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Amgen 1

T a
— o e W e oen
Sefected Finaacial Data Total revenues $23.359 $10,130 $ 6,115 $ 150 $ 2.715
{in thousands, excep! per share amounls) Expenses
(Unaudited)
Research and development 17,424 13.823 8.758 7,095 3325
General and administrativa 4,600 3,459 2212 1,486 1,025
Net income {loss) 548 (7.763) {4.941) {7.079) (1.656)
Net income (loss) per share .05 (.72) (.55) (3.06) {.68)
Shares used in calculation of
net income (loss) per share 11,644 10,797 8,969 2,317 2,425
Total assets 93,675 47,852 55,342 11,542 17,975
Long-term debt 8,361 8,245 8,029 41 -
Shareholders' equity 80,580 37,705 45,295 10.106 17,137
Corporate Highlights Increased annual revenues by 130% - $23.4 miltion in fiscal 1986 compared to $10.1 miltion in fiscat 1985.
Achieved profitable operations for the yzar.
Introduced five human pharmaceutical products into Phase | clinical testing: erythropoietin, interleukin 2,
hepalitis B vaccine, gamma interferon and consensus interferon.
Completed public equity financing with net proceeds of $37 million.
Established joint venture arrangement with Johnson & Johnson on thres major pharmaceutical products.
e Completed $5 miltion private equity placement and joint venture agrezment with SmithKline Beckman to

commercialize porcing somatotropin.
rormed partnership with Arbor Acres Farm, Inc. on poultiy breeding and genetic selection.
Completed development and marketing agreement with Eastman Kodak on selected specialty chemicals.

Received issuance of the Company’s first patents.

Total revenues: Research-and Shareholdess’




Yo Our Shareholders

Fiscal 1986, Amgen's fifth year of
operations, was highlighted by
commercial progress and scien-
tific achievement. The Company’s
accomplishments in each of the
major areas of its operations
have enabled it to continue on
ptan to build an independent
health care enterprise based on
recombinant DNA and molecutar
biology. Our scientific achieve-
ments, commercial relationships,
organizational development,
facitities expansion and financial
performance distinguish Amgen
as one of a handful of companies
completing the transformation
from a research organization to a
fully integrated company capable
of manufacturing and marketing
the products of its research
efforts. In the past twelve months,
we have introduced five of our
genetically engineered pharma-
ceutical products into human
clinica! trials.

Financial Performance

Fiscal 1986 also markeg the
Company's first achievement of
profitable operations, as we
posted a net income of $548,000
compared with a loss of
$7.763,000 in the prior year, while
maintaining significant effort on
new product development. Qur
strategy is to maintain profit-
ability on an annual basis as we
focus on bringing products to
the market.

Our revenues in Fiscal 1986 were
$23.4 miltion, an increase of
130% from the prior year's reve-
nues of $10.1 million; 90% of
these revenues were derived from
operations: corporate partner
revenue and product sales to the
scientific research community.

The financial profile of the organi-
zalion was further strengthened
by the completion of our public
equity offering which resulted in
net proceeds of $37 million. A
series of long-term commercial
agreements were concluded
which will help insure the avail-
ability of the resources necessary
to bring our products to the
marketplace.

Product Development
Pragrams

The productivity ot Amgen's ‘

product development efforts is”

demonstrated by bringing prod-
ucts out of the laboratory into the
clinic. Amgen has five priority
pharmaceutical products in
Phase I human clinical testing:
erythropoietin, ir:erleukin 2, hep-
atitis B vaccing, yamma inter-
feron and consensus interferon.
Each of these products offers
promise to improve the health
and well-being of those suffering
from a variety of malignant and
chronic disorders, and empha-
sizes Amgen’s commitment to
help pioneer new and inngvative
pharmaceuticals through recom-
binant DNA technology.
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: Con;momlal Relationships

* Amgen has entered into a select
Tuiber of commercial alliances.
The Crmpany's partners offer
substantial marketing, financial
and manufacturing resources

complementing Amgen's skillsin -

product development. Of par-
ticular note during 1986 were the
following:

Johnson & Johnson Under the
terms of this agreement, Johnson
& Johnson will join in the devel-
opment and commercialization

of Amgen's hepatitis B vaccine
and interleukin 2. Johnson &
Johnson is conducting clinical
trials and hotds exclusive market-
ing rights in defined world mar-
kets. In return, Amgen receives
support for ongoing development
efforts as well as payments for
the achievement of technical and
clinical milestones. Similarly,
Johnson & Johnson will commer-
cialize erythropoietin in areas
outside the United States and
Japan as well as in certain United
States markets.

-

Arbor Acres Farm, Inc.  Amgen
has formed a 50-50 partnership
(G. T. Systems) with this leading
producer of poultry breeding
stock. We are working together
to apply our gene mapping and
other advanced genetic engineer-
ing techniques to attempt to
develop sugerior stock selection
and breeding methods in order
to improve feed efficiency and
ennance disease resistance.

SmithXline Beckman

SmithKline Beckman and Amgen
are working on the development
and commerciatization of porcine
somatotropin, a naturally occur--
ring growth regulator which plays
a key role in controlling growth
and maturation in pigs. In addi-
tion to providing support for
product development, SmithKline
Beckman also made a $5 mitlion
equity investment in Amgen.

Eastman Kodak  Amgen is work-
ing with Kodak to develop novel
biosynthetic processes for the
preduction of selected specialty
chemicals in the areas of nutri-
tion, industrial enzymes and
other selected markets.

Research and Development

In addition to those products cur-
rently in clinical trials, the Com-
pany is conbnuing its pioneering
efforts in the discovery and
development of 2 new generation
of Amgen products. With human
granulocyte colony stimulating
factor, platelet-derived growth
factor, epidermal growth factor,
insulin-like growth factors I and
1|, indigo, vitamins and enzyme
programs currently under
development, Amgen’s porttolio
of products remains strong.
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Technology/Patents

Amgen continued to build upon
its technology base during Fiscal
1986. The Company believes in
the importance and value of its
nroprietary technology and is
aggressively pursuing a strategy
of protecting its technical lead-
ership through patents and pro-
prietary developments.

Fiscal 1986 marked the year of
issuance of Amgen’s first patents.
With the patents already issued
and more than 250 patent appli-
cations tiled worldwide, the
Company believes it will be in an
excellent position to protect its
proprietary technology and
products.
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Corporate Development

Fiscal 1986 saw significant staff
and facilities expansion at both
our Thousand Oaks and Boulder -
facilities, Staff additions focused
on product development, fermen-
tation and manufacturing in line
with entering a more mature
phase of the Company’s develop-
ment. Progress continued on
Amgen's Chicago production
facility as the Company prepares
. toexpand its capabilities in
large scale production and
manufacturing.

It is the dedication ana hard work
of our statf which has enabled
Amgen to emerge as a major bio-
technology company. As of ihe
end of Fiscal 1986, our stalf
reached 196, most of whom are
shareholders who can share in
the successes which they create.

~

Beyond This Year's Success

—n

The successes of the past 12
months now bring Amgen to the
real challenge of proceeding with
the evolution into a fully inte-
grated company. Strengthened by

“our added equity capital and

additional corporate partner-
ships, our staff is addressing this
goal with confidence.

We are pleased to welcome those
who joined the ranks of Amgen
shareholders during the past
year, and look forward to sharing
our growth, progress and success
with each of you during the com-
ing years.

g o Pt

George B. Rathmann
Chairman of the Board,
President and

Chief Executive Officer

June 5, 1986
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Corporate Strategy

Amgen was founded to capitalize
on the advances in recombinant
DNA and molecular biology which
have made possible the deveiop-
ment of a new industry capable of
producing a wide variely of inno-
vative and valuable products.
Since its inception, Amgen has
focused its efforts in four major
areas of commercial interest:
human pharmaceuticals, human
diagnostics, animal health care
and specialty chemicals. Within
each of these fields, the Com-
pany's strategy is targeted toward
developing products which will
fully utifize the advantages of
recombinant DNA technology
over current methods of produc-
tion as well as providing competi-
tive advantages over the growing
number of companies engaged in
this field. The Company's strat-
egy has generally been 1o invest
its own resources in projects,
deferring commercial collabora-
tions until technical feasibilitv
has been established.

