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GUILFORD PHARMACEUTICALS INC.
AND SUBSIDIARIES

Consolidated Balance Sheets
(in thousands, except share data)

June 30, 1999
(Unaudited) December 31, 1998

Assets

Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,550 $ 8,480

Investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 80,515 103,281

Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,669 1,241

Inventories ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,143 1,291

Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 836 709

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 86,713 115,002

Investments Ì restricted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,769 16,500

Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,526 18,790

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 511 736

$130,519 $151,028

Liabilities and Stockholders' Equity

Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,529 $ 3,265

Current portion of long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,159 2,159

Accrued payroll related costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,329 2,279

Accrued outside servicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,919 2,095

Accrued expenses and other current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,151 960

Deferred income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,125

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,087 11,883

Long-term liabilities:

Long-term debt, net of current portionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,687 8,766

Total liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,774 20,649

Stockholders' equity:

Preferred stock, par value $.01 per share

Authorized 4,700,000 shares, none issued ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Series A junior participating preferred stock, par value $.01 per
share.
 Authorized 300,000 shares, none issued ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Common stock, par value $.01 per share

Authorized 75,000,000 shares 19,939,075 and 19,594,316 issued
at June 30, 1999 and December 31, 1998, respectively ÏÏÏÏÏ 199 196

Additional paid-in capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 189,635 187,139

Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73,120) (56,009)

Accumulated other comprehensive income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,273) 876

Notes receivable on common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (60) (60)

Treasury stock, at cost: 284,390 and 77,224 shares at June 30,
1999 and December 31, 1998, respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,430) (1,399)

Deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (206) (364)

Total stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 111,745 130,379

$130,519 $151,028

See accompanying notes to consolidated Ñnancial statements
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GUILFORD PHARMACEUTICALS INC.
AND SUBSIDIARIES

Consolidated Statements of Operations
(Unaudited)

(in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,

1999 1998 1999 1998

Revenues:
Product salesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,674 $ 997 $ 2,866 $ 1,655
License fees and royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 697 730 1,244 1,310
Revenues under collaborative agreementsÏÏÏÏÏÏÏÏÏ 1,276 1,183 2,413 2,327

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,647 2,910 6,523 5,292
Costs and Expenses:

Cost of sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 813 505 1,443 844
Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,012 9,310 19,139 17,965
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,125 2,532 6,646 5,049

Total costs and expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,950 12,347 27,228 23,858

Operating lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,303) (9,437) (20,705) (18,566)
Other income (expense):

Investment and other income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,873 2,546 3,942 4,804
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (184) (196) (348) (399)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (8,614) $(7,087) $(17,111) $(14,161)

Basic and diluted loss per common share ÏÏÏÏÏÏÏÏÏÏÏ $ (0.44) $ (0.36) $ (0.88) $ (0.73)

Weighted average common shares outstanding ÏÏÏÏÏÏ 19,392 19,466 19,441 19,439

See accompanying notes to consolidated Ñnancial statements
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GUILFORD PHARMACEUTICALS INC.
AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders' Equity
Six Months Ended June 30, 1999

(Unaudited)
(in thousands, except share data)

Accumulated Note
Common stock Additional other receivable Total

Number of Dollar paid-in Accumulated comprehensive on common Treasury Deferred stockholders'
shares issued Amount capital deÑcit income (loss) stock stock, at cost compensation equity

Balance, December 31, 1998ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,594,316 $196 $187,139 $(56,009) $ 876 $(60) $(1,399) $(364) $ 130,379

Comprehensive loss:

Net loss for the periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (17,111) (17,111)

Unrealized loss on available-for-sale

securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,149) (2,149)

Total comprehensive lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (19,260)

Issuances of common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344,759 3 2,387 2,390

Purchase of 220,400 shares of common stock (2,209) (2,209)

Distribution of 13,234 shares of treasury stock

to 401(k) plan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 178 178

Stock option compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 219 219

Amortization of deferred compensation ÏÏÏÏÏÏ 48 48

Forfeiture of unvested restricted stock ÏÏÏÏÏÏÏ (110) 110 Ì

Balance, June 30, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,939,075 $199 $189,635 $(73,120) $(1,273) $(60) $(3,430) $(206) $ 111,745

See accompanying notes to consolidated Ñnancial statements.
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GUILFORD PHARMACEUTICALS INC.
AND SUBSIDIARIES

Consolidated Statements of Cash Flows
(Unaudited)

(in thousands)

Three Months Ended Six Months Ended
June 30, June 30,

1999 1998 1999 1998

Cash Flows From Operating Activities: ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(8,614) $ (7,087) $(17,111) $(14,161)

Net loss Adjustments to reconcile net loss to net cash
used in operating activities:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,596 921 2,649 1,751

Noncash compensation expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 219 139 357 270

Changes in assets and liabilities:

Accounts receivable, other current assets and other
assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (300) 42 (395) (1,083)

Inventories ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 173 176 148 (116)

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 394 1,242 (736) 726

Accrued expenses and other current liabilities ÏÏÏÏÏÏÏ (329) 1,559 1,047 2,339

Deferred incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,125) Ì (1,125) 158

Net cash used in operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,986) (3,008) (15,166) (10,116)

Cash Flows From Investing Activities:

Purchases of property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏ (1,654) (3,592) (2,214) (5,725)

Sale and maturities of investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,065 32,602 85,771 44,632

Purchases of investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,901) (29,888) (73,422) (45,754)

Net cash (used in) provided by investing activities 1,510 (878) 10,135 (6,847)

Cash Flows From Financing Activities:

Net proceeds from issuances of common stock ÏÏÏÏÏÏÏÏ 2,373 54 2,390 494

Purchase of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (932) Ì (2,209) (46)

Principal payments on bond and term loan payableÏÏÏÏÏ (540) (540) (1,080) (1,080)

Net cash (used in) provided by Ñnancing activities 901 (486) (899) (632)

Net decrease in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏ (5,575) (4,372) (5,930) (17,595)

Cash and cash equivalents at the beginning of period ÏÏÏÏ 8,125 11,757 8,480 24,980

Cash and cash equivalents at the end of period ÏÏÏÏÏÏÏÏÏ  $ 2,550 $ 7,385 $ 2,550 $ 7,385

Supplemental disclosures of cash Öow information:

Net interest paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 170 $ 201 $ 342 $ 413

Distribution of treasury stock to 401(k) planÏÏÏÏÏÏÏÏÏÏ $ 98 $ Ì $ 178 $ Ì

See accompanying notes to consolidated Ñnancial statements
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Guilford Pharmaceuticals Inc.

Notes to Consolidated Financial Statements
June 30, 1999
(Unaudited)

1. Organization and Basis of presentation

Guilford Pharmaceuticals Inc. (together with its subsidiaries, ""Guilford'' or the ""Company'') is a
biopharmaceutical company, located in Baltimore, Maryland, engaged in the development and commercial-
ization of novel products in two principal areas: (i) targeted and controlled drug delivery systems using
proprietary biodegradable polymers for the treatment of cancer and other diseases; and (ii) therapeutic and
diagnostic products for neurological diseases and conditions.

The consolidated Ñnancial statements included herein have been prepared, without audit, pursuant to
the rules and regulations of the Securities and Exchange Commission. Certain information and footnote
disclosures normally included in consolidated Ñnancial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted pursuant to such rules and regulations.
These consolidated Ñnancial statements should be read in conjunction with the audited Ñnancial statements
and notes thereto included in the Company's annual report on Form 10-K for the year ended
December 31, 1998.

