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Operating highlights

US approval and | aunch of Triglide(TM (fenofibrate)

New agreement with d axoSm thKline on Paxil CR(TM

Paxil CR(TM returned to US market 27 June

DepoDur (TM granted conditional approval in UK

DepoBupi vacai ne(TM |icensed to Mundi pharma for all territories outside
North Anerica and Japan

e Foradil (R) Certihaler(R) approved in Germany and | aunched by Novartis

e Pulmcort(R) HFA-MDI filed by AstraZeneca in first European narket

Fi

nanci al highlights

* Revenue up 3%to £36.0 nmllion (2004: £35.1 nillion)

* Royalties 33% of total revenue, up 17%to £12.0 mllion (2004: £10.3
mllion)

e Goss profit down 9%to £21.4 mllion (2004: £23.5 mllion)

e R&D down 24%to £10.9 million (2004: £14.4 mllion)

» Operating | oss before exceptionals down 82%to £0.3 nmillion (2004: £1.6
mllion)



* Operating loss after exceptionals up £0.2mto £0.3 million (2004: £0.1
mllion)

e Deferred incone down by £0.9 mllion to £13.2 mllion (as at 31 Decenber

2004: £14.1 mllion)

Loss for the period up 7%to £9.3 nmillion (2004: £8.7 mllion)

Loss per share 1.5p (2004: 1.4p)

Net cash £19.0 nmillion (as at 31 Decenber 2004: £15.3 million)

Announcenent of rights issue, raising £35 mllion of new noney

M chael Ashton, Chief Executive, said: 'The first half of 2005 has seen a nunber
of significant achi evenents including the approvals and subsequent | aunches of

two inmportant products, Triglide(TM in the US and Foradil (R) Certihaler(R) in
Germany, its first major narket. W have appointed the first |icensee for
DepoBupi vacai ne(TM on terns which will largely fund its devel opment. | am pl eased
to report that Paxil CR(TM has returned strongly to the US market. W have al so
decided to take Flutiform(TM through Phase Il devel opnent oursel ves before
out-licensing which will, we believe, create significant additional value for

shar ehol ders.'
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About SkyePhar ma

SkyePharma PLC uses its world-1eading drug delivery technology to devel op
easier-to-use and nore effective formul ati ons of drugs. The mgjority of
chal | enges faced in the formulation and delivery of drugs can be addressed by
one of the Conpany's proprietary technologies in the areas of oral, injectable,
i nhal ed and topical delivery, supported by advanced sol ubilisation capabilities.
For nore information, visit

http://www.skyepharma.com

Certain statements in this news rel ease are forward-I| ooking statenments and are
made in reliance on the safe harbour provisions of the U S. Private Securities
Litigation Act of 1995. Although SkyePharma believes that the expectations
reflected in these forward-1ooking statements are reasonable, it can give no
assurance that these expectations will materialize. Because the expectations are
subject to risks and uncertainties, actual results may vary significantly from

t hose expressed or inmplied by the forward-1ooking statements based upon a nunber
of factors, which are described in SkyePharma's 20-F and ot her docunents on file
with the SEC. Factors that coul d cause differences between actual results and
those inmplied by the forward-1ooking statenents contained in this news rel ease
include, without limtation, risks related to the devel opnent of new products,
risks related to obtaining and nai ntaining regulatory approval for existing, new
or expanded indications of existing and new products, risks related to
SkyePharma's ability to manufacture products on a large scale or at all, risks
related to SkyePharnma's and its nmarketing partners' ability to market products
on a large scale to maintain or expand market share in the face of changes in
custoner requirenents, conpetition and technol ogi cal change, risks related to
regul atory conpliance, the risk of product liability clains, risks related to

t he ownership and use of intellectual property, and risks related to
SkyePharma's ability to manage growt h. SkyePharma undertakes no obligation to
revise or update any such forward-|ooking statenent to reflect events or
circunmstances after the date of this rel ease.



OPERATI ONAL REVI EW

Products on the narket

In March 2005, the FDA halted US distribution of Paxil CR(TM, our inproved
formulation of daxoSmithKline's Paxil (R), and another unrel ated product because
of manufacturing problens at a G axoSnithKline plant in Puerto Rico. These

probl ems have now been resol ved and d axoSnmithKline returned Paxil CR(TM to the
mar ket at the end of June. However because of the supply disruption

d axoSmithKline's total sales of Paxil CR(TM in the first half of 2005 were down
by 65%in constant exchange rate terns to £67 mllion ($126 mllion). Prior to
the FDA action, Paxil CR(TM held about 7% of all new US prescriptions for SSRI
anti depressants and we are encouraged by the trend in new prescriptions. W
concl uded a new agreement with G axoSmthKline in April that not only provided
us with a $10 million |l unp-sum paynment and increased the royalty rate on this
product from3%to 4% but al so nai ntained our royalty inconme even while the
product was off the market.

Xatral (R) OD (Uroxatral (R) in the USA) is our once-daily version of
Sanofi-Aventis's Xatral (R) (alfuzosin), a treatnment for the urinary synptonms of
beni gn prostatic hypertrophy. Xatral (R) OD has been on the market outside the
USA since April 2000 and the ol der multidose versions of Xatral (R} have now

| argely been wi thdrawn. Uroxatral (R), launched in the USA in Novenber 2003,
currently holds 11% of the conbined prescriptions witten for it and for its
mai n conpetitor. Xatral (R) OD has now been approved in Europe for a second

i ndi cation, acute urinary retention, with Phase IIl trials ongoing for the USA
In the first half of 2005, reported sales of all forms of Xatral (R were €157
mllion, up by 16%in constant exchange rate terns.



Sal es of DepoCyt(R) in the USA by our partner Enzon were $3.3 million, up 45% on
the prior year. Qur European partner Mndi pharnma, which | aunched the product as
DepoCyte(R) in February 2004, had sales of $2.2 mllion. W have now conpl eted
the Phase IV trial that will be used to support a filing for the nost common
form of neoplastic neningitis, associated with solid tunours.

Sol araze(R), our topical gel treatnment for actinic keratosis, is now marketed in
the US by the Doak Dernmatol ogics unit of Bradl ey Pharnaceuticals. Sales in the
first half of 2005 were in the region of $5 million. Solaraze(R) is marketed in
Europe and certain other territories by Shire Pharmaceuticals. In the first half
of 2005 Shire's total non-US sales were $5.4 nmillion, up by 44%

In Decenmber our US marketing partner Endo Pharmaceuticals | aunched DepoDur (TM,
our new i njectable analgesic for the treatnment of pain after surgery. Sales in
the first half of 2005 were $2.3 mllion. Gven the length of time typically
needed to establish hospital products, we are confident that this initial sales
| evel does not reflect the full potential of the product. In the UK we were

i nfornmed by the UK regul atory agency, the CSM that it will recomend approval
for DepoDur(TM, subject to certain conditions being satisfied. W are In

di scussions with the CSM about these conditions (which do not require further
clinical trials). Assuming final approval is received, the UK approval wll be
used as the basis for seeking approval throughout the European Union under the
EU s Mutual Recognition procedure. DepoDur(TM will be marketed in Europe by our
partner Zeneus Phar ma.

