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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2012

OR

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Fibrocell Science, Inc.
(Exact name of registrant as specified in its Charter.)
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Delaware 001-31564 87-0458888
(State or other jurisdiction

of incorporation)

(Commission

File Number)

(I.R.S. Employer

Identification No.)
405 Eagleview Boulevard

Exton, Pennsylvania 19341

(Address of principal executive offices, including zip code)

(484) 713-6000

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant: (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during the
preceding 12 months (or for any shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company x
Indicate by check mark whether the registrant is shell company (as defined in Rule 12b-2of the Exchange Act)    Yes  ¨    No  x

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Section 12, 13 or 15(d) of the Securities
Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.    Yes  x    No  ¨

As of November 9, 2012, issuer had 656,747,606 shares issued and outstanding of common stock, par value $0.001.
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PART I � FINANCIAL INFORMATION

ITEM 1. Financial statements.

Fibrocell Science, Inc.

Consolidated Balance Sheets

(amounts in thousands except per share and share data)

Unaudited
September 30,

2012
December 31,

2011
Assets
Current assets:
Cash and cash equivalents $ 118 $ 10,799
Accounts receivable, net 109 27
Inventory, net 306 0
Prepaid expenses and other current assets 535 1,175
Current assets of discontinued operations 0 498

Total current assets 1,068 12,499
Property and equipment, net of accumulated depreciation of $355 and $166, respectively 1,717 1,434
Intangible assets and other assets, net 5,927 6,341

Total assets $ 8,712 $ 20,274

Liabilities, Redeemable Preferred Stock, Shareholders� Deficit
Current liabilities:
Current debt $ 3,461 $ 6,731
Accounts payable 1,725 1,887
Accrued expenses 913 918
Deferred revenue 135 56
Current liabilities of discontinued operations 0 20

Total current liabilities 6,234 9,612
Deferred tax liability 2,337 2,500
Warrant liability 6,973 13,087
Derivative liability 1,293 534
Other long-term liabilities 287 142

Total liabilities 17,124 25,875

Commitments 0 0

Preferred stock series A, $0.001 par value; 9,000 shares authorized; 3,250 shares issued; 0 shares
outstanding 0 0
Preferred stock series B, $0.001 par value; 9,000 shares authorized; 4,640 shares issued; 0 shares
outstanding 0 0
Preferred stock series D, $0.001 par value; 8,000 shares authorized; 7,779 shares issued, and 2,841 and
3,641 shares outstanding, respectively 0 0
Preferred stock series E, $0.001 par value; 12,000 and 0 shares authorized; 9,141 and 0 shares issued,
and 9,141 and 0 shares outstanding, respectively 0 0

Shareholders� deficit:
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Common stock, $0.001 par value; 1,100,000,000 shares authorized; 99,194,990 and 95,678,255 issued
and outstanding, respectively 99 96
Common stock-subscription receivable (550) (550) 
Additional paid-in capital 44,896 43,734
Accumulated deficit (52,857) (48,881) 

Total shareholders� deficit (8,412) (5,601) 

Total liabilities, preferred stock and shareholders� deficit $ 8,712 $ 20,274

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

1
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Fibrocell Science, Inc.

Consolidated Statements of Operations

(amounts in thousands except per share and share data)

(unaudited)

For the three
months ended

September 30, 2012

For the three
months ended

September 30, 2011

For the nine
months ended

September 30, 2012

For the nine
months ended

September 30, 2011
Revenue
Product sales $ 69 $ 0 $ 113 $ 0

Total revenue 69 0 113 0
Cost of sales 2,321 3 5,968 3

Gross loss (2,252) (3) (5,855) (3) 
Selling, general and administrative expenses 2,632 3,817 9,594 9,258
Research and development expenses 426 1,893 1,294 5,111

Operating loss (5,310) (5,713) (16,743) (14,372) 
Other income (expense)
Warrant income 14,545 10,622 17,192 815
Derivative revaluation income (expense) 1,894 2,316 (23) (5,866) 
Interest expense (140) (265) (586) (822) 
Loss on extinguishment of debt 0 0 (4,421) 0

Income (loss) from continuing operations
before income taxes 10,989 6,960 (4,581) (20,245) 
Income tax benefit 54 0 163 0

Income (loss) from continuing operations 11,043 6,960 (4,418) (20,245) 
Income (loss) from discontinued operations,
net of tax 5 (49) (1) (8) 
Gain on sale of discontinued operations, net
of tax. 443 0 443 0

Net income (loss). $ 11,491 $ 6,911 $ (3,976) $ (20,253) 

Per share information:
Income (loss) from discontinued operations-
Basic $ 0.00 $ 0.00 $ 0.00 $ 0.00
Diluted $ 0.00 $ 0.00 $ 0.00 $ 0.00
Net income (loss)
Basic $ 0.12 $ 0.10 $ (0.04) $ (0.40) 
Diluted $ (0.05) $ (0.09) $ (0.04) $ (0.40) 
Weighted average number of basic common
shares outstanding 98,930,771 69,863,597 97,188,248 51,219,473

Weighted average number of diluted common
shares outstanding 98,930,771 69,863,597 97,188,248 51,219,473

Edgar Filing: Fibrocell Science, Inc. - Form 10-Q

Table of Contents 6



The accompanying notes are an integral part of these consolidated financial statements.
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Fibrocell Science, Inc.

Consolidated Statements of Shareholders� Deficit

(amounts in thousands except per share and share data)

(unaudited)

Common stock Subscription
Additional
paid-in Deficit

Shares Amount Receivable capital accumulated Total
Balance, December 31, 2011 95,678,255 96 (550) 43,734 (48,881) (5,601) 
Preferred stock Series D converted 2,600,000 2 0 77 0 79
Conversion of note payable 916,735 1 0 228 0 229
Stock-based compensation expense 0 0 0 857 0 857
Net loss 0 0 0 0 (3,976) (3,976) 

Balance, September 30, 2012 99,194,990 $ 99 $ (550) $ 44,896 $ (52,857) $ (8,412) 

The accompanying notes are an integral part of these financial statements.
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Fibrocell Science, Inc.

Consolidated Statements of Cash Flows

(amounts in thousands except per share and share data)

(unaudited)

For the nine
months
ended

September 30,
2012

For the nine
months
ended

September 30,
2011

Cash flows from operating activities:
Net loss $ (3,976) $ (20,253) 
Adjustments to reconcile net loss to net cash used in operating activities:
Loss on extinguishment of debt 4,421 0
Gain on sale of Agera (443) 0
Expense related to stock-based compensation 857 2,640
Warrant income (17,192) (815) 
Derivative revaluation expense 23 5,866
Deferred tax benefit (163) 0
Depreciation and amortization 604 76
Provision for doubtful accounts 0 (15) 
Provision for excessive and/or obsolete inventory 0 (24) 
Amortization of debt issue costs 112 0
Change in operating assets and liabilities, excluding effects of acquisition and disposition:
Decrease (increase) in accounts receivable (82) 10
Decrease in other receivables 0 4
Increase in inventory (306) (33) 
Decrease (increase) in prepaid expenses and other current assets 574 (817) 
Decrease in accounts payable (186) (46) 
Increase in accrued expenses and other 420 1,115
Increase in deferred revenue 80 13

Net cash used in operating activities (15,257) (12,279) 

Cash flows from investing activities:
Purchase of property and equipment (473) (787) 
Proceeds from the sale Agera, net of selling costs 1,002 0

Net cash provided by (used in) investing activities 529 (787) 

Cash flows from financing activities:
Proceeds from the issuance of redeemable preferred stock series B, D and E, net 7,864 5,836
Proceeds from the issuance of common stock, net 0 20,679
Proceeds from the exercise of warrants 0 2,418
Payments on insurance loan (97) (57) 
Offering costs associated with the issuance of convertible debt (46) 0
Principal payments on 12.5% note payable (3,517) (1,283) 
Cash dividends paid on preferred stock (157) (559) 

Net cash provided by financing activities 4,047 27,034
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Effect of exchange rate changes on cash balances 0 4
Net increase (decrease) in cash and cash equivalents (10,681) 13,972
Cash and cash equivalents, beginning of period 10,799 868

Cash and cash equivalents, end of period $ 118 $ 14,840

The accompanying notes are an integral part of these consolidated financial statements.
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Fibrocell Science, Inc.