In the opinion of the Company's management, any adjustments contained in the accompanying
unaudited consolidated Ñnancial statements are of a normal recurring nature, necessary to present fairly its
Ñnancial position, results of operations, changes in stockholders' equity and cash Öows for the three and six
month periods ended June 30, 1999 as set forth in the Index. Interim results are not necessarily indicative
of results for the full Ñscal year.

2. Accounting policies

Principles of Consolidation

The consolidated Ñnancial statements include the accounts of Guilford Pharmaceuticals Inc. and its
subsidiaries. All signiÑcant intercompany accounts and transactions have been eliminated in consolidation.

Earnings (loss) per common share

Basic earnings (loss) per share (""EPS'') is computed by dividing earnings (loss) available to
common stockholders by the weighted-average number of common shares outstanding for the period.
Diluted EPS is computed by increasing the weighted-average number of shares outstanding for the period
by the number of additional common shares that would have been outstanding if the dilutive potential
common shares had been issued. Potential common shares are excluded if the eÅect on earnings (loss) per
share is antidilutive.

The following table sets forth the computation of the Company's basic and diluted net earnings
(loss) per share:

Three Months ended
June 30,

1999 1998

(in thousands, except
per share amounts)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(8,614) $(7,087)

Weighted-average common shares outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,392 19,466

Basic and diluted (loss) per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.44) $ (0.36)
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Guilford Pharmaceuticals Inc.

Notes to Consolidated Financial Statements Ì (Continued)

Six Months ended June 30,

1999 1998

(in thousands, except per
share amounts)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(17,111) $(14,161)

Weighted-average common shares outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,441 19,439

Basic and diluted (loss) per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.88) $ (0.73)

3. Inventories

Inventories at June 30, 1999 and December 31, 1998 consist of the following:

June 30, 1999 December 31, 1998

(in thousands)

Raw materials ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 300 $ 283

Work in process ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 495 371

Finished goodsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 348 637

$1,143 $1,291

Inventories are net of applicable reserves and allowances. Inventories include Ñnished goods and raw
materials that may be either available for sale, consumed in production or consumed internally in the
Company's development activities. Inventories identiÑed for development activities are expensed in the
period in which such inventories are designated for such use.

4. Lease Ì Research and Development Facility

In February 1998, the Company entered into a Real Estate Development Agreement and an operating
lease agreement in connection with the construction of a new research and development facility. The
facility is located adjacent to the Company's corporate headquarters in Baltimore, Maryland and was
substantially complete in June 1999. Construction costs are estimated not to exceed $20 million in the
aggregate. The lease term is for a maximum of 84 months, which includes a construction period of up to
24 months. The Company will not make rental payments during the construction period, which is expected
to end in August 1999 and following which the Company expects to begin making rental payments. The
Company also has the option to purchase the facility at the end of the lease term in February 2005. The
Company anticipates that the annual lease payments will not exceed $1.5 million. In the event the
Company chooses not to exercise its purchase option, the Company is obligated to arrange for the sale of
the facility and is required to pay the lessor any diÅerence between the net sales proceeds and the lessor's
net investment in the facility. If the sales proceeds are less than the lessor's net investment in the Facility,
the Company has to pay an amount equal to the diÅerence between 83% of the lessor's net investment in
the facility and the shortfall. During the construction period, the Company must maintain cash collateral
equal to 100% of the cost of construction not to exceed $20 million. Upon completion of construction, the
Company may reduce the amount of aggregate cash collateral by approximately $5.1 million. As of
June 30, 1999, the Company had established cash collateral of approximately $17.0 million related to this
transaction. The cash collateral is included in the accompanying consolidated balance sheets as
""Investments-restricted''. In addition the Company is subject to certain Ñnancial covenants the most
restrictive of which requires that the Company maintain unrestricted cash, cash equivalents and
investments in the aggregate equal to $40 million.
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Guilford Pharmaceuticals Inc.

Notes to Consolidated Financial Statements Ì (Continued)

5. Subsequent Events

In July and August 1999, the Company received an aggregate of $4.5 million in non-refundable
milestone payments from Rh°one-Poulenc Rorer Pharmaceuticals Inc. (""RPR''). These milestone
payments became payable upon RPR's receipt of speciÑed regulatory approvals to market and sell
GLIADEL» Wafer for the recurrent surgery indication in France and Germany.
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GUILFORD PHARMACEUTICALS INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Cautionary Note

From time to time in this quarterly report we may make statements which reÖect our current
expectations regarding our future results of operations, economic performance, and Ñnancial condition as
well as other matters that may aÅect our business. In general, we try to identify these forward-looking
statements by using words such as:

‚ ""anticipate'',

‚ ""believe'',

‚ ""expect'',

‚ ""estimate'' and similar expressions

While these statements reÖect our current plans and expectations and we base the statements on
information currently available to us, we cannot be sure that we will be able to implement these plans
successfully. We may not realize our expectations in whole or in part in the future.

The forward-looking statements contained in this quarterly report may cover, but are not necessarily
limited to, the following topics:

‚ our eÅorts in conjunction with Rh°one-Poulenc Rorer Pharmaceuticals Inc. (or ""RPR'') to obtain
international regulatory clearances to market and sell GLIADEL» Wafer (""GLIADEL''),

‚ our eÅorts in conjunction with RPR to increase end-user sales of GLIADEL,

‚ our eÅorts in conjunction with RPR to expand the labeled uses for GLIADEL,

‚ our eÅorts to develop product line extensions using biodegradable polymers for drug delivery,

‚ conducting and completing research programs related to our FKBP neuroimmunophilin ligand,
NAALADase inhibition, PARP inhibition, polymer drug delivery and other technologies,

‚ clinical development activities, including commencing and conducting clinical trials, related to our
polymer-based drug delivery products and product candidates (including GLIADEL) and our
pharmaceutical product candidates (including lead compounds in our FKBP neuroimmunophilin
ligand program and any future lead compounds in our NAALADase and PARP programs),

‚ our eÅorts to scale-up product candidates from laboratory bench quantities to commercial
quantities,

‚ our eÅorts to secure supply of the active pharmaceutical ingredient for the clinical development
and commercialization of our polymer-based and other drug candidates,

‚ our eÅorts to manufacture drug candidates for clinical development and eventual commercial
supply,

‚ our strategic plans,

‚ anticipated expenditures and the potential need for additional funds, and

‚ plans to assess and implement solutions, if necessary, to the Year 2000 issue.

All of these items involve signiÑcant risks and uncertainties.

Any of the statements we make in this quarterly report that are forward-looking are made pursuant to
the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. We wish to caution you
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that our actual results may diÅer signiÑcantly from the results we discuss in the forward-looking
statements.

We discuss factors that could cause or contribute to such diÅerences elsewhere in this quarterly report
as well as in our Ñlings with the Securities and Exchange Commission. Our SEC Ñlings include our
Annual Report on Form 10-K for the year ended December 31, 1998 and our registration statement on
Form S-3 (SEC Ñle no. 333-82397) we Ñled on July 7, 1999. For convenience we refer to these
documents as the ""1998 Form 10-K'' and the ""July 1999 Form S-3'' in the discussion set forth below. In
addition, any forward-looking statement we make in this document speaks only as of the date of this
document, and we do not intend to update any such forward-looking statement to reÖect events or
circumstances that occur after that date.

