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PART I FINANCIAL INFORMATION  



  
Item 1. Financial Statements  
  

ZYMOGENETICS, INC.  
BALANCE SHEETS  

  
  

  

March 31, 
2003 

    

December 31, 
2002 

  
    (Unaudited)         

Assets                 
Current assets                 

Cash and cash 
equivalents   $ 22,805,769    $ 55,578,707  
Short-term 
investments     244,737,648      229,858,985  
Receivables                 

Related party     1,699,966      388,655  
Interest and other 
receivables     2,997,845      3,328,028  

Prepaid expenses and 
other assets     4,277,060      2,252,879  

      
Total current 
assets     276,518,288      291,407,254  

Property and equipment, 
net     17,087,590      17,252,932  
Other assets     3,592,349      3,572,806  

      
Total assets   $ 297,198,227    $ 312,232,992  

      
Liabilities and 
Shareholders’ Equity   

      
  

      
Current liabilities                 

Accounts payable   $ 3,691,803    $ 3,172,193  
Accrued liabilities     4,279,951      5,689,066  
Deferred gain on sale 
of assets     959,860      959,860  
Deferred revenue     8,552,897      10,310,064  

      
Total current 
liabilities     17,484,511      20,131,183  

Deferred gain on sale of 
assets, net of current 
portion     12,965,848      13,205,812  
Deferred revenue, net of 
current portion     5,529,191      6,524,039  
Deferred lease 
obligations     752,280      380,136  
Other noncurrent 
liabilities     2,743,350      2,723,806  
Commitments and 
contingencies   

      
  

      
Shareholders’ equity                 

Common stock, no 
par value,     427,019,520      427,009,984  



150,000,000 shares 
authorized, 
45,929,290 and 
45,815,031 issued and 
outstanding at March 
31, 2003 and 
December 31, 2002, 
respectively 
Non-voting common 
stock, no par value, 
30,000,000 shares 
authorized     —          —    
Notes receivable from 
shareholders     (725,000)     (725,000) 
Deferred stock 
compensation     (16,193,729)     (18,290,550) 
Accumulated defi cit     (154,672,362)     (141,535,635) 
Accumulated other 
comprehensive 
income     2,294,618      2,809,217  

      
Total 
shareholders’ 
equity     257,723,047      269,268,016  

      
Total 
liabilities and
shareholders’ 
equity   $ 297,198,227    $ 312,232,992  

      
  

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

STATEMENTS OF OPERATIONS  
(Unaudited)  

  

  
  

Three Months Ended 
March 31, 

  
  

  

2003 
    

2002 
  

Revenues                 
Royalties                 

Related party   $ 1,619,271    $ 1,514,092  
Other     776,907      636,755  

Option fee from 
related party     1,875,000      1,875,000  
License fees and                 



milestone payments 
Related party     1,723,838      750,000  
Other     238,260      1,022,880  

      
Total revenues     6,233,276      5,798,727  

      
Operating expenses                 

Research and 
development 
(excludes noncash 
stock-based 
compensation expense 
of $1,128,231 and 
$1,226,969 in 2003 
and 2002, 
respectively)     16,675,965      14,272,061  
General and 
administrative 
(excludes noncash 
stock-based 
compensation expense 
of $638,150 and 
$579,410 in 2003 and 
2002, respectively)     3,344,287      3,199,926  
Noncash stock-based 
compensation expense     1,766,381      1,806,379  

      
Total operating 
expenses     21,786,633      19,278,366  

      
Loss from operations     (15,553,357)     (13,479,639) 
Interest and other 
income, net     2,416,630      1,676,830  

      
Net loss     (13,136,727)     (11,802,809) 
Preferred stock dividends 
and accretion on 
mandatorily redeemable 
convertible preferred 
stock     —        (1,717,865) 

      
Net loss attributable to 
common shareholders   $ (13,136,727)   $ (13,520,674) 

      
Basic and diluted net loss 
per share   $ (0.29)   $ (0.41) 

      
Weighted-average 
number of shares used in 
computing basic and 
diluted net loss per share     45,870,603      32,896,910  

      
  

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

STATEMENTS OF CASH FLOWS  
(Unaudited)  

  

  
  

Three Months Ended 
March 31, 

  
  

  

2003 
    

2002 
  

Cash flows from 
operating activities   

      
  

      
Net loss   $ (13,136,727)   $ (11,802,809) 
Adjustments to reconcile 
net loss to net cash used 
in operating activities   