Notes to Consolidated Financial Statements

(amounts in thousands except per share and share data)

(unaudited)

Note 1�Business and Organization

Fibrocell Science, Inc. (Fibrocell or the Company) is the parent company of Fibrocell Technologies (Fibrocell Tech). Fibrocell Tech is the
parent company of Isolagen Europe Limited, a company organized under the laws of the United Kingdom (Isolagen Europe), Isolagen Australia
Pty Limited, a company organized under the laws of Australia (Isolagen Australia), and Isolagen International, S.A., a company organized under
the laws of Switzerland (Isolagen Switzerland). Operations in the foreign subsidiaries have been substantially liquidated.

The Company previously marketed a skin care line with broad application in core target markets through its consolidated subsidiary, Agera,
which was sold on August 31, 2012. The Company did own 57% of the outstanding shares of Agera. As a result of the sale of Agera, the
Company operates in one segment and Agera is classified as discontinued operations. Please refer to Note 4 for more details.

The Company is a cellular aesthetic and therapeutic biotechnology company focused on developing novel skin and tissue rejuvenation products.
The Company�s approved and clinical development product candidates are designed to improve the appearance of skin injured by the effects of
aging, sun exposure, acne and burn scars with a patient�s own, or autologous, fibroblast cells produced in the Company�s proprietary Fibrocell
Process. The Company�s lead product, LAVIV� (LAVIV), is the first and only personalized aesthetic cell therapy approved by the FDA for the
improvement of the appearance of moderate to severe nasolabial fold wrinkles in adults.

The Company has transitioned from its development stage to operational activities as of July 1, 2012. The Company is devoting substantially all
of its present efforts to establishing its LAVIV business and its clinical development product candidates. In addition, the Company entered into a
financing transaction in October 2012 which raised gross proceeds of $45 million. See note 13 for more details. All losses accumulated since
inception through June 30, 2012 have been considered as part of the Company�s development stage activities.

Note 2�Basis of Presentation

The accompanying unaudited financial statements have been prepared in accordance with U.S. generally accepted accounting principles (GAAP)
for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all
of the information and footnote disclosures required by GAAP for complete consolidated financial statements. In the opinion of management, all
adjustments (consisting only of normal recurring adjustments) considered necessary for a fair presentation have been included. These financial
statements should be read in conjunction with the financial statements and notes thereto included in the Company�s Annual Report on Form 10-K
for the year ended December 31, 2011, filed with the Securities and Exchange Commission (SEC). The results of the Company�s operations for
any interim period are not necessarily indicative of the results of operations for any other interim period or full year.

The prior year financial statements contain certain reclassifications to present discontinued operations.

Note 3�Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts in the consolidated financial statements and notes. In addition, management�s assessment of the Company�s ability to continue
as a going concern involves the estimation of the amount and timing of future cash inflows and outflows. Actual results may differ materially
from those estimates.

Intangible assets

Effective January 1, 2012 the Company launched LAVIV and is now generating a small amount of revenue. As a result, the research and
development intangible assets related to the Company�s primary study is considered a finite-lived intangible asset and is being amortized over 12
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years. For the nine months ended September 30, 2012, the Company amortized $414 for the intangible asset.

Finite-lived intangible assets are recorded at cost, net of accumulated amortization and, if applicable, impairment charges. Amortization of
finite-lived intangible assets is provided over their estimated useful lives on a straight-line basis. We review our finite-lived intangible assets for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. There was no
impairment expense recognized during the three and nine months ended September 30, 2012.
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Income (loss) per share data

Basic income (loss) per share is calculated based on the weighted average common shares outstanding during the period. Diluted income per
share (Diluted EPS) also gives effect to the dilutive effect of stock options, warrants, restricted stock and convertible preferred stock calculated
based on the treasury stock method. The following table presents computations of net income (loss) per share.

For the three months ended
September 30,

For the nine months ended
September 30,

2012 2011 2012 2011
Net income (loss) per share-Basic:
Numerator for basic net income (loss) per share $ 11,491 $ 6,911 $ (3,976) $ (20,253) 

Denominator for basic net income (loss) per share 98,930,771 69,863,597 97,188,248 51,219,473

Basic net income (loss) per common share $ 0.12 $ 0.10 $ (0.04) $ (0.40) 

Net income (loss) per share-Diluted:
Numerator for diluted net income (loss) per share $ 11,491 $ 6,911 $ (3,976) $ (20,253) 
Less: Fair value of stock warrants (14,545) (10,622) 0 0
Less: Fair value of derivatives (1,894) (2,316) 0 0

Net loss attributable to common share $ (4,948) $ (6,027) $ (3,976) $ (20,253) 

Denominator for diluted net income (loss) per share 98,930,771 69,863,597 97,188,248 51,219,473

Diluted net income (loss) per common share $ (0.05) $ (0.09) $ (0.04) $ (0.40) 

The following potentially dilutive securities have been excluded from the calculations of diluted net loss per share as their effect would be
anti-dilutive:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2012 2011 2012 2011
Shares of convertible preferred stock 47,928,000 7,682,000 47,928,000 7,682,000
Shares underlying options outstanding 13,662,250 13,655,000 13,662,250 13,655,000
Shares underlying warrants outstanding 136,661,735 14,646,021 136,661,735 49,135,602

Adoption of Standards

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRSs, and the IASB issued IFRS 13, Fair Value Measurement. The new
guidance results in a consistent definition of fair value and common requirements for measurement of and disclosure about fair value between
U.S. GAAP and IFRS. The ASU is effective for interim and annual periods beginning on or after December 15, 2011, with early adoption
prohibited. The new guidance changes certain fair value measurement principles and disclosure requirements. We adopted this ASU January 1,
2012. The adoption of the provisions of this guidance did not have a material impact on our results of operations, cash flows, and financial
position.

In June 2011, the FASB issued ASU 2011-05, Comprehensive Income (Topic 220): Presentation of Comprehensive Income (ASU 2011-05),
which amends current comprehensive income guidance. This accounting update eliminates the option to present the components of other
comprehensive income as part of the statement of shareholders� equity. Instead, the Company must report comprehensive income in either a
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single continuous statement of comprehensive income which contains two sections, net income and other comprehensive income, or in two
separate but consecutive statements. ASU 2011-05 will be effective for public companies during the interim and annual periods beginning after
December 15, 2011 with early adoption permitted. We adopted this ASU January 1, 2012. The adoption of the provisions of this guidance did
not have a material impact on our results of operations, cash flows, and financial position.