Introduction

In the following section, called ""Management's Discussion and Analysis'', we explain the general
Ñnancial condition and the results of operations for Guilford and its subsidiaries, including:

‚ what factors aÅect our business,

‚ what our revenues and expenses were in the periods presented,

‚ why such revenues and expenses changed between periods,

‚ where our revenues came from,

‚ how all of the foregoing aÅect our overall Ñnancial condition, and

‚ what our expenditures for capital projects were in the periods presented.

As you read Management's Discussion and Analysis, you may Ñnd it helpful to refer to our
Consolidated Financial Statements beginning on page 3 of this quarterly report. These consolidated
Ñnancial statements present the results of our operations for the second quarter and Ñrst six months of
1999 and 1998 as well as our Ñnancial position at June 30, 1999 and December 31, 1998. In
Management's Discussion and Analysis, we analyze and explain the changes in the speciÑc line items set
forth in the section of our Consolidated Financial Statements entitled ""Consolidated Statements of
Operations''.

You will notice some changes in this year's discussion compared to prior years. In 1998 the SEC
adopted new rules requiring public companies like Guilford to write certain documents in ""plain English''.
Even though the SEC does not require us to present our Management's Discussion and Analysis in plain
English, we have decided voluntarily to apply these rules to the following discussion. Our goal is to
describe and analyze our Ñnancial condition in language that may be easier for our stockholders to
understand.

General

Guilford is a biopharmaceutical company engaged in the development and commercialization of novel
products in two principal areas:

‚ targeted and controlled drug delivery products using proprietary biodegradable polymers for the
treatment of cancer and other diseases or conditions, and

‚ therapeutic and diagnostic products for neurological diseases and conditions.

In February 1997, we commercially launched our Ñrst product, GLIADEL, in the United States
through RPR. GLIADEL is a proprietary polymer product for the treatment of certain types of brain
cancer. This product erodes over time and releases an anti-cancer drug known as ""BCNU'' (or
carmustine) directly to the tumor site. RPR is our exclusive worldwide marketing partner for GLIADEL,
except in Japan and Scandinavia. Orion Corporation Pharma (formerly Orion Corporation Farmos) is our
marketing partner for GLIADEL in Scandinavia.
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We have also licensed from others and internally developed on our own:

‚ technologies that may be useful in preventing and treating certain neurological diseases and
conditions, and

‚ a new class of biodegradable polymers diÅerent from the type used in GLIADEL, which we are
using for the targeted and controlled delivery of cancer chemotherapeutics.

In addition, in the second quarter of 1999, we continued to increase our investment in research and
development activities with respect to certain of these technologies.

We anticipate that our future revenues will come primarily from the following sources:

‚ sales of those products we manufacture to our marketing partners, which currently consists of sales
of GLIADEL to our marketing partners. We may sometimes refer to these amounts as ""transfer
payments'' or ""product sales'',

‚ royalties from our marketing partners related to the sale of products to third parties, such as
RPR's sales of GLIADEL to hospitals, and any sales of other products we may develop in the
future, and/or

‚ one-time rights, milestone, and other payments from corporate partners under our current
collaborative agreements and new ones we may enter into with others in the future.

As we discuss in greater detail below, if we or our corporate collaborators, RPR and Amgen Inc.,
attain certain regulatory and/or development objectives, we are eligible to receive certain milestone and
other payments from these companies. We view these potential payments as signiÑcant future revenue
and/or capital raising opportunities. As we discuss in the 1998 Form 10-K, we cannot be sure that our
corporate partners will achieve the designated milestones and that we will receive any or all of the
milestone payments for which we are eligible under our existing or any future collaborations. We also
cannot be sure that we will be able to enter into collaborations in the future with others for the research,
development and/or commercialization of our technologies.

Since the commercial launch of GLIADEL in the United States in February 1997 through June 30,
1999, we have recognized an aggregate of $17.7 million in product sales and royalties. Of this amount,
$12.2 million represent revenues from sales of GLIADEL to both RPR and Orion Corporation Pharma.
The additional $5.5 million are royalties paid to us from RPR on its sales of GLIADEL to third parties,
such as hospitals.

Under the terms of our agreements with RPR, if RPR is able to achieve certain speciÑed regulatory
objectives, RPR is obligated to pay us up to an additional $30.5 million in milestone payments and
payments for the purchase of shares of our stock. These regulatory objectives include obtaining approvals
to market GLIADEL in certain foreign countries. This $30.5 million amount is exclusive of previous
milestone payments we have received from RPR through August 12, 1999, including the two milestone
payments we recently received with regard to speciÑed regulatory approvals for GLIADEL in France and
Germany. Readers are directed to the discussion under the heading ""Subsequent Events'' below in this
Management's Discussion and Analysis for a description of milestone payments made by RPR to us in
July and August 1999 related to regulatory approvals for GLIADEL in France and Germany.

As we discuss below and in greater detail in the 1998 Form 10-K and the July 1999 Form S-3, a
number of factors subject our future sales of GLIADEL to signiÑcant risk and uncertainty. We cannot be
sure that our sales of GLIADEL to RPR and RPR's sales of GLIADEL to third parties will increase over
time or even continue at the current rate. The milestone payments and other amounts payable by RPR are
contingent on:

‚ making certain U.S. and international regulatory Ñlings and obtaining clearances to market
GLIADEL for the recurrent surgery indication pursuant to such Ñlings,
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‚ obtaining authorization from the FDA and international health regulatory authorities to expand the
description of the clinical uses for GLIADEL that we can put on its label to include use of the
product in Ñrst surgeries, and

‚ obtaining permission to sell GLIADEL in certain countries at prices that are acceptable to RPR
and us.

We cannot control the timing and extent of governmental clearances. We also cannot be sure that we
and RPR will attain any of these regulatory objectives. Except for GLIADEL, we do not expect to sell
other products for at least the next several years, if ever.

In August 1997, we entered into a collaboration with Amgen to research, develop and commercialize
our FKBP neuroimmunophilin compound technology. Under our agreement with Amgen, Amgen paid us
$35 million in 1997. Of this amount, Amgen paid $15 million in the form of a one-time, non-refundable
rights fee upon signing the agreement. Amgen paid us the remaining $20 million for the purchase of
640,095 shares of our common stock and warrants to purchase up to an additional 700,000 shares of our
common stock. These warrants are exercisable for Ñve years and have an exercise price of $35.15 per
share. We also granted to Amgen certain rights to register shares of our common stock with the SEC for
sale in the public markets.

As part of this collaboration, Amgen agreed to fund up to a total of $13.5 million to support
Guilford's research relating to the FKBP neuroimmunophilin ligand technology. This research funding
began on October 1, 1997 and is payable quarterly over three years, with the last quarterly payment due
July 1, 2000. As of June 30, 1999, we had recognized an aggregate of approximately $8.0 million in
research support from Amgen under this arrangement. Amgen also has the option to fund a fourth year of
research.

Our agreement also requires that Amgen make milestone payments to us if Amgen achieves speciÑed
regulatory and product development milestones. If Amgen is able to meet all of these milestones for each
of 10 diÅerent speciÑed clinical indications (i.e., medical uses), these payments could total up to
$392 million in the aggregate. Amgen is also required to pay us royalties on its sales to third parties of any
product(s) that results from our collaboration. So long as it funds two years of research, Amgen may elect
at any time to discontinue all development and commercialization for the FKBP neuroimmunophilin
compound technology.

