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FLAMEL TECHNOLOGIES S.A.
Item. 1

Financial Statements (Unaudited)

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(Amounts in thousands of dollars except share data)

Six months ended

June 30,
201 p.1 1]
Revenue :

License and research feVENUE ..........ocoveieve e e $4,224 $ 5,360
Product sales and services 1,139 1.314
Other revenue 538 2,931
Total revenue 5,901 9,605

Costs and expenses :
Cost of goods and services sold ........ccocooiviiiiiiiinniiie e (1,236) (1,081)
Research and development .........cc.oo.ooooiiiiiiinniiireicec e (5,287 (5,695)
Selling, general and adminiStrative..........c.ccoviiiivieiiiiinei e (1,688) (1,791
Stock COMPENSAUON EXPEMSE ....ceuevimieerereiereraerie e et eereeeeenes (13) (10)
Total costs and EXPENSES.....cceiiiiiiii e (8,224) (8,577)
Profit (1oss) from OPerations...........o.cecuimrcrnieeccreiie et (2,323) 1,028
INTETEST INCOME, MET....cieiiiectieecee e eiiene e strrar e et e ssseentaness e beesa e e smreerbaas 138 78
Foreign exchange gain (JOSS) ..ottt e 56 (147)
Income tax benefit.........cccovviiiiieiiiiiir e e - : -
Net PTOfIt (JOSS)...o.ueneiire et ettt ettt $(2,129) $959
Net profit (loss) per ordinary share............coooniiini i $(0.13) $0.06
Weighted average number of ordinary shares outstanding ... 16,198 16,198

See notes to unaudited condensed consolidated financial statements




FLAMEL TECHNOLOGIES S.A.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(Amounts in thousands of dollars except share data)

Three months ended

June 30,
201 p.1 113
Revenue :
License and research rEVENUE ........ooooovivviiiiiieieei it vveeane e $ 1,834 $2,994
Product sales and services 389 1,094
Other FEVENUE ..cocvveeeviieecee e 210 322
TOLAl TEVEIMUE «.oocoivrie oottt et e e sate e s e s e 2,433 4410
Costs and expenses :
Cost of goods and services sold ..o (499) (781)
Research and development .........coooiniciiiiiiniici e e (2,621 (2,741)
Selling, general and administrative.......... et et r et s 767) (860)
Stock compensation expense ............ Q)] ©))]
Total costs and eXpenses.........cccvvcieeceiirenisiinciniencenne s (3,894) 4,387)
Profit (10ss) from OPerations............cccoirerrniicomiee e (1,461 23
Interest INCOME (EXPENSE), NEL......e.cuereeririninirircrreenrerirereeniornserronsermeeeesaences 68 61
Foreign exchange gain (1055) .......cco.vviienminiiicim e s 33 (152) -
N 0SS .ot et bt e et e enr e eaeaeans $ (1,360) $ (68)
Net 1oss per ordinary Share............coooveviaii ittt $ (0.08) $ (0.00)
Weighted average number of ordinary shares outétanding .............................. 16,198 16,198

See notes to unaudited condensed consolidated financial statements




FLAMEL TECHNOLOGIES S.A.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Amounts in thousands of dollars)

ASSETS
Decarber 31, June 30,
2001 2002
(Note) (Unaudited)
Current assets :
Cash and cash equivalents ..ot $5.309 $11.906
ACCOUNTS TECEIVADIE. ... .ot e e 7,596 3,488
IVEIITONY . ..ottt ea e ettt et ch e er et sr e se b et sae et et es 569 199
Prepaid expenses and other current assets. 325 451
TOtal CUTTENT @SSEIS....ciiieeiieer et ettt et ettt e s aeren s e e e b sanccenn et ees 13,799 16,044
Property and equipment, N8t ..ot e 2,672 3262
Other assets :
Research and development tax credit receivable .........occcoeeiniiniiii 1,623 263
Other 10ng-1eImM @SSEIS.......ccuiiiiiiiiiiiiiiiii st e e s s e e 50 65
TOtAl OLRET ASSEIS. .....cvveitieeiiiecetieciee et et cb e et et e e te st e es e e eabes s aesae e enare nnes 1,673 328
TOA AS SIS ettt ettt te et e r e oe e r e e et ettt e anenrenan $ 18,144 $ 19,634
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities :
Current portion of [ong-term debt...........c.ooeiiiiirii e e $ 391 $ 456
Current portion of capital lease obligations.........cocooeeiiiiinc i
Accounts payable 1,205 1,325
Current portion of deferred revenue.... 1,072 1,724
Accrued eXpenses........c..ooceiereerenennnn 1,430 1,182
Advances from customers.. 1,191 676
Other current liabilities..... 782 196
Total current Habilities ..ot e 6,461 5,826
Long-term debt, less current portion....... et e et er e et ean s eraa e ns 779 882
Other long-term liabilities .................... SOOI 384 547
Deferred revenue, less current portion ................ e 2.875 2,716
Capital lease obligation, less current portion ...... OO 136 93
Total long-term Habllities ..ot 4,174 4,238
Shareholders' equity :
OTGINATY SHATES ..ottt cie et b e bttt e e ce s e cre et en 2,366 2,366
Additional paid-in capital..... 71,177 71,177
Accumulated deficit ... (59,386) (58,427)
Deferred compensation......c...occoevvcriinircnnnee 32) (22)
Cumulative other comprehensive income...... (6,616) (5,524)
Total shareholders' equity .........coccociieinn. 7,509 9,570
Total liabilities and shareholders' equity ... $18,144 £ 19,634