In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to Presentation of Reclassifications of Items
Out of Accumulated Other Comprehensive Income in Accounting Standards Update 2011-05. This ASU defers certain provisions of ASU
2011-05, which required entities to present reclassification adjustments out of accumulated other comprehensive income by component in the
statement in which net income is presented and the statement in which comprehensive income is presented for both interim and annual periods.
This requirement is indefinitely deferred by this ASU and will be further

6
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deliberated by the FASB at a future date. The new ASU is effective for public entities as of the beginning of a fiscal year that begins after
December 15, 2011 and interim and annual periods thereafter, the same as that for the unaffected provisions of ASU 2011-05. We adopted this
ASU January 1, 2012.

Note 4�Discontinued Operations

On August 31, 2012, the Company sold all of the shares of common stock of Agera held by the Company, which represents 57% of the
outstanding common stock of Agera, to Rohto Pharmaceutical Co., Ltd. for approximately $1.0 million. Accordingly, all operating results from
continuing operations exclude the results for Agera which are presented as discontinued operations for all prior year numbers. The Company
recorded a gain of approximately $0.4 million on the sale.

As of December 31, 2011, the assets ($188 accounts receivable, net, $271 inventory and $39 prepaid expenses) and liabilities of Agera have
been segregated as assets and liabilities of discontinued operations in the accompanying consolidated balance sheets. The financial results of
Agera are classified as discontinued operations in the accompanying Consolidated Statement of Operations. Summary financial information
related to discontinued operations is as follows:

For the three
months
ended

September 30, 2012

For the three
months
ended

September 30, 2011

For the nine
months
ended

September 30, 2012

For the nine
months
ended

September 30, 2011
Product sales $ 142 $ 159 $ 516 $ 621
Cost of sales 65 93 275 317

Gross profit 77 66 241 304

Operating income (loss) $ 20 $ (38) $ 27 $ 22

Net income (loss) $ 11 $ (32) $ (2) $ (19) 
Note 5�Supplemental Cash Flow Information

The following table contains additional cash flow information for the periods reported.

For the nine months ended
September 30, 2012 September 30, 2011

Supplemental disclosures of cash flow information:
Cash paid for interest $ 1,161 $ 435
Cash paid for dividends 157 559
Non-cash investing and financing activities:
Accrued preferred stock dividend 391 432
Accrued warrant liability 11,078 4,994
Accrued derivative liability 815 308
Subscription receivable 550 2,039
Conversion of preferred stock into common stock 0 1,203
Conversion of preferred stock derivative balance into common
stock 79 7,237
Cashless exercise of warrants 0 4,842
Common stock issued in connection with conversion of debt 229 0

Note 6�Inventory

Inventories consist of the following:
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September 30,
2012

December 31,
2011

Raw materials $ 195 $ 0
Work in process 111 0

Total $ 306 $ 0

7
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Note 7�Fair Value Measurements

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The Company adopted the accounting guidance on fair value measurements for financial assets and liabilities measured on a recurring basis. The
guidance requires fair value measurements be classified and disclosed in one of the following three categories:

� Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted assets or
liabilities;

� Level 2: Quoted prices in markets that are not active or inputs which are observable, either directly or indirectly, for substantially the
full term of the asset or liability.

� Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value measurement and unobservable
(i.e., supported by little or no market activity).

The following fair value hierarchy table presents information about each major category of the Company�s financial assets and liability measured
at fair value on a recurring basis as of September 30, 2012 and December 31, 2011:

Fair value measurement using

Quoted prices in
active
markets
(Level
1)

Significant

other

observable
inputs
(Level 2)

Significant
unobservable

inputs

(Level 3) Total
Balance at September 30, 2012
Liabilities
Warrant liability $ 0 $ 0 $ 6,973 $ 6,973
Derivative liability 0 0 1,293 1,293

Total $ 0 $ 0 $ 8,266 $ 8,266

Fair value measurement using
Quoted prices 

in
active markets

(Level
1)

Significant
other

observable
inputs (Level 2)

Significant
unobservable

inputs
(Level 3) Total

Balance at December 31, 2011
Liabilities
Warrant liability $ 0 $ 0 $ 13,087 $ 13,087
Derivative liability 0 0 534 534

Total $ 0 $ 0 $ 13,621 $ 13,621

The reconciliation of warrant liability measured at fair value on a recurring basis using unobservable inputs (Level 3) is as follows:
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Warrant
Liability

Balance at December 31, 2011 $ 13,087
Issuance of additional warrants 11,078
Change in fair value of warrant liability (17,192) 

Balance at September 30, 2012 $ 6,973

The fair value of the warrant liability is based on Level 3 inputs. For this liability, the Company developed its own assumptions that do not have
observable inputs or available market data to support the fair value. See note 11 for further discussion of the warrant liability.

8

Edgar Filing: Fibrocell Science, Inc. - Form 10-Q

Table of Contents 18



Table of Contents

The reconciliation of derivative liability measured at fair value on a recurring basis using unobservable inputs (Level 3) is as follows:

Derivative
Liability

Balance at December 31, 2011 $ 534
Issuance of derivative liability and other 815
Conversion of preferred stock and other (79) 
Change in fair value of derivative liability 23

Balance at September 30, 2012 $ 1,293

The fair value of the derivative liability is based on Level 3 inputs. For this liability, the Company developed its own assumptions that do not
have observable inputs or available market data to support the fair value. See note 10 for further discussion of the derivative liability.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

On June 1, 2012 the Company issued 12.5% Convertible Notes (Notes) which provided that unpaid interest of 15% be accreted to the principal,
and which had a maturity date of June 1, 2013. The Notes were measured at face value including interest in our consolidated balance sheets and
not fair value. As of September 30, 2012, the principal balance outstanding was $3.5 million including interest of approximately $0.2 million
which is based on the level 2 valuation hierarchy of the fair value measurements standard. The Notes approximate fair value as they bore interest
at a rate approximating a market interest rate. The Notes were extinguished in October 2012 through partial conversions into common stock and
partial repayments in cash. See Note 13 � Subsequent Events.

We believe that the fair values of our current assets and current liabilities approximate their reported carrying amounts. There were no transfers
between Level 1, 2 and 3.

Note 8�Accrued Expenses

Accrued expenses consist of the following:

September 30,
2012

December 31,
2011

Accrued professional fees $ 78 $ 702
Accrued compensation 273 4
Dividend on preferred stock payable 290 56
Accrued other 272 156

Total $ 913 $ 918

Note 9�Debt

Convertible Note Payable due 2013

On June 1, 2012, the Company entered into an Exchange Agreement with existing noteholders pursuant to which the Company agreed to repay
half of each Holder�s 12.5% Promissory Notes due June 1, 2012 and exchange the balance of each Holder�s Original Note, for (i) a new 12.5%
Note with a principal amount equal to such balance, and (ii) a five-year warrant (Warrant) to purchase a number of shares of Common Stock
equal to the number of shares of Common Stock underlying such Note on the date of issuance.

Details of Notes are as follows:
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� The Notes accrue interest at a rate of 12.5% per annum payable quarterly in cash or, at the Company�s option, 15% per annum
payable in kind by capitalizing such unpaid amount and adding it to the principal as of the date it was due.

� The maturity date of the Notes is September 1, 2013, provided that the Holders may require the Company to redeem 25% of the
principal amount of the Notes on each of December 1, 2012, March 1, 2013, June 1, 2013 and September 1, 2013.

� To the extent that Holders of the Notes convert any portion of the Notes prior to any such redemption date, the amount of all future
redemption payments will be reduced by such converted amount on a pro rata basis over the remaining redemption dates.

� The Notes are convertible at a conversion price of $0.25 per share, provided that, with certain exceptions, if, at any time while the
Notes are outstanding, the Company issues any Company common stock or common stock equivalents at an effective price per share
that is lower than the then the conversion price of the Notes, then the conversion price of the Notes will be reduced to equal the lower
price.

