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INFORMATION CONTAINED IN THIS REPORT ON FORM 6-K
On August 13, 2019, Sol-Gel Technologies Ltd. (the “Company”) issued a press release announcing the Company’s financial results for the three months
ended June 30, 2019. In addition, the Company is submitting with this Form 6-K its unaudited condensed consolidated financial statements as of June 30,
2019 and for the three and six months then ended.
Attached hereto are the following exhibits:
Exhibit 99.1

Press release announcing the Company’s financial results for the three months ended June 30, 2019

Exhibit 99.2

Unaudited condensed consolidated financial statements as of June 30, 2019 and for the three and six months then ended

Exhibits 99.1 and 99.2 to this Report on Form 6-K are hereby incorporated by reference into the Company's Registration Statement on Form S-8 (Registration
No. 333-223915) and its Registration Statement on Form F-3 (Registration No. 333-230564).
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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.
SOL-GEL TECHNOLOGIES LTD.
Date: August 13, 2019

By: /s/ Gilad Mamlok
Gilad Mamlok
Chief Financial Officer

3

Exhibit 99.1

Sol-Gel Technologies Reports Second Quarter 2019
Financial Results and Corporate Update
•

Top-line generic product revenue of $7.8 million

•

TWIN Phase 3 trials are fully enrolled and remain on track to report results in 4Q19

NESS ZIONA, Israel, August 13, 2019 (GLOBE NEWSWIRE) – Sol-Gel Technologies, Ltd. (NASDAQ: SLGL), a clinical-stage dermatology company focused
on identifying, developing and commercializing branded and generic topical drug products for the treatment of skin diseases, today announced financial
results for the second quarter ended June 30, 2019 and provided an update on its clinical development programs.
“With the positive results reported from our Epsolay® Phase 3 trials in papulopustular rosacea and top-line results expected later this year from the now fully
enrolled pivotal TWIN program in acne, we remain confident of our ability to lead these programs through both the clinical and regulatory pathways to
successful commercial launches,” commented Dr. Alon Seri-Levy, Chief Executive Officer of Sol-Gel. “Additionally, we continue to generate meaningful
revenue from our generic collaborations, which support the funding of our ongoing plans for TWIN and Epsolay as well as our proof-of-concept study for
SGT-210 which we expect to initiate in the first quarter of 2020.”
Corporate Highlights and Recent Developments
-

In the second quarter, Sol-Gel generated revenue of $7.8 million from its collaborative arrangement with Perrigo.

-

In July 2019, Sol-Gel received Notice of Allowance from the United States Patent and Trademark Office for a patent covering TWIN for the treatment
of acne vulgaris. The newly granted patent will extend protection to July 2038, which Sol-Gel believes will prevent the launch of AB-related generic
of TWIN during the life of the patent.

Clinical Program Update
-

Epsolay met all primary and secondary endpoints in both Epsolay Phase 3 trials, with statistically significant improvement seen as early as Week 2
compared with vehicle.

-

Enrollment in the two pivotal Phase 3 TWIN trials in acne vulgaris has been completed with top-line results expected in the fourth quarter of 2019,
as previously announced.

-

Results from a bioequivalence study for generic 5-fluorouracil cream, 5%, for actinic keratosis, continue to be expected in 2019 followed by a filing
in the U.S. of an abbreviated new drug application expected in 2020. This study is part of a collaboration with Douglas Pharmaceuticals.

-

During an investor event held on July 25 th , Sol-Gel announced an expansion to its development pipeline to include SGT-210, a topical epidermal
growth factor receptor inhibitor, for the potential treatment of palmoplantar keratoderma (PPK) and non-melanoma skin cancer. A proof of concept
study of SGT-210 in PPK is expected to begin in the first quarter of 2020.