Fol | owi ng FDA approval in May, First Horizon Pharnaceutical Corporation |aunched
Triglide(TM (fenofibrate) on the US narket in July. We licensed Triglide(TM, a
once-daily oral treatnment for elevated blood lipid disorders, to First Horizon
in 2004. W will receive 25% of First Horizon's net sales of this product in the
formof royalty income and manufacturing revenues. Lipid disorders such as

el evated chol esterol and triglycerides are proven risk factors for



cardi ovascul ar di sease and al ready affect over half of the US popul ation. Even
anong the mnority who are treated, only a few attain target goals. Treatnent
therefore represents a nmajor area of unmet nedi cal need. Fenofibrate not only
lowers levels of total triglycerides and LDL cholesterol ('bad cholesterol') in

t he bl oodstream but al so has the val uable property of raising abnormally | ow

| evel s of HDL chol esterol ('good cholesterol'), increasingly recognized as a

maj or cardi ovascul ar risk factor. Sales of Abbott's Tricor(R), the current

branded version of fenofibrate, already exceed US$ 1 billion. Fenofibrate is
highly insoluble in water, resulting in variable uptake fromthe stonach and
requiring the patient to take the tablets with food. In Triglide(TM this drawback
has been overcone by our proprietary IDD(TM-P solubilization technology. Triglide
(TM has conparabl e absorption under both fed and fasting conditions and therefore
allows patients to take the drug at any tine, inproving conpliance and

sinmplicity for both patients and prescribers.

Products in | ate-stage devel oprment

Foradil (R) Certihaler(R) is our new version of Novartis' |ong-acting

bronchodil ator Foradil (R) (formoterol). We devel oped not only the nultidose
dry-powder inhal er device but also the fornulation technol ogi es that ensure dose
consi stency regardl ess of storage conditions. These technol ogies are al so

i nvolved in a new col |l aboration with Novartis to jointly devel op anot her
bronchodi | ator, QAB149. The product has now been | aunched in Germany and is
approved in el even other countries in Europe, Latin America and South Africa. In
the USA, where the product will be narketed by Schering-Pl ough, Novartis has
responded to the FDA about the conditions inposed in a second 'approvabl e’

letter issued in Decenber 2004.

We have conpleted Phase Il trials of Requip 24hr(TM, the once daily version of
d axoSmi t hKli ne' s Parkinson's drug Requi p(R). The product is expected to be
filed by daxoSmthKline [ater this year.



We are devel opi ng several other asthma drugs in netered-dose aerosol inhalers
(MDI's) powered by a hydrofl uoroal kane (HFA) propellant gas. AstraZeneca has now
filed for approval of an HFA-MDI version of the inhaled steroid Pulmcort(R)
(budesonide) in the first country in Europe, triggering a nilestone paynent. W
will also receive double-digit royalties on sales of Pulmcort(R) HFA-MD . CQur
own HFA-MDI version of the bronchodilator fornmoterol will comrence Phase |11
trials in the autumm, on track for planned filing in 2007. Because of the
success of conbi nation products, there is now a correspondi ngly di m ni shing

mar ket opportunity for single agent bronchodilators and we are therefore
currently undertaking a strategic review of fornoterol HFA-MI.

Flutiform(TM HFA-MDI (a fixed-dose combi nation of fornoterol and the inhaled
steroid fluticasone) has now conpleted its Phase Il trial. The results have been
revi ewed by the FDA and we have now subnitted an IND to commence Phase |11
trials in early 2006 with a target filing date of m d-2007. The market for

conbi nati on products for asthma alone is already worth in excess of $5 billion
and growing rapidly and is projected to be worth $10 billion by 2010. W
continue to believe that Flutiform(TM w |l be an inportant product, with

significant advantages over the limted nunber of potentially conpetitive
products that we expect can reach this narket over the next few years. As

di scussed in nore detail in the acconpanying rel ease today, we have now deci ded
to proceed with Phase 11l devel opnment at our own expense. This should allow us
to appoint a marketing partner or partners at a later stage and therefore on
substantially better terns than we had previously intimated.

We have extended our relationship with Mindi pharma, our European marketing
partner for DepoCyte, by granting rights outside North Anerica and Japan for
DepoBupi vacai ne(TM), a long-acting |ocal anaesthetic that we believe conpl enents

DepoDur (TM. We will receive up to $80 nillion in mlestone paynents and a 35%
share of sales (30%in markets outside Europe). DepoBupivacaine(TM is currently
in Phase Il trials, with results expected in the autum. At that tine we wll

conmence negotiations with potential US |icensees. Endo, our US narketing
partner for DepoDur(TM, has the right of first negotiation for US commerci al
rights to DepoBupi vacaine(TM. W are also in negotiations to appoint |icensees



for other territories.

Propofol IDD-IXTM is our novel formulation of propofol, a w dely-used injectable
anaesthetic and sedative. Qur fornulation has been designed not to support

m crobial growh, a recognised problemwi th current versions, and should provide
uni nterrupted sedation for 24 hours, ideal for the fast-grow ng intensive care
market. We are in dialogue with the FDA on the design of the additional trials
required for approval. W are also in current discussion with potentia

i censees for Europe and certain other markets.

Current trading and prospects

Apart fromthe continued delay in the licensing in Flutiform(TM, the results and
net loss for the first half of 2005 were in line with the Directors

expectati ons. These expectations have been revised as a result of the decision

to self-fund the devel opnent of Flutiform{(TM. This decision will result in
addi ti onal devel opnment costs of £8 million which it had previously assunmed woul d
be rei nmbursed by a partner during the second half of 2005. The bal ance of the
busi ness is expected to performbroadly in line with Directors' previous
expectations.

The future

W are determined to naximise the long-termreturn fromour products and to nove
away fromreliance on one-of f mlestone paynents, which historically have made
up the majority of our revenues. \Were possible, we have al so taken products
further in devel opnment before out-licensing in order to optimse the returns we
can obtain. Inevitably this has brought a short-termpenalty in terns of
revenues and cashflow but we are confident that this is the correct [ong-term
approach, which will greatly enhance the val ue of our products to the conpany.



In the acconpanying rel ease, you will see that | have indicated to the Board
that it is ny intention to retire next year after | reach the age of 60. It has
been ny great pleasure to work with such a talented group of staff at

SkyePharma. | will be stepping down no |ater than the Annual General Meeting.
Meanwhile | will be working with the Board to identify a successor and to ensure
a snooth transition.

M chael Ashton
Chi ef Executive

FI NANCI AL REVI EW
Tur nover

Revenues for the half year were 3% higher at £36.0 million conpared with £35.1
mllion in the same period in 2004. This is primarily due to an increase in
royalty inconme as well as higher manufacturing and distribution revenue.
Revenues have increased by a cunul ative annual growth rate of 37% since 1996.

Contract devel opment and |icensing revenues decreased 7%to £19.5 mllion for
the period (HL 2004: £21.0 nmillion). Revenues recogni sed frommilestone paynents
and paynents received on the signing of agreements in the period decreased by
£0.5 mllion to £17.6 nillion and included revenues fromFirst Horizon for the
US marketing and distribution rights for Triglide and Mindi pharma for the

Eur opean marketing and distribution rights for DepoBupivacal ne. In addition

£3.3 million of revenue was recogni sed from d axoSnithKline on the phase I
clinical trials of Requip (ropinirole), AstraZeneca on the phase Ill clinica
trials of Budesoni de HFA and Novartis on the phase Il clinical trials of QAB
149. Research and devel opnent costs recharged fell by £1.0 mllion nmainly due to
a fall in the costs recharged to Mcap plc in respect of the devel opment of



their nmicroencapsul ation technol ogy.