9
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� The Notes may be accelerated if any events of default occur, which include, in addition to certain customary default provisions, if at
any time on or after October 1, 2012 the Company fails to have reserved, for conversion of the Notes and exercise of the Warrants, a
sufficient number of available authorized but unissued shares of common stock.

The Notes were extinguished in October 2012 through partial conversions into common stock and partial repayments in cash. See Note 13 �
Subsequent Events.

Loss on Extinguishment of Debt

As a result of the June 1, 2012 debt exchange as discussed above, the Company recorded a loss on extinguishment of the 12.5% Promissory
Note of $4.4 million in the consolidated statement of operations due to the significant modification of the original debt. The details of the loss
included recording the fair value of the embedded conversion option of $1.2 million and the fair value of liability-classified warrants of $3.2
million. See note 10 for further discussion of the derivative liability and note 11 for further discussion of the warrant liability.

Note 10-Equity

Redeemable Preferred stock

The following table shows the activity of Series D and Series E Redeemable Preferred stock (Preferred), with a par value of $0.001 per share and
a stated value of $1,000 per share:

Series D
Preferred

Series E
Preferred Total

Balance at December 31, 2011 3,641 0 3,641
Series D Preferred converted to common stock (800) 0 (800) 
Issuance of Series E Preferred stock 0 9,141 9,141

Balance at September 30, 2012 2,841 9,141 11,982

During May, June and July 2012 the Company sold to accredited investors in a private placement Series E Convertible Preferred Stock as
follows:

Date of financing

# of shares of
Series E
Preferred Net Proceeds

Warrant
Exercise
Price # of Warrants Issued

May 14, 2012 3,353 $ 2,843 $ 0.30 14,753,200
May 24, 2012 2,364 2,042 0.30 10,401,600
May 30, 2012 945 822 0.30 4,158,000
June 7, 2012 1,192 1,037 0.30 5,244,800
June 28, 2012 507 441 0.30 2,230,800
July 16, 2012 780 679 0.30 3,432,000

9,141 $ 7,864 40,220,400

As a result of the May, June and July 2012 private placement Series E Convertible Preferred Stock transaction, $7.8 million was allocated to the
fair value of the warrants. The July 16, 2012 sale represented the final closing of the Offering and effective on such date, the Company closed
the Offering.

In the Offering, the Company (i) sold an aggregate of $9.1 million in gross proceeds of its securities resulting in the issuance of an aggregate of
(a) 9,141 Series E Preferred shares ($9.1 million aggregate Stated Value), and (b) Warrants to purchase 36,564,000 shares of Common Stock,
and (ii)(a) paid the Placement Agents (Agents) in the aggregate cash compensation of $0.9 million and a non-accountable expense allowance of
$0.3 million, and (b) issued Agent Warrants to the Agents to purchase in the aggregate 3,656,400 shares of Common Stock.

Edgar Filing: Fibrocell Science, Inc. - Form 10-Q

Table of Contents 21



The Company records accrued dividends at a rate of 6% per annum on the Series D and 8% per annum on the Series E Preferred. As of
September 30, 2012, $0.3 million was accrued for dividends payable. The Company paid cash of $0.2 million during the nine months ended
September 30, 2012.

The Series D and Series E Redeemable Preferred stock was converted into common stock in October 2012. See Note 13 � Subsequent Events.
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Conversion option of Convertible Note Payable

In connection with the issuance of the June 1, 2012 Convertible Notes, an embedded conversion option has been recorded as a derivative
liability under ASC 815, Derivatives and Hedging, (ASC 815) in the consolidated balance sheet as of September 30, 2012. The derivative
liability was re-measured resulting in expense of $0.1 million for the nine months ended September 30, 2012 in our statement of operations. The
fair value of the derivative liability is determined using the Black-Scholes option-pricing model and is affected by changes in inputs to that
model including our stock price, expected stock price volatility, the contractual term, and the risk-free interest rate. The Company will continue
to classify the fair value of the embedded conversion option as a liability and re-measure on the Company�s reporting dates until October 9, 2012
when the Notes were converted into common stock.

Conversion option of Redeemable Preferred stock

The embedded conversion option for the Series D and E Preferred has been recorded as a derivative liability under ASC 815, Derivatives and
Hedging, (ASC 815) in the consolidated balance sheet as of September 30, 2012 and December 31, 2011. The derivative liability was
re-measured resulting in income of $0.1 million for the nine months ended September 30, 2012 in our statement of operations. The fair value of
the derivative liability is determined using the Black-Scholes option-pricing model and is affected by changes in inputs to that model including
our stock price, expected stock price volatility, the contractual term, and the risk-free interest rate. The Company will continue to classify the fair
value of the embedded conversion option as a liability and re-measure on the Company�s reporting dates until October 9, 2012 when the
preferred stock were converted into common stock.

The fair market value of the derivative liability was computed using the Black-Scholes option-pricing model with the following weighted
average assumptions as of the dates indicated:

September 30, 2012 December 31, 2011
Expected life (years) 0.01 years 1.1 years
Interest rate 0.2% 0.1% 
Dividend yield 0 0
Volatility 69% 61% 

Note 11�Warrants

We account for stock warrants as either equity instruments or derivative liabilities depending on the specific terms of the warrant agreement.
Stock warrants are accounted for as a derivative in accordance with ASC 815 if the stock warrants contain �down-round protection� and therefore,
do not meet the scope exception for treatment as a derivative. Since �down-round protection� is not an input into the calculation of the fair value of
the warrants, the warrants cannot be considered indexed to the Company�s own stock which is a requirement for the scope exception as outlined
under ASC 815. The Company will continue to classify the fair value of the warrants as a liability until the warrants are exercised, expire or are
amended in a way that would no longer require these warrants to be classified as a liability. Effective December 31, 2011, we calculated the fair
value of the warrants using the Monte Carlo simulation valuation method due to the changes in the product status with the approval of LAVIV.

11
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The following table summarizes outstanding warrants to purchase Common Stock as of September 30, 2012 and December 31, 2011:

Number of Warrants
As of

September 30,
2012

As of
December 31,

2011
Exercise
Price Expiration Dates

Liability-classified warrants
Issued in Series A Preferred Stock offering 6,512,984 3,256,492 $ 0.25 Oct. 2014
Issued in March 2010 offering 9,835,210 4,917,602 0.25 Mar. 2015
Issued in Series B Preferred Stock offering 19,232,183 9,616,086 0.25 Jul.-Nov. 2015
Issued in Series D Preferred Stock offering 30,893,280 15,446,640 0.25 Dec. 2015-Mar. 2016
Issued in Series E Preferred Stock offering 40,219,600 0 0.30 May �June 2017
Issued with Convertible Notes 14,069,696 0 0.30 June 2017

Subtotal 120,762,953 33,236,820

Equity-classified warrants
Issued in June 2011 equity financing 152,711 152,711 $ 0.90 June 2016
Issued to placement agents in August 2011 equity financing 1,252,761 1,252,761 0.55 August 2016
Issued in August 2011 equity financing 14,493,310 14,493,310 0.75 August 2016

Subtotal 15,898,782 15,898,782

Total 136,661,735 49,135,602

The following is a roll forward of the warrants to purchase Common Stock activity through September 30, 2012:

Number of shares

Weighted-
average

exercise price
Outstanding at December 31, 2011 49,135,602 $ 0.58
Issued 54,290,096 $ 0.30
Additional warrants issued due to anti-dilution provision 33,236,037 $ 0.25
Exercised 0 �  

Outstanding at September 30, 2012 136,661,735 $ 0.33

Liability-classified Warrants

Effective December 31, 2011, the Company utilized the Monte Carlo simulation valuation method to value the liability classified warrants until
September 30, 2012 when the Company concluded that the Black-Scholes option pricing model was an appropriate valuation method since the
majority of the warrants were converted to equity-classified warrants on October 9, 2012. As a result of the May 2012 financing, the exercise
price of the liability-classified outstanding warrants was reduced from an exercise price of $0.50 to $0.25 per share.