Financial Results for the Three Months Ended June 30, 2019
Revenue in the second quarter of 2019 was $7.8 million. The revenue was due to sales of a generic product from a collaborative arrangement with Perrigo.
Research and development expenses were $11.4 million in the second quarter of 2019 compared to $5.8 million during the same period in 2018. The
increase was primarily due to an increase of $6.2 million in clinical trial expenses related to Epsolay and TWIN partially offset by a decrease of $0.2 million
in manufacturing expenses for TWIN and a decrease of $0.4 million in share-based compensation expenses.
General and administrative expenses were $1.6 million in the second quarter of 2019 compared to $1.5 million during the same period in 2018. The increase
was primarily due to an increase of $0.2 million in legal expenses and an increase of $0.2 million in payroll expenses, partially offset by a decrease of $0.3
million in share-based compensation expenses.
Sol-Gel reported a loss of $4.9 million for the second quarter of 2019 compared to loss of $6.9 million for the same period in 2018.
As of June 30, 2019, Sol-Gel had $14.4 million in cash, cash equivalents and deposits and $35.5 million in marketable securities for a total balance of $49.9
million. Based on current assumptions, inclusive of the recent offering, Sol-Gel expects its existing cash resources will enable funding of operational and
capital expenditure requirements into the first quarter of 2021.
About Sol-Gel Technologies
Sol-Gel is a clinical-stage dermatology company focused on identifying, developing and commercializing branded and generic topical drug products for the
treatment of skin diseases. Sol-Gel’s current product candidate pipeline consists of late-stage branded product candidates that leverage our proprietary, silicabased microencapsulation technology platform, and several generic product candidates across multiple indications. For additional information, please visit
www.sol-gel.com.

Forward-Looking Statements
This press release contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. All statements
contained in this press release that do not relate to matters of historical fact should be considered forward-looking statements, including, but not limited to,
the clinical progress of our product candidates, plans and timing for the release of clinical data, our expectations surrounding the progress of our generic
product pipeline, and the sufficiency of our cash resources to meet our operational and capital expenditure requirements. These forward-looking statements
include information about possible or assumed future results of our business, financial condition, results of operations, liquidity, plans and objectives. In
some cases, you can identify forward-looking statements by terminology such as “believe,” “may,” “estimate,” “continue,” “anticipate,” “intend,”
“should,” “plan,” “expect,” “predict,” “potential,” or the negative of these terms or other similar expressions. Forward-looking statements are based on
information we have when those statements are made or our management’s current expectation, and are subject to risks and uncertainties that could cause
actual performance or results to differ materially from those expressed in or suggested by the forward-looking statements. Important factors that could
cause such differences include, but are not limited to: (i) the adequacy of our financial and other resources, particularly in light of our history of recurring
losses and the uncertainty regarding the adequacy of our liquidity to pursue our complete business objectives; (ii) our ability to complete the development
of our product candidates; (iii) our ability to find suitable co-development partners; (iv) our ability to obtain and maintain regulatory approvals for our
product candidates in our target markets and the possibility of adverse regulatory or legal actions relating to our product candidates even if regulatory
approval is obtained; (v) our ability to commercialize our pharmaceutical product candidates; (vi) our ability to obtain and maintain adequate protection
of our intellectual property; (vii) our ability to manufacture our product candidates in commercial quantities, at an adequate quality or at an acceptable
cost; (viii) our ability to establish adequate sales, marketing and distribution channels; (ix) acceptance of our product candidates by healthcare
professionals and patients; (x) the possibility that we may face third-party claims of intellectual property infringement; (xi) the timing and results of clinical
trials and studies that we may conduct or that our competitors and others may conduct relating to our or their products; (xii) intense competition in our
industry, with competitors having substantially greater financial, technological, research and development, regulatory and clinical, manufacturing,
marketing and sales, distribution and personnel resources than we do; (xiii) potential product liability claims; (xiv) potential adverse federal, state and
local government regulation in the United States, Europe or Israel; and (xv) loss or retirement of key executives and research scientists. These and other
important factors discussed in the Company's Annual Report on Form 20-F filed with the Securities and Exchange Commission (“SEC”) on March 21, 2019
and our other reports filed with the SEC could cause actual results to differ materially from those indicated by the forward-looking statements made in this
press release. Any such forward-looking statements represent management’s estimates as of the date of this press release. Except as required by law, we
undertake no obligation to update publicly any forward-looking statements after the date of this press release to conform these statements to changes in our
expectations.