Royal ty incone, principa

I[ly fromPaxil CR Xatral OD, DepoCyt and Sol araze,
i ncreased by 17%to £12.0 m ||

ion conmpared with the first half of 2004.

Manuf acturing and distribution revenues increased by 19%to £4.6 nillion for the
period mainly due to higher production of QAB 149, conpared with £3.9 nillion in
H1 2004.

Def erred i ncone

During the period there was a net reduction in deferred incone of £0.9 mllion
under SkyePharma's revenue recognition policy. Total deferred inconme of £13.2
mllion as at 30 June 2005 conpri sed:

31 Decenber 2004

Recei ved *
£ mllion £ mllion

Contract devel opment and |icensing
revenue 14. 1 18. 6

* | ncl udes exchange adj ustnents

Deferred incone will be released in subsequent periods as the related costs are
incurred or as any associ ated obligations under the rel evant contracts are
sati sfied.



Cost of sales

Cost of sal es conprises research and devel opment expendi tures, including the
costs of certain clinical trials incurred on behalf of our collaborative
partners, the direct costs of contract manufacturing, direct costs of |icensing
arrangenents and royal ti es payable. Cost of sales increased by 26%to £14.6
mllion in the first six nmonths of 2005 (H1 2004: £11.6 nillion). This was

mai nly due to an increase in manufacturing and distribution expenses ahead of

t he approval and | aunch of Triglide, as well as DepoDur costs since its |aunch
i n Decenber 2004. The resulting gross profit decreased 9%to £21.4 mllion
conmpared with £23.5 nmillion in the first half of 2004.

Expenses

Selling, marketing and distribution expenses decreased to £0.5 nmillion (HL 2004:
£1.1 mllion), reflecting continued savings resulting fromthe G oup
reor gani sati on announced i n 2003.

Anortisation of intangible assets remained at £1.0 nmillion. OGther adm nistration
expenses before exceptionals also remained relatively constant at £9.1 million
inthe first half, conpared with £9.2 mllion in HL 2004. After exceptiona

itens other administration expenses decreased marginally at £9.1 mllion in the
first half (HL 2004: £9.8 million).

SkyePharnma' s own research and devel opnent expenses in the period decreased by
£3.5 million to £10.9 nmillion nmainly due to a reduction in expenditure on
Budesoni de HFA, DepoDur and other injectable products partly off set by an



i ncrease in expenditure on DepoBupi vacai ne and Flutiform

The ot her operating expense in the first six nonths of £0.3 mllion relates to a
| oss due to the novenent in the fair value of the Goup's investnment in
GeneMedi x plc. This conpares with a net gain of £2.7 mllion in HL 2004,
conprising a gain of £0.6 mllion on the revaluation of the investnment in
CGeneMedi x and an exceptional £2.0 million profit in HL 2004 on di sposal of the
Group's entire holding of Transition Therapeutics shares.

The G oup began to equity account for Astralis Linmted in Decenber 2004 and the
charge for the first six nonths is £0.6 mllion, conpared with no charge in the
first half of 2004.

Qperating results

The operating | oss after exceptionals of £0.3 million is broadly constant with
the loss in 2004 of £0.1 mllion. Before exceptionals the G oup nade a | oss of
£0.3 million conmpared with a loss of £1.6 mllion in HL 2004. The reduction is
mainly due to the decrease in the Group's own research and devel opnment of £3.5
mllion, partly offset by the increase in cost of sales. The retained |loss for
the period increased by 7%to £9.3 nmillion (HL 2004: £8.7 mllion), after net

i nterest payable of £8.3 million (HL 2004: £8.5 million). Earnings before
interest, tax, depreciation and anortisation ('EBITDA" ), a commonly used
indicator, resulted in a profit of £3.3 mllion in the period (HL 2004: £3.9
mllion).

The |1 oss per share for the period was 1.5 pence, which represents a 7% i ncrease
conpared with a loss of 1.4 pence for the same period in 2004.



Foreign currency nmovenments did not have a material inpact on the results of
operations in 2005 conmpared w th 2004.

Bal ance sheet

The bal ance sheet at 30 June 2005 shows sharehol ders' equity of £32.1 nillion
with curmul ative goodwill witten off to the profit and | oss account reserve of
£147.6 mllion.

In July 2004 the G oup exchanged £49.6 nmillion of its convertible bonds due 2005
for convertible bonds due 2024, leaving £9.8 mllion of the 2005 bonds
outstanding. I n Septenber 2004 the £49.6 nillion 2024 converti bl e bonds were
consolidated to forma single series with the £20 nmillion 2024 bonds issued in
May 2004. In June 2005 the Group issued £20 nmillion 8% convertible bonds. Unless
previously redeenmed or converted, the bonds will be redeened by the Group at
their principal ampunt in June 2025. In addition the conpany repaid the £9.8
mllion balance on the convertibl e bonds due June 2005. As a result of these
transactions the Goup has £69.6 mllion convertible bonds due May 2024 and £20
mllion convertible bonds due June 2025 outstanding as at 30 June 2005. On the
bal ance sheet these are reflected as £63.3 mllion in liabilities and £28.5
million in equity.

During the period the Group issued 5,482,238 Odinary Shares to two fornmer
Astralis Directors to acquire 11,160,000 common shares in Astralis.



Liquidity and capital resources

At 30 June 2005 SkyePharma had cash and short-term deposits of £20.2 million and
a bank overdraft of £1.2 million, conpared with £15.3 nillion cash and no bank
overdraft at 31 Decenmber 2004. Bank and ot her non-convertible debt ambunted to
£11.3 mllion at 30 June 2005, consisting principally of a £6.8 nillion property
nortgage secured by the assets of Jago. Net debt excluding the Paul Capita
funding liabilities anbunted to £54.4 nillion (31 Decenber 2004: £55.5 nmillion).

There was a net cash inflow fromoperating activities of £4.5 mllion for the
hal f year (HL 2004: £3.0 million outflow). During the first half of 2005
purchases of property, plant and equi pment were £1.1 million. Purchases of
intangi ble fixed assets of £2.0 million mainly relate to the purchase of
licenses to intellectual property in the area of pul nbnary delivery.

This resulted in cash in
conpared with a cash out

w before financing for the period of £1.3 million

flo
flow of £4.4 million in the sane period in 2004.

Cash inflows fromfinancing in the period were £2.3 nmillion (HL 2004: £11.7
mllion). In May 2005 the Group announced that it had signed agreenents for a
private placenent of £20 million 8% convertible bonds, with a first put after
five years by the holder of the bonds, and a final maturity of June 2025. The
bonds were issued on 3 June 2005. This £20.0 million raised was received prior
to 30 June 2005 with expenses being incurred after this date. The bonds are
convertible at the option of the holder into SkyePharma Ordinary Shares at an
initial conversion price of 81 pence at any tine prior to maturity.

Borrowi ngs of £5.2 million were repaid in the period (HL 2004: £3.3 nillion).



This primarily conprises royalty paynments paid to Paul Capital. The proceeds
fromthe sale of future royalty interests to Paul Capital are classified as
borrow ngs under |FRS and paynents of royalties treated as a reduction of the
[iability.