Ingicative ot the
LOMpary’s progress
and maturation

nals of recombinz’t
DNA genved proo-
ucts sitn mvenlory
prior to shipment to
chnical invesligators.
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The Company has entered into a
limited number of such commer-
cial ventures with selected corpo-
rate partners in which Amgen
provides manufacturing
capabilities and lechnological
ie:adership while ihe partners
provide substantial marketing,
financtal and additional man-
ufacturing resources for the com-
mercialization of Amgen's
products. This strategy has
enabled the Company to maintain
autonomy and control over its
programs while retaining sub-
stantiat rights to their commercial
development. The value of pussu-
ing such a strategy can best be
iflustrated in the portfolio of
quality corporate refationships
which has been established as
well as the improved operating
performance of the Company. The
Company has secured sufficient
tinancia! resources to bring its
products to market and maintain
its rights to participate signifi-
cantly in their commercial
5UCCess.
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Amgen: On The Move Toward
Commercialization.

Pharmaceuticals

The biotechnology industry was
founded on the premise that
recombinant DNA technoloqy
would make possible the produc-
tion of a new generation of phar-
maceutical products which would
dramatically impact the practice
of medicine. Amgen is trans-
forming today's successes in
molecular biclegy into tomorrow’s
innovative products. During the
pas! twelve months, the Company
has introduced five of its phar-
maceutical products into human
clinical testing, thereby acceler-
ating the transition of products
from the research faboratory to

the commercial marketplace.
Amgen's strztegic business fncus
has enabled it to cross the
boundary between pioneering
science and industrial research,
and favorably position the Com-
pany at the threshold of substar-
tial commercial opportunities.
Each of the products discussed
below represents a success for
Amgen and biotechnology as well
as added hope to patients who
are anxiously awaiting treatment
for ilinesses which have not
responded to conventional
therapy.

Filed 05/01/2006 “Page 8 of 35

Increasing produc- - -
tion efiiciency of
celtlines has been

a key element in
Amgen’s technical
success. Beth
Andersan examines

“an experimental
growth chamber to
aplimize conditions
tor cell growth ang
EPO production
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Erythropoietin

Erythropoietin is a critical protein
hormone which normally circu-
lates in the bloodstream and is
responsible for the regulation and
control of red blood cell syn-
thesis. An inahility to synthesize
or maintain the proper levels of
erythropaietin often leads to ane-
mia. Such anemias are most
olten associated with patients
suifering from chronic kidney dis-
ease, cspecially those undergo-
ing kidney dialysis. Currently, the
treztment for this form of anemia
is repeated blood or red cell
transfusion, a costly process that
may expose the patient to risks
from serious infection.
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Hemogiobin
concentration

Although erythropaoietin is pro-
¢uced naturally in the body,
research to date has been hin-
dered hy an extremely limited
supply and prohibitive costs of
production. Now with readily
available suppiies of pure recom-
binant material, a result of the
genetic engineering advances of
Amgen scientists, thes:2 short-
comings have been oveicome.
With the cloning and expression
of the gene for erythropoietin,
Amgen has taken a major step
toward developing a new and
eftective treatment for the
anemias associated with

renal disease.

Clinical testing began in
December to investigate the
application of erythropoietin for
treating kidney dialysis patients.
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Additional studies will be neces-
sary 1o flly assess erythro-
poietin’s utility in treating dialysis
patients as well as the millions

_ who sulfet from chronic anemia

around tne wotld.

Amgen retains certain marketing
rights to erythropoietin in the
United States, and has entered
into commeaicial relationships
with Kirin Brewesy Co. Ltd. of
Japan and the Ortho Pharma-
ceuticat Division of Johnson &
Johnson relating to the marketing
of the praduct in defined world
markets. Amgen will manufatture
and supaly a substantial portion
of erythrcpeietin requirements
and in addition share in the
downstream profits.

Ken Chér 2ramines
the preces af the
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will enanse h
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Interleukin 2

interieckin 2 is an important
componer:: of a class of mole-
cules known a2 lymphokines,
which are substances praduced.
n minute quantities by white
blood cells. Preliminary stues
have suggested that interleukin 2
may piay an important role in the
treatment of cancer patients.
Recent publications of clinical
studies at the National Canczi
Institute reinforce the validity of
the preliminary research.

Amgen’s approach in this area
has been to develop an engi-
neered variant of the naturally
occurring molecule, which variant
possesses superior properties.
The Company’s proprietasy ver- "
sion of the moleculz is easier to
purify, exhibits greater stability
and higher specific (biological)

activity when compared to the
natural molecule. The Company
has tiled patent applications
on its interleukin 2 variant, a
novel product of its gens syn-
thesis technology.

The Company initiated human
clinical testing of its interleukin 2
last December and is investigat-
ing its potentiai for antitumor
therapy a~d for the trectment of
immune dei:ciency. Johnsan &
Johnson nas t2en granted world-
wide marketing t.qhts in return
for ongoing suppoi: threugh

product development. Amgen will

manufacture the product for
Johnson & Johnson in the United
States and will share in the
profits from worldwide saies.
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Hepatitis B

Hepatitis B is a major pubiic
health problem throughout the
modern world, both in terms of
mortality and morbidity. Medical
studies suggest that the number
of asymptomatic hepatitis B car-
. riers may exceed 700,000 in the
United States and more than 150
million worldwide. In addition,
there is compelling evidence sig-
gesting a strong link bet.een
hepatitis B infer*iun and the
subsegu<in development of

liver cancer.

Although a commercial vaccine
against hepatitis B has been
developed by purifying immuno-
genic particles from infected
blood, it has met with only limited
acceptance in the market. The
high cost to the patient and the

sariace an
COMpGeN2at y5¢&i5 I
Amgens deveiep: -

= em2nTs wIth e

yoestcells.

concerns surrounding products
derived from infected blood have
been raised as issues which may
have siowed general acceptance
of such plasma-derived producls.

Amgen stientisis set out to
develor 4 vaccine which would
svercome the shortcomings of the
plasma-derived vaccine at a cost
which wouid make it available to
a broader segment of the popula-
tion at risk. Amgen scientists
were able to clone the gene which
coded for the hepatitis B surface
antigen, the protein which is rec-
ognized by the human immune

system and enables ine body to
develop a rrutective antibody
ressunse. Through the use of pro-
prietary genetic engineering -
technology, Amgen scientists
wer2 able to manipulate yeast
ceils to produce surface antigen
particles which car;y no risk of
infection yet are capable of elicit-
ing a protective immur.e
Tesponse.

Amgen began human clinical
testing of its recombinant DNA-
derived vaccine in October. The
Company is expanding its trials
in conjusiction with its marketing
partner, Johnson & Johnson, who
holds worldwide rights to this
preduct except for China.

Seneaaic diastam
15 B wtus




Interferon

Interferon was originally
described as an antiviral agent
that protected cells from viral
infection. With recent advances in
molecular biclogy and protein
biochemistry, it is now clear that
the term interferon encompasses
not one, but a group of related
proteins that share antiviral
activity but differ in molecular
weight and amino acid sequence.
In addition to the antiviral proper-
ties they exhibit, interferons ap-
pear to participate in numerous
aspects of the immune response
and have been shown to affect
the biology and biochemistry of
both normal and malignant cells.