Note : The balance sheet at December 31, 2001 has been derived
from the audited financial statements at that date.

See notes to unaudited condensed consolidated financial statements




FLAMEL TECHNOLOGIES S.A.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(Amounts in thousands of dollars)

Six months ended
June 30,
2001 2002

Cash flows from operating activities :
Net profit, (lOSS).....ecieieiie et e $(2.129) $959
Adjustments to reconcile net loss

to net cash provided by operating activities :

Depreciation and amOrtiZAtON ...........ooe.viimimeriereeiirie et s eienreeve e 556 618
Stock COMPENSALION EXPENSE ......cv.verveiiieeiiieie e cemerer e st sesssasne e s err e e 13 10
Increase (decrease) in cash from :
ACCOURNTS TECEIVADIE ......ooiii i 178 4,596
INVENOMY ..ot ettt et e sa et e e bt ae s etas sr e are e nee e 195 400
Prepaid expenses and other current assets.... (44) (75)
Deferred reVenUE. .....cc.ivieiiiic ettt e (753) (23)
Accounts payable.. ... e (35 (48)
Accrued expenses (713) (1,616)
Research and development tax credit receivable 1,554 1,416
ORET .ottt tecaa st et aete srecas s et ar e b er e s2ane e em b aee st nen s ebeen e eae e s 20 109
Net cash from, (used by) operating activities ...........ccccooovccenrviinnns (1,158) 6,346
Cash flows from investing activities :
Purchases of property and equipment...........ccoocvicniiiiinci e 614) 817
Net cash used for investing aCtiVIties.........c..ovviieiiinciinii s (614) (817))
Cash flows from financing activities :
Cash proceeds from sale of ordinary shares...............cocoiiiinn - -
Principal payments on loans and capital lease obligations..........c....ccceieiee (227) (212)
Net cash provided by financing activities........c.ccoovvconenierenssennnenn. 227) (212)
Effect of exchange rate changes on cash and cash equivalents........................ (864) ©1.280
Net increase (decrease) in cash and cash equivalents..............o.oooiiei (2,863) _ 6,597
Cash and cash equivalents, beginning of period.............c.coooriiiniciininens 10,137 5,309
Cash and cash equivalents, end of period........c..coccooviiiiniiiiinii e §7274 $ 11,906

See notes to unaudited condensed consolidated financial statements




FLAMEL TECHNOLOGIES S. A.

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
‘ (UNAUDITED)
(Amounts in thousands of dellars except share data)

Balance January 1, 2002
Amortization of deferred
compensation...
Net profit......cccooveemncneen
Other comprehensive

Translation adjustment....
Comprehensive income.......
Balance June 30, 2002

Additional Cumulative
Ordinaryv Shares Paid-in Accumulated Deferred Translation Shareholders’
Share Amount Capital Deficit Compensation _Adjustment Equity

16,197,590 $2,366 $ 71,177 $ (59,386) $(32) $ (6,616) $ 7.509
- - - - 10 - 10

- - - 959 - - 959

- - - - - 1,092 1,092

2.038

16,197.590 2.366 $ 71,177 $(58,427) $(22) $(5,524) $9.570

See notes to unaudited condensed consolidated financial statements




FLAMEL TECHNOLOGIES SA

NOTES TO CONDENSED CONSOLIDATED FINANGIAL STATEMENTS (UNAUDITED)

1. ACCOUNTING POLICIES

The accompanying unaudited condensed consolidated financial statements were prepared in accordance
with accounting principles for interim financial statements generally accepted in the United States.
Accordingly, they do not include all of the information and footnotes required by generally accepted
accounting principles for compiete financial statements. In the opinion of Flamel Technologies S.A.
{(the “Company”), all adjustments (consisting of only normal recwrring accruals) considered necessary
for a fair presentation have been included.

