To our shareholders

In 2001, deCODE continued to deliver solid
growth and results in all aspects of its business.
We reinforced our position as a global leader in
gene discovery, at the same time recording
robust financial results and forging a range of
partnerships across all areas of our business.
On our own and with our corporate partners
we are turning our findings in the genetics of
common diseases into a broad pipeline of
products to improve healthcare and build value
for our shareholders.

Since its inception just six years ago, deCODE
has established its leadership in human genetics
by focusing on one core competence: applying
population resources to discover the key genetic
components of common diseases. By bringing
together population data on genealogy, genome
diversity, and disease with our proprietary data-
mining products, deCODE is able to ask and
answer the major questions in human genetics,
identifying the key genes and pathways involved
in disease and selecting those offering the most
promising drug targets and most informative
diagnostic markers. We are now conducting
population and genome-wide discovery projects
in more than 50 of the most common, complex
diseases and have mapped genes in some two-
dozen. By the end of 2001, we had initiated drug

discovery work on targets identified in our most
advanced programs. Unlike other approaches
that focus on gene expression, association, or
animal homologies, deCODE’s work is yielding
population-validated targets in human disease.
In a world where it has proven difficult to priori-
tize drug targets, this gives us an advantage
when it comes to developing drugs and diagnos-
tics.

Upon this success we are building a durable and
growing business. Our long-term strategy is to
employ our scientific discoveries, unique
resources and know-how to create innovative
and valuable products for the market. As we
advance our downstream programs, we are also
aggressively pursuing corporate partnerships
aimed at creating new products while providing
the company with growing near-term revenue
streams. Our success in implementing both the
near and long-term aspects of our strategy is
evident in the many significant partnerships we
formed over the course of 2001 and in our solid
financial results.

As we build upon these accomplishments in
2002, | would like to take the opportunity to
review some of the highlights of last year and
their importance to deCODE going forward.



Gene discovery and drug development

In 2001 we extended our unmatched record of gene
discoveries in common diseases. We also put in
place important components of our strategy to
take these discoveries into drug discovery and
the development of diagnostics.

During the course of last year we announced
several important discovery milestones under
our 1998 gene discovery agreement with Roche.
In the first half of the year we announced the
identification of key genes involved in schizo-
phrenia, the common form of stroke, and peri-
pheral arterial occlusive disease (PAQOD). In each
of these diseases we have now isolated drug tar-
gets, validated our findings in other populations,
and are deeply involved in drug discovery work.

Also under the Roche alliance, we announced
the mapping of genes in a series of complex con-
ditions: type-2 or adult-onset diabetes, anxiety
and rheumatoid arthritis. These results provided
fresh evidence of the power of our population
approach not only for homing in on key genes
contributing to specific diseases, but also for
redefining our understanding of what aspects of
disease are most clearly inherited and how
genes interact to cause disease.

Among the notable achievements in our
research programs was our announcement last
October of the mapping of the first gene ever
linked to late-onset Parkinson’'s disease. Our
study, the first population-wide genetic study
ever undertaken in the common form of the
disease, is the basis for an intensive ongoing
research program. It was also important for
countering the contention of many researchers
and funding bodies that genetic research on
Parkinson’s should be curtailed, as previous
gene research had yielded inconclusive results.

In July, deCODE formed a broad alliance with
Copenhagen-based Genmab and its parent
company Medarex. The goal of this alliance is to
bring together deCODE’s discoveries in common
diseases with Genmab and Medarex’s pro-
prietary technology to generate new human
antibody therapeutics for common diseases.
Because of their low toxicity and excellent
safety profile, human monoclonal antibodies
can be brought into clinical development more
quickly and cheaply than traditional small mole-
cule drugs, presenting an important opportunity
for getting the benefits of genomic medicine
more quickly to patients.



