Q-Med is a rapidly growing medical device company that develops, produces, markets and sells non-animal hyaluronic acid based medical implants. All products are based on the company’s patented technology for the production of NASHA - Non-Animal Stabilized Hyaluronic Acid. Q-Med’s operations focus on the areas of Aesthetics, Orthopedics and Urology. The company today has a total of 110 employees, with 80 at Q-Med’s production facility and head office in Uppsala and the remainder in wholly owned foreign subsidiaries. The     Q-Med share has been listed on the O-list of the OM Stockholm Stock Exchange since December 6, 1999.
PRESS RELEASE

February 18, 2000

Uppsala, Sweden 

Q-MED’s TURNOVER UP BY 71%
1999 in brief

· Turnover increased by 71% to SEK 144 million (84).

· Operating income was SEK 18 million, 46% better than the previous year (12).

· Earnings per share increased by 100% to SEK 0.86 (0.43).

· New approvals: Deflux for stress urinary incontinence and Perlane for facial contouring.

· Agreement signed with Ixion Biotechnology.

Per Olof Wallström, Managing Director, comments on the financial statements as follows:

“The increase in sales for the year is primarily attributable to our aestethics operations, which increased by 84% to SEK 125 million. The increase is due both to healthy growth in existing markets such as Brazil, Italy, Germany and France and to the establishment of new markets, where sales of Restylane in South Korea have developed positively.

     In order to get our new products on to the market we are investing aggressively, and this applies to research and development, clinical trials and documentation. These costs increased by 215%. Despite the strong expansion we can present an operating income which is 46% better than the previous year.

     During the year we signed an agreement with an American biotechnology company - Ixion Biotechnology, Inc. - concerning cooperation within the field of cell therapy for the treatment of diabetes. The project is still at the development stage and gives Q-Med a great deal of knowledge about cells’ behaviour in NASHA gels. 

     In March we are launching two new products within facial aesthetics, Restylane Fine Lines and Perlane. At the end of the year we estimate that we will have our new product for osteoarthritis, Durolane, approved for sales in Europe. The funds generated by the new share issue in connection with Q-Med’s listing on the O-list of the OM Stockholm Stock Exchange have given us the financial strength required to move ahead at the pace we desire.”
Attached: Report on operations 1999

Queries should be addressed to Per Olof Wallström, Managing Director, on +46(0)18-474 90 00 or +46(0)70-974 90 70. 

Q-Med AB (publ)

REPORT ON OPERATIONS 1999

· Q-Med reports a net turnover of SEK 143.7 million (84.0) for 1999, an increase of 71%. Sales of aestethic products increased by 84% to SEK 124.8 million (67.9). The number of employees increased from 77 to 110.

· Large investments were made in research and development. Due to the great sales expansion, operating income was 46% better than the previous year and amounted to SEK 18.2 million (12.5). Operating income before R&D expenses was SEK 41.4 million (19.8), an increase by 109%. Net income amounted to SEK 15.7 million (7.7), which means that earnings per share increased by 100% to SEK 0.86 (0.43).

· On December 6 the Q-Med share was introduced on the O-list of the OM Stockholm Stock Exchange. In connection with the introduction a new share issue was carried out, which generated SEK 258 million net for Q-Med.

· In September Deflux was approved (CE-marked) for the indication of stress urinary incontinence in women. In November CE-approval was obtained for Perlane,          Q-Med’s product for facial contouring.

· An agreement was reached with Ixion Biotechnology concerning cooperation on the transplantation of stem cells with the aim of curing insulin-demanding diabetes.     Q-Med’s NASHA gel will act as a protective barrier and encapsulating medium for the cells.

· The cash flow from the current year’s operations remained positive at SEK 14.1 million (14.1). SEK 28.1 million (38.6) was invested in new premises and production equipment. The new share issue at the end of the year meant that liquid funds amounted to SEK 250.6 million (2.8) at December 31, 1999. The equity/assets ratio amounted to 82.6% (44.9).

· No dividend is proposed.

