written down by some of the shares
previously bought back, so allowing further
shares to be bought back. =

Howv shareholders are being repaid

(DKK rmlllon)
Dividend for K
the year 124 146 62 219

>h<|re buy-
packs during
the year

“% of net profit,
(or the year 27 95 54

% of free
cash flow




Forklife drivers, production planners and order bookers are just some of the many employees who have rnnow been brought together to make customers even

happier with Novozymes.

Novozymes manages customers’ stocks

New organisation aims to make customers even happier with Novozymes.

Happy customers are loyal customers.
And when customers want Novozymes
to manage their stocks so that they no
longer need to worry about ordering en-
zymes, we do just that.

Novozymes has now put itself in a bet-
ter position to meet customers’ growing
demands. In 2003 some 300 employees
were brought together in a new organisa-
tion called Supply Chain Operations. The
idea is to finish and deliver enzymes even
more quickly, in larger quantities and even
more flexibly — and so get even closer to
our customers.

A wide range of projects have been
launched following this recrganisation.
These include managing customers’ stocks
so that buying enzymes is as easy as turn-
ing on a tap and buying water.

"For the first time ever we now have
an organisation focusing exclusively on
our supply chain,” says Thomas Videbask,
who heads the new area. "We're getting
ready for the customer needs of tomorrow.”

Companies are working closer and clo-
ser together these days.
therefore have a say in how we produce,
guality-assure, pack and deliver. m

OQur customers

Strlngent management :
Cof processes o
-‘.‘Ohe of the most 1mportant jObS for
the new Supply Chain Operaticns isto 1
predict accurately what we will be |
~se|lmg so that customers enjoy better
service. Smaller stocks ‘and “smarter,
wfaster, ~chHeaper processes  are “the
k@ywords in this context. m .
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Report 2003

Order
the annual report

The Novozymes Report 2003 can be down-
loaded from the front page of www.
novozymes.com. You can also order a
copy of the printed report on the website
or by ringing +45 4442 2379. The printed
version will be published on March 4 and
will not be sent out automatically.

The Novozymes Report 2002 won Danish
financial newspaper Borsen’s Annual Report
Prize 2003 and the prize for the best an-
nual report from a company in the Copen-
hagen Stock Exchange’'s KFX blue-chip in-
dex when the awards were held for the
26th time during the autumn. =

New products

Novozymes launched one feed
enzyme, two food enzymes and
three technical enzymes in 2003.

7w

Better animal feed RONOZYME® P 5000
is an improved phytase used mainly for
pigs and chickens. It enables them to make
better use of naturally occurring phosphorus
in their feed and so they grow faster and
gain more weight per kilo of feed. The result:
stronger bones and a cleaner envircnment,
since /3 less phosphorus is released in man-
ure. Phosphorus contributes to eutrophica-
tion in rivers, lakes and, to a lesser extent,
the sea. Phytase accounts for the bulk of
the global market for feed enzymes.

Fewer production stoppages Resi-
nase® HT for the pulp & paper industry
reduces the number of stoppages in pro-
duction by removing excess resins and
also improves the properties of the paper.

Saves energy Novozym® 51054 sub-
stantially reduces the consumption of
energy in paper production.

Banishes stains Pectaway® for the de-
tergent industry removes stains left by ba-
nanas, apples, tomatoes and vegetables:

Improves

dough Gluzyme® Mono for
the baking industry replaces some of the
ascorbic acid and bromate normally ad-
ded to bread and improves the dough as
effectively as comparable enzymes already
on the market but is much cheaper.

Keeps rye bread fresh Novamyl® SD
for the baking industry is used in sour-
dough and is a niche product for a market
in which Novozymes has not previously
sold products. Sourdough accounts for
3-5% of the US bread market. =
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jSales move onhne
‘Sales of new products climbed from "
17 % of total sales in 1999 to more than-
.30% in 2003. More than /> of all sales
Cdre now, handled over the internet.; '
Novozymes won the 2003 Danish
E-commerce Award for its site, WhICh‘

" features seven different language ver-
. sioris and information tailored to indi- |
Vvidual customers and industries. m,
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Production manager Cahit Taskyn from Akpn Tekstil in Turkey (right) uses several of Novozymes' enzymes in the production of textiles.