Consensus Interferon

Natural alpha interferons are pro-
duced trom white blood cells.
These alpha interferons comprise
a family of refated proteins with
similar properties; however, there’
are structurat differences that
affect the biological activity of
these individual interferons.
Amgen has analyzed these dif-
ferences in structure and function
and has combined its proprietary
gene synthesis technology with
its expertise in developing high
level expression systems to
create engineered interferors
with unique biological and phys-
icat characteristics. Of particular
interest is Amgen's consensus
interferon, which incorporates
many predominant features of the
known alpha and beta inter-
terons. In initial Jaboratory i:nd
animal studies, this consensus
interteron has demonstrated
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greater antiviral potency than any
known alpha or beta interferon.
Such properties offer prospects
of lower doses per treatment and
fewer side effects while achieving
the same biological or thera-
peutic result obtained with larger
doses of competitive products.

Amgen has retained exclusive
worldwide rights to consensus
interferon and has completed
Phase | human clinical testing. In
addition, the Company is also ~
exploring application of this
unique genetic engineering prod-
uct to the animal health area,
investigating its application in
the treatment of a variety of
infectious diseases which

afiect cattle.
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Gamma Interferon

Another major thrust of Amgen’s
@forts in the field of interferon
research is gamma interteron, an
important immune regulator
which appears to exhibit direct
antitumor activity as well as anti-
viral activity. The Company’s ini-
tial efforts have focused on the
production of a synthetic gene for
this molecule. Amgen scientists
were able to construct the gene
corirq for the proposed structure
o _ .nma interferon as well as
various modifications, one of
which was subsequently found to
correspond more closely to natu-
rally occurring gamma interferon.

R Sl

Cimuaratons

Combining expertise in gene
expression systems, scale up and
protein purification, Amgen
researchers produce sufficient
quantities of gamma interferon to
meet the anticipated clinical
requirements, using processes
readily scalable to meet antici-
pated market demand.

Tre American Cancer Society
estimates that there are approx-
imately 1,000,000 newly diag-
ncsed cases of cancer each year
in the United States and between
3.000,000-5,000,000 people in
this country currently are receiv-

ing some form of treatment for

this disease. Although there can

be no assurance that any or all of
these patients would respond to
interferon therapy, the Company
believes that they represent a tar-
get population for therapy and
that some percentage of this
population will benefit from

such therapy.

Amgen has completed Phase |
clinica! testing in cancer patients
and is beginning Phase Il pilot
studies for several indications.
The Comoany currently retains
exclusive worldwide marketing
rights for its commerciat
development.




Reinforcing the Commitment
to Basic Research Discovery.

Amgen maintains a commitment
to the discovery of new and excit-
ing molecules which offer the
potential to be turned into nove!
and more effective biotherapeutic
products.

During the past year, progress
continued on human granutocyte
colony stimulating factor, an
important protein which plays a
critical role in the proliferation,
differentiation and maturgtion of
precursor cells in the bone mar-
row. Collaborating with scientists
at New York's Memorial Sloan
Kettering Cancer Center where
this molecule was first dis-
covered, Amgen scientists cloned
and expressed the gene for
human grarulocyte colony stimu-
lating factor. Ciinical efficacy will
be examined during the coming
year. Memorial Stoan Kettering
Cancer Center is the world’s
largest institution devoted to
patient care, research and educa-
tion in Cancer.

Amgen ig also developing other
products in the human phar-
maceutical field, particularly
growth factors. We are exploring
such products as epidermal
growth factor and platetet-
derived growth factor in wound
healing as well as a potentially
broader application of epidermal
growth factor in treating ulcers by
its ability to suppress gastric acid
secretion. The Company is eval-
uating the role of the insulin-like
growth factors in the regulation
and contro! of growth of bane,
muscle and connective tissue.
Depending on the outcome of the
preclinical testing, such pro-
grams may be pursued through
clinica! testing.

Amgen’s basic research and
development efforts have been a
major source of new products,
and the Companv maintains a
strong commitment to new prod-
uct programs beyond those in
human clinical and preclinical
lesting.
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Eorging new methods tor the
. detection ard diagnosis of

Human Diagnostics and
Amgen Binlogicals

The early and accurate diagnos's
of disease is one of the most
critical elements in the effective -
practice of medicine. Amgen has
developed a strategy for the diag-
nostics field which complements
its work in the development of
therapeutics and pTovides an
opportunity to capitalize on its
technical leadership in synthetic
DNA chemistry, hybridization
probes and hybridomas in an
effor! to develop a new generation
of more sensitive and specific
diagnostic assays. Amgen has
chosen to market the major por-
tion of its in vitro diagnostic tech-
nology in conjunction with Abbott
Laboratories, the worldwide
leader in the field of immunodiag-
nostics today. Amgen’s five-year,
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$19millicn development program
with Abbet: represents a formi-
dable aitiarxce of pioneering sci-
anse and in-ovative, aggressive
n arksting. Together, we hope to
{ulfill our geal of establishing
market leadership basad on sci-
entific leadership.

In advance of the approval of its
products for pharmaceutical
applications, Amgen, through its
marketing arm Amgen Biolog-
icals, has initiated a marketing
effort which makes its pioneering
recombinant DNA products avail-
able to the scientific research
community. Although these prog-

ucts are limited lo research use,
the reception by research profes-
sionals at universities and
institutions worldwide has been
enthusiastic as sales continue to
exhibit strong growth. In most
cases, these materials are not.
routinely available in the same
high purity, quality or biclcgical
activity from sources other than
Amgen. Tiirough Amgen Biologi-
cals, we are establishing our suc-
cess in the marketplace based on
our success in the laboratory. By
making new and innovative prod-
ucts avaitable in this manner,
Amgen will help to advance the
understanding of the mechanism
of action of these important
molecules.
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Animat Health Care

tnnovative solutions to today’s
farming challenges

Early inits development, Amgen.
recognized that the animal heaith
care business provided a consid-
erable commercial opportunity
for the application of the tech-
nology and expertise it had
developed in the human health
care area. The Company has
focused its effarts primarily on
growth regulators as well as the
application of selected human
therapeutic products to animal
health care.

Animal growth promotant pro-
teins have substantiat commer-
cial potential because they may
improve i.2d efficiency and stim-
ulate growth of animals, thus
enabling the farmer to reduce
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* feed requirements or ime to mar-
ket. Unlike certain eariier growth
regulators, such broteins are nat-
ural growth promotan!s that leave
no known undesirable rasidues
and:offer the farmer the potential
of increased yields of dairy and
meat products. Amgen has
developed high yield expression
systems for bovine, porcine and

" chicken somatotropins and

is currently pursuing com-
mercialization programs with
corporate pariners in each of
these areas.

Amgen is currently developing
bovine somatotropin in conjunc-
tion with The Upjohn Company,
a leading worldwide supplier of
pr ts 1o the dairy industry.
Amgen and Upjohn studies have

The scale up anc
production of
recombinan! bovine  Bengston oversees
somatotropn tre progaction ot
continued to accel-  BSTprier toship. -
erate duning the ment 1 ur pa tner

. past year Shown Upjonn

ners tinistDa o

indicated that bovine somato-
tropin improves the milk yield
production of dairy cows by up to
15%. The product is currently
undergoing scale up ta meet the
anticipated market demands.
Upjohn will market this product
on a worldwide basis with Amgen
sharing in the profils.

We are pleased to be working with
SmithKline Beckman on the
development and commercializa-
tion of porcine somatotropin. The
key regulator responsible for the
regulation and control of growth
in swine, porcine somatotropin,
can enhance an animal’s feed
efficiency by as much as 20%.