The reporting currency of the Company is the U.S. dollar. The financial statements of the Company,
whose functional currency is the Euro, have been translated into U.S. dollar equivalents using the
period-end rate for asset and liability accounts, the weighted average rate for income and expense
accounts, and historical rates for shareholders’ equity accounts. Corresponding translation gains or
losses are recorded in shareholders’equity.

Operating results for the six months ended June 30, 2002 are not necessarily indicative of the results
that may be expected for the year ending December 31, 2002, These condensed consolidated financial
statements should be read in conjunction with the Company's audited annual financial statements,

2. REVENUES

2.1 LICENSE RESEARCH AND CONSULTING AGREEMENTS

In accordance with the long-term research and product development agreement signed with Corning in
December 1998, the Company received research and development payment of $232,000 and invoiced to
Corning pilot batches of $256,000 for the first six months of 2002.

In accordance with the development and license agreement signed with Novo-Nordisk which terminated
in December 2001, as of March 12, 2002, the Company recognized research and development revenues
of $662,000 for this period. '

In accordance with the license agreement signed with Servier in December 2001, the Company
recognized research and development revenues of $1,308,000 and licensing fees of $1,974,000 for the
first six months of 2002. '

In accordance with the license agreement signed with Beecham Pharmaceuticals (Pte) Limited in June
2002, the Company recognized licensing fees of $15,000 for the first six months of 2002, ‘

The Company received research and development payments on seven feasibility studies with
undisclosed partners for an amount of $1,090,000 for the first six months of 2002.




FLAMEL TECHNOLOGIES SA

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENIS (UNAUDITED)

2.2 PRODUCT SALES

During the first six months of 2002, the Company realized sales of its photochromic product to Corning
for a total of $512,000. :

2.3 OTHER REVENUES

In accordance with the long-term research and product development agreement signed with Corning in
December 1998, the Company recognized revenue of $526,000 corresponding to the royalties for the
six months period ended June 30, 2002,

The Company recognized a revenue of $2,342,000 as the final result of the litigation with the Welcome
Foundation on Genvir after the signature in January 2002 of a final settlement on that procedure.




Item 2.

Management's Discussion and Analysis of Financial Condition and Results of
Operations

Results of Operations

Revenues for the quarter ended June 30, 2002 totaled $4.4 million, compared to $2.4 million
for the quarter ended June 30, 2001. Revenues from product sales and services were $1.1
million in the second quarter of 2002, compared to $0.4 million in the first quarter of 2001.
Those revenues for each of those quarters included sales of photochromic lens matenal to
Coming and sales from the manufacturing activity of the Pessac plant. License and research
revenues for the second quarter of 2002 were $2.9 million and included $2.3 million R&D and
license revenues from Servier related to the license agreement signed in December 2001, $0.1
million from Comning related to the ongoing collaboration between the two companies and
$0.5 mullion from development payments on undisclosed feasibility studies. License and
research revenues for the second quarter of 2001 included payments of $1.1 million from
Novo Nordisk, $0.2 million from Corning, and $0.4 million from development payments on
undisclosed feasibility studies. Royalties and other revenues for the second quarter of 2002
included $0.3 million in royalties related to Coming’s new photochromic plastic lens product
that incorporates technology developed by the Company compared to $0.2 mullion in the
second quarter of 2001.

Total revenue for the six months ended June 30, 2002 was $9.6 million, compared to $5.9 for
the first six months of 2001. Research and development revenues from Servier and Novo and
sales and royalty revenues from Coming were the major part of those revenues. Other
revenues included also primarily in the first quarter 2002 payments of $2.3 million received in
relation with the litigation with the Welcome Foundation regarding Flamel’s long acting
acyclovir product Genvir which came to a final settlement.

Operating costs and expenses for the quarter ended June 30, 2002 were $4.4 million,
compared to $3.9 million in the quarter ended June, 2001. The costs of goods and services of
$0.8 million for the second quarter of 2002 compared to $0.5 million in the second quarter of
2001 reflects the higher level of sales of photochromic material to Comning during the period.
Total research and development costs for the second quarter of 2002 were $2.7 million,

compared to $2.6 million for the second quarter of 2001. Selling, general and administrative

costs were $0.9 million for the second quarter of 2002, compared to $0.8 million for the same
period of 2001. Stock compensation expense was $5,000 in the second quarter of 2002,
compared to $7,000 in the second quarter of 2001.