In addition the conpany repaid the £9.8 nillion bal ance on the converti bl e bonds
due June 2005.

International Financial Reporting Standards

The interimfinancial information for the six nmonths ended 30 June 2005 has been
prepared for the first tinme in accordance with IFRS. |In preparing the financial
information certain first-tine adoption provisions have been applied. The G oup
has established I FRS accounting policies which it expects to apply inits
financial statenments for the year ended 31 Decenber 2005 and applied these
policies to its interim2005 results. Further information on the inpact of our
transition to I FRS can be found in note 11

Donal d Ni chol son

Fi nance Director

CONSCOL| DATED | NCOVE STATEMENT
for the six nonths ended 30 June 2005



Unaudited 6 nonths to 30 Ju

Unaudi ted 6
nmont hs to 30
June 2005 Pre-exceptional Excepti ona
items (note 3)
Not es
£' 000 £' 000 £' 000
Revenue 2 36, 036 35, 099 -
Cost of sales (14, 612) (11, 581) -
Gross profit 21,424 23,518 -
Sel ling, marketing and (467) (1, 133) -
di stribution expenses
Admi ni stration expenses
Anortisation (1, 020) (1, 005) -
Q her administrative expenses (9,073) (9, 223) (537)
(10, 093) (10, 228) (537)
Research and devel opnent expenses (10, 889) (14, 362) -
O her (expense)/ incone 4 (252) 644 2,021
Operating | oss (277) (1,561) 1, 484
Interest and simlar expense (8,652) (8, 856) -
Interest and sinmilar incone 357 370 -
Share of loss in associate (576) - -
Loss before incone tax (9, 148) (10, 047) 1,484
I nconme tax expense (124) (95) -
Loss for the period (9, 272) (10, 142) 1, 484
Attributable to
Equi ty hol ders of the Conpany (9, 272) (10, 142) 1,484
Earni ngs per share attributable 5

to the equity hol ders of the
Conpany during the period

(expressed in pence per share)
Basi ¢ earnings per share (
Di | uted earni ngs per share (

e
U101
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Al'l results represent continuing activities.

See Notes to the InterimFi nanci al Statenents.

CONSOL| DATED BALANCE SHEET
as at 30 June 2005

ASSETS

Non- current assets

Goodwi I I and i ntangi bl e assets
Property, plant and equi prent

I nvestnents in associ ates

Avai |l abl e-for-sale financial assets

Current assets

I nventories

Trade and ot her receivabl es

Fi nanci al assets at fair value through profit or |oss
Cash and cash equival ents

Total Assets
LI ABI LI TI ES

Current liabilities
Trade and ot her payabl es

Unaudi ted 30
June
Not es 2005

£' 000

95, 724

36, 546

6 16, 752
4,371

153, 393

2,497
15, 532
841

20, 227
39, 097
192, 490

(17, 356)



Converti bl e bonds

O her borrow ngs

Derivative financial instrunents
Deferred i ncone

Pr ovi si ons

Non-current liabilities
Converti bl e bonds

O her borrow ngs

Def erred i ncone

QG her non-current liabilities
Pr ovi si ons

Total Liabilities
Net Assets

SHAREHOLDERS' EQUI TY

Share capital

Share prem um

Transl ation reserve

Fair val ue reserve

Ret ai ned ear ni ngs

Q her reserves

Total Sharehol ders' Equity

See Notes to the InterimFinancial Statenents.

CONSOLI DATED STATEMENT OF CHANGES IN EQUITY
for the six nonths ended 30 June 2005

(12, 455)
(10, 821)
(40, 632)

(63, 343)
(49, 238)
(2, 360)
(3, 193)
(1, 606)
(119, 740)
(160, 372)

32,118

63, 990
323, 264
(1, 592)
(1, 406)

(389, 973)

37, 835
32,118



At 1 January 2005
Forei gn currency
translation differences
Fair value | oss on
avail abl e-for-sale

i nvestment s

Net inconme recogni sed
directly in equity

Loss for the period
Total recogni sed incone
Share based paynents

| ssue of share capital

Exerci se of share options

Repaynent of convertible
bonds due June 2005

| ssue of convertible
bonds due May 2024

At 30 June 2005

Shar e
capital

£' 000
63, 440

63, 990

See Notes to the InterimFi nanci al

CONSOLI DATED CASH FLOW STATEMENT

for the six nonth ended 30 June 2005

Shar e
prem um

£' 000
320, 980

St at enent s.

Transl ati on

reserve
£' 000

(1, 156)
(436)

(1,592)

Fair
val ue
reserve
£' 000

(543)
(863)
(863)

(863)

(1, 406)

Ret ai ned
ear ni ngs
£' 000
(382, 844)
(9, 272)
(9, 272)
1, 445

698

(389, 973)

O her

reserves

£' 000
32,412

(698)
6, 121
37, 835



Not es

Cash flows fromoperating activities

Cash generated from operations 10
I ncome tax paid

Net cash generated fromoperating activities

Cash flows frominvesting activities
Purchases of property, plant and equi prent
Purchases of intangible assets

Purchase of shares in associates

Purchase of available for sale investnments
Di sposal of available for sale investnments
Net cash used in investing activities

Cash flows fromfinancing activities

Proceeds fromissue of ordinary share capital
Proceeds fromissue of convertible bonds due June 2025
Proceeds fromissue of convertible bonds due May 2024
Expenses of issue of convertible bonds due My

2024

Repaynment of convertible bonds due June 2005
Repaynent s of borrow ngs

Repaynent of finance | ease principa

Interest paid

Interest received

Net cash used in financing activities

Ef fect of exchange rate changes

Net increase in cash and equival ents

Unaudi ted 6 nont hs Unaudited 6 no

to 30 June 2005
£' 000

4,658
(119)
4,539

(1, 050)
(1,978)
(173)

(3, 201)

11
20, 000

(9, 806)

to 30 June
£



Cash and cash equival ents at begi nning of the period 15, 337 22
Cash and bank overdrafts at end of the period 19, 003 29

See Notes to the InterimFinancial Statenents.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
for the six nonths ended 30 June 2005

1 Accounting policies and the basis of preparation

Basi s of preparation

The Group is required to prepare consolidated financial statements in accordance
with International Financial Reporting Standards ('IFRS ) and applicable
interpretations, as adopted for use in the EU, and with those parts of the
Conpani es Act, 1985 applicable to conpanies reporting under |IFRS, for the year
ended 31 Decenber 2005

The interimfinancial information for the six nonths ended 30 June 2005 is
unaudi ted and has been prepared by SkyePharma PLC in accordance with | FRS as
adopted for use in the EU and expected to be endorsed by 31 Decenber 2005. In
preparing the underlying financial information, the Directors have applied
certain first-time adoption provisions allowed by |FRS 1 based on those
standards and interpretations that they expect to be effective and the policies
t hey expect to adopt in the financial statenents as at 31 Decenber 2005.
Conparative financial information presented for the periods ended 30 June 2004
and 31 Decenber 2004 has been restated to conformto the sane basis of
preparation. The conparative information is unreviewed and unaudited.