Green stamp for textile enzyme

An analysis by independent environ-
mental research institute Oko-institut
e.V. in Germany has shown that Scour-
zyme® L can completely replace harm-
ful chemicals in textile production.

The textile industry typically uses chemicals,
vast amounts of water and high tempera-
tures to remove natural impurities from
cotton fibres.

Scourzyme acts as a natural detergent,
cutting emissions to wastewater by 60%,
and works at much lower temperatures,
cutting energy consumption by 25%. The
biological process is also 20% cheaper
than the traditional chemical method.

Enzymes currently account for less
than 1% of the market for textile chem-
icals, which is worth more than USD 15
billion. =
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Bernadette Sitva (ert) and Clarice Pererra are working successfu//y in production at Novozymes Latin
America.

Success in a man’s world in Brazil

Diversity in the workforce is under
the spotlight in Brazil.

Clarice Pereira (36) and Bernadette Silva
(35) have successfully entered a man's
world at Novozymes Latin America, where
until recently only men could wear the
white helmet of the production worker and
women were restricted to administrative
and managerial posts.

Bernadette Silva spent a good two years
working in administration before making
the switch: “I'd spent 20 years doing ad-
ministrative work and so it was a radical
change, but | definitely feel much happier

and more content now,” she says.

In 2000 the spotlight was turned onto
diversity in the workforce and equal oppor-
tunities. Pack sizes, dimensions and equip-
ment had to be altered so that both men
and women could work in production. Soon
all functions can be performed by both men
and women, and the number of female
workers has risen over the last six years from
17 t0 40 out of a total of 161 employees.

The UN's Universal Declaration of Hu-
man Rights has inspired other initiatives
too: collaboration with an educational insti-
tution on employing people aged 15-18,
and a change in the recruitment process to
promote diversity, in particular the hiring of
disabled employees. =

Quarterly’ environmental and social repo

ing from now . on

Last year Novozyrmes became one of the first companies in Europe to integrate its
annual financial; envnronmental and social reports into a single fully audited report.

According 1o .a survey we conducfed it was a great success. In the future we will
therefore be reporting data on environmental and social responsibility each quar—'
ter’in the same way as our financial and commercial results, thus integrating social
and environmental responsibility even more closely into the business. m




N Stratégy group ensures

sustainable development

A new strategy group referring directly to the Executive Management is to lay the
strategic foundations for Novozymes'’ approach to sustainable development.

Representatives from all sites and business
areas are now responsible for developing
Novozymes’ overall strategy for sustain-
ability in line with our values and vision.

Thus the Executive Management is
changing the organisation of work on
sustainable development and the Triple
Bottom Line from two committees and
two strategies (one each for social and en-
vironmental responsibility) to a single
committee and a single strategy.

A Sustainability Development Center
has also been set up to help the strategy
group 1o develop and implement this strat-
egy, report on projects and key perform-
ance indicators, and identify new trends
that may impact on the strategy.

One important goal for this new initia-
tive is to decentralise and integrate as many

activities as possible into the line organisa-
tion and embed this work in the business. m

VP Stakeholder Communications Anne-NMarie
Skov chalrs the new strategy group.

Management to be measured on responsibility

From 2004 onwards Novozymes' Executive Management is also to be judged on its
success in integrating environmental and social responsibility into the business when
their annual bonuses are calculated. The idea is to ensure that the Executive Manage-
ment constantly pursues Novozymes’ vision of growing the business while simultane-
ously contributing to sustainable development.

dust levels are kept under control.

Changing a dust meter filter as part of an extensive monitoring programme in Tianjin to ensure that

Focus on the environment in China

Mei Lin is responsible for the working en-
vironment at Novozymes in China, a field
in which he has specialised for the last
two years. Since there are few experts in
this field in China, he visited Denmark in
November to draw on the experience of
15 colleagues. He has brought this know-
ledge back to Tianjin where a team of
three employees work on occupaticonal
health-& safety (OH&S), with a special fo-
cus on the risk of enzyme allergies and
preventing occupational accidents.