SOL-GEL TECHNOLOGIES LTD.
CONDENSED CONSOLIDATED BALANCE SHEETS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
December 31,
2018

June 30,
2019

Assets
CURRENT ASSETS:
Cash and cash equivalents
Bank deposit
Marketable securities
Accounts receivable
Prepaid expenses and other current assets
TOTAL CURRENT ASSETS

$

NON-CURRENT ASSETS:
Restricted long-term deposits
Property and equipment, net
Operating lease right-of-use assets
Funds in respect of employee rights upon retirement
TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

5,325
1,000
56,662
2,987
65,974

$

462
2,604
642
3,708

14,388
35,519
7,826
1,097
58,830

467
2,454
952
675
4,548

$

69,682

$

63,378

$

2,924
1,971
4,895

$

2,767
4,063
526
7,356

Liabilities and shareholders' equity
CURRENT LIABILITIES:
Accounts payable
Other account payable
Current maturities of operating leases
TOTAL CURRENT LIABILITIES
LONG-TERM LIABILITIES Operating leases liabilities
Liability for employee rights upon retirement
TOTAL LONG-TERM LIABILITIES
COMMITMENTS
TOTAL LIABILITIES
SHAREHOLDERS' EQUITY:
Ordinary Shares, NIS 0.1 par value – authorized: 50,000,000 as of December 31, 2018 and March 31, 2019; issued
and outstanding: 18,949,968 as of December 31, 2018 and March 31, 2019
Additional paid-in capital
Accumulated deficit
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

$

878
878

323
957
1,280

5,773

8,636

520
190,853
(127,464)
63,909
69,682 $

520
192,340
(138,118)
54,742
63,378

SOL-GEL TECHNOLOGIES LTD.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)

COLLABORATION REVENUES
RESEARCH AND DEVELOPMENT EXPENSES
GENERAL AND ADMINISTRATIVE EXPENSES
TOTAL OPERATING LOSS
FINANCIAL INCOME, NET
LOSS FOR THE PERIOD

$

BASIC AND DILUTED LOSS PER ORDINARY SHARE

$

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING USED IN
COMPUTATION OF BASIC AND DILUTED LOSS PER SHARE
For further information, please contact:
Sol-Gel Contact:
Gilad Mamlok
Chief Financial Officer
+972-8-9313433
Investor Contact:
Chiara Russo
Solebury Trout
+1-617-221-9197
crusso@soleburytrout.com

Source: Sol-Gel Technologies Ltd.

$

Six months ended
June 30
2018
2019
93 $
14,151 $
10,462
22,233
2,660
3,332
13,029
11,414
(409)
(760)
12,620 $
10,654 $
0.75
16,761,158

$

0.56
18,949,968

$

Three months ended
June 30
2018
2019
49 $
7,793
5,817
11,440
1,518
1,638
7,286
5,285
(379)
(359)
6,907 $
4,926
0.36
18,949,968

$

0.26
18,949,968

Exhibit 99.2
SOL-GEL TECHNOLOGIES LTD.
UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
AS OF JUNE 30, 2019
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SOL-GEL TECHNOLOGIES LTD.
CONDENCED CONSOLIDATED BALANCE SHEETS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
December 31,
2018

June 30,
2019

Assets
CURRENT ASSETS:
Cash and cash equivalents
Bank deposit
Marketable securities
Receivables from collaborative arrangements
Prepaid expenses and other current assets
TOTAL CURRENT ASSETS

$

NON-CURRENT ASSETS:
Restricted long-term deposits
Property and equipment, net
Operating lease right-of-use assets
Funds in respect of employee rights upon retirement
TOTAL NON-CURRENT ASSETS