Amimal growin

promolant pruiems growtn of ammals
have substantial ihus enabiing tne
commeicial potentiat  ‘ariner 1o reduce
because they may

improseteedefi-  tmetomarkel

ciang, and shimelate
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Amgen will manufacture porcine
somatotropin, while SmithKline
Beckman will market the product
worldwide and share profits from
sales with Amgen. As part of its
decision to work with Amgen on
this project, SmithKiine Beckman
also made a $5 milfion equity
investment in Amgen, and we
welcome them as our newest cos-
porate shareholder.

In conjuncticn with Arbor Acres
Farm, inc., a world leader in poul-
Ity breeding, Amgen has formed
a 50-50 partnership (G. T. Sys-
tems) to explors the applicatiop
of gene mapping and ather
agdvanced genetic techniques in
order to develop superior breed-
ing and selection methads with
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the goaTBt improved feed effi-
ciency and enhanced disease
resistance. In addition to the
ongoing support which it receives
for its work on this program,
Amgen will also share in the reve-
nues which result from the part-
nership products.

In addition to its work cn natyral
growth promotants, the Company
continues to explcrs tire applica-
tion of its human pharmaceutical
products to the animal health
care field. The application of bio-
technology to the animal health
care area is clearly established.
At Amgen, we continue to seek
innovative solutions to today's
farming challenges.
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Pioneering the application of
bictechnology to the unique
chalteages of tha chemical
industry.
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Specialty Chemicals

The successfuI;Bplicalion of
recombinant DNA technology to '
the specialty chemical field poses
a different set of issues from
those in the pharmaceutical and
heaith care area. Scale up, pro-
duction requirements, cost con-
straints, capital investment and
the complexity of biechemical
pathways pose barriers of a
different nature than those
encountered in other areas of bio-
technology application. As a
result, initial efforls by many
researchers in this area focused
on the production of enzymes or
simple proteins which are the
products coded for by single
genes. Broader applications to
compounds that are the products
of a series of chemical reactions

Product:on o
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" _required multiple genes (gene
' élusters) that function together.

Amgen has successtully

developed proprietary technology
for the manipulation of these
gene clusters, significantly
expanding the range of products
tnat can be produced by genetic
engineering. Amgen scientists
have played a ieadership role in
demonstrating the feasibility and
practicality of transfering gene
clusters. They wese able to apply
fundamental research discoveries
leading to the microbial produc-
tion of a variety of specialty
chemicals, establishing Amgen
as the recognized leader in gene
cluster technology. The Company
has demonstrated a series of

-

technical successes in this area,
and is currently developing can-
didate dyes, vitamins and incus-
trial enzymes.

Amgen continues to build on its
pioneering work on the microbial
production of indigo dye. We have
demonstrated the feasibility of
producing a variety of related
dyes and pigments through
genetic engineering technology.
The Company continues to
explore the alternatives for bring-
ing this technology to market
either on its own or through com-
merciai partnerships.

Combining gene synthesis and
proteig engineering capabilities,
Amg8scientists succeeded in
developing a series of novel

neusinal eniymes
and chemicats

RSV S

N

genetically engineered enzymes
which exhibit superior physicat
and chemical properties when
compared to their natural coun-
terparts. Amgen’s proprietary
technology in this area couid
have broad application in the pro-
duction of enzymes for a number
of industries.

Progiess continues on out joint
research and development agree-
ment with Texaco, Inc. for the
development of biotechnology-
based processes for producing
selected specialty chemicals by
fermentation. We continue to
meet the technical milestones of
the program, and look forward
to the continued success of

this project.
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During the past year, we were
pleased to announce the finaliza-
tion of a joint program with East-
man Kodak to develop novel
biosynthetic processes for the
production of certain specialty
chemicals. The productsunder
investigation will have usesin a
variety of areas ranging from
pharmaceuticals and nutrition to
industrial enzymes and chemi-
cals. We welcome our new chemi-
cal partner, and look forward to a
productive relationship.

The technical success which we
have enjoyed and the ability to
attract high quaiity corporate
partners have validated our strat-
gy to leverage our technology by
pioneering the application of bio-
technology to the unique chal-
lenges of the chemical industry.
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Amgen

Management’s Discussion and Analysis of
Finencial Condition and Results of Operaticas

Results of Operations

Operations for the fiscal years en.ded March 31, 1986 and 1985 have been characterized by increasing revenuss

of $23,359,000 and $10,130.000, respectively, predominantly derived from corporate partners, including

payr ents for achieving technological milestones, and interest income. Such incrzases have been accompanied

by inureasing expenses. predominantly for research and development. Research and development expenses

have increased edch year since inceplion, reflecling increases in personnel and expanded facilities dedicated to
reseaich and development applications. Research and development expenses for the fiscal years 1986 and 1985 ~ B
were $17,424,000 and $13,823,000, respectively. General and administrative expenses have increased at
approx.imately the same percentage rate as research and development expenses.

The Company's operations for 2ach of the past three quarters have been profitable. Prior to the quarter ended
September 30, 1985, the Co.npany experienced net losses, as the level of corporate partner revenue and
produci sales was not sufficient to cover research and development and general and administrative expenses.
The Corpany anticipates that its operating results may fluctuate significantly from period to period due to the
timing o the achievement of contract milestones and the receipt of revenues from new corporate partner
agreements.

1986-1935 Total revenues increased by $13,229,000 for the fiscal year ended March 31, 1986, as compared
with the prior year, predominantly as a result of milestone and other corporate partner payments from Johnson
& Johnson and Kirin Brewery Company, Ltd. Interest income decreased for the same pericd as a resuit of lower

levels of invesle(ﬁwds.

In fiscal 19€6 and 1985, the Company had two principal sources of cevenue: revenues from its carporate
partners ant. interest on short-term investments. Payments from Abbott Laboratories, Ortho Pharmaceutical
Corporation, a subsidiary of johnson & Johnson, Kirin Brewsry Company, Ltd. and Kirin-Amgen, Inc. accounted
for 83% and 63% of total revenues for the 1986 and 1985 fiscal years, respectively. See Note 3 of Notes to
Consolidated Financial Statements. In additien to these sources, the Company has generated increasing
revenues from ales of genstically engineered reagents for research purposes. Until revenues from croduct
sales are substantial, the Company anticipates that corporate partner revenues and interestincome will
continue to be the Compzny's principal sources of revenues.

1985-1984  Tosalievenues for fiscal 1985 increased by $4,015,000 over fiscal 1984, reflecting an increase in
corporate partner -evenues of $3,781,000 principally as a result of payments froin Kirin-Amgen, inc. under an
agreement which commenced in fiscal 1985. Two major customers in fiscal 1985, Abbott Laboratories and Kirin-
Amgen, Inc., each cantributed 10% cr more of the Company's total revenues. Overall, interest income amounts
ir. fiscal 1985 and fiszal 1984 were comparable as higher interest rates were offsel by a lower average level of
investment.

Equity in loss of affiliated company, in the amounts of $648,000 and $585,000 in iiscal 1986 and 1985,
respectively, reflects the Company’s share of the losses of Kirin-Amgen_ Inc. that resulfed principally from
research and developmer.t payments by Kirin-Amgen, Inc. to Amgen and Kirin Brewery Co. Lid.
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: Financis! Condition

The Company's cash requirements have been satisfied from several major sources: proczeds from sales of
equity securities, interest income and revenue from corporate partners. In addition, as of March 31, 1986, the
Company had $6,665,000 in loan proceeds and loans available from the Cily of Chicago, which may be applied
only for the purposes of constructing and equipping its facility in Chicage.

The Company continues to maintain a strong financial positisn with cash, cash equivalents and marketable
securities of $66,645,000 at year-end 1986, an increase of $44,373,000 over fiscal 1985. This increase
principally reflects the issuance of new equity during 1986. Through the public offering of 2,638,000 shares and
the private placement uf 313,356 shares of common stock, the Company raised approximately $42 million net of
issuance costs in 1986. A significant portion of the proceeds of these equity offerings will be used for working
capital, the expansion of Company manufacturing and research facilities and the funding c! clinical trials of its
products.