One service unique to Novozymes in
China is that all employees are offered a
free annual health check-up by a doctor.
The same service is also offered to em-
ployees elsewhere in the world since
Novozymes’ OH&S policy applies globally,
however much local rules may vary., The

work. m

guiding principle is that the more strin-
gent of local rules and Novozymes’ own
standards must always be followed. Novo-
zymes’' OH&S standards in China generally
exceed the standards required by the
authorities.

However, the Chinese authorities are
keen to improve OH&S standards and so they
keep a close eye on what is being done by
intermational companies like Novozymes.

Deputy environment minister Wang
Jirong came to visit our site in Kalundborg
in Denmark during the autumn, only a year
after environment minister Xie Zhenhua
had done the same. The minister has since
visited our site in Tianjin as well.

Xie Zhenhua has also advised others in
China to visit us in Denmark to study cur

Enzymes
turn plant waste
into fuel

Plant waste arrives from farms

When corn is harvested, the stover (stalks) is
currently treated as waste. In the future this stover
could be used instead to produce fuel ethano!
and other useful products.

The stover is turned into a paste

The stover /s chopped into very small pieces and
treated with a weak acid at high temperatures
and high pressure, turning it into a paste.

Enzymes turn the paste into sugars

Newly developed enzymes break down the stover’s
cell walls into sugars (glucose and xylose). It is
especially the tough lignocellulose — the ‘putty’
of the cell walls — which the enzymes need to get
to grips with.

The glucose is fermented into ethanol
Standard baker's yeast is used to turn the glucose
into ethanol. For the process to be profitable, a
way of using the xylose also needs to be found.

The ethanol is used

as an environmentally friendly fuel

The resufting fue! ethano! can replace the non-
blodegradable additive MTBE, since both boost
gasoline’s octane count. MTBE is being banned
in more and more places, and many cars in the
USA already use ethanaol instead. In the long term
plant waste may be able to replace crude oil in
the production of fuels and maybe even be used

in plastics, polymers and organic acids.




Net turnover
Operating profit
Net financials
Profit before tax
Net profit

Operating profit margin

Cash flow before acquisitions
Free cash flow
Return on invested capital (ROIC)

This corresponds exactly to the full-year
forecast for net profit which Novozymes
revised upwards on two occasions during
the course of 2003.

Cash flow held at a high level through-
~out the year, and Novozymes also hit Its
15% target for return on invested capital
for the first time ever.

Sales are forecast to grow by around 4%
in DKK and 8% in local currency in 2004.
Operating profit is expected to rise by 4-
5% while net financials are expected to
13.1.8%.¢ . el - generate net income of DKK 0-10 million.

Net profit is forecast to grow by around 4%.

Strong reSUItS despite IeSS to remain at a high level — DKK 750-850
favourable exchange rates expected 1o hold at around 15%.

2003 was a particulariy good year
for Novozymes, bringing success
across the board. However, deterior-
ating exchange rates proved a major
challenge and hit our results hard.

Sales grew by 12% in local currency and
by 3% in DKK —~ exchange rate move-

Cash flow before acquisitions is expected

million — and return on invested capital is

Novozymes is included in the con-
solidated accounts of the Novo Nordisk
Foundation since the Foundation’s
holding company Novo A/S holds all
A shares and 8,541,280 B shares in
Novozymes A/S, corresponding to
25.5% of the total share capital and
67.4% of the votes.

ments reduced sales growth by a good
nine percentage points. Operating profit
climbed by 4%, also substantially reduced
by exchange rate movements. Some of
these currency losses were clawed back
under net financials, which generated net
income of DKK 33 million. All in all, profit
before tax and net profit grew by 13%.

Novozymes worldwide

Royals visit Novozymes

Prinsess Alexandra of Denmark visited Novozymes'
stand and shook hands with VP Stakeholder Communica-
tions Anne-Marie Skov at the Scandinavian International
Career and Education Fair in October.

Grand Duke Henri of Luxembourg visited
Novozymes in October at his own request —
accompanied by bomb dogs, legions of broad-
shouldered bodyguards and a police escort.