      
  

      

Depreciation and 
amortization     1,073,791      1,420,322  
Net (gain) loss on 
disposition of 
property and 
equipment     (9,467)     760  
Noncash stock-
based 
compensation     1,766,381      1,806,379  
Net realized gain 
on sale of short-
term investments     (501,241)     (39,253) 
Amortization of 
premium on short-
term investments     869,304      428,077  
Amortization of 
deferred gain on 
sale of assets     (239,965)     —    
Changes in 
operating assets 
and liabilities   

      
  

      

Receivables     (981,128)     (272,524) 
Prepaid 
expenses and 
other assets     (2,043,724)     (1,754,806) 
Accounts 
payable     519,609      (1,259,079) 
Accrued 
liabilities     (1,409,115)     458,012  
Deferred 
revenue     (2,752,015)     (2,515,797) 
Deferred 
lease 
obligations     372,144      —    
Other     19,544      148,086  



noncurrent 
liabilities 

      
Net 
cash 
used 
in 
opera
ting 
activi
ties     (16,452,609)     (13,382,632) 

      
Cash flows from 
investing activities   

      
  

      
Purchases of property 
and equipment     (917,577)     (2,872,654) 
Purchases of short-term 
investments     (82,853,378)     (80,525,348) 
Proceeds from sale of 
property and equipment     18,595      —    
Proceeds from sale and 
maturity of short-term 
investments     67,092,055      29,650,886  

      
Net 
cash 
used 
in 
inves
ting 
activi
ties     (16,660,305)     (53,747,116) 

      
Cash flows from 
financing activities   

      
  

      
Net proceeds from equity 
offering     —        110,728,472  
Proceeds from exercise 
of stock options     339,976      450,761  

      
Net 
cash 
provi
ded 
by 
finan
cing 
activi
ties     339,976      111,179,233  

      
Net increase (decrease) 
in cash and cash 
equivalents     (32,772,937)     44,049,485  
Cash and cash 
equivalents at beginning     55,578,707      36,393,551  



of period 
      

Cash and cash 
equivalents at end of 
period   $ 22,805,769    $ 80,443,036  

      
Supplemental 
Disclosure of Cash Flow
Information   

      
  

      

Cash paid for interest   $ 2,817    $ 1,793  
      

Noncash financing 
activities:   

      
  

      
Accretion on 
mandatorily 
redeemable 
convertible 
preferred stock   $ —      $ 87,719  

      
Dividends accrued 
on mandatorily 
redeemable 
convertible 
preferred stock   $ —      $ 1,630,146  

      
Recognition of 
prepaid offering 
costs   $ —      $ 943,181  

      
  

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

NOTES TO FINANCIAL STATEMENTS  
(Unaudited)  

  
1. Basis of Presentation  
  
The accompanying unaudited financial statements of ZymoGenetics, Inc. (the “ Company”), have been 
prepared in accordance with accounting principles generally accepted in the United States of America for 
interim financi al information and the instructions to Form 10-Q. Certain information and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted 
accounting principles have been omitted pursuant to such rules and regulations. In the opinion of 
management, the financial statements reflect all normal recurring adjustments necessary to present fairly 
the Company’s financi al position and results of operations as of and for the periods indicated. Operating 
results for such periods are not necessarily indicative of the results that may be expected for the full year or 
for any future period.  
  
The balance sheet at December 31, 2002 has been derived from the audited financial statements at that date 
but does not include all the information and footnotes required by generally accepted accounting principles 



for complete financi al statements. These financi al statements should be read in conjunction with the audited 
financial statements and related footnotes included in the Company’s Annual Report filed on Form 10-K 
for the year ended December 31, 2002.  
  
The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and that 
affect the reported amounts of revenues and expenses during the reporting period. Actual results could 
differ from those estimates.  
  
2. Net Loss per Share  
  
Basic and diluted net loss per share has been computed based on net loss available to common shareholders 
and the weighted-average number of common shares outstanding during the applicable period. The 
Company has excluded all outstanding options to purchase common stock and shares subject to repurchase 
from the calculation of diluted net loss per share, as such shares are antidilutive for all periods presented.  
  