The Compas.y's comsmitments for capital expenditures at March 31, 1986 were $1,791,000 for its Chicago facility
and $293,000 for its California tacilities, principally for laboré'm[y equipment and leasehold improvements,
compared with commitments of $2,433,000 and $1,234,000 for sbch facilities, respectively, at March 31, 1985.
Commitments and certain future expenditures relating to the Cnicag\)c fecitity are expected to be funded from the
loans trom the City of Chicago described above. The Company from tima to time may agree or elect to make
payments in connection with the formation of jeinggentures with corporate artners or in order to inicrease or
maintain its interests in products subject to exis’l.gagreemenls with corporate partners.

The Company expects its existing funds, together with its loans from the City o Chir.agjo. and cash payments
under existing corporate partner agreements to be adeguate to finance planned capital expencitures and
operations for the foreseeable future.
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20  Amgen Consolidated Balance Sheets
March 31, 1986 and 1985

1685

Assets Current assels: :
Cash and cash equivalents $ 47,471,000 $ 3,246,000 -
Marketable securities, at cost which approximates market 19,174,000 19,026,000
Receivables: .

Interest ’ 1,154,000 370,000
Corporate partners:
Related parties 504,000 314,000
Others 679,000 —
Notes receivable 13,000 129,000
Other 237,000 163,000
Prepaid expenses 557,000 430,000

Total cusrent assets 69,766,000 23,678,000
Eguipment and improvements, at cost—net 14,131,000 11,723,000
Funds held by Trustee for construction 5,311,000 7,574,000
Investments in affiliated companies 2,757,000 3,415,000

Other assets 1,680,000 1,462,000
$ 93675000 $ 47,852,000

-

Liabllities and Current liabilities: i
Shareholders’ Accounts payable ’ 1,022000 § 944,000
Equity Employee compensation and benefits 770,000 489,000
Other accrued liabilities : 503,000 91,000
Unearned corporate partner revenue—primarily related parties 1,975,000 363,000
Current portion of long-‘erm debt 463,000 15,000

Totai current liabilities 4,734,000 1,902,000

Long-term debt ) 3,361,000 8,245,000
Commitments (Note 5)

Shareholders’ equity:
Common stock, no par vaiue; 27.200,000 shares authorized;
outstanding—13,975,786 shares in 1986 and 10,365,781 shares
in 1985, at stated value 101,515,000 59,192,000
Deficit (20,939,000)  (21,487,000)

Total sharehoiders’ equity 80,580,000 37,705,000
$ 93,675,000 © $ 47,852,000

See accornpanying notes.




Consolidated Statements of Operations
Years ended March 31, 1986, 1985 and 1984

1986

Revenues and other income:
From corporate partners: ™

Related parties $11,389,000  $ 6,410,000 $ 2,734,000 ":-_'-w
Others 8,851,000 105,000 -

Product sales 856,000 568,000 49,000

Interest income 2,263,000 3,047,000 3,332,000

Tota! revenues and other income 23,359,000 10,130,000 6,115,000

Expenses:

Research and development 17,424,000 13,823,000 8,758,000
General and administrative 4,600,000 3,459,000 2,212,000
Equity in loss of affiliated company 643,000 585,000 —

Interest expense, net 15,000 26,000 86,000
22,687,000 17,893,000 11,056,000

672,000 (7.763,000) (4.941,000)
124,000 - —

$ 548000  $(7,763,000)  $(4,941,000)

Total expenses

Income (loss) before income taxes
Provision for income taxes

Netincome {loss)

Net income {loss) per share $.05 $(.72) $(.55)

Shares used in calculation of net income {loss)
per share 11,644,000 10,797,000 8,969,000

See accompanying notes.




Consoclidated Statements of Sharenolders’ Equity

Years ended March 31, 1986, 1985 and 1984 Seues A Series 8 Notes feceivabler*
. converlible Common testricted from sale of
prelerred stock slock €0.'mon stock Delicit commaon slock_
Balance at March 31, 1983 $ 18721000 _$ 423000 $ 99,000  $(8,779,000) $( 355,000).
Net proceeds from issuance of 2,350,000 shares of .
commen stock in initial public ofiering — 39,080,000 — —_ -—
Conversion into common stock in connection with ,
initia! public offering (18.721,000) 18,820,000 (99,000 — -
Issuance of 294,232 shares of common stock
in connection with the exercise of stock options — 796,000 | 4.500) —
Payments received on notes receivable from sale of =
common stock - — — — 255,000
Netloss — - — ( 4,241,000 —

Balance at March 31, 1984 — 59,119,000
Issuance of 108,450 shares of common stock

in connection with the exercise of stock options — 73,000
Payments received on notes receivable from sale of

common stock - —
Net loss — —

—  (13.724,000)

—  (7.763000)

{

100,000)

100,000

Balance at March 31, 1985 - 59,192,000
Proceeds from issuance of 313,356 shares of )

common stock in a private placement — 5,000,000
Net proceeds from issuance of 2,638,000 shares of

common stock in a public offering — 37,628,600
Issuance of 158,649 shares of cornmon stock

in connection with the exaicise of stock options — 299,000
Net income — —

—  (21,487,000)

- 548,000

Balance at March 31, 1986 $101,519,000

E=3
f

3 —  $(20.939,000)

See accompanying notes.




Consolidated Statements of Changes in Financial Position
Years enced March 31, 1986, 1985 and 1984

Cash, cash equivalents and marketable
securities provided (used) by operations:
Net income (loss) $ 548,000
Dapreciation and amortization 2,538,000
Ecuity inloss of affiliated company 548,000
Changes in:
Receivables { 1,608,000
Frepaid expenses (127,000
Accounts payable 78,000
Accrued liabilities 693,000
Unearned corporate partner revenue 1,613,000

$( 7.763,000)
1,717,000
585,000

( 360,000)
{ 70.000)
{292,000)
57,000
118,000

$( 4,941,000)
911,000

143,000
197,000)
672,000
232,000
245,000

Cash, cash equivalents and marketable securities
providec (used) by operations 4,383,000

( 6,008,000)

( 2.935,000)

Investment activities:
Purchases cf equipment and jmprovements ( 4,749,000)
Investment in affiliated compzny —
Decrease (increase) in funds heid by Trustee 2,263,000
Increase in other assets { 415,000)

( 5.368,000)
( 4,000,000)

164,000
{ 458,000

{ 3,553,000)
( 7.738,000)
( 934,000)

Cash, cash equivalents and marketable securities
used by investment activities ( 2,901,000

( 9,662,000)

(12,225,000)

Financing activities:
Net proceeds trom issuances of common stock 42,327,000
Increase in long -term debt 564,000
Decrease in noles receivable frc.n sale of common stock -
Other —

73,000
2i7,000
100,000

39,876,000
7,990,000
255,000
(529,000

Cash, cash equivalents and marketable securities
provided by financing activities 42,891,000

390,000

47,592,000

Increase (decrease) in cash, cash
equivalents and markstable securities . $ 44,373,000

$( 15,280,000)

$ 32,432,000

See accompanying notes.
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Notes to Consolidated Financial Statements
March 31,1986 - ’

1. Summary of significant
accounting policies

Business The Company was founded to develop, manufacture and market products based on advanced
biotechnology. To date, the principal activities have included research, development and manufacturing of
products for preclinical and clinical festing and sale to the scientilic research community.