The following table summarizes the calculated aggregate fair values and net cash settlement value as of the dates indicated along with the
assumptions utilized in each calculation.

September 30, 2012 December 31, 2011
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Net cash settlement
as 

of September 30,
2012(1)

Calculated aggregate value $ 6,973 $ 13,087 $ 10,963
Exercise price per share of warrant $ 0.25-0.30 $ 0.50 $ 0.25-0.30
Closing price per share of common stock $ 0.16 $ 0.40 $ 0.16
Volatility 69% 70% 100%(2) 
Probability of Fundamental Transaction or
Delisting �  45.1% �  
Expected term (years) 3.25 3.7 3.25
Risk-free interest rate 0.41% 0.63% 0.41% 
Dividend yield 0% 0% 0% 

(1) Represents the net cash settlement value of the warrant as of September 30, 2012, which value was calculated utilizing the Black-Scholes
option-pricing model specified in the warrant.

(2) Represents the volatility assumption used to calculate the net cash settlement value as of September 30, 2012.

12
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Equity-classified Warrants

In connection with the private placement transaction on August 3, 2011, the Company issued warrants to purchase 14,493,310 shares of the
Company common stock to certain accredited investors with an exercise price of $0.75 per share and a term of 5 years from issuance. The
warrants are callable by the Company if the common stock trades over $1.75 for 20 consecutive trading days. The placement agents for the
transaction received warrants to purchase 1,252,761 shares of Company common stock at an exercise price of $0.55. The Company determined
the average fair value of the warrants as of the date of the grant was $0.31 per share utilizing the Black-Scholes option pricing model. In
estimating the fair value of the warrants, the Company utilized the following inputs: closing price per share of common stock of $0.63, volatility
of 61.4%, expected term of 5 years, risk-free interest rate of 1.25% and dividend yield of zero.

On June 16, 2011, the Company completed a private placement and issued warrants to the placement agents in the private placement to purchase
152,711 shares of Company common stock at an exercise price of $0.90 per share. The Company determined the fair value of the warrants as of
the date of the grant was $0.62 per share utilizing the Black-Scholes option pricing model. In estimating the fair value of the warrants, the
Company utilized the following inputs: closing price per share of common stock of $1.08, volatility of 61.6%, expected term of 5 years, risk-free
interest rate of 1.52% and dividend yield of zero.

Note 12�Stock-based Compensation

Our board of directors adopted the 2009 Equity Incentive Plan (Plan) effective September 3, 2009. The Plan is intended to further align the
interests of the Company and its stockholders with its employees, including its officers, non-employee directors, consultants and advisors by
providing incentives for such persons to exert maximum efforts for the success of the Company. The Plan currently allows for the issuance of up
to 30,000,000 shares of the Company�s common stock. The types of awards that may be granted under the Plan include options (both
nonqualified stock options and incentive stock options), stock appreciation rights, stock awards, stock units, and other stock-based awards. The
term of each award is determined by the Board at the time each award is granted, provided that the terms of options may not exceed ten years.
The Plan had 16,737,750 options available for grant as of September 30, 2012.

Total stock-based compensation expense recognized using the straight-line attribution method in the consolidated statement of operations is as
follows:

Three months ended
September 30, 2012 September 30, 2011

Stock option compensation expense for employees and directors $ 277 $ 225
Restricted stock expense 0 12
Equity awards for nonemployees issued for services (3) 0

Total stock-based compensation expense $ 274 $ 237

Nine months ended
September

30,
2012

September 30,
2011

Stock option compensation expense for employees and directors $ 833 $ 2,303
Restricted stock expense 0 48
Equity awards for nonemployees issued for services 24 289

Total stock-based compensation expense $ 857 $ 2,640

Number of
shares

Weighted-
average
exercise
price

Weighted-
average
remaining
contractual

Aggregate
intrinsic
value
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term (in
years)

Outstanding at December 31, 2011 13,608,500 $ 0.77 8.4 $ 0
Granted 550,000 $ 0.41
Exercised 0 $ 0
Forfeited (496,250) $ 0.61

Outstanding at September 30, 2012 13,662,250 $ 0.76 7.5 $ 0

Exercisable at September 30, 2012 10,838,157 $ 0.66 7.4 $ 0
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The total fair value of shares vested during the nine months ended September 30, 2012 was $1.0 million. As of September 30, 2012, there was
$1.0 million of total unrecognized compensation cost, related to non-vested stock options which vest over time. That cost is expected to be
recognized over a weighted-average period of 0.9 years. As of September 30, 2012, there was approximately $0.1 million of total unrecognized
compensation expense related to performance-based, non-vested employee and consultant stock options. That cost will be recognized when the
performance criteria within the respective performance-based option grants become probable of achievement.

During the nine months ended September 30, 2012 and 2011, the weighted average fair market value using the Black-Scholes option-pricing
model of the options granted was $0.23 and $0.34, respectively. The fair market value of the options was computed using the Black-Scholes
option-pricing model with the following key weighted average assumptions for the nine months ended as of the dates indicated:

September 30, 2012
September 30,

2011
Expected life (years) 6.0 years 6.0 years
Interest rate 2.3% 2.4% 
Dividend yield 0 0
Volatility 60% 61% 

Note 13�Subsequent Events

On October 9, 2012, the Company completed a private placement financing with a select group of institutional investors and high net worth
individuals for gross proceeds of $45.0 million from the sale of 450 million shares of common stock at a price of $0.10 per share. As of
November 6, 2012, the Company had received $43.0 million in gross proceeds from the Offering with the remaining $2.0 million in subscribed
proceeds expected to be received by mid-November from a single foreign investor. In connection with the financing, the placement agents
received aggregate compensation of $2.7 million.

Concurrent with the closing of this transaction, the outstanding Series D and Series E Convertible Preferred Stock was converted into common
stock, leaving no remaining shares of preferred stock outstanding. Also concurrent with the closing, approximately $2.1 million in principal
amount of the Company�s outstanding convertible notes was converted into common stock at a conversion price of $0.10 per share and the
remaining $1.7 million in principal amount of the outstanding convertible notes was redeemed for cash with the proceeds from the transaction.
The outstanding convertible notes were converted and redeemed in the amount of outstanding principal, accrued interest and interest scheduled
to maturity.

Concurrent with this transaction, the Company entered into an Exclusive Channel Collaboration Agreement (the Channel Agreement) with
Intrexon Corporation (Intrexon) that governs a �channel collaboration� arrangement governing a strategic collaboration for the development and
commercialization of genetically modified and non-genetically modified autologous fibroblasts and autologous dermal cells in the United States.
Pursuant to the Channel Agreement, the Company will engage Intrexon for support services for the development of new products covered under
the Channel Agreement and will reimburse Intrexon for its fully-loaded cost for time and materials for transgenes, cell processing, or other work
performed by Intrexon for such research and manufacturing. The Company will pay quarterly cash royalties on improved products equal to
one-third of cost of goods sold savings less any such savings developed by the Company outside of the Channel Agreement. On all other
developed products, the Company will pay Intrexon quarterly cash royalties of 7% on aggregate annualized net sales up to $100 million, and
14% on aggregate annualized net sales greater than $100 million. Sales from the Company�s currently marketed products (including new
indications) will not be subject to royalty payments unless they are improved upon through the Channel Agreement. On October 5, 2012, the
Company also entered into a Stock Issuance Agreement with Intrexon pursuant to which the Company issued to Intrexon a number of shares of
Company common stock valued at approximately $3.3 million based on a per share value of $0.10 per share (the �Technology Access Shares�),
which issuance was deemed paid in partial consideration for the execution and delivery of the Channel Agreement.