5,325
1,000
56,662
2,987
65,974

$

462
2,604
642
3,708

TOTAL ASSETS

14,388
35,519
7,826
1,097
58,830

467
2,454
952
675
4,548

$

69,682

$

63,378

$

2,924
1,971
4,895

$

2,767
4,063
526
7,356

Liabilities and shareholders' equity
CURRENT LIABILITIES:
Accounts payable
Other account payable
Current maturities of operating leases
TOTAL CURRENT LIABILITIES
LONG-TERM LIABILITIES Operating leases liabilities
Liability for employee rights upon retirement
TOTAL LONG-TERM LIABILITIES
COMMITMENTS
TOTAL LIABILITIES
SHAREHOLDERS' EQUITY:
Ordinary Shares, NIS 0.1 par value – authorized: 50,000,000 as of December 31, 2018 and June 30, 2019; issued
and outstanding: 18,949,968 as of December 31, 2018 and June 30, 2019
Additional paid-in capital
Accumulated deficit
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

878
878

323
957
1,280

5,773

8,636

520
190,853
(127,464)
63,909
69,682 $

520
192,340
(138,118 )
54,742
63,378

SOL-GEL TECHNOLOGIES LTD.
CONDENCED CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
Six months ended
June 30
2018
2019

Three months ended
June 30
2018
2019

COLLABORATION REVENUES
RESEARCH AND DEVELOPMENT EXPENSES
GENERAL AND ADMINISTRATIVE EXPENSES
TOTAL OPERATING LOSS
FINANCIAL INCOME, net
LOSS FOR THE PERIOD

$
$

$

12,620

$

10,654

$

6,907

$

4,926

BASIC AND DILUTED LOSS PER ORDINARY SHARE

$

0.75

$

0.56

$

0.36

$

0.26

93
10,462
2,660

$

13,029
(409)

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING USED IN
COMPUTATION OF BASIC AND DILUTED LOSS PER SHARE

16,761,158

14,151
22,233
3,332
11,414
(760)

18,949,968

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

49
5,817
1,518

$

7,286
(379)

18,949,968

7,793
11,440
1,638
5,285
(359)

18,949,968

SOL-GEL TECHNOLOGIES LTD.
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
Additional
paid-in
capital

Ordinary shares
Number of
Amounts
shares
BALANCE AS OF JANUARY 1, 2018
CHANGES DURING THE SIX MONTHS ENDED JUNE 30,
2018:
Loss for the period
Issuance of bonus shares
Conversion of loans from the controlling shareholder
Issuance of shares throught an initial public offering, net
of issuance costs
Exercise of options granted to an employee
Share-based compensation
BALANCE AT JUNE 30, 2018
BALANCE AS OF JANUARY 1, 2019
CHANGES DURING THE SIX MONTHS ENDED JUNE 30,
2019:
Loss for the period
Share-based compensation
BALANCE AT JUNE 30, 2019

6,290,244

$

82

$

42,480

Accumulated
deficit
Amounts
$

(95,261)

Total

$

(12,620)

(52,699)

*
5,444,825

66
160

(66)
65,178

(12,620)
65,338

7,187,500
27,399

211
1

78,564
43
2,708

78,775
44
2,708

18,949,968

$

520

$

188,907

$

(107,881)

$

81,546

18,949,968

$

520

$

190,853

$

(127,464)

$

63,909

$

1,487
192,340

$

(10,654)
1,487
54,742

(10,654)
18,949,968

$

520

* less than $1 thousand.
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

(138,118)

SOL-GEL TECHNOLOGIES LTD.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
Six months ended
June 30
2018
2019
CASH FLOWS FROM OPERATING ACTIVITIES:
Loss
Adjustments required to reconcile loss to net cash used in operating activities:
Depreciation
Changes in accrued liability for employee rights upon retirement, net
Share-based compensation
Financial expenses (income), net
Net changes in operating leases
Changes in fair value of marketable securities
Changes in operating asset and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Accounts payable and other
Long-term receivables
Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment
Investment in marketable securities
Proceeds from sale of marketable securities
Short-term deposits
Long-term deposits
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceed from exercise of options granted to an employee
Proceeds from issuance of shares throught an initial public offering, net of issuance costs
Net cash provided by financing activities
EFFECT OF EXCHANGE RATE ON CASH AND CASH EQUIVALENTS
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AND RESTRICTED CASH AT BEGINNING OF THE PERIOD
CASH AND CASH EQUIVALENTS AND RESTRICTED CASH AT END OF THE PERIODs