BUSINESS

Q-Med’s operations focus on the areas of Aesthetics, Orthopedics and Urology. All products are based on the company’s patented technology for the production of NASHA - Non-Animal Stabilized Hyaluronic Acid. Aesthetics contains the products RESTYLANE, RESTYLANE FINE LINES and PERLANE for facial aesthetics. Restylane, for the filling out of lips and for the treatment of facial wrinkles and folds, today constitutes the majority of Q-Med’s sales. The development of MACROLANE for the filling out of breasts is ongoing. Orthopedics is responsible for DUROLANE, the product for the treatment of joints which is under development. Urology contains DEFLUX for vesicoureteral reflux (malformation of the urinary bladder) in children and stress urinary incontinence in women. 
CONSOLIDATED INCOME STATEMENT AND COMMENTS



SEK thousands

1999
1998


Net turnover

143,658
84,042


Cost of goods sold

-22,512
-18,196


Gross income

121,146
65,846








Selling expenses

-65,086
-36,216


Administrative expenses

-16,872
-8,985


Research and development costs

-23,130
-7,347


Other operating revenues and expenses

2,182
-846


Operating income

18,240
12,452








Result from financial items

-1,106
-572


Income after financial items

17,134
11,880








Taxes

-1,436
-4,184


Net income for the year

15,698
7,696


Revenues
Q-Med reports a net turnover of SEK 143.7 million (84.0) for 1999, an increase of 71%.

     Within Aestethics sales increased to SEK 124.8 million (67.9). The increase is due both to healthy growth in existing markets and to the establishment of new markets. The main product Restylane is marketed in more than 40 countries, and Brazil, Italy, Germany and France dominate. Amongst the new markets, growth was greatest during 1999 in South Korea and the Latin American countries.

     Sales of the product Deflux increased from SEK 1.4 million to SEK 2.1 million. During the year Deflux has been sold in more than ten countries, primarily Sweden, Finland and Turkey.

     The net turnover includes SEK 16.8 million (12.4) comprised by sales of Venofer, which Q-Med has sold under licence. The distribution agreement ceased to be valid as of January 1, 2000.

Costs and income
The cost of goods sold amounted to SEK 22.5 million (18.2).  The gross margin improved from 78% to 84%, above all as a consequence of the increased volumes of Restylane and the reduced proportion of Venofer, which has a higher materials cost. The new production facilities which were started up in 1999 and ongoing process development projects are expected to further lower production costs during the coming years.

     Operating costs increased due to the company’s continued sales expansion and increased research and development. Depreciation and amortization to the tune of SEK 6.7 million (2.9) have been divided among the various functions.

The table below shows a compressed income statement for 1999 (1998) divided up per quarter.

(SEK millions)
Jan - Mar
Apr - June
July – Sept
Oct - Dec
Total

Net turnover
29.8 (13.4)
36.2 (22.7)
32.8 (21.6)
44.9 (26.3)
143.7 (84.0)

Gross income
25.4 (10.4)
30.7 (17.6)
27.1 (18.4)
37.9 (19.4)
121.1 (65.8)

Selling and admin expenses
-16.5 (-8.4)
-19.3 (-9.2)
-19.1 (-11.7)
-27.1 (-15.9)
-82.0 (-45.2)

R&D costs
-4.1 (-1.2)
-5.0 (-1.7)
-6.2 (-1.6)
-7.8 (-2.8)
-23.1 (-7.3)

Operating income
6.7 (1.5)
6.7 (6.7)
1.3 (6.0)
3.5 (-1.7)
18.2 (12.5)

Continued investments have been partly financed through increased bank credit. Net financial income thereby deteriorated, from SEK -0.6 million to SEK -1.1 million. Income after financial items amounted to SEK 17.1 million (11.9), an increase corresponding to 44%. Tax costs for the year amounted to SEK 1.4 million (4.2), of which current tax was SEK 0.3 million (2.6). The Parent Company’s costs for the new share issue which was carried out in December (SEK 32 million) have not been charged against income for the year. However, tax relief will be claimed for these costs.