14

Edgar Filing: Fibrocell Science, Inc. - Form 10-Q

Table of Contents 28



Table of Contents

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
This report contains certain �forward-looking statements� relating to Fibrocell that is based on management�s exercise of business judgment and
assumptions made by and information currently available to management. When used in this document, the words �anticipate,� �believe,� �estimate,�
�expect,� �intend,� �the facts suggest� and words of similar import, are intended to identify any forward-looking statements. You should not place
undue reliance on these forward-looking statements. These statements reflect our current view of future events and are subject to certain risks
and uncertainties as noted below. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove
incorrect, our actual results could differ materially from those anticipated in these forward-looking statements. Actual events, transactions and
results may materially differ from the anticipated events, transactions or results described in such statements. Although we believe that our
expectations are based on reasonable assumptions, we can give no assurance that our expectations will materialize. Many factors could cause
actual results to differ materially from our forward looking statements. Several of these factors include, without limitation:

� our ability to continue to finance our business;

� our ability to commercialize and sell our recently approved FDA product, LAVIV� (LAVIV);

� our ability to increase our manufacturing capacity which will require significant expenditures and regulatory approval;

� our ability to decrease our manufacturing costs for LAVIV and other product candidates through the improvement of our
manufacturing process, and our ability to validate any such improvements with the relevant regulatory agencies;

� our ability to avoid manufacturing difficulties, disruptions or delays;

� our ability to meet requisite regulations or receive regulatory approvals in the United States, Europe, Asia and the Americas, and our
ability to retain any regulatory approvals that we may obtain; and the absence of adverse regulatory developments in the United
States, Europe, Asia and the Americas or any other country where we plan to conduct commercial operations;

� whether our clinical human trials relating to the use of autologous cellular therapy applications, and such other indications as we may
identify and pursue can be conducted within the timeframe that we expect, whether such trials will yield positive results, or whether
additional applications for the commercialization of autologous cellular therapy can be identified by us and advanced into human
clinical trials;

� our ability to develop autologous cellular therapies that have specific applications in cosmetic dermatology, and our ability to explore
(and possibly develop) applications for acne scars, burn scars, periodontal disease, reconstructive dentistry, and other health-related
markets;

� our ability to reduce our need for fetal bovine calf serum by improved use of less expensive media combinations and different media
alternatives;

� continued availability of supplies at satisfactory prices;

� new entrance of competitive products or further penetration of existing products in our markets;
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� the effect on us from adverse publicity related to our products or the company itself;

� any adverse claims relating to our intellectual property;

� the adoption of new, or changes in, accounting principles;

� our issuance of certain rights to our shareholders that may have anti-takeover effects;

� our dependence on physicians to correctly follow our established protocols for the safe administration of our Fibrocell Therapy; and

� other risks referenced from time to time elsewhere in our filings with the Securities and Exchange Commission (SEC).
These factors are not necessarily all of the important factors that could cause actual results of operations to differ materially from those
expressed in these forward-looking statements. Other unknown or unpredictable factors also could have material adverse effects on our future
results. We cannot assure you that projected results will be achieved.

15
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General

We are a cellular aesthetic and therapeutic biotechnology company focused on developing novel skin and tissue rejuvenation products. Our
approved and clinical development product candidates are designed to improve the appearance of skin injured by the effects of aging, sun
exposure, acne and burn scars with a patient�s own, or autologous, fibroblast cells produced by our proprietary Fibrocell process. Our clinical
development programs encompass both aesthetic and therapeutic indications.

Our lead product, LAVIV, is the first and only personalized aesthetic cell therapy approved by the FDA for the improvement of the appearance
of moderate to severe nasolabial fold wrinkles in adults.

Critical Accounting Policies and Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make significant judgments and estimates that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of expenses during the reporting period. Management bases these
significant judgments and estimates on historical experience and other assumptions it believes to be reasonable based upon information presently
available. Actual results could differ from those estimates under different assumptions, judgments or conditions. There were no material changes
to our critical accounting policies and use of estimates previously disclosed in our 2011 Annual Report on Form 10-K.

Results of Operations

Three Months Ended September 30, 2012 compared to the Three Months Ended September 30, 2011

Revenue and Cost of Sales. Revenue and cost of sales for the three months ended September 30, 2012 and 2011 were comprised of the
following:

Three months 
ended

September 30,
Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Total revenue $ 69 $ 0 $ 69 �  
Cost of sales 2,321 3 (2,318) �  

Gross (loss) $ (2,252) $ (3) $ (2,249) �  

Revenue of less than $0.1 million was recognized in the third quarter of 2012 for LAVIV. Revenue is booked based on the shipment of cells to
the patients for injection of LAVIV. As a result of the increase in LAVIV activity, the Company booked cost of sales of $2.3 million for the
three months ended September 30, 2012. Cost of sales includes the costs related to the processing of cells for LAVIV, including direct and
indirect costs. The cost of sales for the three months ended September 30, 2012 comprised $1.0 million of compensation related expenses, $0.9
million of laboratory supplies and other related expenses and $0.4 million of rent, utilities, amortization and depreciation. The principal reasons
for the relatively small level of revenue as compared to the large cost of sales in this quarter are as follows: (1) Timing � costs are incurred
starting with receipt of a patient�s biopsy. Revenue is not recognized until at least three months after receipt of the biopsy, when injections are
made ready for shipment to the patient�s physician. Injections normally occur four weeks apart so the revenue cycle can be up to nine months or
more (three injection sessions); (2) Manufacturing capacity � our current manufacturing capacity is no more than twenty biopsies a week;
(3) Charging for biopsies and injections � we are offering complimentary and reduced price biopsies and injections in our introductory period, and
(4) Volumes � our initial staffing is about equal direct to indirect due to the many requirements needed to run a cell processing operation. We
anticipate that our direct staffing costs will be a higher percentage of total staffing as we increase volumes and direct labor workers in our
manufacturing facility. This should also result in a lower per biopsy cost per indirect worker (as well as a lower per biopsy cost for rent, utilities,
depreciation and amortization).
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Selling, General and Administrative Expense. Selling, general and administrative expense for the three months ended September 30, 2012 and
2011 were comprised of the following:

Three months ended
September 30,

Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Compensation and related expense $ 1,061 $ 752 $ 309     41%
External services � consulting 192 130 62     48%
Marketing expense 224 1,556 (1,332)      (86%)
Travel 105 49 56     114%
License fees 166 598 (432)      (72%)
Facilities and related expense and other 884 732 152     21%

Total selling, general and administrative expense $ 2,632 $ 3,817 $ (1,185)      (31%)

Selling, general and administrative expense decreased $1.2 million to $2.6 million for the three months ended September 30, 2012 as compared
to $3.8 million for the three months ended September 30, 2011. There was an increase in compensation of $0.3 million due primarily to the
addition of sales and marketing personnel employed for the three months ended September 30, 2012. Consulting expenses increased by $0.1
million due to additional legal fees incurred in the three months ended September 30, 2012. There was a decrease in marketing expenses of $1.3
million as there was increased spending for the large initial launch for the three months ended September 30, 2011 as compared to the three
months ended September 30, 2012. License fees decreased $0.4 million for the three months ended September 30, 2012 as compared to the three
months ended September 30, 2011. This was due to a $0.6 million FDA annual fee expense recognized in the three months ended September 30,
2011. Facilities and other expenses increased $0.1 million.