As we discuss below and in greater detail in the 1998 Form 10-K and the July 1999 Form S-3, we
cannot be sure that Amgen will be successful in its eÅorts to develop one or more FKBP
neuroimmunophilin compounds into products that the FDA and foreign regulatory authorities will approve
as safe and eÅective drugs for neurological or other uses. Consequently, we cannot be sure that we will
earn any of the milestone payments related to these regulatory and product development activities.

In addition to revenues related to GLIADEL, the only other signiÑcant revenues we recognized for
the Ñrst six months of 1999 consist of approximately $2.25 million in research payments from Amgen. As
described above, we expect Amgen to pay us an additional $2.25 million in 1999 to support our research
on the FKBP neuroimmunophilin ligand technology.

With the sole exception of 1996, we have not earned a net proÑt in any year since our inception in
July 1993. Our net proÑt in 1996 was $5.1 million. This net proÑt was primarily due to two, one-time
rights payments from RPR which totaled $27.5 million as follows:

‚ a $7.5 million payment in June 1996 upon the signing of our agreements with RPR for the sales,
marketing and distribution of GLIADEL, and

‚ a $20 million payment following FDA approval of the New Drug Application to market
GLIADEL in September 1996.

For the three and six months ended June 30, 1999, we incurred a net loss of $8.6 million and
$17.1 million, respectively. Since inception through June 30, 1999, we have an accumulated deÑcit of
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$73.1 million. Our accumulated deÑcit is equal to the sum of our cumulative proÑts and losses since
inception in July 1993.

We do not expect 1999 to be proÑtable. We cannot be sure that we will ever achieve or sustain
proÑtability in the future. Furthermore, our revenues and expenses have Öuctuated signiÑcantly in the past
because of the nature and timing of their sources. We expect Öuctuations in our revenues and expenses to
continue, and thus our operating results should also vary signiÑcantly from quarter-to-quarter and year-to-
year. A variety of factors cause these Öuctuations, including:

‚ the timing and amount of sales of GLIADEL to RPR and RPR's sales to others,

‚ the timing and realization of milestone and other payments from our corporate partners, including
RPR and Amgen,

‚ the timing and amount of expenses relating to our research, development, and manufacturing
activities, and

‚ the extent and timing of costs related to our activities to obtain, extend, enforce and /or defend
our patent and other rights to our intellectual property.

We expect that expenses in all areas of our business will continue to increase. These areas include
research and product development, pre-clinical testing, human clinical trials, regulatory aÅairs, operations,
manufacturing and general and administrative activities. In addition, we expect the number of employees
working at our company to continue to increase. At June 30, 1999, we had 230 full-time employees. This
compares to 212 full-time employees at June 30, 1998.

Our ability to achieve consistent proÑtability in the future will depend on many factors, including:

‚ the level of future sales of GLIADEL,

‚ our ability, either alone or with others, to develop our product candidates successfully, including
NIL-A and any other product candidates identiÑed pursuant to our collaboration with Amgen,

‚ the extent of any human clinical trials and related costs necessary to develop our product
candidates,

‚ our ability, either alone or with others, to obtain required regulatory approvals to market our
product candidates,

‚ our ability and that of our corporate partners to manufacture products at reasonable cost,

‚ our ability and that of our collaborators to market and distribute products successfully,

‚ our ability to enter into acceptable collaborative arrangements for our technologies and license
agreements for new technologies of others in the future, and

‚ our ability to invent new technologies and/or in-license new technologies from others and to
obtain, defend and/or enforce patents on new and existing technologies.

For a discussion of these and other risks, you should read the ""Risk Factors'' section of the July1999
Form S-3, particularly those paragraphs speciÑcally addressing the risks we note above.

Future sales of GLIADEL are subject to certain risks and uncertainties. These risks include the
following, among others:

‚ RPR is not obligated to purchase any minimum amounts of GLIADEL from us, and so our
revenues from the sale and distribution of GLIADEL are entirely dependent on the level of RPR's
sales to end-users.

‚ RPR may not be successful in its eÅorts to market and sell GLIADEL.
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‚ Neurosurgeons and their patients may not accept GLIADEL for a number of reasons, including
the fact that GLIADEL represents a new and unfamiliar approach to the treatment of brain
cancer and their assessment that beneÑts of this therapy do not outweigh its costs.

‚ RPR may not be successful in its attempts to obtain any additional regulatory and marketing
approvals to market GLIADEL and sell GLIADEL at acceptable prices.

‚ BCNU, the chemotherapeutic agent we use in GLIADEL, is currently only available from two
suppliers, and thus this material may not be available for GLIADEL manufacture.

‚ The Company's current manufacturing plant for GLIADEL and a recently completed second
manufacturing facility are both located in the same building at our headquarters in Baltimore,
Maryland, and thus are subject to the risk that natural disasters or other factors may adversely
aÅect their operation and interrupt GLIADEL manufacture.

As we noted in the section captioned ""Risk Factors'' in the July 1999 Form S-3, there is no
guarantee that we or Amgen will be able to successfully develop any FKBP neuroimmunophilin
compounds or other product candidates into safe and eÅective drug(s) for neurological or other uses.
Consequently, we may not earn additional milestone payments related to Amgen's development activities
or revenues related to product sales. In particular, the research, development and commercialization of
early-stage technology like the FKBP neuroimmunophilin ligand technology is subject to signiÑcant risks
and uncertainty. These risks involve those relating to, among other things:

‚ selection of an appropriate lead compound,

‚ successful completion of the pre-clinical and clinical development activities,

‚ the need to obtain regulatory clearances to market and sell drug products,

‚ formulation of Ñnal product dosage forms,

‚ scale-up from laboratory bench quantities to commercial quantities,

‚ manufacture of drug products,

‚ commercialization of such products, and

‚ the successful prosecution, enforcement and defense of patent and other intellectual property
rights.

For discussion of these and other risks, you should see the section captioned ""Risk Factors'' in the
July 1999 Form S-3.

Results of Operations

In this section we discuss our revenues, costs and expenses, and other income and expenses for the
three and six month periods ended June 30, 1999 and 1998 as well as the factors aÅecting each of them.

Three and Six Months Ended June 30, 1999 and 1998

For the three month periods ended June 30, 1999 and 1998, we recognized revenues of $3.6 million
and $2.9 million, respectively. For the six month periods ended June 30, 1999 and 1998, we recognized
revenues of $6.5 million and $5.3 million, respectively. Our revenues for the second quarter and Ñrst half
of 1999 and 1998 consisted primarily of revenues from product sales and royalties relating to GLIADEL
and $1.1 million in quarterly research funding from Amgen for each of the Ñrst two quarters of 1999 and
1998.
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Revenues from the sale and distribution of GLIADEL consist primarily of:

‚ revenues from our marketing and distribution partners, RPR (for the entire world except
Scandinavia and Japan) and Orion Corporation Pharma (for Scandinavia only), from our sales of
GLIADEL to them, and

‚ royalty payments from RPR based on its sales of GLIADEL to others, primarily hospitals.