Diagnostics and personalized medicine

We believe that DNA-based diagnostics and
pharmacogenomic tests will become an integral
part of healthcare in the near future. Such tests
promise to enable the accurate measurement of
individual predisposition to disease, the develop-
ment of novel disease prevention strategies, and
the ability to prescribe to individual patients the
drugs that will be safest and most effective for
them. Moreover, these tests can be created
using the same targets deCODE is using for drug
development, but with a much shorter time to
market. deCODE is well positioned to play a
leading role in the development of this new com-
ponent of healthcare and in 2001 the company
formed several important alliances in this field.

In July, we signed a broad agreement with
Roche Diagnostics, the largest diagnostics com-
pany in the world. The aim of the alliance is to
use deCODE’s genetic research and informatics
products to bring to the market an integrated
suite of products and services for assisting in
the clinical diagnosis of common diseases, the
prediction of disease predisposition, and the
analysis of responsiveness to drugs. Over the

five-year term of the alliance, Roche will provide
deCODE with a major package of committed
research funding, as well as potential milestone
payments and royalties on successfully commer-
cialized products.

deCODE’s pharmacogenomics approach brings
together the company’'s population linkage
analysis and gene expression data to identify
genetic markers that can accurately predict the
responsiveness of individual patients to parti-
cular medicines.

In 2001, deCODE formed pharmacogenomics
collaborations with Affymetrix and Genmab.
With Affymetrix, deCODE is developing assays
to predict responsiveness to treatments for
several major diseases, including high-chol-
esterol, depression, asthma, hypertension,
breast cancer, schizophrenia and migraine.
deCODE, through its pharmacogenomics and
clinical research subsidiary Encode, will share
revenues from the sales of tests developed
under the alliance. With Genmab, deCODE is
working to develop a DNA-based test to identify
genetic factors predictive of responsiveness to
Genmab’s HuMax-CD4 antibody, now in late-



stage clinical trials for the treatment of rheuma-
toid arthritis. Under this agreement, deCODE
receives research funding as well as potential
milestone payments and sales royalties on a
successfully marketed test.

Informatics

The power of deCODE’s population approach to
gene discovery lies in the ability to generate and
analyze detailed genotypic data from volun-
teer patients and relatives who belong to vast
extended families from across the entire popu-
lation. In order to be able to manage tens of
thousands of DNA samples, capture the geno-
type data generated, and efficiently conduct the
complex statistical analysis involved in popula-
tion-wide linkage studies, deCODE has devel-
oped some of the most powerful datamining
algorithms and software programs available
today. These programs now represent an impor-
tant avenue of commercial potential for the
company.

Last year we formed an alliance with Applied
Biosystems Group, the world’s leading manufac-

turer of DNA analysis instruments. Under this
collaboration, we are adapting deCODE’s geno-
typing and laboratory management software for
integration and marketing with ABG’s hardware.
The goal is to leverage ABG’s leadership in bio-
analytical instruments and deCODE’s unique
expertise in genotypic analysis to provide custo-
mers with a range of customizable solutions for
the generation, management and analysis of
genotypic data. Along with royalties on sales,
this alliance is also beneficial to deCODE in that
it will make the company’s bioanalytical pro-
ducts available to virtually all of the leading
genomic research organizations in the world,
introducing deCODE’s know-how to a large
number of potential customers and partners.

Intellectual Property

Last year, our scientists used our proprietary
datamining technology to discover more than
350 genes in major drug target classes. These
include GPCRs, kinases, proteases, ion chan-
nels, nuclear receptors and transglutamin-
ases. Using deCODE’s Clinical Genome Miner™
discovery system, we were also able to place



these genes in the context of population linkage
data in more than 40 common diseases. deCODE
has applied for patents on these targets, which
include relevant disease linkage data. These dis-
coveries and filings substantially augmented the
company’s intellectual property portfolio and
provide a set of validated targets for our expand-
ing in-house drug discovery program and new
drug discovery partnerships.