The following table presents the calculation of basic and diluted net loss per share for the three months 
ended March 31 (unaudited):  
  
  

  

2003 
    

2002 
  

Net loss attributable to 
common shareholders   $ (13,136,727)   $ (13,520,674) 

      
Weighted-average shares 
used in computing basic 
and diluted net loss per 
share     45,870,603      32,896,910  

      
Basic and diluted net loss 
per share   $ (0.29)   $ (0.41) 

      
Antidilutive securities 
not included in net loss 
per share calculation:   

      
  

      

Options to 
purchase common 
stock     9,537,366      7,220,987  
Shares subject to 
repurchase     —        33,750  

      
      9,537,366      7,254,737  
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Net loss attributable to common shareholders includes preferred stock dividends and accretion on 
mandatorily redeemable convertible preferred stock. Due to the completion of the Company’s initial public 
offering in February 2002, the mandatorily redeemable convertible preferred stock was converted to 
common stock and the Company recorded one month of accrued preferred stock dividends and accretion on 
mandatorily redeemable convertible preferred stock during the three months ended March 31, 2002. In 



addition, prior to their conversion, 23,543,159 of mandatorily redeemable convertible preferred stock were 
excluded from the calcul ation of diluted net loss per share, as such shares are antidilutive.  
  
3. Short-term Investments  
  
Short-term investments, which are classified as available-for-sale, consisted of the following at March 31, 
2003 (unaudited):  
  

  

Amortized 
Cost 

  

Gross 
Unrealized 

Gain 
  

Gross 
Unrealized 

Loss 
    

Estimated 
Fair Value 

of 
ty:   

    
  
    

  
      

  
    

Corporate 
debt 
securities   $ 68,539,855  $ 866,773  $ (10,740)   $ 69
Asset-
backed 
securities     51,630,567    348,251    (15,408)     51
U.S. 
governme
nt and 
agency 
securities     119,170,226    1,049,084    (16,442)     120
Foreign 
governme
nt 
securities     3,102,382    73,100    —        3

        
tal   $ 242,443,030  $ 2,337,208  $ (42,590)   $ 244

        
  
The following table summarizes contractual maturity information for the securities at March 31, 2003:  
  

  
  

Estimated 
Fair Value 

  

Amortized 
Cost 

Maturity 
date:   

    
  
    

Less 
than 
one 
year   $ 93,991,836  $ 93,174,666
Due in 
1-3 
years     150,745,812    149,268,364

      
Total   $ 244,737,648  $ 242,443,030

      
  
4. Stock Compensation  
  
As permitted by the provisions of Statement of Financial Accounting Standards No. 123, Accounting for 
Stock Based Compensation (SFAS 123), the Company has elected to follow Accounting Principles Board 
Opinion No. 25, Accounting for Stock Issued to Employees (APB 25), in accounting for employee stock 
option grants and apply the disclosure-only provisions of SFAS 123 to account for its stock option plans. 
Under APB 25, compensation expense is based on the excess, if any, of the estimated fair value of its stock 



at the date of grant over the exercise price of the option. Deferred compensation is amortized over the 
vesting period of the individual options, using the straight-line method.  
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The following table illustrates the effect on net income and earnings per share as if the fair value based 
method had been applied to all outstanding and unvested awards for the quarter ended March 31:  
  
  

  

2003 
    

2002 
  

Net loss attributable to 
common shareholders, as 
reported   $ (13,136,727)   $ (13,520,674) 
Add: stock-based 
compensation under APB 
25 included in reported 
net loss     1,766,381      1,806,379  
Deduct: total stock-based 
compensation expense 
determined under the fair 
value method     (2,550,033)     (2,225,381) 

      
Net loss attributable to 
common shareholders, 
pro forma   $ (13,920,379)   $ (13,939,676) 

      
Basic and diluted net loss 
per share, as report ed   $ (0.29)   $ (0.41) 

      
Basic and diluted net loss 
per share, pro forma   $ (0.30)   $ (0.42) 

      
  
5. Comprehensive Loss  
  
Comprehensive loss was $13.7 million and $13.2 million for the three months ended March 31, 2003 and 
2002, respectively. Comprehensive loss is composed of net loss and unrealized gains and losses on short-
term investments. Accumulated other comprehensive income at March 31, 2003 included $0.5 million of 
unrealized losses on short-term investments.  
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  
  