Total costs and expenses for the six-month period ended June 30, 2002 were $8.6 million
compared to $8.2 million in the same period of 2001. Costs of goods sold in the first six
months of 2002 were $1.1 million, compared to $1.2 million in the comparable 2001 period.
Research and development costs in the first six months of 2002 totaled $5.7 million, compared
to $5.3 million in the same period last year. Selling, general and administrative costs totaled
$1.8 million compared to $1.7 million last year. Stock compensation expense for

10




the first six months of 2002 was $10,000 compared to $13,000 recognized in the first six
months of last year.

Overall, the Company had a profit from operations of $23,000 for the quarter ended June 30,
2002, compared to a loss of $1.5 million for the quarter ended June 30, 2001. The loss per
share for the second quarter of 2002 was $0.00 per share, compared to $0.08 per share
reported for the second quarter of 2001. For the 2002 vear-to-date period, the Company
recognized a profit from operations of $1.0 million, compared to a loss of $2.3 million in the
same period of 2001. The net profit for the first six months of 2002 amounted to $1.0 million
and ($0.06) per share, compared to a net loss for the first six months of 2001 of $2.1 million
and ($0.13) per share.

As a result of fluctuations in the amount of quarterly revenues, interim results are not
necessarily indicative of the operating results for the full year.

Liquidity and Capital Resources
On June 30, 2002, the Company had $11.9 muillion in cash and cash equivalents.

Net cash from operating activities in the six-month period ended June 30, 2002 was $6.3
million, compared to $1.2 million used by operating activities in the six months ended June 30,
2001. During the first six months of 2002, the $1.0 million loss from operations and a
decrease of accrued expenses of $ 1.6 million was offset by a decrease in accounts payable of
$4.6 million, in inventory for $0.4 million and the receipt of R&D tax credit for $1.4 mullion.
Exchange rate fluctuations and investments in property and equipment also affected the
Company’s reported cash and cash equivalents. During the first six months of 2001, the $2.1
million loss from operations plus the decreases in accrued expenses and deferred revenues that
consumed $1.5 million in cash, were largely offset by the depreciation expense of $0.5 million
and the payment received on R&D tax credit of $1.5 mullion.

Cash used for capital investments during the period was $0.8 million compared to $0.6 million
during the first six months of 2001. '

~ Cash consumed by financing activities of $0.2 million for the first six months of 2002 and
2001 corresponds to reimbursements on Company current loans or leases.

Management believes that its cash, cash equivalents and committed future contract revenues
will be adequate to fund operating losses and satisfy its capital requirements through the year
2002.

The Company’s operations have historically consumed substantial amounts of cash and are
expected to do so, at least for the next two years.

The Company does not maintain any credit lines with financial institutions.




INFORMATION FILED WITH THIS REPORT

Attached as Exhibit 1 to this Report on Form 6-K, and incorporated herein by reference,
1s the text of the Company’s press release announcing its second quarter results for 2002.
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Name: Stephen Willard
Title: Executive Vice President,
Chuef Financial Officer and General
Counsel




Exhibit 1




Flamel Technologies Announces Breakeven Quarterly Results based on Operating
Achievement; Increase in Cash Position to $11.9 million

LYON, France--(BUSINESS WIRE)--July 25, 2002--
Q2 is the third consecutive breakeven or positive quarter

Flamel Technologies (Nasdaq:FLML) today announced its financial results for the second quarter of
2002. For the second quarter, Flamel reported total revenues of $4.4 million, compared to $2.4 million
in the second quarter of 2001. Expenses increased to $4.4 million, from $3.9 million in the second
quarter of 2001.

Net loss in the second quarter of 2002 was $68 thousand, compared to a loss of $1.4 million in the first
quarter of last year. Net loss per share for the second quarter of 2002 was $0.00, compared to a net loss
per share in the second quarter of 2001 of (30.08).

Cash on hand at the end of the quarter was $11.9 million, up from $5.3 million at December 31, 2001,
with an additional $3.5 million in accounts receivable as of the end of the second quarter.

Flamel's second quarter revenues included license and research revenues of $4.4 million, which included
a $1.5 million milestone payment from Servier in respect of the licensing agreement announced in
January 2002. These revenues exceeded license and research revenues of $2.4 million in the second
quarter of 2001. '

Product sales and services increased to $1.1 million, compared to $0.4 million in the second quarter of
2000, reflecting increased sales of polymer to Corning and greater toll manufacturing revenues.
Royalties to Flamel on sales of Corning's Sunsensor(R) products increased to $0.3 million from $0.2
million in the second quarter of last year.