The interimreport does not constitute statutory financial statenents within the
nmeani ng of section 240 of the Conpanies Act 1985. Statutory accounts for the
year ended 31 Decenber 2004, which were prepared under accounting principles



general ly accepted in the UK have been delivered to the Registrar of Conpanies.
The auditors report on those accounts was unqualified and contained no statenent
under section 237(2) or section 237(3) of the Conpanies Act 1985.

The G oup has established | FRS accounting policies which it expects to apply in
its financial statenments for the year ended 31 Decenber 2005 and applied these
policies and applicable IFRS 1 transition provisions to deternine the opening
bal ance sheet at its date of transition, 1 January 2004. The inpact of
transition fromUK GAAP to | FRS on the Group's sharehol ders' funds as at 31
December 2004, and on the Group's inconme statenment for the six nmonths ended 30
June 2004 is discussed in Note 11

Transitional arrangenents

The adoption of the provisions set out in IFRS 1 and the assunptions nade about
the standards and interpretations expected to be effective as at 31 Decenber
2005 are outlined bel ow

. Busi ness Conbi nations: A first-time adopter nay elect not to apply
| FRS 3 - 'Business Conbi nations' retrospectively to business conbi nati ons that
occurred before the date of transition to | FRS. The Conpany el ected to take
advant age of this exenption, not applying IFRS 3 to the business conbi nations
that occurred before the date of transition

. Shar e- Based Paynents: A first-time adopter is encouraged, but not
required, to apply IFRS 2 - 'Share-Based Paynents' to equity instrunents that
were granted on or before 7 Novenber 2002 and not vested at 1 January 2005. The
Conpany el ected to adopt full retrospective application of IFRS 2, not taking
advant age of the IFRS 1 exenption

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
for the six nmonths ended 30 June 2005



. Cunul ative Translation Differences: A first-tine adopter need not
conply retrospectively with the requirement in |AS 21 - 'The Effects of Changes
in Foreign Exchange Rates' to classify translation differences as a separate
conponent of equity related to foreign operations and recycle themthrough the
i ncome statenent on disposal of the foreign operations. The Goup el ected not
to take advantage of this exenption.

. Financial Instruments: In its first IFRS financial statements a first
ti me adopter need not restate the conparative information in conpliance with
IAS 32 - 'Financial Instrunents: Disclosure and presentation' and |IAS 39 -

Fi nanci al Instruments: Recognition and Measurenent'. The Conpany el ected not to
t ake advantage of this exenption.

The G oup has assuned that the European Comnission will endorse the anendnent to
I AS 19 - 'Enpl oyee benefits - Actuarial gains and | osses, group plans and

di scl osures'. The Group recogni ses actuarial gains and | osses arising from
experi ence adjustnents and changes in actuarial assunptions directly in equity,
in the period they have occurred.

Sunmary of principal accounting policies

(a) Consolidation

The underlying financial infornmation conprises a consolidation of the accounts
of the Conpany and all its subsidiaries and includes the Group's share of the
results and net assets of its associates. The accounts of the G oup's
subsi di ari es and associates are nade up to 31 Decenber.

Subsi di ari es



Subsidiaries are all entities over which the Goup has control. Control is

achi eved where the Conpany has the power to govern the financial and operating
policies of an entity so as to obtain benefits fromits activities. Subsidiaries
are fully consolidated fromthe date on which control is transferred to the
Group. They are de-consolidated fromthe date on which control ceases. The
results of subsidiaries acquired or disposed during the year are included in the
consol i dated i ncone statenent fromthe effective date of acquisition or up to
the effective date of disposal, as appropriate

The G oup uses the purchase nmethod to account for the acquisition of

subsi diaries. The cost of an acquisition is nmeasured as the fair value of the
assets given, equity instruments issued and liabilities incurred or assuned at
t he date of exchange, plus costs directly attributable to the acquisition
Identifiable assets acquired and liabilities and contingent liabilities assuned
in a business conmbination are nmeasured initially at their fair values at the
acquisition date, irrespective of the extent of any minority interest. The
excess of the cost of acquisition over the fair value of the Goup's share of
the identifiable net assets acquired is recorded as goodwill. If the cost of
acquisition is less than the fair value of the Group's share of the net assets
of the subsidiary acquired, the difference is recognised directly in the incone
st at enent .

I nter-conpany transactions, bal ances and unrealised gains on transactions

bet ween group conpanies are elimnated. Unrealised |osses are also elimnated
unl ess the transaction provides evidence of an inpairment of the asset
transferred. Subsidiaries' accounting policies have been changed where necessary
to ensure consistency with the policies adopted by the G oup



NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
for the six nonths ended 30 June 2005

Associ at es

Associ ates are all entities over which the Group has the power to exercise
significant influence but not control generally acconpanyi ng a sharehol di ng of
bet ween 20% and 50% of the voting rights. Investnents in associates are
accounted for by the equity nethod of accounting and are initially recogni sed at
cost. The Group's investment in associates includes goodwill identified on

acqui sition.

The Group's share of its associates' post-acquisition profits or losses is
recogni sed in the income statenment, and its share of post-acquisition novenments
in reserves is recognised in reserves. The cunul ative post-acquisition novenents
are adj usted agai nst the carrying ambunt of the investnent. Wen the Goup's
share of losses in an associate or joint venture equals or exceeds its interest
or participation, including any other unsecured |ong-termreceivables, the G oup
does not recognise further |osses, unless it has incurred obligations or nmade
paynments on behal f of the associate or joint venture.

Unreal i sed gains on transactions between the Group and its associ ates are
elimnated to the extent of the Goup's interest in the associates. Unrealised
| osses are also elimnated unless the transacti on provi des evi dence of an

i mpai rment of the asset transferred. Associates' accounting policies have been
changed where necessary to ensure consistency with the policies adopted by the
G oup.



(b) Revenue recognition

Revenue conprises the fair value for the sale of goods and services, net of
sal es taxes, rebates and discounts and after elinmnated sales within the Goup
Revenue is recogni sed as foll ows:

Contract devel opment and |icensing

Contract devel opment and |icensing income represents anounts earned for services
rendered under devel opment and |icensing agreenents, including up-front

paynments, nilestone paynents, technol ogy access fees and research and

devel opnent costs recharged. Revenues are recogni sed where they are
non-refundabl e, the Goup's obligations related to the revenues have been

di scharged and their collection is reasonably assured. Refundable contract
revenue is treated as deferred until such tine that it is no |onger refundable.
In general up-front paynments are deferred and anorti sed on a systematic basis
over the period of developnment to filing. MIestone paynents related to
scientific or technical achievenents are recognised as i ncone when the mlestone
i s acconplished.

Royal ty incone

Royalty income is recogni sed on an accrual s basis and represents inconme earned
as a percentage of product sales in accordance with the substance of the
rel evant agreemnent.



Manuf acturing and distribution

Manuf acturing and distribution revenues principally conprise contract

manuf acturing fees invoiced to third parties and income from product sal es.
Revenues are recogni sed upon transfer to the custoner of significant risks and
rewards, usually upon despatch of goods shipped where the sales price is agreed
and collectability is reasonably assured.

I nterest incone

Interest incone is recognised on a tine-proportion basis using the effective
i nterest method.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
for the six nonths ended 30 June 2005

(c) Intangible assets

Goodwi | |



Coodwi I | represents the excess of the cost of an acquisition over the fair val ue
of the Goup's share of the net identifiable assets of the acquired subsidiary/
associ ate at the date of acquisition. Goodwill is tested annually for inpairnment
and carried at cost |ess accumul ated inpairnent | osses.