Forward-Looking Statements  
  
The following discussion and analysis should be read in conjunction with the financial statements and 
related notes thereto included elsewhere in this Quarterly Report on Form 10-Q. The discussion in this 



report contains forward-looking statements that involve risks and uncertainties, such as our objectives, 
forecasts, expectations and intentions. Inaccurate assumptions and known and unknown risks and 
uncertainties can affect the accuracy of forward-looking statements, and our actual results could differ 
materially from results that may be anticipated by such forward-looking statements. Factors that could 
cause or contribute to such differences include, but are not limited to, those discussed in the section entitled 
“ Important Factors That May Affect Our Business, Our Results of Operations and Our Stock Price” as well 
as those discussed elsewhere in this report. When used in this document, the words “ believes,” “ expects,” 
“ anticipates,” “ intends,” “ plans” and similar expressions, are intended to identify cert ain of these forward-
looking statements. However, these words are not the exclusive means of identi fying such statements. In 
addition, any statements that refer to expectations, projections or other charact erizations of future events or 
circumstances are forward-looking statements. The cautionary statements made in this document should be 
read as being applicable to all related forward-looking statements wherever they appear in this document. 
Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only 
as of the date of this report. We undertake no obligation to revise any forward-looking statements in order 
to refl ect events or circumstances that may subsequently arise. Readers are urged to carefully review and 
consider the various disclosures made in this report and in our other reports filed with the SEC that attempt 
to advise interested parties of the risks and factors that may affect our business, prospects and results of 
operations.  
  
Business Overview  
  
We are focused on the discovery, development and commercialization of therapeutic proteins for the 
treatment of human disease. We have been active in the area of therapeutic proteins for over 20 years, 
including 12 years as a wholly owned subsidiary of Novo Nordisk A/S, one of the world’s largest 
producers of therapeutic proteins. We were incorporated in the state of Washington in 1981. In 1988, Novo 
Nordisk acquired our outstanding capital stock and we became a wholly owned subsidiary. In November 
2000, Novo Nordisk effect ed a significant restructuring. As part of this restructuring, we became an 
independent company in a transaction that included a $150 million private placement and the reduction of 
Novo Nordisk’s ownership to approximately 62% of our outstanding capital stock and less than 50% of our 
outstanding voting stock. In February 2002, we completed an initial public offering of our common stock, 
raising net proceeds of approximately $109.8 million and further reducing Novo Nordisk’s ownership stake 
to approximately 48%.  
  
Results of Operations  
  
Three months ended March 31, 2003 and 2002  
  
Revenues. Revenues increased by $0.4 million, from $5.8 million for the quarter ended March 31, 2002 to 
$6.2 million for the first quarter of 2003. This increase was primarily due to the achievement of a 
preclinical milestone by Novo Nordisk related to Interleukin 21 (IL-21), and the recognition of the related 
$1.0 million payment. Additionally, license fee revenue was recognized from the amortization of deferred 
revenue associated with the Novo Nordisk IL-21 collaboration agreement signed in December 2002. These 
increases were partially offset by decreases in certain other license fees, which were recognized as deferred 
revenue in 2001 and fully amortized as revenue during 2002.  
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Research and development expenses. Research and development expenses, exclusive of noncash stock-
based compensation expense of $1.1 million and $1.2 million, for the quarters ended March 31, 2003 and 
2002, respectively, increased by $2.4 million, from $14.3 million for the quarter ended March 31, 2002 to 
$16.7 million for the first quarter of 2003. The increase was primarily due to increased rent expense 
resulting from the sale and leaseback transaction completed during the fourth quarter of 2002. Additionally, 
an increase of approximately 37 employees, largely related to product development, for the quarter ended 



March 31, 2003 as compared to the prior year period, resulted in increased headcount-related costs. These 
increases were partially offset by cost recoveries from Novo Nordisk under the IL-21 collaboration 
agreement signed in December 2002. Novo Nordisk agreed to pay up to $7.0 million for its 50% share of 
IL-21 development costs incurred from January 1, 2003 through the filing of the Investigational New Drug 
application. Their share of the costs for the fi rst quarter of 2003 was recorded as an offset to our research 
and development expense.  
  
General and administrative expenses. General and administrative expenses, exclusive of noncash stock-
based compensation expense of $0.6 million for each period present ed, increased by $0.1 million, from 
$3.2 million for the quarter ended March 31, 2002 to $3.3 million for the fi rst quarter of 2003. The increase 
was primarily due to increased rent expense resulting from the sale and leaseback transaction completed 
during the fourth quarter of 2002, which was partially offset by a decrease in the level of spending on 
consumables.  
  
Noncash stock-based compensation expense. Noncash stock-based compensation expense was $1.8 million 
for each of the quart ers ended March 31, 2003 and 2002. Noncash stock-based compensation expense is 
recognized over the vesting period of the underlying options, generally four years, using the straight-line 
method and resulted from the granting of stock options during 2001 and January 2002 with estimated fair 
values exceeding the exercise prices of the options.  
  