GLIADEL Product Sales

We earned $1.7 million in the second quarter of 1999 from the sale of GLIADEL to our marketing
partners compared to $1.0 million in the same period in 1998. This represents a 68% increase in net
product sales in the 1999 period as compared to the same period in 1998. We earned $2.9 million in the
Ñrst six months of 1999 from the sale of GLIADEL to our marketing partners compared to $1.7 million in
1998. This represents a 73% increase in net product sales in the Ñrst half of 1999 compared to the same
period in 1998.

We believe that part of the increase in the number of units of GLIADEL sold to RPR in the second
quarter and Ñrst half of 1999 primarily reÖects RPR's build-up of inventory of the product to support
anticipated launch in France and other countries in Europe and elsewhere around the world. We cannot
guarantee, however, that RPR will obtain all necessary regulatory approvals to launch the product in
additional European countries or elsewhere to market and sell GLIADEL. In addition, we cannot be sure
that, even if RPR does obtain these approvals in one or more European or other countries, GLIADEL will
be launched in these countries in 1999 or thereafter, or that sales in those countries, if any, including
France and Germany, will be signiÑcant.

Royalties on GLIADEL Sales to Third Parties

Our net royalty revenue on RPR's sales of GLIADEL to third parties was $697,000 in the second
quarter of 1999 as compared to $730,000 in the second quarter of 1998. This represents a 5% decrease in
net royalty revenue in the 1999 period compared to the same period in 1998. Our net royalty revenue on
RPR's sales of GLIADEL to third parties was $1.2 million in the Ñrst six months of 1999 compared to
$1.3 million in the second quarter of 1998. This represents a 5% decrease in net royalty revenue in the Ñrst
half of 1999 as compared to the same period in 1998. A modest decrease in the net number of units sold
by RPR to third parties caused the decrease in royalty revenue during the 1999 periods. Based solely on
discussions with RPR, we believe these decreases in RPR's sales of GLIADEL to third parties were
primarily due to a reorganization in RPR's oncology sales force which was completed during the Ñrst half
of 1999 and that GLIADEL royalties for calendar year 1999 will either remain at the same levels as 1998
or show a modest increase over 1998 amounts.

As we discuss in greater detail in the 1998 Form 10-K and July 1999 Form S-3, a number of factors
subject our future sales of GLIADEL to signiÑcant risk and uncertainty. We cannot guarantee that
GLIADEL sales will increase from, or even remain at, current levels or will ever generate signiÑcant
revenues for us in the future.

Cost of Sales

Our cost of sales for the three months ended June 30, 1999 and 1998 was $813,000 and $505,000,
respectively. Our cost of sales for the six months ended June 30, 1999 and 1998 was $1.4 million and
$844,000, respectively. The increase in the cost of sales for the second quarter and Ñrst half of 1999
compared to the corresponding periods in 1998 primarily reÖects an increase in the number of units of
GLIADEL sold to our marketing partners in the 1999 periods. In the second quarter and Ñrst half of
1999, cost of product sales represented 49% and 50%, respectively, of total product sales revenues
compared to 51% in the comparable periods in 1998. To the extent GLIADEL production levels increase
in future periods, the Company expects that per unit product costs may decrease as greater economies of
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scale are achieved. We cannot be sure, however, that GLIADEL product sales will ever reach levels
necessary for us to realize signiÑcant costs savings related to manufacturing economies of scale.

Research and Development Expenses

Our research and development expenses increased to $10.0 million for the second quarter of 1999.
This amount was $9.3 million in the second quarter of 1998. Our research and development expenses
increased to $19.1 million for the Ñrst six months of 1999. This amount was $18.0 million in the Ñrst half
of 1998. The increase in research and development expenses of $702,000 from the second quarter of 1998
to the second quarter of 1999 and of $1.1 million from the Ñrst six months of 1998 to the Ñrst half of 1999
were primarily attributable to increased costs related to:

‚ outside services such as contracted research and consulting services, and

‚ increased personnel.

The increase in our research and development expenses for the Ñrst six months of 1999 was partially
oÅset by a decrease in certain costs we incurred in the Ñrst half of 1998 that were not repeated in Ñrst half
of 1999, including amounts paid to a university licensor expensed in the Ñrst quarter of 1998 relating to
certain neuroimmunophilin ligand technology.

At June 30, 1999, we employed 195 individuals on a full-time basis in the areas of research,
development and manufacturing. We employed 182 individuals in these areas at June 30, 1998.

In the second quarter of 1999, we continued to increase our research and product development eÅorts
generally, particularly with respect to our PARP inhibitor neuroprotectant and polymer development
technologies. We also continued to provide Ñnancial support for RPR's Phase III clinical trial program in
support of a Ñrst surgery indication for GLIADEL.

In the second quarter and Ñrst six months of 1999 and 1998, our research and development expenses
included charges relating to certain consulting agreements related to GLIADEL and the polymer drug
delivery business which we entered into in April 1996. These charges consisted of:

‚ non-cash compensation expense of approximately $110,000 for the second quarter of both 1999
and 1998, respectively, and approximately $219,000 for the Ñrst half of both 1999 and 1998,
respectively; and

‚ cash compensation expense of approximately $22,500 and $21,000 for the second quarter of 1999
and 1998, respectively, and approximately $90,000 and $83,000 for the Ñrst six months of 1999
and 1998, respectively.

We entered into these agreements to assist in the commercialization of GLIADEL, including our
eÅorts to expand the labeling for this product and to generate product line extensions, and to enhance our
ability to develop new polymer technologies and products for the delivery of anti-cancer agents for those
diseases or conditions where local tumor recurrence is likely and controlled release may be more eÅective
than current therapies. We expect to record up to an additional $530,000, in total, of non-cash
compensation charges in our research and development expenses quarterly through 2001 because of these
agreements. We also anticipate that our research and development expenses will continue to increase in
future periods.

General and Administrative Expenses

Our general and administrative expenses increased to $3.1 million in second quarter of 1999. This
amount was $2.5 million in the second quarter of 1998. Our general and administrative expenses increased
to $6.6 million in Ñrst six months of 1999 compared to $5.0 million in the Ñrst half of 1998. We attribute
the increases in general and administrative expenses of $593,000 from the second quarter of 1998 to the
second quarter of 1999 and $1.6 million from the Ñrst six months of 1998 to the Ñrst half of 1999 to
higher legal fees, patent and professional contract services costs and costs for professional, advisory and
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related services. These costs increased, in part, because of an increase in the activities necessary to support
our research, product development and commercialization eÅorts.

At June 30, 1999 and 1998, we employed 35 individuals and 30 individuals, respectively, on a full-
time basis in general and administrative areas. Our general and administrative expenses, particularly those
related to establishing, preserving and enforcing our intellectual property rights, may continue to increase
in future periods depending upon the level of activity in these areas.

Other Income and Expense

Other income and expense consists primarily of interest income on our monetary investments and
interest expense on our debt and other Ñnancial obligations. Our investment and other income decreased to
$1.9 million in the second quarter of 1999 compared to $2.5 million in the second quarter of 1998. Our
investment and other income decreased to $3.9 million in the Ñrst six months of 1999 compared to
$4.8 million in the Ñrst half of 1998. The decrease between these periods was primarily due to a decrease
in the average investment balance during the second quarter and Ñrst half of 1999 as compared to the
same periods in 1998.