Intell ectual property

Intell ectual property conprises acquired patents, trade marks, know how and
other simlarly identified rights. These are recorded at their fair val ue at
acquisition date and are anortised on a straight |ine basis over their estinated
useful economic lives fromthe time they are avail able for use. The period over
whi ch the Group expects to derive econom c benefits does not exceed 20 years.

Research and devel opnent

Research expenditure is charged to the inconme statement in the period in which
it is incurred. Devel opnent expenditure is capitalised when the criteria for
recogni sing as asset are net - when it is probable that the project will be a
success, considering its conmercial and technol ogical feasibility, and costs can
be nmeasured reliably. Regulatory and other uncertainties generally nmean that
such criteria are not net. Where devel opment costs are capitalised they are
anortised over their useful econonmic lives from product |aunch. Prior to product
l aunch the asset is tested annually for inpairnment.

Conput er software



Costs that are directly associated with the purchase and i npl ementation of
identifiable and uni que software products by the G oup are recogni sed as

i ntangi bl e assets. Expenditures that enhance and extend the benefits of
conput er software programes beyond their original specifications and lives are
recogni sed as a capital inprovenent and added to the original cost of the
software. Direct costs include the software devel opnment enpl oyee costs and an
appropriate portion of relevant overheads. Software costs are anortised over
their useful economic lives, generally a period of 3 to 5 years.

(d) Inpairnent of assets

Assets that have an indefinite useful life are not subject to anortisation and
are tested annually for inpairnent. Assets that are subject to anortisation or
depreci ation are reviewed for inpairnment whenever events or changes in

ci rcunstances indicate that the carrying amount nmay not be recoverable. An

i mpairment | oss is recognised for the anbunt by which the asset's carrying
anount exceeds its recoverabl e amobunt. The recoverabl e amount is the higher of
an asset's fair value less costs to sell and value in use. Any inpairnent |oss
is charged to the incone statement in the year concerned. For the purposes of
assessing inmpairnment, assets are grouped at the |lowest |levels for which there
are separately identifiable cash in flows (cash-generating units).

The expected cash flows generated by the assets are discounted using asset
specific discount rates which reflect the risks associated with the groups of
assets. These risks vary with the nature and the location of the cash
generating units.



NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
for the six nonths ended 30 June 2005

(e) Investnents

The Group classifies its investments according to the purpose for which the
i nvestments were acqui red. Managenent determ nes the classification of
investnments at initial recognition and re-eval uates the designation at every
reporting date. The G oup has the followi ng categories of investnents:

Avai |l abl e-for-sale financial assets

Avai |l abl e-for-sale financial assets are non-derivatives that are not acquired to
generate profit fromshort-termfluctuations in price. They are included in
non-current assets unless nanagenment intends to di spose of the asset within 12
nont hs of the bal ance sheet date.

Avai |l abl e-for-sale investnents are initially recorded at cost, being the fair
val ue of consideration given, plus transaction costs. Subsequently,

avai | abl e-for-sale investnents conprising narketable equity securities that are
traded in active nmarkets are carried at their value as of each bal ance sheet

dat e.



Unreal i sed gains and | osses arising fromchanges in the fair val ue of
non-nmonetary securities classified as available-for-sale investnents are
recogni sed in equity. Wien available-for-sale investnents are sold or inpaired,
the accumul ated fair value adjustnments in equity are recycled into the incomne
statement as gains and | osses frominvestment securities.

The Group assesses at each bal ance sheet date whether there is objective

evi dence that a financial asset or a group of financial assets is inpaired. If
any such evidence exists for available-for-sale financial assets, the cunulative
| oss - neasured as the difference between the acquisition cost and the current
fair value, less any inpairment |oss on that financial asset previously

recogni sed is removed fromequity and recognised in the incone statemnent.

| mpai rment | osses recognised in the income statenment on equity instrunents are
not reversed through the inconme statenent.

Fi nanci al assets at fair value through profit or |oss

The Group classifies investnents in this category if acquired principally for
the purpose of selling in the short termor if so designated by managenent.

Fi nanci al assets at fair value through profit or loss are initially recorded,
and subsequently carried, at fair value. Realised and unrealised gains and

| osses arising fromchanges in the fair value of assets held in this category
are included in the income statement in the period in which they arise.

Fi nanci al assets at fair value through profit or loss are classified as current
assets if they are either held for trading or are expected to be realised within
12 months of the bal ance sheet date.

(f) Convertible bonds



On issue the debt and equity conmponents of a convertible bond are separated and
recorded at fair value net of issue costs. The fair value of the liability
portion is deternmined applying a market interest rate for an equival ent
non-convertible bond to the forecast cash fl ows under the convertible bond
agreenment. This anpunt is recorded as a liability on an anorti sed cost basis
until extingui shed on conversion or nmaturity of the bonds. The remai nder of the
proceeds of the bond is allocated to the conversion option which is recogni sed
and included in sharehol ders' equity, net of incone tax effects. The val ue of

t he conversion option is not changed i n subsequent peri ods.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
For the six nonths ended 30 June 2005

2 Anal ysi s of revenues

Revenue earned nay be anal ysed by category as foll ows:

Unaudited 6 nonths to Unaud
30 June 2005

£' 000

Contract devel opment and |icensing
M | est one paynents 17,631
Research and devel opnent costs recharged 1, 842
19, 473
Royal ti es 11, 995
Manuf acturing and distribution 4,568

36, 036



An anal ysis of revenue by custoner |ocation is presented bel ow

UK

Eur ope

North Anerica
Rest of world

3 Exceptional itens

Restructuring costs
Profit on di sposal of avail abl e-for-sale investnent

Unaudited 6 nonths to
30 June 2005

£' 000

8,519

8, 536

15, 307

3,674

36, 036

Unaudited 6 nonths to
30 June 2005
£' 000

Exceptional itens in 2004 include a charge of £0.5 million relating
to the reorganisation of sone research and devel opment operations and ot her
busi ness functions comrenced duri ng 2003. The reorgani sati on has been conpl eted
during 2005. In addition, £2.0 mllion relates to the profit on disposal of the

Group's investnment in Transition Therapeutics. The exceptiona

rise to a taxation charge or credit.

items do not give

Unaud

Unaud



4 O her income and expenses

Unaudited 6 nonths to Unaud
30 June 2005
£' 000

(Loss)/ gain on financial assets at fair value through profit

or |oss (252)

Profit on di sposal of avail abl e-for-sale investnent -
(252)

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
For the six nonths ended 30 June 2005

5 Ear ni ngs per share
Loss Wighted average P
nunber of shares
£' 000 ' 000
Basi ¢ and diluted | oss per share (9, 272) 619, 369
The | oss per share can be anal ysed as foll ows:
Loss per share before anortisation (8, 252) 619, 369
Anortisation (1, 020) 619, 369

Basic and diluted | oss per share (9, 272) 619, 369



There is no difference between basic and diluted | oss per share since in a |oss
maki ng period all potential shares are anti-dilutive.

Shares hel d by the SkyePharma PLC General Enpl oyee Benefit Trust
excluded fromthe wei ghted average nunber of shares.