Interest and other income, net. Interest and other income, net increased by $0.7 million from $1.7 million 
in the first quarter of 2002 to $2.4 million for the quarter ended March 31, 2003. The increase was 
primarily due to gains realized on the sale of certain short-term investments. Additionally, the amortization 
of the deferred gain related to the sale of our facilities in 2002 contributed to the increase.  
  
Liquidity and Capital Resources  
  
As of March 31, 2003, we had $267.5 million in cash, cash equivalents and short-term investments, a 
decrease of $17.9 million from December 31, 2002. The decrease largely resulted from the use of cash to 
fund our operations for the first quarter of 2003.  
  
Net cash used in operating activities for the three months ended March 31, 2003 and 2002 was $16.5 
million and $13.4 million, respectively. Cash used in operations was greater than our net loss for both 
three-month periods primarily due to the amortization of deferred revenue and increases in prepaid 
expenses associat ed with our development programs, partially offset by non-cash items, such as 
depreciation and amortization and noncash stock-based compensation. We expect to continue to use cash to 
fund our operating activities in the future. This use of cash is expected to increase over time as we continue 
to expand our research and development activities and move product candidates into and through clinical 
trials.  
  
Net cash used in investing activities for the three months ended March 31, 2003 and 2002 was $16.7 
million and $53.7 million, respectively. Net cash used in investing activities in the 2003 period included 
$15.8 million for purchases of short-term investments, net of proceeds from sales and maturities, and $0.9 
million for capital expenditures. Net cash used in investing activities in the 2002 period included $50.9 
million for purchases of short-term investments, net of proceeds from sales and maturities, and $2.9 million 
for capital expenditures. Our capital expenditures are expected to increase in 2003 and 2004 as a result of 
the expansion of our existing research and development facilities. The expansion project is expected to cost 
approximately $26 million, including all related equipment costs, and will be partially funded by a tenant 
improvement allowance from our landlord expected to total approximately $15 million. The project began 
in April 2003 and is scheduled to be completed in mid-2004.  
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Net cash provided by financing activities for the three months ended March 31, 2003 and 2002 was $0.3 
million and $111.2 million, respectively. Net cash provided by financing activities in 2003 consisted of 
proceeds from the exercise of stock options by employees. Net cash provided by financing activities in 
2002 included net proceeds of $110.7 million from the initial public offering completed in February 2002 
and proceeds of $0.5 million from the exercise of stock options by employees.  
  
We expect to incur substantial costs as we continue to advance our research and development programs, 
particularly as we move product candidat es into and through clinical trials. We expect these expenditures to 
increase over the next several years. Our plans include the internal development of selected product 
candidates and the co-development of product candidates with collaborators where we would assume a 
percentage of the overall product development costs. We believe that our existing cash resources will 
provide suffi cient funding to support our operations through at least the end of 2005. If we are success ful in 
completing additional collaborative development transactions, which would generate both revenues and 
cost reductions, we believe that our cash resources would fund our operations through at least the end of 
2006. If, at any time, our prospects for financing our operations decline, we may decide to reduce our 
ongoing investment in our development programs. We could reduce our investment by discontinuing our 
funding under existing co-development arrangements, establishing new co-development arrangements for 
other product candidates to provide additional funding sources or out-licensing product candidat es that we 
might otherwise develop internally. Additionally, we could consider delaying or discontinuing development 
of product candidates to reduce the level of our relat ed expenditures.  
  
Our long-term capital requirements and the adequacy of our available funds will depend on several factors, 
many of which may not be in our control, including:  
  
  •   the costs involved in filing, prosecuting, enforcing and defending patent claims;  
  
  •   the results of research and development programs;  
  
  •   cash flows under existing and potential future arrangements with licensees, collaborators and other 

parties; and  
  
  •   the costs associated with the expansion of our facilities.  
  
Over the next several years we will need to seek additional funding through public or private financings, 
including equity financings, and through other arrangements, including collaborative arrangements. Poor 
financial results, unanticipated expenses or unanticipated opportunities that require financi al commitments 
could give rise to additional financing requirements sooner than we expect. However, financing may not be 
available when we need it, or may not be available on acceptable terms. If we raise additional funds by 
issuing equity or convertible debt securities, the percentage ownership of our existing shareholders would 
be reduced, and these securities could have rights superior to those of our common stock. If we are unable 
to raise additional funds when we need them, we could be required to delay, scale back or eliminate 
expenditures for some of our development programs or expansion plans, or grant rights to third parties to 
develop and market product candidat es that we would prefer to develop and market internally, with license 
terms that are not favorable to us.  
  