$

$

Cash and Cash equivalents
Restricted cash
CASH AND CASH EQUIVALENTS AND RESTRICTED CASH SHOWN IN STATEMENT OF CASH FLOWS
SUPPLEMENTARY INFORMATION ON INVESTING AND FINANCING ACTIVITIES NOT INVOLVING CASH
FLOWS Purchase of property and equipment
$
Conversion of loans received from the controlling shareholder

$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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(12,620) $

(10,654)

361
125
2,708
(27)
(436)

432
46
1,487
43
(103)
(79)

(556)
2,105
49
(8,291)

(7,826)
1,890
1,935
(12,829)

(587)
(59,407)
3,000
5
(56,989)

(282)
(2,551)
23,773
1,000
(5)
21,935

44
78,775
78,819
27
13,566
5,024
18,590

(43)
9,063
5,675
14,738

$

18,240
350
18,590

14,388
350
14,738

62

-

65,338

-

SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
NOTE 1 - NATURE OF OPERATIONS
Sol-Gel Technologies Ltd. (the "Company") is an Israeli Company incorporated in 1997.
The Company is a clinical stage specialty pharmaceutical company focused on developing and commercializing topical dermatological drug products.
The Company’s lead product candidates are based upon its proprietary microencapsulation delivery system, consisting of microcapsules made of
precipitated silica. In addition to these novel product candidates, the Company’s product pipeline includes generic product candidates.
On August 4, 2014, 100% of the Company’s shares were acquired by its current controlling shareholder (the “controlling shareholder”).
In January 2018, the Company completed an Initial Public Offering ("IPO") on the NASDAQ Stock Market, in which it issued 6,250,000 Ordinary shares
at a price per share of $12. During February 2018 the underwriters exercised their green shoe option and purchased additional 937,500 ordinary shares at
the same price per share. The total proceeds received from the IPO, net of issuance costs, were approximately $78.8 million.
Immediately prior to the closing of the IPO, the outstanding promissory note was automatically converted into 5,444,825 Ordinary shares of the
Company based on the IPO price of $12 per ordinary share.
In 2018, the Company incorporated a wholly owned U.S. subsidiary - Sol-Gel Technologies Inc. (the "Subsidiary"). The Subsidiary commenced
operations in 2019 and will support the Company with regard to marketing, regulatory affairs and business development relating its products and
technology in the U.S. The Subsidiary is consolidated as part of the Company’s financial statements commencing January 1, 2019.
Since incorporation through June 30, 2019, the Company has an accumulated deficit of approximately $138,100 and its activities have been funded
mainly by its shareholders and revenue from royalties. The Company's cash and cash equivalents, bank deposits and marketable securities as of June 30,
2019 will allow the Company to fund its operating plan through at least the next 12 months from the financial statements issuance date. However, the
Company expects to continue to incur significant research and development and other costs related to its ongoing operations and in order to continue its
future operations, the Company will need to obtain additional funding until becoming profitable.
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SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES:
a.

Basis of Presentation
The unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America ("U.S. GAAP") for interim financial statements. Accordingly, they do not include all of the information and notes required
by U.S. GAAP for annual financial statements. In the opinion of management, these unaudited condensed consolidated financial statements reflect
all adjustments, which include normal recurring adjustments, necessary for a fair statement of the Company’s consolidated financial position as of
June 30, 2019, the consolidated results of operations for the six and three month periods anded June 30 2018 and 2019 and statements of changes in
shareholders' equity and cash flows for the six month period ended June 30, 2018 and 2019.
The consolidated results for the six and three months period ended June 30, 2019 are not necessarily indicative of the results to be expected for the
year ending December 31, 2019.
These unaudited condensed consolidated financial statements should be read in conjunction with the audited financial statements of the Company
for the year ended December 31, 2018. The comparative balance sheet at December 31, 2018 has been derived from the audited financial statements
at that date but does not include all disclosures required by U.S. GAAP.

b.