Career tips from Nobel laureate
Novozymes trainee Christina Nielsen was given
sound advice by Sydney Brenner, winner of
the 2002 Nobel Prize for Medicine, at a con-
ference celebrating the 50th anniversary of
the discovery of the structure of DNA. The
conference was arranged jointly by Novo-
zymes, the British Council in Denmark and
the Experimentarium science centre, which
hosted it. In his speech Steen Riisgaard pres-
ented his views on the direction in which
blotechnology is headed. =

And Princess Sirindhorn of
Thailand showed an interest
in Novozymes when fungus re-

searcher Lene Lange opened the Best at sustainability
Bio Thailand conference in July: — for the third time
the princess made three pages of For the third year in a row
notes during Lene Lange’s speech Novozymes was named
and asked to be sat next to her the most sustainable com-
afterwards at lunch. = pany in healthcare in Eu~

rope and in biotechnology
worldwide by Dow Jones
Sustainability Indexes,
which ranks the world's
. top 2,500 companieas for
/ ", sustainability according
. 1o their ability to seize
yq opportunities and man-
/' age risks deriving from
/  economic, environmental
and social factors. =

Novozymes and WWF

create unique wetland in China

The WWHF has opened a new environmental learning centre in Beijing with support
from Novozymes. The new centre has transformed a barren four-hectare wasteland
area into a stunning wetland ecosystem demonstration site. Novozymes has been
working with the WWF on protecting threatened species in China since 2001. =




Healthy growwth in detergent enzymes

| Technical enzymes (DKK mthn)

L@ ———- 3@9‘* '
!
] ”6? DRSRIEN DRI RPN K e
i

© 41,000 - 2,000 . 3,000 4,000

Sales of technical enzymes grew by 3%
in DKK and more than 10% in loca! cur-
rency. Sales of detergent enzymes grew
healthily in local currency, especially to
emerging markets and smaller producers.
Sales of other technical enzymes grew
by 7% in DKK and more than 15% in local
currency. Enzymes for the production of
fuel ethano! performed particularly well,
while enzymes for the forest products and
textile industries also grew healthily.

Sales of food enzymes fell by 5% in DKK
but increased in local currency. Sales to
the baking industry grew healthily but
growth was hit by stock reductions at the
beginning of the fourth quarter. Sales of
brewing enzymes accelerated during the
year but were down on 2002 after a poor
start to the year due to decreased beer
consumption, especially in China. Sales of
enzymes for beverage alcohol and fruit
juice are still weak but sales to the wine
industry were highly satisfactory.

Alliance boosts phytase sales

'Feed enizymés(DKK million) '

continuing to increase market penetra-
tion.

Bacteria generate growth

Microorganisms (DKKmilliGn)
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Sales of microorganisms grew by 27%
and were boosted by acquisitions in both
2002 and 2003. Since this business is based
primarily in the USA, the negative effects of
exchange rate movements were consider-
able. Sales grew most in the cleaning and
plant care markets. The integration of the
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two companies acquired in 2003 — Semco
Bioscience and Roots — is running to sche-
dule. m

Soft sales of food enzymes

Sales of feed enzymes grew by 15% in
DKK and even more in local currency. Phy-
tase still accounts for the bulk of sales
growth but other enzyme types also grew
healthily. Novozymes' alliance with DSM is

Unilever award for Novozymes China
Novozymes received Unilever's Excellent Supplier award for the third year in a
row in 2003 in recognition of our Chinese workforce's unique performance,
collaboration and support. Novozymes scored highly on product quality,
delivery, logistics, technical innovation and service, documentation, safety
and the environment, and corpor:ate conduct. =
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From junkyard to green oasis

On the initiative of three local artists,
Novozymes has helped to sponsor the
transformation of a sorry-looking inner-
City square littered with scrapped cars,
refuse and weeds. The result: a green
oasis opposite Novozymes' Fuglebakken
site in Copenhagen which is now being
maintained by local people. =

Showdown with customer

Late summer Novozymes played its 18th
baseball game against Lion, one of our
two big detergent customers in Japan.
The first game took place 20 years ago,
and last year the two companies decid-
ed to dust off bat and ball again after
a break of seven years, The next show-
down is planned for March. m