For the second quarter of 1999 and 1998, we incurred interest expense of $184,000 and $196,000,
respectively. For the Ñrst six months of 1999 and 1998, we incurred interest expense of $348,000 and
$399,000, respectively. These interest charges resulted from loans we have with First Union National Bank.
These loans helped fund the construction of our manufacturing, administrative, and research and
development facilities and the purchase of certain furniture and equipment. Because we continue to repay
these loans, our average principal balance outstanding under these loans was lower during the second
quarter and Ñrst half of 1999 compared to the same periods in 1998. As a consequence, interest expense
decreased during the 1999 periods as compared to the same periods in 1998.

Liquidity and Capital Resources

Our cash, cash equivalents and investments were approximately $107.8 million at June 30, 1999. Of
this amount, we pledged $24.8 million as collateral for certain of our loans and Ñnancial lease obligations.
We have recorded this amount under ""Investments Ó restricted'' on our Consolidated Balance Sheets.

The increase of $8.3 million in the amount of restricted investments at June 30, 1999 as compared to
December 31, 1998 resulted from an increase during the Ñrst half of 1999 in the amount of cash collateral
related to our design and construction of a new research and development facility. We describe the
Ñnancing for this facility below. This increase in cash collateral was partially oÅset by our continued
repayment of our loans from First Union National Bank, which resulted in a decrease in the cash
collateral amounts related to these loans. In addition, under the agreements relating to the new research
and development facility, upon completion of that facility, our cash collateral requirements will be reduced
by up to approximately $5 million.

In 1998, the Board of Directors approved a program to purchase up to 1,000,000 shares of our
common stock in the open market from time to time at our discretion. Through June 30, 1999, we had
repurchased a total 252,500 of our shares under this program for an aggregate cash outlay of $2.7 million.
Of this amount, we purchased 91,000 shares for a total of $932,000 during the second quarter of 1999. In
August 1999, we publicly announced that we had terminated this share repurchase program. In addition, in
the second quarter of 1999 we issued 312,933 shares of our common stock upon the exercise of certain
warrants we originally granted upon the closing of our initial public oÅering in June 1994. In exchange for
these shares, we received approximately $2.25 million.

Our total debt decreased to $9.8 million at June 30, 1999 compared to $10.9 million at December 31,
1998. This decrease was a result of our continued repayment of principal under our loans with First Union
National Bank.

We incurred net capital expenditures of $1.7 million in the second quarter of 1999 compared to net
capital expenditures of $3.6 million for the second quarter of 1998. We used these capital expenditures in
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the second quarter of 1999 to purchase certain laboratory and computer equipment. We used the amounts
we spent in the second quarter of 1998 to fund the construction of our new GLIADEL and biodegradable
polymer manufacturing facilities. We also used these monies to fund improvements to our research and
development laboratories and administrative oÇces and to purchase research and development equipment.

In March 1998, we entered into arrangements with certain equipment leasing companies that permit
us to lease up to $10.8 million in equipment, including computer hardware and software, furniture and
Ñxtures. As of June 30, 1999, we had leased a total of $4.4 million in equipment under these
arrangements. Depending on the type of equipment covered and certain other factors, the term of any
lease we enter under these arrangements may range from two to four years. At June 30, 1999, $6.4 million
was available under these arrangements to lease additional equipment. In addition, during prior years, we
had leased an additional $3.5 million in equipment under a prior lease arrangement.

We expect our existing Ñnancing arrangements, our internal capital resources and potential external
sources of funds to provide for our current equipment needs at least until the end of 2000. If we decide to
expand our research and development programs beyond current expectations, our capital equipment
requirements could increase, and thus we may require additional capital funding.

In order to meet our anticipated future facilities needs, in 1997 we initiated a project to design and
construct a new research and development facility. To accomplish this task, in February 1998 we entered
into an operating lease and other related agreements with First Union National Bank and related entities
in connection with such a facility. This new facility, which was substantially completed in June 1999, was
constructed on a lot adjacent to our current headquarters in Baltimore, Maryland. The facility is owned by
a trust aÇliated with First Union National Bank and provides 73,000 square feet of research and
development capacity. We anticipate that this new research and development facility, along with our
current facility, will support our research, development, commercialization and administrative activities
until at least the end of 2000.

We began moving personnel into the facility in June 1999 and expect to consolidate all of our
operations into our current headquarters and the new facility prior to the end of 1999. Our lease for the
new facility expires in February 2005. We anticipate that the lease payments for this facility will not
exceed $1.5 million annually. The elimination of certain rental expenses associated with two other research
and development facilities we recently vacated should substantially oÅset this cost.

At the expiration of the lease term, we may purchase the property for an amount equal to:

‚ all unamortized acquisition and construction costs,

plus

‚ all accrued but unpaid interest and similar costs that the First Union trust incurs as part of its
acquisition and construction of the property.

For convenience we refer to this amount as the ""Termination Amount''.

In the alternative, we may sell the property on behalf of the First Union trust. The First Union trust
is then obligated to credit the proceeds from the sale against our repayment of the Termination Amount.
If the sale proceeds are not enough to cover the entire Termination Amount, we then have to repay the
shortfall so long as our total payments to the trust are not more than 83% of the Termination Amount. In
addition, we may extend the lease term provided that First Union National Bank in its discretion agrees to
such an extension.

Under our agreements with First Union National Bank related to this new R&D facility, we are
required to hold in the aggregate unrestricted cash, cash equivalents and investments of $40 million at all
times during the term of the lease. This requirement is in addition to the cash collateral requirements we
discuss above in this ""Liquidity and Capital Resources'' section.

Under a loan agreement we executed with RPR in 1996, RPR has extended to us a $7.5 million line
of credit to support expansion of our GLIADEL and polymer manufacturing capacity, of which,
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$4.0 million is currently available to us. The remaining $3.5 million becomes available no earlier than
12 months nor later than 18 months following funding of the initial portion. Any principal amounts we
borrow are due Ñve years from the date borrowed. The agreement provides that loan amounts carry an
interest rate equal to the lowest rate RPR pays from time to time on its most senior debt. While we had
not borrowed any amounts under this credit facility as of June 30, 1999, we recently requested that RPR
advance to us the initial $4.0 million tranche and are in discussions with RPR regarding the
documentation of this transaction.

During 1998, we entered into a series of interest rate swap transactions with First Union National
Bank covering $20 million in Ñnancial obligations under our lease with the First Union trust. In
January 1999, we entered into additional interest rate swap agreements with First Union National Bank
covering $10 million in Öoating rate debt. As a result, we Ñxed the interest rates on these Ñnancial lease
obligations and debt at approximately 6% in the aggregate.

In the fourth quarter of 1998, we established an unsecured, revolving line of credit for $5 million with
ALLFIRST (formerly First National Bank of Maryland). Borrowings under this line of credit carry an
interest rate of LIBOR plus 0.55% and are payable on demand. We may draw on the line of credit from
time to time to meet our short-term working capital needs. No amounts were outstanding under this
facility at June 30, 1999.

We expect to need signiÑcantly greater capital to continue our research and product development
programs and pre-clinical and clinical testing and to manufacture and possibly market our products. We
may also need additional funds to meet our future facility expansion needs if necessary. Our capital
requirements depend on a number of factors, including:

‚ the progress of our research and development programs,

‚ the progress of pre-clinical and clinical testing,

‚ the time and costs involved in obtaining regulatory approvals,

‚ the cost of Ñling, prosecuting, defending and enforcing any patent claims and other intellectual
property rights,

‚ competing technological and market developments,

‚ changes in our existing research relationships,

‚ our ability to establish collaborative arrangements,

‚ our ability to enter into licensing agreements and contractual arrangements with others, and

‚ the progress of eÅorts to scale-up manufacturing processes.