Loss per share
Basic loss per share is computed on the basis of the net loss for the period divided by the weighted average number of ordinary shares outstanding
during the period. Diluted loss per share is based upon the weighted average number of ordinary shares and of ordinary shares equivalents
outstanding when dilutive. Ordinary share equivalents include outstanding stock options, which are included under the treasury stock method when
dilutive. The calculation of diluted loss per share does not include 1,251,378 and 1,263,852 options and restricted shares for the six and the three
months ended June 30, 2019, respectively and 1,090,213 and 1,188,067 options and restricted shares for the six and the three months ended June 30,
2018, respectively, because the effect would be anti-dilutive.

c.

Revenue Recognition
Effective January 1, 2018, the Company adopted Accounting Standards Codification, Topic 606, Revenue from Contracts with Customers (“ASC
606”) using the modified retrospective method. Under ASC 606, an entity recognizes revenue when its customer obtains control of promised goods
or services, in an amount that reflects the consideration which the entity expects to receive in exchange for those goods or services. To determine
revenue recognition for arrangements that an entity determines are within the scope of ASC 606, an entity performs the following five steps: (i)
identify the contract(s) with a customer; (ii) identify the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate
the transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the entity satisfies a performance
obligation.
At contract inception, once the contract is determined to be within the scope of ASC 606, the Company identifies the performance obligations in the
contract by assessing whether the goods or services promised within each contract are distinct. The Company then recognize revenue for the amount
of the transaction price that is allocated to the respective performance obligation when (or as) the performance obligation is satisfied.
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SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (continued):
Collaborative Arrangements
The Company entered into collaborative arrangements with partners that fall under the scope of ASC, Topic 808, Collaborative Arrangements (“ASC
808”). While these arrangements are in the scope of ASC 808, the Company may analogize to ASC 606 for some aspects of the arrangements. The
Company analogizes to ASC 606 for certain activities within the collaborative arrangement for the delivery of a good or service (i.e., a unit of
account) that is part of its ongoing major or central operations. Revenue recognized by analogizing to ASC 606 is recorded as “collaboration
revenues”.
The terms of the Company’s collaborative arrangements typically include one or more of the following: (i) royalties on net sales of licensed
products; (ii) reimbursements or cost-sharing of R&D expenses. Each of these payments results in collaboration revenues or an offset against R&D
expense.
Royalties: For arrangements that include sales-based royalties and the license is deemed to be the predominant item to which the royalties relate, the
Company recognizes revenue at the later of (i) when the related sales occur, or (ii) when the performance obligation to which some or all of the
royalty has been allocated has been satisfied (or partially satisfied).
Under certain collaborative arrangements, the Company has been reimbursed for a portion of its R&D expenses or participates in the cost-sharing of
such R&D expenses. Such reimbursements and cost-sharing arrangements have been reflected as a reduction of R&D expense in the Company’s
consolidated statements of operations, as the Company does not consider performing research and development services for reimbursement to be a
part of its ongoing major or central operations.
d.