Apple fun

Novozymes' employeeas gasped in astonishment when
apples like this were served in the canteen in Bag-
svaerd. Stickers were applied to the apples before
they ripened and removed afterwards to reveal, as

sk SN

if by magic, the Novozymes lcgo. = . P

Biackout at Danish sites

At 12.36 p.m. on September 23 the un-

thinkable happened. Power was lost

to the whole of eastern Denmark,

including Novozymes' factories.
Fortunately we got off lightly,
losing less than DKK 10 million
in production. Novozymes’
crown jewels — the world's
largest collection of microbial

Baking enzymes
on the advance in Ghana

When Novozymes' baking products were
launched in Ghana in October, a symposium
on enzymes was arranged for the
head of the Ghanaian board of
health, the minister for women’s
and children’s affairs, the director
of the board of internal trade and
imports, the local bakers’
association and repre-
sentatives from mills
and bakeries. =

strains for enzyme screening — are
protected through duplication and
stored either in freeze-dried form or
in nitrogen freezers which are not reliant
on electricity. =

Recognition for bioethanol project
Novozymes in Davis has been included in the Scientific Americarn 50
— a list produced each year by the renowned journal to celebrate
extraordinary results in technological leadership during the year. =
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At the Caprtal Markets Day analysts and investors get to know Novozymes' business better. Here we see them experimenting with enzyrmes and fabric samples.

Investors in lab coats and ties

Novozymes served a cocktail of beer, bacteria and fabrics at the annual Capital Markets Day.

A beer-tasting was on the agenda for ana-
lysts and investors when they visited Novo-
zymes' headquarters in Bagsvaerd in late
November for the annual Capital Markets
Day. Beer experts from both within and
outside Novozymes explained the art of
brewing and how enzymes can be used to
produce beer with fewer calories.

The drinks were well deserved after a

tour of the textile laboratory, where our
guests got to don lab coats and carry out
their own experiments with enzymes and
fabric samples. This came after hearing
about the textile market and our new
strategy of focusing more on textile mills,
an area where we anticipate healthy growth.

Earlier in the day the 40-odd analysts

and investors from Denmark, the UK,

Switzerland and France learned about
the new business area, industrial micro-
organisms, which Novozymes has built up
through acquisitions since 2001,

At the Capital Markets Day investors
get to meet some of the pecple behind
the company and delve deeper than our
fimancia! statements and investor road-
shows., =

We are the champions
Novozymes took gold in this year’s Da-
-nish Investor Relations Awards. No--
vozymes and industrial group EAC
were in a class of their own, well
ahead of the pack, and shared the”
award for “Best company”.

This first place was due in part to
Michael Steen-Knudsen, who was again’
cowned “Best IR manager” LNovo~ i
zymes also came out top for. “Best
annual report” and “Best website”,
and was in the top three in all of the -
six categories in which the companiesl
were assessed. Steen Riisgaard took::
silver for “Best CEO atIR”, while Nova-
zymes took bronze in the categories of
“Senior management’s openness “and’
*Best information stream”

The analysis by business magazine
Berlingske Tidendes Nyhedsmagasin
was broader-based this year than be-
fore and is the most detailed in Den-

R

Enzymes are used

Almost 100 private shareholders
visited Novozymes and discovered
that enzymes play a role in almost
everything.

One thing after another came out of
Steen Riisgaard's shopping bags in Octo-
ber while he explained to almost 100 pri-
vate sharehol!ders just what this had to do
with enzymes. A great deal in fact: wine,
cheese, fruit, soap, jeans and even his
leather wallet had all encountered enzymes
during their production. Most people are
surprised by how many products and pro-
cesses enzymes from Novozymes are used
for.

Steen Riisgaard also discussed the
company’s performance during the first
few months of 2003 and took questions
from the floor about Novozymes’' plans
for the future.

Private investors can read and learn
more about Novozymes at www.Nnovo-
zymes.com under Investor Zone. The pre-

everywhere

sentation from this very event can be
found there, among many other things.
Novozymes is also a member of the web-
site www.investor-relations.dk where a
series of Danish companies have teamed
up to create a joint portal for private share-
holders. m

Steen Riisgaard reveals just how many everyday
goods are produced with the help of Novozymes
enzymes.
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