We believe that our existing capital resources will be suÇcient to fund our activities until at least
December 31, 2000. We may, however, expend these resources before that time for a number of reasons
including, among others:

‚ changes in our research, product development and commercialization plans,

‚ other factors that increase our expenses or capital expenditures, including potential acquisitions of
other companies, assets, products, drug candidates or technologies,

‚ repurchases of our stock under any stock repurchase program, and

‚ unanticipated capital expenditures.

Subsequent Events

In July and August 1999 we received an aggregate of $4.5 million in non-refundable milestone
payments from RPR. These milestone payments became payable upon RPR's receipt of speciÑed
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regulatory approvals to market and sell GLIADEL for the recurrent surgery indication in France and
Germany.

The Year 2000 Issue

Introduction

The so-called ""Year 2000 issue'' results from computer programs that rely on two-digit date codes
instead of four-digit date codes to indicate the year. For example, these types of computer systems, which
include computer software for desktop computers, software used in scientiÑc equipment, and software
embedded in computer chips, indicate the year 1966 by the digits ""66''. As the year 2000 approaches,
these systems will have to process information involving the year 2000 and later years. Systems that only
use two-date digit codes may confuse the year 2000 with the year 1900. As a result, these computer
programs may not be able to perform computations and decision-making functions correctly. This inability
could also cause computer systems or other equipment to malfunction or shutdown completely.

We have developed a multi-phase program to address this potential problem. It consists of the
following steps:

‚ assess those corporate systems and operations that the Year 2000 issue could adversely aÅect,

‚ Ñx or replace non-compliant systems and components, if any, and then

‚ test these systems and components to ensure proper functioning.

We have focused our Year 2000 compliance assessment program on four principal areas:

‚ our internal information technology system, which includes our internal computer network and
phone system,

‚ our internal, non-information technology facilities systems, which include software embedded in:

Ì environmental controls,

Ì security systems,

Ì Ñre protection systems,

Ì manufacturing hardware and monitoring controls, and

Ì public utility connections for gas, electric and telephone systems, which for convenience we
refer to as ""Facilities Systems'',

‚ software we use with our laboratory and other equipment, which may either be located outside of
the equipment or embedded within it, and

‚ Year 2000 compliance of those third parties which we have deÑned as critical to our mission,
including:

Ì our principal vendors of goods and services, including raw materials, laboratory and other
equipment,

Ì our Ñnancial institutions such as banks and investment managers, and

Ì our corporate partners such as RPR and Amgen.

For convenience, we refer to these institutions as our ""Major Third Parties''.

Assessment and Remediation of Internal Systems

During the later part of 1998 and the beginning of 1999, we conducted an inventory of the internal
information technology systems, Facilities Systems, and equipment (which together make up our internal
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company systems) that we believe could be adversely aÅected by the Year 2000 issue. As of June 30,
1999, we had taken the following actions to address the Year 2000 issue:

‚ repaired or replaced, as necessary, those internal company systems that we found not to be Year
2000 compliant,

‚ re-tested these internal company systems to verify Year 2000 compliance, and

‚ engaged an independent outside consultant to review our approach to Year 2000 compliance and
its conformity with industry best practices.

While we substantially completed these actions by June 30, 1999, we expect to continue to test our
systems intermittently through the end of 1999 for Year 2000 compliance.

Our information technology personnel have discussed whether our enterprise-wide software systems
are Year 2000 compliant with the vendors of those systems. We have also tested those systems for Year
2000 compliance. Based on these activities, we believe that such systems are Year 2000 compliant. We
will continue to stay in contact with these vendors in order to obtain any additional revisions or upgrades
the vendors issue to ensure that such enterprise-wide software remains Year 2000 compliant.

Inquiries of Third Parties

We have also been examining the Year 2000 readiness of our Major Third Parties. We consider these
institutions, either together as a group or in certain cases on an individual basis, to pose the greatest Year
2000 risk to our business. Their failure to become Year 2000 compliant could:

‚ limit our ability to obtain raw materials, equipment and supplies in a timely manner,

‚ limit or prevent us from getting:

Ì our cash and other Ñnancial assets, and

Ì timely and accurate information about our Ñnancial assets,

‚ signiÑcantly disrupt our Ñnancial transactions, and

‚ interfere with the eÅorts of our corporate partners to continue their research, development and/or
commercialization activities with respect to GLIADEL and the FKBP neuroimmunophilin
compound technology.

We have mailed Year 2000 compliance inquiry letters to, or have otherwise contacted, our Major
Third Parties, to ask that they give us information about their Year 2000 compliance status, and are
following up as necessary.

Except for asking these third parties about their Year 2000 compliance and assessing their responses,
we cannot independently verify whether these institutions are or will be Year 2000 compliant. In most
cases we have limited or no ability to inÖuence directly the Year 2000 compliance activities of these Major
Third Parties. If any or all of these institutions fail to achieve substantial Year 2000 compliance, this
failure could have a material adverse eÅect on our business, Ñnancial condition and results of operations.

Furthermore, most of RPR's sales of GLIADEL are to hospitals. The failure of these hospitals, or of
any of RPR's other customers for GLIADEL, to pay for their GLIADEL purchases because of a Year
2000 problem could materially and adversely aÅect our business. In addition, sales of GLIADEL are
dependent, in part, on the availability of reimbursements from third-party healthcare payors, such as
government insurance plans like Medicare and Medicaid, and private insurance plans and managed-care
plans. Again, the failure of these third-party healthcare payors to reimburse or pay for claims because of
Year 2000 problems could materially and adversely aÅect our business.
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Remediation Costs

As of June 30, 1999, the total costs for our Year 2000 compliance program have not been signiÑcant.
Most of our costs relative to the Year 2000 issue have been internal personnel costs, which we have not
tracked. We estimate that our costs did not exceed $100,000 in 1998, and that such costs for the second
quarter and Ñrst half of 1999 were approximately $30,400 and $55,400, respectively. We did not incur any
external costs during 1998 related to the Year 2000 issue and incurred $18,000 and $27,000, respectively,
in external costs in the second quarter and Ñrst half of 1999.

Based on information currently available to us, we do not believe that the future costs associated with
developing a Year 2000 compliance plan and bringing our internal computer systems into Year 2000
compliance will be material. We estimate that the total costs for our Year 2000 compliance eÅorts will not
exceed $200,000 in the aggregate. As of June 30, 1999, we estimate that we have incurred approximately
78% of the total costs we anticipate that we will incur to address Year 2000 issues relating to our internal
company systems. Further, as of June 30, 1999, we had not separately set aside funds speciÑcally to
address the Year 2000 issue, but rather are using funds allocated to our yearly information technology
budget. However, as we note above, we will continue to spot check and test our internal computer systems
for Year 2000 compliance problems. Depending on the actual outcome of these continuing Year 2000
compliance-testing activities, our remediation costs may be signiÑcantly greater than our current estimates.

We also do not know whether the costs associated with our eÅorts to assess and address any Year
2000 compliance concerns regarding our Major Third Parties will be material. As we note above, with
most Major Third Parties, we have little or no direct ability to inÖuence the Year 2000 compliance eÅorts
of these institutions.