Costs and expenses of Flamel increased to $4.4 million, from $3.9 million in the second quarter of 2001,
largely as a result of the increase in costs of goods and services sold. Research and development costs
increased to $2.7 million from $2.6 million in the second quarter of 2001. SG&A increased to $0.9
million from $0.8 million, while costs of goods and services sold increased to $0.8 million, from $0.5
million, reflecting sales of polymer to Corning and increased toll manufacturing. "This has been a very
significant quarter for Flamel," said Gerard Soula, president and chief executive officer of Flamel.
"Flamel has continued to demonstrate achievements in this quarter in each of the three fundamental
areas of our strategy: 1) delivery of technical results, 2) achievement of significant partnerships with
major pharmaceutical companies, and 3) preservation of a strong financial position. This quarter we
have achieved further technical success with Servier which is reflected in the payment of a $1.5 million
milestone, following closely on the $3 million payment received from Servier last quarter. We were also
pleased to announce a licensing agreement with GlaxoSmithKline for augmentin, the blockbuster
antibiotic. Finally, our cash position is substantially improved, with cash levels more than double what
we had six months ago."

"This is the third quarter of breakeven or positive net income for Flamel," said Stephen Willard, chief
financial officer of Flamel. "This quarter is significant as we have begun to achieve milestone payments
under our existing deals, as well as executing new ones. Flamel is committed to preserving a strong
financial position as we move forward to capitalize on our investment in, and technical success with, our
two platform technologies.”




Flamel Technologies, S.A. is a biopharmaceutical company principally engaged in the development of
two unique polymer-based delivery technologies for medical applications. Flamel's Medusa(R)
technology is designed to deliver therapeutic proteins. Micropump(R) is a controlled release and taste-
masking technology for the oral administration of small molecule drugs.

Flamel's expertise in polymer science has also been instrumental in the development of a photochromic
eyeglass lens product now marketed by Corning Inc.

This document contains a number of matters, particularly as related to the status of various research
projects and technology platforms, that constitute forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995.

The presentation reflects the current view of management with respect to future events and is subject to
risks and uncertainties that could cause actual results to differ materially from those contemplated in
such forward-looking statements.

These risks include risks that products in the development stage may not achieve scientific objectives or
milestones or meet stringent regulatory requirements, uncertainties regarding market acceptance of
products in development, the impact of competitive products and pricing, and the risks associated with
Flamel's reliance on outside parties and key strategic alliances.

These and other risks are described more fully in Flamel's Annual Report on the Securities and
Exchange Commission Form 20-F for the year ended December 31, 2001.

FLAMEL TECHNOLOGIES S.A.
CONSOLIDATED STATEMENT OF OPERATIONS
(Amounts in thousands of dollars except share data)

Three months ended Six months ended

June 30 June 30 June 30 June 30
2002 2001 2002 2001 .
uUs uUs us Us
Dollars Dollars Dollars Dollars
REVENUES
License and research revenue 2,994 1,834 5,360 4,224
Product sales and services 1,094 389 1,314 1,139
Royalties and other income 322 210 2,931 538
Total Revenues 4,410 2,433 9,605 5,901
COSTS and EXPENSES
Cost of goods and services
sold (781) (499) (1,081) (1,236)
Research and development (2,741) (2,621) (5,695) (5,287)
Selling, general and
administrative (860) (767) (1,791) (1,688)
Stock compensation expense (5) (7) (10) (13)
Total Costs and Expenses . (4,387) {(3,894) (8,577) (8,224)
INCOME, (LOSS) FROM OPERATIONS 23 (1,461) 1,028 (2,323)
Interest income, net 61 68 78 138
Foreign exchange gain (152) 33 (147) 56

NET INCOME, (LOSS) (68) (1,360) 959 (2,129)




NET INCOME, (LOSS) PER SHARE $(0.00) $(0.08) $0.06 $(0.13)

Weighted average number of
ordinary shares outstanding 16,198 16,198 16,198 16,198

CONTACT: Flamel Technologies
Gerard Soula, C.E.O.
Frederick Simonin

Tel.: (33) 4-72-78-34-34
Fax: (33) 4-72-78-34-35
E-Mail: Soula@flamel.com
Simonin@flamel.com

or

Stephen H. Willard

Tel: 202/862-3993

Fax: 202/862-3933

E-Mail: Willard@flamel.com
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