Principles of consolidation The consolidated financial statements include the accounts of the Company
and its wholly owned subsidiary. Investmenis in alfiliated companies which are 50 percent owned are
accounted for on the equity method. All material intercompany transactions and balances have been eliminated
in consolidation. T

Depreciation and amortization Depieciation of laboratory equipment, furniture and office equipment is
provided over their estimated useful lives on a straight-line basis. Leasehold improvements are amortized on
a straight-line basis over the term of the lease, including periods covered by options which are expected to
be exercised.

Revenues from cor, arate partners Revenues from corporate partners are recognized based on the terms
and conditions of the refated agreements, as follows:

Revenues refated to agreements which provide for predetermined levels of effort and fixed funding over the
life of the agreement are recognized over specified performance periods on a percentage of completion basis.

Revenues related tc agreements which do not provide for fixed funding over the life of the agreement are
recognized based on the specific levels of effort employed during the period.

Revenues related to milestone payments, which the Company has the irrevacable right to receive and retain,
are recognized when the related milestone events are achieved. Payments received which are related to future
performance are deferred and taken into inceme as earned over specified future performance periods.

Interest expense Interest cost on construction in progress is capitalized ($499,000 and $253,000 for the
years ended March 31, 1986 and 1985, respectively). For the years ended March 31, 1986, 1985 and 1984,
interest expense primarily relates to borrowings incurred in connection with the construction of a manufacturing
facility ¢ nd is net of interest income earned of approximately $421,000, $755,000 and $235,000, respectively,
on the related unexpended proceeds (Note 4).

~ Investment tax credits Investment tax credits are recorded on the flow-through method.

Per share data Net income (loss) per share is based on the weighted average number of common shares
outstanding. Shares issuable upon Lie exercise of stock option grants are included in the per share
computation for the year ended March 31, 1986; however, they are not included in the per share computations
for any other periods presented since their inclusion would be antidilutive.

Net IoSs per share for the year ended March 31, 1984 would have been $(.49) assuming the conversions of the
Series A convertible preferred stock and Series B restricted common stock had taken place at the beginning of
the year (Note 6). -

Debt issuance costs Cosls associated with the issuance 6! the industrial development bonds and UDAG
joan (Note 4) have bee deterred and are amortized on the bonds outstanding method.

2. Investments in
affilisted companies

In June 1984, the Company contributed $4,000,000 and assigned all of its rights, title and interest in and
granted a worldwide royalty-iree, exclusive license to certain lechnology involving erythropoietin (EPO) for use
in human therapeutics in exchange for a 50 percent interest in Kirin-Amgen, Inc., a California corporation (Kirin-
Amgen). Kirin-Amgen was formed for the development, manufacture and worldwide marketing of EPO and other
technologies. in May 1985, the Company assigned all of its rights, title and interest in and granted a worldwide
royalty-free, exclusive license to certain techriology refated to the breeding of chickens and turkeys in exchange
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2.fuvestments in | " fora’50 percentinterestin G.T. Systems, a California partnership. G.T. Systems was formed for the application

affiliated companies of advanced genetic techniques to the selection and breeding of chickens and turkeys. The differences between

(continued) the carrying amounts of the Company’s investments in Kirin-Amgen and G.T. Systems and its underlying equity
in their net assets is primarily altributable to the Company valuing the contributed technologies at zero for
accounting purposes. The Company accourits for its equity in the net losses of Kirin-Amgen based on the
relationship of its cash contribution to the total contributed cash received by Kirin-Amgen. The Company has
recorded its investment in G.T. Systems at zero and, accordingly, is not required to recdgaize its equity in the
net losses of G.T. Systems.

Unaudited summarized financial information on a combined basis for Kirin-Amgen and G.T. Systems at March
31,1986 and 1985 and for the year ended March 31, 1986 and the period from May 11, 1984 (inception of Kirin-
Amgen) to March 31, 1985 follows: :

Financial position : March31.1985  March31, 1985

Current assets, principally cash, cash equivatents and marketable securities  $13,891,000 $14,332,000
Intangible assets, net 6,883,000 5,867,000

Total assets $20,774,000 $21,199,000

Current fiabilities, principally related parties $ 1,615,000 $ 670,000
Equity 19,159,000 20,529,000

Total liabilities and shareholders' equity $20,774,000 $21,199,000

Year ended May 11,1984 to
Operating resuits March 31, 1986 March 31, 1985

Revenues from corporate partner $ 2,500,000 $ —
Interest income 1,275,000 1,371,000

Total revenues 3,775,000 1,371,000

Operating expenses, principalily related to research and development 6,561,000 3,709,000
Amortization 2,584,000 1,133,000

Total expenses 9,145,000 4,842,000
Netloss $(5.370,000) . ${3.471,000)

3. Revenues from Johnson & Johnson  On September 30, 1985, Amgen and Ortha Pharmaceutical Corporation, a subsidiary of

corperate partners Johnson & Johnson {Johnson & Johnson), entered into an agreement whereby Johnson & Johnson was given
certain rights to technologies involving three human therapeutic products in specified geographic areas of the
world: EPO—certain U.S. rights, hepatitis B vaccine—worldwide (except China) and interleukin 2—worldwide:
In connection with this-agreement, Amgan has irrevocably received and will irrevocably receive certain
milestone payments upon signing the agreement ana achieving certain significant milestones during the
development and requlatory approval process. In addition, Amgen will conduct certain research and
development activities with respect to the technologies on behalf of Johnson & Johnson and wilt supply certain
quantities of materials, primarily for clinical testing, to Johnson & Johnson. Amgen is paid for such services at
specified amounts which exceed its research and development costs. Included in revenues from corporate
partners—others for the year ended March 31, 1986 is $8,498,000 sarned under this agreement principally
related to milestone payments irrévocably received by Amgen.




Notes to Consolidated Financial Statements (continued).

3. Revenues from In addition, Johnson & Johnson was alse granted an exclusive license to sell 2ny resulting products related to
carporate partners such technologies in the aforementioned areas of the world. In retusn for such license, Amgen will receive
(continued) certain profit sharing payments and royalties based on future safes. As of March 31, 1986, the Company has
earned no profit sharing payments or royalties under this agreemem.

Ki’fin~Amgen has entered into similar aJreements with Johnson & Johnson. For the year ended March 31, 1986,
Kirin-Amgen earned revenues of $2,500,000 (unaudited) related to the irrevocable receipt of a milestone
payment from Jchnson & Johnson under such agreements.

Kirin-Amgen Pursuant to the terms of agreements entered into with Kirin-Amgen, ths Company conducts
certain research and development activities on behalf of Kirin-Amgen and wiil supply cartain quantities of
materials, primarily for clinical testing, to Kirin-Amgen. The Company is paid for such research and
development activities a? specified amounts not to exceed their actual costs plus a stated percentage of such
costs. Included in revenues from corporate partners—related parties for the years ended March 31, 1986 and
1985 is $3,096,000 and $3,003,000, respectively, related to tnese agreements with Kilin-Amgen. Included

in the amount for the year ended March 31, 1985 is $1,000,000 related to the Company’s achieving certain
technological milestones in its research and development activities on behalf of Kirin-Amgen.

In June 1985, the Company and Kirin-Amgen entered into an agreement whereby Kirin-Amgen purchased the
woridwide rights, exclusive of the United States, its territories and possessions, to EPQ for human diagnostic
afggiresearch applications. Included in revenues from corporate partners—related parties for the year ended

March 31, 1986 is $650,000 related to this agreement.

As a part of the above agreements with Kirin-Amgen, the Company has been granted sole and exclusive
licenses for the manufacture and sale of products in the United States, its territories and possessions
developed from certain technologies. In return for such licenses, the Company has either paid Kirin-Amgen
stated amounts upon the receipt of the licenses or will pay Kirin-Amgen royalties based on future sales. As of
March 31, 1986, the Company had no sales of such products.