As of June 30, 1999, we had not decided to switch from any vendor because of a concern over Year
2000 compliance. We will continue to evaluate the Year 2000 readiness of our suppliers and will decide on
a case-by-case basis whether to seek out alternatives. If we determine to seek out an alternative supplier in
the future, we may not be able to Ñnd an adequate substitute. In certain cases, a vendor may represent the
sole supplier for a good or service.

Disaster Recovery Plans and Certain Mitigating Factors

In addition to our Year 2000 compliance activities, we have worked with an outside consulting Ñrm to
implement a comprehensive disaster recovery plan. This plan will cover a variety of areas, including the
Year 2000 issue. We do not anticipate that the external costs for putting such a plan in place will exceed
$125,000 in the aggregate.

We currently make complete back-up copies of all of the data generated on our computer systems on
a weekly basis. We also track changes to such data on a daily basis. We believe this practice should limit
the amount of computer system data that would be lost if our computer systems were to fail as a result of
a Year 2000 issue or other disaster.

Many of our Facilities Systems, including our environmental controls, security systems, and Ñre
protection systems, have manual override functions. These will allow us to operate certain of our Facilities
Systems even if their software malfunctions. In addition, while a single banking institution acts as
custodian for most of our Ñnancial assets, we hold certain other Ñnancial assets at, and have established a
$5 million line of credit with, another banking institution. This arrangement should allow us to meet our
operating expenses in the short term in the event our primary banking relationship were to be interrupted
because of a Year 2000 issue. With respect to GLIADEL, we maintain what we believe to be suÇcient
inventories of raw materials, package components and product to prevent a product supply interruption if a
vendor should have a Year 2000 problem.

Due to the nature of our business, even if (1) we were to fail to implement our Year 2000
compliance program successfully for our internal company systems or (2) the Year 2000 compliance
provisions of our disaster recovery plan prove inadequate, we believe that these circumstances would not
have a material adverse eÅect on our business, Ñnancial condition and results of operations over the long
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term. They would, however, disrupt our operations in the short-term. The failure of one or more of our
Major Third Parties, particularly our banks, investment managers, corporate partners, and suppliers of key
raw materials to be Year 2000 compliant could have a material adverse eÅect on our business, Ñnancial
condition and results of operations in the short term and potentially over the long term.

Risks

We have based our estimate of the costs of our Year 2000 compliance program and disaster recovery
plan on the information currently available to us. We have based these estimates on a number of
assumptions regarding future events. These include the continued availability of certain resources and other
factors. We cannot be sure that these costs will not exceed our expectations or that the Year 2000 issue
will not substantially and adversely aÅect our business, Ñnancial condition or results of operations.

SpeciÑc factors that might cause our estimates to be incorrect include:

‚ our ability to locate and correct all relevant computer codes, including software embedded in
environmental controls and manufacturing and laboratory equipment,

‚ the ability of the Major Third Parties to identify and resolve their own Year 2000 issues,

‚ the availability and cost of personnel trained in the area of Year 2000 compliance, and

‚ unforeseen or unanticipated problems that we are unable to address or can only remedy at great
cost.

Furthermore, our current cost estimates do not include costs that we may incur as a result of the
failure of Major Third Parties, including Amgen and RPR, to become Year 2000 compliant on a timely
basis. Moreover, if a Year 2000 issue causes (1) hospitals and other of RPR's customers for GLIADEL to
fail to pay for their GLIADEL purchases or (2) third-party healthcare payors to fail to reimburse claims
or pay for GLIADEL, such failures could materially and adversely aÅect our business.

Finally, our ability to continue to manufacture GLIADEL, conduct our research and product
development programs, and function as a viable business enterprise depends on the continued availability
of various basic infrastructure systems. These include electric power, telecommunications and transporta-
tion systems. We cannot be sure that the Year 2000 issue will not disrupt these infrastructure systems. If
such disruptions were to occur in the Baltimore, Maryland metropolitan region where our manufacturing
facilities and research and development laboratories are located, or in the areas in which we or our Major
Third Parties conduct business, these disruptions could very well have a material adverse eÅect on our
business, Ñnancial condition, results of operations, or business prospects.

Quantitative and Qualitative Disclosures About Market Risk

Not Applicable.
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Part II. Ì Other Information

Item 1. Legal Proceedings:

None

Item 2. Changes In Securities:

In June 1999, we issued 312,933 shares of our common stock upon exercise of a warrant issued in
June 1994 to one holder as partial compensation for underwriting services. In exchange we received
approximately $2.25 million, which we will use for working capital and general corporate purposes. These
shares were issued to Bear, Stearns Securities Corp. without registration under the Securities Act of 1933
pursuant to the exemption from registration set forth in sections 4(2) and/or 3(b) of that act.

Item 3. Defaults in Senior Securities:

None

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

We held our Annual Meeting of Stockholders on May 18, 1999. The following individuals were
elected to our Board of Directors to hold oÇce for the ensuing year:

Name of Nominee Votes FOR Votes AGAINST

Craig R, Smith, M.D. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

Richard L. Casey ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,733,630 261,414

Solomon H. Snyder, M.D.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

W. Leigh Thompson, M.D., Ph.D.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

Elizabeth M. GreethamÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

George L. Bunting, Jr. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

Joseph ""Skip'' Klein, III ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,734,417 260,627

The following two proposals were not approved:

Votes
Proposal Votes FOR AGAINST ABSTAIN NON-VOTES

Amendment to our CertiÑcate of Incorporation to
require that oÇcial actions of stockholders may occur
only at duly called and held meetings of stockholders

6,952,888 6,949,944 49,911 5,446,152
and that this new provision can only be altered by a
vote of at least eighty percent (80%) of the
Corporation's outstanding stock

Votes
Proposal Votes FOR AGAINST ABSTAIN NON-VOTES

Amendment to our CertiÑcate of Incorporation to
require that members of the board of directors only
be removed by stockholders for ""cause'' and by a
vote of holders of at least eighty percent (80%) of 5,295,022 7,085,921 1,571,800 5,446,152
our outstanding stock and that this new provision can
only be altered by a vote of at least eighty percent
(80%) of our outstanding stock

25



The following proposal was approved as follows:

Proposal Votes FOR Votes AGAINST ABSTAINED

Proposal to ratify the selection of KPMG LLP as our
independent auditors for 1999 17,831,394 137,558 26,092

Item 5. Other Information:

None.

Item 6. Exhibits and Reports on Form 8-K:

A. Exhibits

Exhibit No. Description

10.55 Amendment to Form of Directors Stock Option Agreement, eÅective May 18, 1999

10.56 July 1, 1999 amendment to Consulting Agreement, dated August 1, 1993, as amended
between the Company and Solomon H. Snyder, M.D.

10.57 Consulting Agreement, dated July 23, 1999, between the Company and Solomon
H. Snyder, M.D.

27.3 Financial Data Schedule

B. Report on Form 8-K:

None
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Signatures

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

Guilford Pharmaceuticals Inc.

Date: August 13, 1999 /s/ Craig R. Smith, M.D.

Craig R. Smith, M.D.
Chairman of the Board, President and Chief
Executive OÇcer

Date: August 13, 1999 /s/ Andrew R. Jordan

Andrew R. Jordan
Senior Vice President and Chief Financial OÇcer
(Principal Accounting OÇcer)
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