Research and Development Expense. Research and development expense for the three months ended September 30, 2012 and 2011 were
comprised of the following:

Three months ended
September 30,

Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Compensation and related expense $ 77 $ 494 $ (417)      (84%)
External services � consulting 291 497 (206)      (41%)
Lab costs and related expense 58 381 (323)      (85%)
Facilities and related expense and other 0 521 (521)      (100%)

Total research and development expense $ 426 $ 1,893 $ (1,467)      (77%)

Research and development expense decreased $1.5 million to $0.4 million for the three months ended September 30, 2012 from $1.9 million for
the three months ended September 30, 2011. The decrease is due primarily to the classification of costs associated with the production of
LAVIV in the three months ended September 30, 2012, recorded in cost of goods sold in the consolidated statement of operations. Research and
development costs incurred in the three months ended September 30, 2012 were related to other potential indications for our Fibrocell Therapy,
such as acne scars and burn scars as well as costs to develop manufacturing, cell collection and logistical process improvements. Research and
development costs incurred in the three months ended September 30, 2011 included costs to bring LAVIV to market.

Interest Expense. Interest expense decreased $0.1 million to approximately $0.2 million for the three months ended September 30, 2012 from
$0.3 million for the three months ended September 30, 2011 due to lower debt balances. Pursuant to the terms of the convertible notes we had
outstanding during the period, we had been accreting the interest due to the principal on the notes at the rate of 15% per annum.

Change in Revaluation of Warrant and Derivative Liability. During the three months ended September 30, 2012, we recorded a non-cash gain of
$14.5 million and $1.9 million for warrant and derivative revaluation, respectively, in our consolidated statements of operations due to the

Edgar Filing: Fibrocell Science, Inc. - Form 10-Q

Table of Contents 32



increase in the number of preferred shares and warrants with the issuance of Series E Preferred Stock in our financing completed in July 2012,
and the change in fair value. During the three months ended September 30, 2011, we recorded non-cash income of $10.6 million and $2.3
million for warrant income and derivative revaluation income, respectively, in our statements of operations due to a decrease in the fair value of
the warrant liability and derivative liability related to the Series A, B and D preferred stock financings. This decrease in fair value was primarily
due to a decrease in the price per share of our common stock on September 30, 2011 as compared to June 30, 2011.
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Income (Loss) from Discontinued Operations. The net loss from discontinued operations for the three months ended September 30, 2012
remained relatively constant to the net loss for the three months ended September 30, 2011.

Gain on sale of discontinued operations. On August 31, 2012 the Company sold all of the shares of common stock of Agera held by the
Company for approximately $1.0 million. As a result of the sale the Company recorded a gain of approximately $0.4 million, net of tax.

Net Income (Loss). Net income increased approximately $4.6 million to net income of $11.5 million for the three months ended September 30,
2012, as compared to net income of $6.9 million for the three months ended September 30,2011 primarily due to the change in the fair value of
the warrant liability and derivative liability related to the Series A, B, D and E preferred stock financings, offset by an increase in operating
expenses related to the LAVIV product approval in June 2011 and product launch in October 2011.

Nine Months Ended September 30, 2012 compared to the Nine Months Ended September 30, 2011

Revenues and Cost of Sales. Revenue and cost of sales for the nine months ended September 30, 2012 and 2011 were comprised of the
following:

Nine months ended
September 30,

Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Total revenue $ 113 $ 0 $ 113 �  
Cost of sales 5,968 3 5,965 198,833% 

Gross profit $ (5,855) $ (3) $ (5,852) 195,067% 

Revenue of approximately $0.1 million was recognized in the nine months ended September 30, 2012. Revenue is booked based on the shipment
of cells to the patients for injection of LAVIV. As a result of the increase in LAVIV activity, the Company booked cost of sales of $6.0 million
for the nine months ended September 30, 2012. Cost of sales includes the costs related to the processing of cells for LAVIV, including direct and
indirect costs. The cost of sales for the nine months ended September 30, 2012 comprised $2.8 million of compensation related expenses, $2.5
million of laboratory supplies and other related expenses and $0.7 million of rent, utilities, amortization and depreciation. The principal reasons
for the relatively small level of revenue as compared to the large cost of sales in the nine month period are as follows: (1) Timing � costs are
incurred starting with receipt of a patient�s biopsy. Revenue is not recognized until at least three months after receipt of the biopsy, when
injections are made ready for shipment to the patient�s physician. Injections normally occur four weeks apart so the revenue cycle can be up to
nine months or more (three injection sessions); (2) Manufacturing capacity � our current manufacturing capacity is no more than twenty biopsies
a week; (3) Charging for biopsies and injections � we are offering complimentary and reduced price biopsies and injections in our introductory
period, and (4) Volumes � our initial staffing is about equal direct to indirect due to the many requirements needed to run a cell processing
operation. We anticipate that our direct staffing costs will be a higher percentage of total staffing as we increase volumes and direct labor
workers in our manufacturing facility. This should also result in a lower per biopsy cost per indirect worker (as well as a lower per biopsy cost
for rent, utilities and depreciation).

Selling General and Administrative Expense .Selling, general and administrative expense for the nine months ended September 30, 2012 and
2011 were comprised of the following:

Nine months ended
September 30,

Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Compensation and related expense $ 3,229 $ 3,654 $ (425)       (12%)
External services � consulting 732 517 215     42%
Marketing expense 2,078 2,291 (213)       (9%)
Travel 443 94 349     371%
License fees 499 639 (140)         (22%)
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Facilities and related expense and other 2,613 2,063 550     27%

Total selling, general and administrative expense $ 9,594 $ 9,258 $ 336     4%

Selling, general and administrative expense increased $0.3 million to $9.6 million for the nine months ended September 30, 2012 as compared to
$9.3 million for the nine months ended September 30, 2011. There was a decrease in compensation of $0.4 million due to $1.7 million less stock
option charges incurred in the period ended September 30, 2012 as compared to the period ended September 30, 2011 offset by increased
compensation due to increased personnel for the sales and marketing team for the nine months ended September 30, 2012. Consulting fees
increased $0.2 million due to financial advisory service costs that were incurred in the nine months ended September 30, 2012. Marketing
expenses decreased $0.2 million while travel expenses increased $0.3 million due to sales force travel related to the product launch. License
costs decreased $0.1 million due to the full amount of the 2011 FDA annual fee being expensed in the nine months ended September 30, 2011 as
compared to the 2012 FDA annual fee being amortized during the nine months ended September 30, 2012. Facilities and other expenses
increased $0.5 million to $2.6 million for the nine months ended September 30, 2012 due to additional office supplies and other operating
expenses.
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Research and Development Expense. Research and development expense for the nine months ended September 30, 2012 and 2011 were
comprised of the following:

Nine months ended
September 30,

Increase
(Decrease)

2012 2011 $000s %
(in thousands)

Compensation and related expense $ 247 $ 1,489 $ (1,242)      (83%)
External services � consulting 946 1,540 (594)      (39%)
Lab costs and related expense 92 1,137 (1,045)      (92%)
Facilities and related expense 9 945 (936)      (99%)

Total research and development expense $ 1,294 $ 5,111 $ (3,817)      (75%)

Research and development expense decreased $3.8 million to $1.3 million for the nine months ended September 30, 2012 from $5.1 million for
the nine months ended September 30, 2011. The decrease is due primarily to the classification of costs associated with the production of LAVIV
in the nine months ended September 30, 2012 recorded in cost of goods sold in the consolidated statement of operations. Research and
development costs incurred in the nine months ended September 30, 2012 were related to other potential indications for our Fibrocell Therapy,
such as acne scars and burn scars as well as costs to develop manufacturing, cell collection and logistical process improvements. Research and
development costs incurred in the nine months ended September 30, 2011 included costs incurred to bring LAVIV to market.