CONSOLIDATED BALANCE SHEET AND COMMENTS

SEK thousands

Dec. 31, 1999
Dec. 31, 1998


Fixed assets






Intangible assets


6,313
6,460


Tangible assets 


75,959
53,267


Financial assets


6,366
643









Current assets






Inventories


9,718
5,355


Current receivables






Accounts receivable


26,026
13,938


Other current receivables


4,728
3,992


Prepaid expenses and accrued revenues


1,312
531


Cash and bank deposits


250,571
2,778


Total assets


380,993
86,964









Shareholders’ equity


314,859
39,078









Provisions


5,232
4,314









Long-term liabilities






Overdraft facility utilized (limit: SEK 20 million)


-
17,951


Other interest-bearing long-term liabilities


26,922
1,200


Interest-free long-term liabilities


-
401









Current liabilities






Interest-bearing current liabilities


6,023
4,500


Accounts payable


12,255
9,818


Other interest-free current liabilities


4,031
4,310


Accrued expenses and prepaid revenues


11,671
5,392


Total liabilities and shareholders’ equity


380,993
86,964


Assets
Assets increased during the period from SEK 87.0 million to SEK 381.0 million, including fixed assets which increased from SEK 60.4 million to SEK 88.6 million. Gross investments in building and land amounted to SEK 15.0 million (27.1), comprising the purchase and refurbishing of the neighbouring property in Uppsala and the building work which was started on a new storage facility. New production equipment was purchased for SEK 13.1 million (11.5), primarily comprising an automated filling and packaging line. Investments in other equipment amounted to SEK 3.4 million (2.7), largely comprising computers and office equipment. The cooperation agreement with Ixion Biotechnology, Inc. involves a continuous financial investment which at the end of the year amounted to SEK 5.6 million (-).

     The cash flow from the current year’s operations amounted to SEK 14.1 million (14.1) and the cash flow from investment activities amounted to SEK -35.0 million (-48.1). As a consequence of the new share issue in December the total cash flow for the year was positive, SEK 247.8 million (-16.1). 

     Current assets increased from SEK 26.6 million to SEK 292.4 million, due above all to the funds generated by the new share issue, but also because of increased accounts receivable. The average stock was 6% (5) of the year’s net turnover, while the corresponding figure for accounts receivable was 15% (16).

Liabilities and shareholders’ equity

Interest-bearing liabilities increased by SEK 9.0 million due to the year’s comprehensive investments. A loan from STU & NUTEK (National Swedish Board for Technical Development and Swedish National Board for Industrial and Technical Development) was written off during the year, which generated a one-off revenue of SEK 2.2 million.

     Average accounts payable were 5% (9) of the year’s net turnover. Shareholders’ equity increased due to the new share issue (SEK 258 million), an options programme for the employees (SEK 2.1 million) and the net income for the period (SEK 15.7 million).

CONSOLIDATED CASH FLOW ANALYSIS 
SEK thousands

1999
1998

Cash flow from operating acticities before 

changes in working capital

19,937
11,606

Cash flow from changes in working capital

-5,803
2,476

Cash flow from operating activities
14,134
14,082






Cash flow from investing activities

-34,970
-48,100

Cash flow from financing activities

268,629
17,951

Cash flow for the year

247,793
-16,067






Cash at beginning of year

2,778
18,845

Cash at end of year

250,571
2,778

KEY RATIOS, GROUP
1999
1998

Gross margin, %
84.3
78.3

Operating margin, %
12.7
14.8

Profit margin, %
10.9
9.2

Net turnover per employee, SEK thousands
1,512
1,528

Average number of employees
95
55

Number of employees at year-end
110
77

Debt/equity ratio, times
0.1
0.6

Equity/assets ratio, %
82.6
44.9

Earnings per share, SEK
0.86
0.43

NEW PRODUCTS

In September Deflux was approved (CE-marked) for the indication of stress urinary incontinence in women. A common cause of stress urinary incontinence is that the sphincter muscle in the upper part of the urethra functions poorly. Deflux is injected under the mucous membrane of the urethra close to the sphincter muscle, which creates increased tissue mass, thus improving the function of the sphincter muscle.

     In November Perlane obtained CE-approval. Perlane is a further development of Restylane, intended for deeper injections in order to enable correction of the shape of the face and of deeper facial folds and scarring. Together with Restylane Fine Lines Q-Med now has a complete series of products within the field of facial aesthetics.