Contractual Obligations  
  
We are contractually obligated to make payments as follows:  
  

Payments Due by Period 

                        
Total 

  
1 Year 

  
2-3 Years 

  
4-5 Years 

  
  (Amounts in thousands)     

            
101,749  $ 5,783  $ 12,127  $ 12,969  $ 
17,005    14,602    2,403    —      



        
118,754  $ 20,385  $ 14,530  $ 12,969  $ 

        
  

Operating lease terms range from one to fi fteen years with certain renewal provisions at our option. 
Effective May 2003, we entered into a construction contract to expand our research and development 
facilities.  
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Important Factors That May Affect Our Business, Our Results of Operations and Our Stock Price  
  
A summary of important factors that may affect our business, our results of operations and our stock price 
follows. You should refer to our Annual Report or Form 10-K for the year ended December 31, 2002 for a 
more thorough discussion of these factors. The risks and uncertainties identified below are not the only 
ones we face. Additional risks and uncertainties not presently known to us or that we currently deem 
immaterial also may impair our business operations. If any of the risks identified in the factors below 
actually occur, our business, financial condition and operating results could be materially adversely 
affected.  
  
Technological Risks  
  
  •   Our bioinformatics -based discovery strategy is unproven, and we do not know whether we will be 

able to discover any genes or proteins of commercial value.  
  
  •   The availability of novel genomic data continues to decrease, which affects our ability to discover 

entirely novel therapeutic proteins.  
  
  •   We may not be able to develop commercially viable products from the key protein categories on 

which we focus.  
  
Intellectual Property Risks  
  
  •   Our patent applications may not result in issued patents, and our competitors may commercialize 

the discoveries we attempt to patent.  
  
  •   Third parties may infringe our patents or challenge their validity or enforceability.  
  
  •   We may be subject to patent infringement claims, which could result in substantial costs and 

liability and prevent us from commercializing our potential products.  
  
  •   Issued patents may not provide us with any competitive advantage or provide meaningful 

protection against competitors.  
  

  
•   The patent field relating to therapeutic protein-based products is subject to a great deal of 

uncertainty, and if patent laws or the interpretation of patent laws change, our competitors may be 
able to develop and commercialize products based on proteins that we discovered.  

  
  •   We expect to incur significant expenses in applying for patent protection and prosecuting our 

patent applications.  
  
  •   We may be unable to protect our unpatented proprietary technology and information.  
  
Product Development Risks  
  



  •   We have limited experience in developing products.  
  
  •   Any failure or delay in commencing or completing clinical trials for product candidates could 

severely harm our business.  
  
  •   Clinical trials may fail to demonstrate the safety and effectiveness of our product candidat es, which 

could prevent or significantly delay their regulatory approval.  
  
  •   We may be unable to satisfy the rigorous government regulations relating to the development and 

commercialization of our product candidates.  
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  •   Our plan to use collaborations to leverage our capabilities may not be success ful.  
  
  •   We may not be able to generate any revenue from product candidates developed by collaborators 

or licensees i f they are unable to success fully develop those candidates.  
  
  •   Because we will depend on third parties to conduct laboratory tests and clinical trials, we may 

encounter del ays in or lose some control over our efforts to develop product candidates.  
  
Financial Risks  
  
  •   We anticipate incurring additional losses and may not achieve profitability.  
  
  •   Our operating results are subject to fluctuations that may cause our stock price to decline.  
  

  
•   If we do not obtain substantial additional funding on acceptabl e terms, we may not be able to 

continue to grow our business or generate enough revenue to recover our investment in research 
and development.  

  
General Business Risks  
  
  •   Novo Nordisk has substantial rights to license proteins we discover, which may limit our ability to 

pursue other collaboration or licensing arrangements or benefit from our discoveries.  
  

  
•   Because we currently do not have the capability to manufacture materials for clinical trials or for 

commercial sale, we will have to rely on third parties to manufacture our potential products, and 
we may be unable to obtain required quantities in a timely manner or on acceptable terms, if at all.  

  
  •   We may not be success ful in developing internal manufacturing capabilities or complying with 

applicable manufacturing regulations.  
  
  •   Because we currently have no sales or marketing capabilities, we may be unable to successfully 

commercialize our potential products.  
  