Finance

The series of new corporate partnerships and the
achievement of gene discovery milestones con-
tributed to the company’s solid financial results
for 2001. The company again achieved its revenue
targets, with recognized revenue for the year
rising to $31.6 million, up 46% on 2000. At the
close of the year deCODE also had $13.1 million in
deferred revenue which will be recognized over
subsequent reporting periods. We exercised
careful cash management, using only $27.1 in
cash resources during the year and closing 2001

with $167.1 million. These resources put the
company in a strong position for pursuing its
downstream strategy well into the medium term.

Facilities

In December 2001, construction work on the
company’s new headquarters was completed on
schedule. Our new facility adjacent the University
of lceland campus in central Reykjavik has
approximately 15,000m* of floor space and now
houses deCODE’s principal research facilities
and 600 Reykjavik-based staff.

Building on achievement

For deCODE, 2001 was clearly a year of growth
and achievement. In 2002, we began immediately
to build on this progress to continue to execute
both the near and longer term objectives of our
business strategy.



Early this year we took an important step in
advancing our discoveries into proprietary drug
discovery and development, a key route by which
we hope to create and capture additional value
from our capabilities and investment in R&D. In
January, we announced deCODE’s acquisition of
MediChem Life Sciences in a stock-for-stock
transaction that was completed in March. The
acquisition of MediChem, which is based in
Chicago and focused on using genomically-
identified targets to synthesize novel com-
pounds ready for clinical trials, provides
deCODE with integrated capabilities ranging
from structural proteomics to lead optimization,
medicinal chemistry and scale-up. We have
already begun to employ these assets for the
discovery and development of compounds in our
projects on schizophrenia, stroke and PAOD.

We immediately leveraged our new drug develop-
ment capabilities with the extension of our
alliance with Roche Pharmaceuticals from gene
discovery into drug development. Under our
1998 alliance with Roche we mapped or identi-

fied genes involved in ten major diseases in just
under four years — an unmatched record. Under
the agreement signed this year, we are focusing
on turning our discoveries in a selection of four
of the twelve diseases in the earlier alliance into
new therapeutics. This represents an exciting
opportunity for deCODE and reflects our growth
as a company. We will be pursuing drug discov-
ery work on these targets ourselves, adding yet
more value to our discoveries and as a result
garnering a greater share of the upside from the
drugs that result. deCODE will also retain the
development rights to the eight diseases not
carried forward from our 1998 alliance, provid-
ing us with advanced projects in major diseases
that we can fold into our proprietary down-
stream programs.

In personalized medicine, we have formed an
innovative alliance with Pharmacia. Under this
alliance, we are using our population approach
to pinpoint genetic markers that can identify
individuals who are likely to progress from early
to more advanced forms of heart disease.



We then aim to employ this information to iden-
tify broad groups of patients who may be able to
benefit from heart medicines under develop-
ment at Pharmacia. This alliance suggests a
new way of employing pharmacogenomics — to
optimize the potential benefits of new drugs
before they reach the market.

As the year progresses, we expect to share with
you news of further advances in scientific dis-
covery and in our programs to develop and
commercialize diagnostic, therapeutic and
informatics products. This year we expect to
sign up our first subscribers to the Clinical
Genome Miner™, to achieve our first milestones
under our diagnostics collaboration with Roche,
to extend our range of partnerships in pharmaco-
genomics, and, in our alliance with Applied
Biosystems, to launch our genotyping suite on
the market.

In 2001 we made significant progress across all
areas of our business and continued to achieve
the ambitious goals we have set ourselves. This
year has gotten off to a thunderous start and we
will continue to focus on the achievement of our
strategic objectives: building growing revenues
through new alliances and research milestones,
at the same time expanding our pipeline of pro-
ducts to create even greater value in the longer
term.

On behalf of everyone at deCODE, | would like to
thank you, our shareholders, for your role in
making deCODE a global leader in the appli-
cation of human genetics to create better
healthcare.
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