Interest Expense. Interest expense for the nine months ended September 30, 2012 decreased $0.2 million to $0.6 million from $0.8 million for
the nine months ended September 30, 2011 due to lower debt balances. We have been accreting the interest to principal at the rate of 15% per
annum in accordance with the terms of the notes.

Loss on Extinguishment of Debt. During the nine months ended September 30, 2012, the Company recorded a loss on extinguishment of the
12.5% Promissory Note of $4.4 million in the consolidated statement of operations due to a significant modification of the original debt. The
details of the loss included recording the fair value of the embedded conversion option of $1.2 million and the fair value of liability-classified
warrants of $3.2 million.

Change in Revaluation of Warrant and Derivative Liability. During the nine months ended September 30, 2012, we recorded non-cash income
of $17.2 million and less than $0.1 million non-cash loss for the revaluation of the warrant and derivative, respectively, in our statements of
operations. The change is due to the increase in the number of preferred shares and warrants with the issuance of Series E Preferred Stock in our
financing completed in July 2012, the reset of the exercise price of certain warrants related to the �down round� protection of such warrants and
the change in the fair value of the warrant liability and derivative liability related to the Series A, B and D preferred stock financings. During the
nine months ended September 30, 2011, we recorded non-cash income of $0.8 million and a non-cash loss of $5.9 million for warrant income
and derivative revaluation expense, respectively, in our statements of operations due to an decrease in the fair value of the warrant liability and
derivative liability related to the Series A, B and D preferred stock financings. This decrease in fair value was primarily due to a decrease in the
price per share of our common stock on September 30, 2011 as compared to December 31, 2010.

Loss from Discontinued Operations. The net loss from discontinued operations for the nine months ended September 30, 2012 remained
relatively constant to the net loss from discontinued operations for the nine months ended September 30, 2011.

Gain on sale of discontinued operations. On August 31, 2012 the Company sold all of the shares of common stock of Agera held by the
Company for approximately $1.0 million. As a result of the sale the Company recorded a gain of approximately $0.4 million, net of tax.

Net Loss. Net loss decreased approximately $16.3 million to a net loss of $4.0 million for the nine months ended September 30, 2012, as
compared to a net loss of $20.3 million for the nine months ended September 30, 2011 primarily due to the issuance of additional warrants and
to the change in the fair value of the warrant liability and derivative liability related to the Series A, B, D and E preferred stock financings.

Liquidity and Capital Resources

The following table summarizes our cash flows from operating, investing and financing activities for the nine months ended September 30, 2012
and 2011:
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Nine Months Ended September 30,
Statement of Cash Flows Data: 2012 2011

(in thousands)

Total cash provided by (used in):
Operating activities $ (15,257) $ (12,279) 
Investing activities $ 529 $ (787) 
Financing activities $ 4,047 $ 27,034

Operating Activities. Cash used in operating activities during the nine months ended September 30, 2012 amounted to $15.3 million, an increase
of $3.0 million over the nine months ended September 30, 2011. The increase in our cash used in operating activities over the
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prior year is primarily due to an increase in net losses (adjusted for non-cash items) of $3.2 million due to the hiring of personnel and increased
marketing and manufacturing costs related to LAVIV, offset by operating cash inflows from changes in operating assets and liabilities.

Investing Activities. Cash provided by investing activities amounted to $0.5 million for the nine months ended September 30, 2012 due to the
sale of Agera offset by purchase of equipment for the lab facility in Exton, Pennsylvania. Cash used amounted to $0.7 million for the nine
months ended September 30, 2011 due to the purchase of lab equipment for the Exton facility.

Financing Activities. There was $4.0 million net cash received from financing activities during the nine months ended September 30, 2012
mainly due to the issuance of Series E Preferred Stock of $7.9 million, net of fees, offset by a debt repayment of $3.6 million and $0.3 for
dividend payments and fees. There was $27.0 million net cash received from financing activities during the nine months ended September 30,
2011 from the issuance of common stock and preferred stock and the exercise of warrants of $28.9 offset by principal debt payments of $1.3
million and dividend payments of $0.6 million.

Working Capital

As of September 30, 2012, we had cash and cash equivalents of $0.1 million and negative working capital of $5.2 million.

On October 9, 2012 we completed a private placement financing with a select group of institutional investors and high net worth individuals for
gross proceeds of $45.0 million from the sale of 450 million shares of common stock at a price of $0.10 per share. As of November 6, 2012, we
have received $43.0 million in gross proceeds from the Offering with the remaining $2.0 million in subscribed proceeds expected to be received
by mid-November from a single foreign investor. The cash is expected to last in excess of twelve months.

Contractual Obligations

During the nine month period ended September 30, 2012, there have been no material changes to our contractual obligations outside the ordinary
course of business from those specified in our Annual Report on Form 10-K for the year ended December 31, 2011.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Market risk is the potential loss arising from adverse changes in market rates and prices, such as foreign currency exchange rates or interest
rates.

Foreign Exchange Rate Risk

We do not believe that we have significant foreign exchange rate risk at September 30, 2012.

We do not enter into derivatives or other financial instruments for trading or speculative purposes.

Item 4. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures and Changes in Internal Control over Financial Reporting

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (the �Exchange Act�)) as of the end of
the period covered by this report. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures as of the end of the period covered by this report were effective in ensuring that information required to be
disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission�s rules and forms. We believe that a control system, no matter how well designed
and operated, cannot provide absolute assurance that the objectives of the control system are met, and no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within a company have been detected.

There was no change in our internal control over financial reporting (as defined in Rule 13a-15(f) of the Exchange Act) that occurred during the
period covered by this report that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings.
None

Item 1A. Risk Factors.
There were no material changes from the risk factors previously disclosed in the Annual Report on Form 10-K filed on March 30, 2012.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
We had no unregistered sales of equity securities during the period covered by this report that have not been previously reported on Form 8-K.

Item 3. Defaults Upon Senior Securities.
None

Item 4. Mine Safety Disclosure
Not Applicable

Item 5. Other Information.
None

Item 6. Exhibits
(a) Exhibits

EXHIBIT
NO. IDENTIFICATION OF EXHIBIT

    3.1 Certificate of Amendment of the Amended and Restated Certificate of Incorporation filed September 13, 2012

  10.1 Amended and Restated 2009 Equity Incentive Plan *

  31.1 Certification pursuant to Rule 13a-14(a) and 15d-14(a), required under Section 302 of the Sarbanes-Oxley Act of 2002

  31.2 Certification pursuant to Rule 13a-14(a) and 15d-14(a), required under Section 302 of the Sarbanes-Oxley Act of 2002

  32.1 Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

  32.2 Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.
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101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.

101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.

101.DEF XBRL Taxonomy Extension Definition Linkbase Document.

* Indicates a management contract or compensatory plan or arrangement
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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.

FIBROCELL SCIENCE, INC.

By: /s/ Declan Daly
Declan Daly
Chief Financial Officer

Date: November 14, 2012
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