  •   Environmental and health and safety laws may result in liabilities, expenses and restrictions on our 

operations.  
  
  •   Negative public opinion and increased regulatory scrutiny of genetic and clinical research may 

limit our ability to conduct our business.  
  
  •   Many of our competitors have substantially greater capabilities and resources than we do and may 

be able to develop and commercialize products before we do.  
  



  •   The failure to attract or retain key management or other personnel could decrease our ability to 
discover, develop and commercialize potential products.  

  
  •   If the health care system or reimbursement policies change, the prices of our potential products 

may fall or our potential sales may decline.  
  
  •   We may be required to defend lawsuits or pay damages in connection with alleged or actual harm 

caused by our product candidates.  
  
Other Risks  
  
  •   Our stock price may be volatile.  
  
  •   Certain of our existing shareholders have significant control of our management and affai rs, which 

they could exercise against other shareholders’ best interests.  
  
  •   Provisions in our charter documents could prevent or frustrate any attempts to replace our current 

management by shareholders.  
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Item 3. Quantitative and Qualitative Disclosures About Market Risk  
  
Our exposure to market risk is primarily related to interest income sensitivity, which is affected by changes 
in the general level of United States interest rates, particularly because the majority of our investments are 
in short-term debt securities. The primary objective of our investment activities is to preserve principal 
while at the same time maximizing the income we receive without significantly increasing risk. To 
minimize risk, we maintain our portfolio of cash, cash equivalents and short-term investments in a variety 
of interest-bearing instruments, including United States government and agency securities, high-grade 
United States corporate bonds, asset-backed securities, commercial paper and money market funds. Due to 
the nature of our short-term investments, we believe that we are not subject to any material market risk 
exposure. We do not have any material foreign currency exposure, nor do we hold derivative financial 
instruments.  
  
Item 4. Controls and Procedures  
  
Our principal executive offi cer and principal financial officer, after evaluating the effectiveness of our 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14(c) and 15d-14(c)) as of a date 
within ninety days before the filing date of this report, have concluded that, as of such date our disclosure 
controls and procedures were effective. No significant changes were made to our internal controls or other 
factors that could significantly affect these controls subsequent to the date of their evaluation.  
  
PART II OTHER INFORMATION  
  
Item 2. Changes in Securities and Use of Proceeds  
  
(d) Use of Proceeds from Sale of Registered Securities  
  
Our Registration Statement under the Securities Act of 1933 (File No. 333-69190) relating to our initial 
public offering, was declared effective by the SEC on January 31, 2002. From the effective date of the 
offering through March 31, 2003, we have invested the net proceeds from the offering in a variety of 
investment grade, fixed income securities, including corporate bonds, commercial paper and money market 
instruments.  
  
Item 6. Exhibits and Reports on Form 8-K  



  
(a) Exhibits  
  

Exhibit 
Number 

    
  

       
   

99.1 
   

Certifi cation Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002. 

   
99.2 

   
Certifi cation Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002. 

   
       
  
(b) Reports on Form 8-K  
  
None.  
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SIGNATURE  

  
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly 
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.  
  
        ZYMOGENETICS, INC.  
         
Date: 

  
        May 08, 2003         

   
  
  

By: 
  

/s/    JAMES A. JOHNSON         

  
  

  
  

  
  

  
  

James A. Johnson 
Senior Vice President and Chief Financial Officer 

(Principal Financial Officer and Authorized Officer) 
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CERTIFICATIONS  

  
I, Bruce L.A. Carter, certi fy that:  
  
1. I have reviewed this quarterly report on Form 10-Q of ZymoGenetics, Inc. (the “ Company”);  
  
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or 
omit to state a material fact necessary to make the statements made, in light of the circumstances under 
which such statements were made, not misleading with respect to the period covered by this quarterly 
report;  
  



3. Based on my knowledge, the financi al statements, and other financial information included in this 
quarterly report, fairly present in all material respects the financi al condition, results of operations and cash 
flows of the Company as of, and for, the periods presented in this quarterly report;  
  
4. The Company’s other certi fying officers and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the Company and we 
have:  
  
a) designed such disclosure controls and procedures to ensure that material information relating to the 
Company, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this quarterly report is being prepared;  
  
b) evaluated the effectiveness of the Company’s disclosure controls and procedures as of a dat e within 90 
days prior to the filing date of this quarterly report (the “ Evaluation Date”); and  
  
c) present ed in this quarterly report our conclusions about the effectiveness of the disclosure controls and 
procedures based on our evaluation as of the Evaluation Date;  
  