COOPERATION AGREEMENT WITH IXION BIOTECHNOLOGY

In accordance with an agreement between Q-Med and the American research and development company Ixion Biotechnology, Inc., Q-Med has undertaken to supply its NASHA gel to Ixion as an encapsulating material for Ixion’s progenitor stem cells. Trials are ongoing where the cells are transplanted with a view to curing insulin-demanding diabetes. Q-Med will also finance Ixion’s diabetes research in exchange for a participating interest. At December 31, 1999 Q-Med had acquired shares for a sum equivalent to USD 675,000 (corresponding to approximately 11.5% of the outstanding shares in Ixion).

NEW SHARE ISSUE AND LISTING ON THE O-LIST OF THE OM STOCKHOLM STOCK EXCHANGE

The Q-Med share was listed on the O-list of the OM Stockholm Stock Exchange on December 6, 1999. In connection with this a new share issue of 5 million shares, corresponding to SEK 290 million, was carried out. In order to obtain a good distribution of the shares the old shareholders’ preferential rights were deviated from. The new share issue was oversubscribed 5-fold. The number of shareholders amounted to approximately 6,000 at December 31, 1999, consisting of a large number of private persons and institutional investors. After the deduction of issue expenses the net liquid funds for Q-Med amounted to SEK 258 million. The funds will secure continued strong growth and will, amongst other things, be used to meet the increased need for operating capital, product launches, the building up of distribution companies in USA and Japan, and for research and development.

PERSONNEL

At the end of 1999 the organization consisted of 110 employees, an increase of 33 people during the year. Most of the personnel employed were within research and development and administrative functions. Today Q-Med has approximately 30 employees within research and development, more than 20 employees within production and just as many in administration, as well as 40 people who work in the marketing departments in Uppsala and in the subsidiaries. It is estimated that at the end of the year 2000 the number of employees will be approximately 150. Recruitment during the coming year will focus on development, production and marketing.

     At the extraordinary meeting of the shareholders on August 26 it was decided to raise subordinated loans through the issue of debentures involving separable options to subscribe for 350,000 new shares. The right to subscribe was reserved for employees at Q-Med and its subsidiaries, as well as at the wholly owned subsidiary Qvestor AB. 

     On April 1, 1999 Per Olof Wallström took up the position of Managing Director of Q-Med. He replaced Bengt Ågerup, Q-Med’s founder and principal owner, who is now the head of research and development. Per Olof Wallström has worked within the pharmaceutical industry for more than 27 years and he came to Q-Med from Bristol-Myers Squibb, where his position was President Northern, Central and Eastern Europe.

PROPOSED DISPOSITION OF EARNINGS

The Group’s non-restricted equity amounted to SEK 18.2 million on December 31, 1999. No allocation to restricted equity is proposed. The Board and the Managing Director propose that the earnings at the disposal of the Annual General Meeting, consisting of retained earnings of SEK 11.5 million and a net profit of SEK 16.8 million, in total SEK 28.3 million, be carried forward.

OUTLOOK

The turnover for the year 2000 will considerably exceed the turnover for 1999, while the strong focusing on new products and markets will mean that the operating margin will temporarily decrease. The gross margin will be improved through the strong increase in volumes and a more efficient production organization.

ANNUAL GENERAL MEETING AND ANNUAL REPORT

The Annual General Meeting will be held on Wednesday May 10, 2000 at 5.30 p.m. at Eklundshof, Uppsala. Shareholders will be invited to attend by a letter through the post and through an announcement in the Swedish Official Gazette and in a national daily newspaper at the earliest six weeks and at the latest four weeks before the Meeting.

It is estimated that Q-Med’s annual report will be distributed to the shareholders at the end of March, and from this time on it can be ordered from Q-Med AB (publ), Seminariegatan 21, 752 28 Uppsala, Sweden.

February 18, 2000
Uppsala, Sweden

Q-Med AB (publ)

Per Olof Wallström

Managing Director

Queries should be addressed to Per Olof Wallström, Managing Director, on +46(0)18-474 90 00 or +46(0)70-974 90 70.

Q-Med AB (publ), Seminariegatan 21, SE-752 28 Uppsala, Sweden. Corporate identity number 556258-6882. Tel: +46(0)18-474 90 00. Fax: +46(0)18-474 90 01. E-mail: info@q-med.com. Home page: www.q-med.com
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