Leases
As of January 1, 2019, the Company adopted ASU No. 2016-02, “Leases (Topic 842),” which requires leases with durations greater than twelve
months to be recognized on the balance sheet. The Company adopted the standard using the modified retrospective approach with an effective date
as of the beginning of the Company's fiscal year, January 1, 2019. The Company elected the package of transition provisions available for expired or
existing contracts, which allowed it to carryforward its historical assessments of (1) whether contracts are or contain leases, (2) lease classification
and (3) initial direct costs.
Right of Use ("ROU") assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities represent the Company’s
obligation to make lease payments arising from the lease. Operating lease ROU assets and liabilities are recognized at commencement date based on
the present value of lease payments over the lease term. The Company’s lease terms may include options to extend or terminate the lease when it is
reasonably certain that the Company will exercise that option. The Company uses the implicit rate when readily determinable. As the Company’s
leases do not provide an implicit rate, the Company’s uses its estimated incremental borrowing rate based on the information available at
commencement date in determining the present value of lease payments. Lease expense for lease payments is recognized on a straight-line basis over
the lease term. The Company elected the practical expedient to not separate lease and non-lease components for the leases.
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SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (continued):
The Condensed Consolidated Financial Statements for the six and three months ended June 30, 2019 are presented under the new standard, while
comparative period presented is not adjusted and continue to be reported in accordance with the historical accounting policy.
Upon adoption, the new standard resulted in an increase of $1,200 in operating lease ROU assets and corresponding liabilities on the Company’s
consolidated balance sheet and did not have a material impact on the Company’s condensed consolidated statements of operations or condensed
consolidated statements of cash flows. See also note 5.
NOTE 3 — MARKETABLE SECURITIES
The following table sets forth the Company’s marketable securities for the indicated periods:
December 31,
2018
Level 2 securities:
U.S government and agency bonds
Canada government bonds
Other foreign government bonds
Corporate bonds*
Total

$

$

7,933
1,009
5,259
42,461
56,662

June 30,
2019
$

$

3,996
1,007
2,977
27,539
35,519

* Investments in Corporate bonds rated A or higher.
The Company’s debt securities are traded in markets that are not considered to be active, but are valued based on quoted market prices, broker or dealer
quotations, or alternative pricing sources with reasonable levels of price transparency. Accordingly, these assets are categorized as Level 2.
The table below sets forth a summary of the changes in the fair value of the Company’s marketable securities for the indicated periods:
Marketable securities
For the year
For the Six
ended
Months ended
December 31,
2018
June 30, 2019
Balance at beginning of the period
Additions
Sale or maturity
Changes in fair value during the period
Balance at end of the period

$

$
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71,783
(15,092)
(29)
56,662 $

56,662
2,551
(23,773)
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SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
(Unaudited)
NOTE 3 — MARKETABLE SECURITIES (continued):
As of June 30, 2019, the Company’s debt securities had the following maturity dates:
Market value
June 30,
2019
Due within one year
Between 1-2 years

34,014
1,505

The carrying amount of the cash and cash equivalents, bank deposits, restricted cash, restricted long term deposits, accrued expenses and other liabilities
approximates their fair value.
NOTE 4 – REVENUE FROM COLLABORATION AGREEMENTS
a.

In 2007, the Company granted rights to a third party for use and commercialization of a product for skin protection. Under this agreement, the
Company is entitled to royalties during the years 2016 to 2024. Based on current sales, royalties are not material.

b.

In 2016 through 2019, the Company entered into several collaboration agreements with two third parties for the development, manufacturing and
commercialization of several product candidates. Under the agreements, the third parties are obligated to conduct regulatory, scientific, clinical and
technical activities necessary to develop the product and prepare and file ANDA, with the FDA and gain regulatory approval. The Company
participates in the development of the product candidates, including participation in joint steering committees and is obligated for sourcing the
active pharmaceutical ingredient (API) during the development phase.
Upon FDA approval, the third parties has exclusive rights and is required to use diligent efforts to commercialize these products in territories defined
under the agreements, including all required sales, marketing and distributing activities associated with the agreements. The Company is entitled to
50% of the third parties’ gross profits related to the sale of these products, as such term is defined in the agreements.
In February 2019, the Company announced that a third party has received final approval from the FDA for the first generic version of a drug product.
During the six months ended June 30, 2019 the Company recognized revenues from royalties related to sales of products in the U.S. under this
agreement in the amount of $14,083.
This Agreement is considered to be within the scope of ASC 808, as the parties are active participants and exposed to the risks and rewards of the
collaborative activity.
The Company recognizes revenues from royalty when the related sales occur.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
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NOTE 5 – COMMITMENTS
Lease Agreements
The Company leases offices and Vehicles under operating leases. For leases with terms greater than 12 months, the Company record the related asset and
obligation at the present value of lease payments over the term.
The Company leases do not provide a readily determinable implicit rate. Therefore, the Company estimated the incremental borrowing rate to discount
the lease payments based on information available at lease commencement.
Offices
The Company leases office spaces and research and development facilities under several agreements. These agreements are linked to the change in the
Israeli consumer price index and expire in December 2020. These agreements are considered as operating leases and presented under operating lease
right-of-use assets.
Vehicles
The Company has entered into operating lease agreements for vehicles used by its employees for a period of 3 years. These contracts are considered as
operating leases and presented under operating lease right-of-use assets.
Lease Position
The table below presents the lease-related assets and liabilities recorded on the condensed consolidated balance sheet:
As of
June 30, 2019
Assets
Operating Leases
Operating lease right-of-use assets
Liabilities
Current liabilities
Current maturities of operating leases
Long-term liabilities
Non-current operating leases