Il nvestnents in associ at es

Begi nni ng of the period

Recl assification of investnent as associate
Addi ti ons

Share of | oss

End of the period

have been

During the period the Group issued 5,482,238 Odinary Shares to two fornmer
Astralis Directors to acquire 11,160,000 common shares in Astralis. The

resulting holding at 30 June 2005 represents approxi nately 49.7% of the conmon

shar es.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS

For

the six nmonths ended 30 June 2005

30

June 2005
£' 000

14, 332
2,996

(576)
16, 752



7 Bor r owi ngs

Current
Converti bl e bonds due June 2005

Bank overdraft

Bank borrow ngs

Property nortgage

Paul Capital funding liabilities
Fi nance lease liabilities

O her current borrow ngs

Total current borrow ngs
Non- curr ent

Converti bl e bonds due May 2024
Converti bl e bonds due June 2025

Bank borrow ngs

Property nortgage

Paul Capital funding liabilities
Fi nance lease liabilities

O her non-current borrow ngs

Total non-current borrow ngs

Tot al borrow ngs

Bank Overdraft

30 June 2005
£' 000

1,224
2,221
258
8, 723
29
12, 455

12, 455

50, 577
12, 766
63, 343

977

6, 546
41, 643
72

49, 238

112, 581
125, 036



At 30 June 2005 the Group had an overdraft facility of £1.3 mllion (CHF 3
mllion) with Bassell andschaftliche Kantonal bank secured on the assets of Jago.

Bank Borrow ngs

At 30 June 2005 bank borrow ngs include two anpbunts due to the

Basel | andschaftli che Kant onal bank of £0.9 million (CHF 2 nillion) and £0.7
mllion (CHF 1.5 million). Both | oans are renewabl e annually and bear interest
at 6.5% and 6. 0% respectively. Both | oans are secured on the assets of Jago and
the £0.7 million (CHF 1.5 mllion) loan is guaranteed by SkyePharma PLC.

The Group had a loan as at 30 June 2005 with GE Capital Corp of £1.7 mllion
($3.1 mllion). The loan is secured by certain assets of SkyePharma Inc,
SkyePharma US Inc and SkyePharma PLC. The | oan bears interest at 8.0%and is
repayabl e by instalnments until Septenber 2007.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
For the six nonths ended 30 June 2005

Property Mortgage

At 30 June 2005, the Group had a property nortgage facility with the
Basel | andschaftli che Kant onal bank of £6.8 million (CHF 15.8 nillion) of which



£0.3 million (CHF 0.6 nmillion) is shown within current borrow ngs. The nortgage
is in tw tranches, both secured by the assets of Jago. The first tranche of
£2.7 million (CHF 6.4 nmillion) bears interest at 2. 75% and i s repayabl e by

i nstal ments over 16 years sem -annually. The second tranche of £4.1 nillion (CHF
9.4 mllion) bears interest at 2. 75% and is repayable by instal ments over 47
years sem - annually.

Paul Capital Funding Liabilities

The Goup entered into two transactions with Paul Capital Royalty Acquisition
Fund (' Paul Capital') in 2000 and 2002. Under these transactions Paul Capita
provided a total of $60 nmillion in return for the sale of a portion of the
potential future royalty and revenue streans on a selection of the Goup's
products.

Wi I st the contractual arrangenment with Paul Capital is a royalty agreenent
under which royalties are payable on revenues earned and paynents received, the
proceeds received from Paul Capital neet the definition of a financial liability
under | AS 32, and are treated as a financial liability. Royalties paid to Pau
Capital are treated as repaynent of the liability and notional interest is
charged on the liability. The liability has no face val ue but represents the net
present value of royalties the Conpany expect to pay Paul Capital over the term
of the agreenent. If ultimately revenues are |lower than we forecast, the royalty
paynments to Paul Capital will be |ower and the calculated value of the liability
will fall

Fi nance lease liabilities



ol i gations under hire purchase and finance | eases are secured upon the assets
to which they relate and as at 30 June 2005 £0.1 million (SKR 0.9 mllion) is
guar ant eed by SkyePharnma PLC.

8 Converti bl e Bonds

On 31 May 2005 the Group announced that it had signed agreenents for
a private placenent of £20 million 8% convertible bonds, with a first put after
five years by the holder of the bonds, and a final maturity of June 2025. The
bonds were issued on 3 June 2005. The bonds are convertible at the option of the
hol der into SkyePharma Ordinary Shares at an initial conversion price of 81
pence at any tine prior to nmaturity. The bond contains a price reset feature
such that if on 3 June 2006 the Conpany's average share price for the precedi ng
10 days (reset price) is less than the conversion price, then the conversion
price shall be adjusted to the reset price subject to a maxi numreduction of 25%
in the conversion price. Unless previously redeened or converted, the bonds
will be redeened by the Group at their principal anount in June 2025. The
convertibl e bonds existing at 30 June 2005, due in May 2024, are not affected by
this transaction.

On 19 June 2005 £9.8 mllion of convertible bonds due June 2005 were
redeened in full by the Conpany at their principal anount.

As a result of these transactions the Group has £69.6 mllion
converti bl e bonds due May 2024 and £20 nillion convertible bonds due June 2025
out standi ng as at 30 June 2005.



NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
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9 Share capita

O di nary Shares of

10p each

Nurber

At 1 January 2005 622, 398, 743

Exerci se of share options 20, 204

Acqui sition of shares in 5,482, 238
Astralis

At 30 June 2005 627,901, 185

Noni nal val ue
£' 000

62, 240

2

548

62, 790

Deferred 'B" Shares
of 10p each

Nurber

12, 000, 000

12, 000, 000

During the period the Group issued 5,482,238 Ordinary Shares to two former

Astralis Directors to acquire 11,160,000 conmmon shares in Astralis.

10 Cash flow fromoperating activities

Loss for the period

Adj ustnents for:
Tax

Unaudited 6 nonths to Unaudited 6 nonths t

30 June 2005 30 June 200
£' 000 £ 00

(9, 272) (8, 658

124 9



Depr eci ati on 3,110
Anortisation 1, 020
Fair value (gain)/loss on derivative
financial instrunents
(164)
I nterest expense 8, 652
I nterest incone (357)
Share of loss in associate 576
QO her non-cash changes 1, 697
Profit on disposal of investnent -
Operating cash flows before novenents in 5, 386
wor ki ng capi tal
Changes in working capita
Increase in inventories (966)
Decrease in trade and ot her receivabl es 2,535
Decrease in trade and ot her payabl es (1,979)
Decrease in deferred incone (949)
I ncrease/ (decrease) in provisions 631
Cash generated from operations 4, 658
NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
For the six nonths ended 30 June 2005
11 Transition fromaccounting practices generally accepted in the WK

to International Financial Reporting Standards

Set out below are reconciliations of total equity and reserves and incone from

UK GAAP to | FRS

8, 85
(370

(2,021
3,51

(52
1,17
(2,319
(4, 437
(768
(2, 886



Total equity and reserves

Total equity and reserves as reported under UK GAAP

Adj ustments to conformto | FRS

Revenue recognition

Sale of royalty interests to Paul Capita
Anortisation of goodwi ||

Converti bl e bonds

Fi xed assets investnents

O her financial instrunments

Pensi ons

Total equity and reserves under |FRS

Loss for the period

Loss for the period as reported under UK GAAP
Revenue recognition

Sale of royalty interest to Paul Capita

Share based paynents

CGoodwi | | amortisation

Converti bl e bonds

Q her financial instrunents

Loss for the period as reported under |FRS

Unaud
31
Not es
(a)
(b)
(d)
(e)
(f)
(9)
(h)
Unaudi t ed
Not es

NSNS S
QOO0 TQ
— N

The I FRS adjustnents set out in the reconciliations are explained bel ow



(a) Revenue recognition

Under UK GAAP SkyePharma has general |y recogni sed up front paynents i mediately
in full where there are no material future obligations and the paynents are
non-refundabl e, on the basis that the up front paynment relates to past services.
Under | FRS generally up front paynents will be deferred and anortised on a
systemati c basis over the period of product developnent to filing. However, the
accounting for each agreenent will continue to be determ ned on an individual
basi s.