Abbott Laboratories In May 1983, Abbott Laboratories, a shareholder owning 1,250.000 shares of the
‘Company’s common stock as of March 31, 1986 (Abbott) entered into a five-year research and development
agreement with the Company calling for payments aggregaling approximately-$19,000,000. Under this - -
agreement, the Company will develop several types of diagnostic products which will be manufactured and soid
by Abbott. The Company will receive a royally on net sales to the year 2000 on products which use certain
diagnostic technologies. Products in areas funded under the agreement cannot be sold by the Company either
alone or with another corporate pariner in most instances until the year 2000. included in revenues from
corporate partners—related parties for the years ended March 31, 1986, 1985 and 1984, are $3,815,000,_
$3,407000 and $2,734,000, respectively, related to this agreement. :

Kirin Brewery Company, Limited In January-1986. Kirin Brewery Company, Limited (Kirin), a Japanese
corporation which owns the remaining 50% interest in Kirin-Amgen (Note 2), and Amgen entered into an
agreement to collaborate in the further development of granulocyte colony stimuiating factor. Pursuant to the
terms of the agreement, Kirin will pay Amgen up to $6,000,000 for the performance of certain research and
development activities and a $2,000,000 milestone payment with respect to such technology. included in
revenues from corporate partners—refated parties for the year ended March 31, 1986 is $3,258,000 earned
under this agreement, which includes the $2,000,200 milestone payment.




3. Revenues from
-~ corporate pariners

In the event the related research and deveiopment activities under this agreement are successtul. Kirin and
Amgen will then transter to Kirin-Amgen all of their rights, title and interest in such fechnology and be granted

{continued) exclusive licenses with respect to such technotogy in Japan and the United States, its territories and
possessions, respectively.
" 4. Lang-term debt Long-term debt consists of the follgwing: March 31, 1986 March 31,1985
Industrial development bonds ) $8,000,000 $8,000,000
UDAG loan, including accrued interest 811,000 232,000
Other 13,000 28,000

8,324,000 8,260,000
Less current portion { 463,000) { 15,000)

$8,361,000 $8,245,000

The industriat development bonds represent a December 1983 loa fiom tive City of Chicago (the City). The
unexpended funds (85,311,000 at March 31, 1986) are invested ip short-term cash investments and are slated
at cost which approximates markel. Such funds are to be useu for the consiruction of a manufacturing facility,
which is currently under construction. The bonds bear interest at a floating rate (7.2% at March 31, 1986) which
is equal to 80% of a major bank’s prime rate, with interest payable semi-annual'y. Commencing December 1,
1986, the bonds are payable in seventeen equal annual installments of $450,G00 with a final payment of
$350,000 due December 1, 2003. g bonds are ceilateralized by the manu!acturing facility. Payment of the
principal amount and up to $500,00Y of accrued interest on such bonds has been guaranteed by a nonaffitiated
party through 1988. In connection with such guaranty, the Company is required to maintain unencuinbered
cash, cash equivalents and marketable securities of at least $15,000,000 on a quartecly and yearly basis. In the
event the Company does not comply with this requirement, it is required to pledge as collateral an amount equal
to twice the difference between $15,00C,000 ard the actual amount of unencumbered cash, cash equivalents
and marketable securities at such date, up to a maximum of $4,500,000.

in connection with a.» Urban Develcpment Action Grant received by the City, Amgen and the City entered into a
loan agreement (the UDAG !oan) whereunder the Company may borrow up to $2,090,000 for the sshstruction of
the above noted manufacturing facility. Amounts borrowed accrue simple interest as follows: 14% per annum

" through September 30, 1985, 15% per annum for the period October 1, 1985 through September 30, 1988 and

16% per annum for the period October 1, 1988 through September 30, 1994. No payments under the loan are
required through September 30, 1988 and monthly all accrued interest is added to the outstanding principal
balance. Commencing October 1, 1988, the outstanding principal batance, including interest accrued through
Septernber 30, 1988, is payable in seventy-two equal monthly instaliments, with interest on the unpaid balance
due monthly. The UDAG loan is secured by the manutacturing facility, with such security being subordmate to

* that of the industria! dzvelopment bonds. -

At March 31,1986, long-term debt matures as follows: 1987—$463,000; 1988—$450,000; 1989—$518.000;
1990 and 1991—$585,000 per year and $6,223,000 due thereafter.

5. Commitments

Leass commitments The Company leases certain land, office and laboratory facilities and equipment under
noncancellable lease agreements which expire on various dates through 2008. Certain of the lease agreements
require the Company to pay operating costs, including property taxes, insurance and maintenance costs and
contain renewal options at amounts adjusted for changes in the consumer psice index.




-
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28 Amgen Notes to Consolidated Financial Statements (continued)

5.vCOmmllments Future minimum lease payments under noncancellable operating leases at March 31,1986 are as follows:

(cominued) Fiscal year ending March 31 ' '
1987 $ 1,143,000
1988 _ 1,086,000
1989 : . 1,044,000
1990 1110000 [N B
1991 1,105,000 '
Thereafter 7,330,000

$12,818.000

Rent expense for operating ieases was approximately $710,000, $529,000 and $433,000 for the years ended
March 31, 1986, 1985 and 1984, respectively.

Rasearch grants The Company has entered intc research grants with various institutions. Several members
of the Company's Scientific Advisory Board have been appointed by the respective mstitutions as the project
leaders for the research grants. The aggregate consulting fees paid to major consultants and members of the
Scientific Advisory Board and/or grants made to institutions they represent for the years ended March 31, 1986,
1985 and 1984 aggregated approximately $188,000, $112,000 and $208,000, respectively. As of March 31,
1986, the Company has sold members of the Scientific Advisory Board and major consultants approximately
450,000 shares of common stock and sucr@ividuals have approximately 98,000 nonqualified stock options
outstanding. -

Other commitments At March 31, 1596, the Company had contractual commitments for the construction of
its manufacturing fagility in Chicago (Note 4) which aggregated approximately $1,791,000 and had other
purchase commitments, principally for laboralery equipment and leasehold improvements, aggregating
approximately $293,000.

6. Capital stock At March 31, 1986 and 1985, the Company’s authorized capital includes 5,000,000 shares of no par value
preferred stock and 27,200,000 shares of na par value common stock, of which 2,200,000 shares have hesn
designated as Series B restricted common stock. In April 1985, the Company's Board of Directors acopted,
subject to shareholder approval, an amendment to the Company’s Articles of Incorporation wherety the

* designation of 2,200,000 shares of common stock as Series B restricted common stock fias been climinated.” =

In connection with the Company's initial public offering in June 1983, all of the then outstanding shares of
preferred stock and Series B restricted common stock were automatically converted into two ar.d one-half
shares and one share of common stock, respactively. At March 31, 1986 and 1985, no preferreg or Series B
restricted shares were outstanding. ’

7. Stock option plans in January 1981, the Company adopted a Nonqualified Stock Option Plan;-which is a nenstatutory stock option
pian covering the issuance of options that will not qualify as “incentive stock options”. The Plan provides for. _
the grant of aptions to selected employees and members of the Scientific Advisory Board'. At Marct: 31, 1986,
shares of common stock reserved for issuance under this Plan number 274,775, as amended. Opticns granted
have a maximum term of ten years, must be issued at an exercise price of at least 85% of the lair market value
of the shares on the date granted ard may not e transterred other than upon death.

in December 1981, shareholders approved the Company's 1981 Incentive Stock Option Plan, Under this Plan,
as amended, options covering up to 1,482,729 shares of the Company’s common stock may be granted to
eligible employees or officers of the Company at an exarcise price o not less than the fair market value ol the
stock on date of grant. The maximum term during which any option may be exercised shall be ten years from
date of grant, To date, options have been granted with two to fiva-year vesting schedules.
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L Stock option plans
- (continued)

In March 1984, the Cempany adopted the 1984 Stock Option Pian. This 1984 Plan provides for the grant of
options to purchase up to 500,000 shares of the Company’s common stock. Options granted under this 1984

ian may be designated as either nonqualified or incentive stock options. The terms and cenditions of options
granted under this 1984 Plan will be the same as those granted under the Company’s Nongualified Stock Option
Pian or 1981 Incentive Stock Option Plan depending on the designation of the dption. In January 1986. the
Company’s Board of Directors adopted, subject to shareholder approval, an amendment o the 1984 Plan
increasing the number of shares available for option under this Plan to 1,700,000.