$

952

$

526

$

323

Weighted Average Remaining Lease Term
Operating leases

0.66

Weighted Average Discount Rate
Operating leases

9.79%
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
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NOTE 5 – COMMITMENTS (continued):
Lease Costs
The table below present certain information related to lease costs of operating leases during the six and three month periods ended June 30, 2019:

Operating lease cost:

Six-Months
Ended
June 30, 2019

Three-Months
Ended
June 30, 2019

$

$

325

156

The table below presents supplemental cash flow information related to leases during the six and three month periods ended June 30, 2019:

Cash paid for amounts included in the measurement of leases liabilities:
Operating cash flows from operating leases

Six Months
Ended
June 30, 2019

Three-Months
Ended
June 30, 2019

$

$

475

306

Undiscounted Cash Flows
The table below reconciles the undiscounted cash flows for each of the first five years and total of the remaining years to the operating lease liabilities
recorded on the condensed consolidated balance sheet:
Operating
Leases
Six months ended June 30,
Remaining months 2019
2020
2021
Total minimum lease payments
Less: amount of lease payments representing interest
Present value of future minimum lease payments
Less: Current leases obligations
Long-term leases obligations

$

$
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SOL-GEL TECHNOLOGIES LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(U.S. dollars in thousands, except share and per share data)
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NOTE 5 – COMMITMENTS (continued):
Future minimum lease commitments under non-cancelable operating lease agreements as of December 31, 2018 are as follows:
2019
2020
2021
Total

$

662
613
28
1,303

$

NOTE 6 - SHARE CAPITAL
Options grants
During the six months ended June 30, 2019, the Company granted 89,000 options to employees:
i. In January 2019, the Company granted a total of 80,000 options to an executive officer to purchase ordinary shares at an exercise price of $5.95 per
share.
ii.In May 2019, the Company granted a total of 9,000 options to several employees to purchase ordinary shares at an exercise price of $7.32 per
share.
The options vest over a period of 4 years; 25% of the options vest on the first anniversary of the vesting commencement date (as described in each
agreement) and the rest vest quarterly over the following three years. The options expire on the tenth anniversary of their grant date.
The fair value of options granted in 2019 was $446. The underlying data used for computing the fair value of the options are as follows:
2019
$6.08-$7.95

Value of one ordinary share
Dividend yield

0%

Expected volatility

74.87%-77.83 %

Risk-free interest rate

2.33%-2.75%

Expected term

7 years

NOTE 7 - RELATED PARTIES:
a.
b.

Related parties include the controlling shareholder and companies under his control, the board of
Company.
As to options granted to an executive officer, see note 6.

directors and the executive officers of the

NOTE 8 - SUBSEQUENT EVENT
On August 12, 2019, the Company completed an underwritten follow-on public offering, in which it issued 1,437,500 ordinary shares, including the full
exercise by the underwriters of their option to purchase 187,500 additional ordinary shares, at a public offering price of $8.00 per ordinary share. The net
proceeds received from the offering were $10.81 million after deducting underwriting discounts and commissions and without deducting other offering
expenses.
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