The | FRS restatenent increases revenue in the period to 30 June 2004 by £6.6
mllion so reducing operating and retained loss by £6.6 mllion. This relates to
upfront paynents that have been previously recognised in the UK GAAP fi nanci al
statements in earlier years but which under |IFRS would not have been recogni sed
in full, but deferred across the period of developnment to filing. The
restatenent increases deferred income at 31 Decenber 2004 by £6.7 mllion

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
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(b) Sale of royalty interest to Paul Capita

The Group entered into two transactions with Paul Capital Royalty Acquisition
Fund (' Paul Capital') in 2000 and 2002. Under these transactions Paul Capita
provided a total of $60 nmillion in return for the sale of a portion of the



potential future royalty and revenue streans on a selection of the Goup's
products. Under UK GAAP the proceeds received fromPaul Capital are treated as a
sal e and recorded as operating incone and the royalties are expensed when

i ncurred.

Under | FRS the proceeds received fromPaul Capital nmeet the definition of a
financial liability under | AS 32, and are treated as such. No operating incone
is recognised, royalties paid to Paul Capital are treated as repaynent of the
l[iability and in addition notional interest is charged on the liability. The
contractual arrangement with Paul Capital is unaffected by this change in
accounting and the arrangenment renains a royalty agreenent under which royalties
are payabl e on revenues earned and paynents received. The liability has no face
val ue but represents the net present value of royalties we expect to pay Pau
Capital over the term of the agreenent.

The |1 FRS restatenent reduces operating loss in the period to 30 June 2004 by
£1.8 million, being the removal of royalties payable of £1.9 nillion, foreign
exchange | osses of £0.9 million and other operating income of £1.0 nillion
However the | FRS restatenment increases the interest charge in the period to 30
June 2004 by £6.2 million to result in an overall increase in retained | oss by
£4.4 mllion. The restatenent decreases net assets at 31 Decenber 2004 by £43.2
mllion being the recognition of the Paul Capital debt of £49.0 million, the
renoval of £7.1 mllion of deferred operating income, which will no | onger be
recogni sed under |IFRS and elimnation of £1.3 million in relation to prepaid
royalties.

(c) Share based paynents

IFRS 2 requires that for share option awards to enpl oyees, the fair value of the
enpl oyee services received shoul d be neasured by reference to the fair val ue of



the share option at the grant date. This differs significantly fromthe

treat ment under UK GAAP where the charge to the profit and | oss account was
based on the difference between the fair value of the shares at the date of
grant and the exercise price. Since SkyePharma has historically granted enpl oyee
options where the share price at the date of grant equals the exercise price,

t here has been no charge recorded under UK GAAP

SkyePharma is adopting full retrospective application of IFRS 2. The |IFRS
restatenent results in an additional charge to the income statement in the
period to 30 June 2004 of £1.7 nillion, increasing both operating and retained
| oss. The restatement has no inmpact on net assets.

(d) Goodwill anortisation

Under UK GAAP goodwi | | has been anortised over its estinmated expected usefu

l[ife which the Directors determned as 20 years. Under |IFRS, goodwill is
considered to have an indefinite life and so is not anortised, but is subject to
annual inpairnment testing. Therefore the annual goodw Il charge nade under UK
GAAP wi Il not be recorded under IFRS from 1l January 2004, the IFRS transition
date. The IFRS restatenent results in a reduction in the anortisation charge in
the period to 30 June 2004 of £2.1 nillion thereby reducing both operating and
retained | oss.

NOTES TO THE | NTERI M FI NANCI AL STATEMENTS
For the six nonths ended 30 June 2005



(e) Convertible bonds

Under UK GAAP the total net proceeds of the convertible bond issues in 2000 (due
in 2005) and 2004 (due in 2024) were recorded as debt. Under |FRS the conversion
feature of each of the bonds nust be split fromthe debt and classified as
equity. The net inpact of the changes to IFRS and in particular the split of the
equity conponent of each bond has | ed, at 31 Decenber 2004, to a reduction in
the carrying value of convertible debt of £16.4 million and a correspondi ng
increase in equity. Waile the carrying value of the convertible debt in the

bal ance sheet is reduced, the anpbunt of debt repayable at maturity is unchanged
and consequently under |IFRS the Group records higher interest charges in each
year to maturity or conversion

In the period to 30 June 2004, the inmpact of these factors led to an additiona
interest charge of £0.2 nillion. The ternms of the debt are unaffected and the
physi cal cash payments due remmin the sanme; as such the cost of the debt in cash
terms is unaffected.

(f) Fixed assets investnents

Under UK GAAP fixed asset investnments are stated at the | ower of cost and net
real i sabl e val ue. Under |FRS npst of SkyePharnma's investnments are classified as
"Avail able for sale investnments' and as such stated at fair value with any
unreal i sed gains or |osses recorded in equity. The |FRS restatenment reduces net
assets at 31 Decenber 2004 by £0.5 million and does not effect the incone

st at enent.

(g) O her financial instrunents



Under UK GAAP, periodic gains and | osses on interest and foreign currency
derivatives designated as hedges are not recogni sed until the operationa
transactions to which they are linked occur. No derivatives have been desi gnat ed
as hedges under |FRS and therefore in accordance with I AS 39 such instrunents
have been recogni sed at fair value at the bal ance sheet date with gains and

| osses being recorded in the i ncone statenent.

SkyePharma is adopting full retrospective application of IAS 32 and | AS 39 and
has therefore restated its opening bal ance and 2004 result accordingly. This
restatenent has led to an additional charge in the period to 30 June 2004 of
£0.9 million, increasing both operating and retained |oss. As at 31 Decenber
2004 the IFRS restatement reduces net assets by £0.2 mllion

(h) Pensions

The | FRS adj ust ment on pensions relates to the Conpany's pension schenes in
France and Switzerland. In accordance with | FRS1, the G oup has fully recogni sed
all actuarial gains and | osses on its pension schemes in France and Switzerl and
at 1 January 2004, its transition date. Subject to the endorsenent by the

Eur opean Uni on of I AS 19 (revised), ongoing actuarial gains and |losses will be
recogni sed in the Statenent of Recognised |Income and Expenditure.

(i) Oher

Under IFRS the Group is required to capitalise research and devel opnent costs



when the criteria laid out in |AS 38 are met. The Group has reviewed its

hi storical research and devel opnent projects and determ ned that no expenditure
incurred to date nmeets the criteria for capitalisation in | AS 38. However the
Group will continue to review its devel opnent expenditure agai nst the rel evant
criteria and will capitalise such expenditure when it is appropriate.