Stock option information with respect to the Company’s stock option plans foliows:

Incentive stoch options Nongualilied stock oplions

Fiscal years Shares Price Shares Price
Balance March 31, 1983 438,078 $.67 90,000 $4
Granted 399,753 $6.13-10.67 370,624 $5.21-10.67
Exercised (114,806) $.67 ( 90,000) $4
Cancelled ( 25,182) $.67-10.67 (227 249) $10.67

Balance March 31,1984 697,843 $.67-10.67 143,375 $5.21-788
Granted 190,000 $4.40-5.75 267,701 $4.50-563
Exercised (116,329) $.67 —_ —
Canceled { 22,812) $.67-10.67 *g { 48,701) $4.50-788

Balance March 31,1985 748,702 $.67-1067 - 362,375 $4.50-5.63
Granted 221,114 $6.87-18.50 61,636 $6.50
Exercised (146,728) $.67-10.67 ( 15,175) $4.50
Cancelled . { 13,800) $.67-10.67 ( 4.875) $4.50

Balance March 31, 1986 809,288 $.67-$18.50 404,211 $4.50-6.50

At March 31,1286, 271,003 and 96,671 incentive siock options and nonqualified stock options, respactively,
were exercisable and 1,227,969 stock ostions. including 1,200,000 related to the 1984 Plan which are subject to
sharehoider approval, wers avaitable for future grants. During the year ended March 31, 1986 and 1985, stock

options for 37,000 and 53,927 shares of common stock were exercised by tendering 3,254 and 7879 previously

owned shares of the Company’s common stock, respectively.

8. Incom: taxes

The provision for income taxes for the year ended March 31, 1986 relates lo state income taxes. The provision
for federal incore taxes for thz year ended March 31, 1966 was offset by the utitization of research and
experimental and investment tax credits of $268,000 and $73,000, respectively, earned during the cusrent year
and the carryforward of sesearch and experimentat credits of $205,000 earned in a prior year.

The provision for income taxes for the year ended March 31, 1986 varies from taxes based on the federal
statutory rate of 46% as follows: ’

Statutory rate applied to income before income laxes $ 309,000
Tax etfect of equily in loss of affiliated company, not deductible lor income tax purposes 298,000
State income taxes. net of lederal incoms tax benefit - 67,000
Research and experimental and investment lax credits ‘ (546,000)
Other { 4,000)

$ 124,000
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30 Amgen Notes to Consolidated Financial Statements (continued)

8. Income taxes At March 31,1986, the Company has tax-basis net operating loss, research and experimental credit and
(continued) investment tax credit carryovers available to offset fulure federal income taxes payable which expire as follows:
Net operating Research and investmenl tax

losses  experimental credits credils

1997 $ 252000 § 252800 $ 102,000
1998 7,161,000 560,000 92,000
1999 5,527,000 612,000 84,600
2000 7,288,000 767,000 105,000
2001 - 268,000 73,000

$20,229,000  $ 2459000 § 456,000

For financial reportiing puiposes, the Company has available net operating loss, research and experimental
credit and investment vax credit carryforwards of approximately $20,841,000, $1,986,0u0 and $383,000,
respectively. Net operating loss carryforwards are ditierent for income tax and financial reporting purposes
primarily due to differences in oepreciation rates and the utilization, for financial reporting purposes, of credit
cairyforwards prior to loss carryforwards.

9. Comnposition of The composition of various balance sheet accounts follows:

various balance sheet March 31, 1986 March 31, 1985

accounts Equipment and improvements:
Laboratory equipment $ 8,443&0 $ 6,631 ,000
Furniture and oftice equipment 798,000 706,000
Leasehold improvements 5,634,000 4,388,000
Construction in progress 4,579,000 3,102,000

19,454,000 14,827,000
Less accumulated depreciation and amortization (5,323,000) (3,104,000}

Net equipment and improvements $14,131,000 $11,723,000

Other assets: I
Unamortized debt issuance costs . . C. % 685000 § 844,000 |EENSNEEN
Notes receivabie 818,000 505,000
Other 177,000 113,000

$ 1,680,000  $ 1,462,000

10. Notes receivable Included in other assets are notes receivable from: officers and key employees. The notes receivable from . ‘
officers ($400,000 and $30,000 at March 31, 1986 and 1985, respectively) are full recourse promissory notes - - [SECEEESS
secured by shares of the Company's common stock owned by such officers. Such notes bear interest, which Is
adjusted quarterly, equal to the average interest rate earried by the Company on its short-term investments.
Notes receivable from key emplo,ees have been issued in connection with relocation expenses and bear interest
atrates ranging from 0% to 12% per annum. The notes receivable from officers and key employees are due
generally five years from date of issuance or termination of empioyment if eartier, The notes receivable for the
‘sale of common stock were recaurse noles with interest at 3% per annum and were repaid in full during the year
ended March 31, 1985.
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Report'oi Certitied Public Accountants

;ho Board of Directors We have examined the accompanying consolidated balance sheets of Amgen at March 31, 1986 and 1985, and

and Shareholders the related consolidated statements of operations, shareholders’ equily and changes in financial position for

of Amgen ’ each of the three years in the period ended March 31, 1986. Our examinations were made in accordance with
generally accepted-auditing standards and, accordingly, inciuded such tests of the accounting records and
such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the statements mentioned above present tairly the consolidated fiaanciat position ot Amgen at
March 31, 1986 and 1985, and the consolidated results of operations and changes in financial position for each
of the three years in the period ended March 31, 1986, in conformity with generally accepted accounting
principles applied on a consistent basis during the period.

Arthur Young & Company

Los Angeles, California
Aprii 30, 1986
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Corporalb Inﬁnmation

Carporate Headquarters

1900 Oak Terrace Lane, Thousand Oaks, Catifornia 91320, (805) 499-5725

SEC Form 10K

A copr of the Company's annual report to the Securities and Exchange Commission on Form 10-K is available
without charge upon written request to: Corporate Secretary, Amgen, 1900 Oak Terrace Lane, Thousand Oaks,
California 91320.

Yranster Agent and Registrar

Morgan Guaranty Trust Company of New York
30 West Broadway, New York, New York 10015

Counsel

Cooley, Godward, Castro, Huddleson & Tatum
San Francisco, California
Palo Alto, California

Auditors

Arthur Young & Company
Los Angeles, California

Annyal Meeting

The Annual Meeting will be held on Monday, July 21, 1986 at 10:30 a.m. at the Biltmore Hotel,
506 Senth Grand Avenue, Los Angeles, Califernia 90971,

Price Range of Ccmmon Stock

Fiscal 1986 Hign

4th Quarter $18%
3rd Quarter 14%
2nd Quarter 8%
1st Quarter 8%

Fiscal 1985

4th Quarter $ 7%
3rd Quarter 5
2nd Quarter 5%
1st Quarter 6

The common stack of the Company is traded in the National Market System under NASDAQ symbol AMGN.
The above table sets forth the high and low closing prices of the common stock for the quarters indicated
as reported by NASDAQ. As of March 31, 1986, there were approximately 1.527 stockholders of record.

No dividends have been paid on the common stock.