5. The Company’s other certi fying officers and I have disclosed, based on our most recent evaluation, to 
the Company’s auditors and the audit committee of Company’s board of directors (or persons performing 
the equivalent function):  
  
a) all significant defici encies in the design or operation of internal controls which could adversely affect the 
Company’s ability to record, process, summarize and report financial data and have identified for the 
Company’s auditors any material weaknesses in internal controls; and  
  
b) any fraud, whether or not material, that involves management or other employees who have a significant 
role in the Company’s internal controls; and  
  
6. The Company’s other certi fying officers and I have indicated in this quarterly report whether or not there 
were signi ficant changes in internal controls or in other factors that could significantly affect internal 
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard 
to significant deficiencies and material weaknesses.  
  
 
Date: 

  
        May 08, 2003         

   
  
  

By: 
  

/s/    BRUCE L.A. CARTER          

                
Bruce L.A. Carter 

President and Chief Executive Officer 
  
A signed original of this written statement, required by Section 906, has been provided to the Company and 
will be retained by the Company and furnished to the Securities and Exchange Commission or its staff 
upon request.  
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I, James A. Johnson, certify that:  
  
1. I have reviewed this quarterly report on Form 10-Q of ZymoGenetics, Inc. (the “ Company”);  
  
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or 
omit to state a material fact necessary to make the statements made, in light of the circumstances under 
which such statements were made, not misleading with respect to the period covered by this quarterly 
report;  
  



3. Based on my knowledge, the financi al statements, and other financial information included in this 
quarterly report, fairly present in all material respects the financi al condition, results of operations and cash 
flows of the Company as of, and for, the periods presented in this quarterly report;  
  
4. The Company’s other certi fying officers and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the Company and we 
have:  
  
a) designed such disclosure controls and procedures to ensure that material information relating to the 
Company, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this quarterly report is being prepared;  
  
b) evaluated the effectiveness of the Company’s disclosure controls and procedures as of a dat e within 90 
days prior to the filing date of this quarterly report (the “ Evaluation Date”); and  
  
c) present ed in this quarterly report our conclusions about the effectiveness of the disclosure controls and 
procedures based on our evaluation as of the Evaluation Date;  
  
5. The Company’s other certi fying officers and I have disclosed, based on our most recent evaluation, to 
the Company’s auditors and the audit committee of Company’s board of directors (or persons performing 
the equivalent function):  
  
a) all significant defici encies in the design or operation of internal controls which could adversely affect the 
Company’s ability to record, process, summarize and report financial data and have identified for the 
Company’s auditors any material weaknesses in internal controls; and  
  
b) any fraud, whether or not material, that involves management or other employees who have a significant 
role in the Company’s internal controls; and  
  
6. The Company’s other certi fying officers and I have indicated in this quarterly report whether or not there 
were signi ficant changes in internal controls or in other factors that could significantly affect internal 
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard 
to significant deficiencies and material weaknesses.  
  
 
Date: 

  
        May 08, 2003         

   
  
  

By: 
  

/s/    JAMES A. JOHNSON          

                
James A. Johnson 

Senior Vice President and Chief Financial Officer 
  
A signed original of this written statement, required by Section 906, has been provided to the Company and 
will be retained by the Company and furnished to the Securities and Exchange Commission or its staff 
upon request.  
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Exhibit 99.1  
  

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

  
In connection with the Quarterly Report of ZymoGenetics, Inc. (the Company) on Form 10-Q for the 
period ended March 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the 
Report), I, Bruce L.A. Carter, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. 
§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:  
  



(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange 
Act of 1934 (15 U.S.C. 78m or 780 (d)); and  
  
(2) The information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Company.  
  
 

/s/    BRUCE L.A. CARTER 

Bruce L.A. Carter 
Chief Executive Officer 

  
May 08, 2003  

 
  

Exhibit 99.2  
  

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

  
In connection with the Quarterly Report of ZymoGenetics, Inc. (the Company) on Form 10-Q for the 
period ended March 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the 
Report), I, James A. Johnson, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. 
§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:  
  
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange 
Act of 1934 (15 U.S.C. 78m or 780 (d)); and  
  
(2) The information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Company.  
  
 

/s/    JAMES A. JOHNSON         

James A. Johnson 
Chief Financial Officer 

  
May 08, 2003  

 
 


