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A Year of Progress

Financial highlights

> Turnover increased 13.5%to £11.8m (2004: £10.4m)

> Gross margin improved from 48.4% 2004 to 52.4% 2005
> Profit before tax of £0.418m (2004: £2.153m loss)

> Adjusted EBAT of £0.645m (2004: £1.210m)

> Operating cashflow remains strong at £1.6m

> Basic EPS 0.34p (2004: 2.44p loss)

*Earnings before amortisation, tax, exceptional project costs and finance charges

£11.8.

Turnover
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Past, Present and Future

> Milestones

April 1998

Alliance enter into a ‘fostering” arrangement
with Novartis in respect of 16 brands, taking
over the marketing and distribution.

January 1999

Alliance acquires the rights to four brands for the
treatment variously of nasal infections, psoriasis
and Parkinson’s disease, from Bioglan Labs Ltd.

August 2001

Alliance acquires the rights to Distamine®,
a specialist product for use in rheumatoid
arthritis and Wilson’s disease, from Eli Lilly
and Company.

October 2001
Acquisitions of Symmetrel, used in the freatment
of Parkinson’s disease, and Slow-K®, used for

potassium deficiencies, were made from Novartis.

April 2002

Alliance acquires two cream products used
in the treatment of dry skin and eczema from
Procter & Gamble.

September 2002

Acquisition from Eli Lilly and Company of
the rights to Nu-Seals, used mainly for the
prevention of heart attacks and strokes.

April 2003
Signed agreement with the Spanish company
GES for distribution and marketing in the UK.

November 2003

Appointed distribution and marketing partner
for the UK, Ireland and Scandinavia by US
dermatology company Barrier Therapeutics Inc.

February 2004

Acquisition of Dermapharm Ltd, providing
Alliance Pharma with an extra four dermatology
brands to the existing portfolio.

May 2004

Pharmacokinetics completed on Posidorm ™,
Alliance’s special modified release formulation
of melatonin for sleep disorders.

November 2004

Acquisition of Periostat, for periodontitis, from
CollaGenex Inc and Forceval, a prescription
multi-vitamin, from Unigreg Ltd.

January 2005
Start of phase Il clinical trials for APL 202
misoprostol for induction of labour.

May 2005
Agreement signed with OralDent, a UK specialist
dental company for the co-promotion of Periostat.
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> Strategy

To market and distribute niche prescription
products gained from acquisition, in-licensing
and its own specialised development.

> Growth through...

> Strong marketing
> International expansion
> New product introduction

> Brand acquisitons

> Corporate

development 3.31\/\

Periostat

Following the successful history
of acquisitions by Alliance since

inception, Periostat and Forceval

were acquired in November

2004, providing additional M
growth opportunities and ®

international expansion. Forceval

Consideration
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Chairman’s Statement

“The year’s results show our
moving forward in all aspects
of the strategy...

...this has been a year of solid
achievement on which we will
continue to build for the future.”

This is Alliance Pharma's first full year’s accounts as a publicly
listed company and show a purposeful continuation of the broad
strategy we outlined at the time of our obtaining a listing, namely:

> Obtaining turnover, margin and cashflow from a portfolio
of mature branded pharmaceutical products and investing
further in the marketing and promotion of those products
judged to have real potential for growth;

> Taking our two current clinical development projects
towards commercialisation; and

> A continuing evaluation of opportunities arising from the
wider rationalisation of the pharmaceutical industry, with
a view fo acquiring additional branded products and/or
development opportunities that fall within our chosen area
of expertise and investment criteria

The year's results show our moving forward in all aspects of
the strategy. During the year to February 2005, sales from our
existing portfolio grew some 7%, on a like for like basis, with
good gross margin improvement mainly arising from our
promoted brands Nu-Seals® and Symmetrel®. During the

year we acquired Forceval®, a prescription multi-vitamin, and
Periostat®, a treatment for periodontitis. Both contributed to
the overall sales and gross margin increase during the year but,
more importantly, looking to the future, offer good potential
for further growth in the UK and in overseas territories where
we have also acquired distribution rights. Further, through the
acquisition of Periostat we have entered the substantial dental
market and have already taken additional steps to widen our
involvement in if.

> Growth through strong marketing

Nu-Seals 75
Our product for cardiovascular prevention
achieved significant growth this year.

> £2.9m sales in Ireland
> 17.2% increase on prior year

> Market leader in anti-platelet therapy in Ireland

Nu-Seals (Ireland) Euros ‘000s

5,000
4,500 Acquisifion

2,000
1,500
1,000

500

from Lz,
4,000
3,500
3,000 1
> 2,500
o/ M

sales in Ireland %m0z ' ion Jan 03

Jan 04 Jul 04 Jan 05
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The work programme for our two key clinical development
projects — Posidorm™ , melatonin for sleep disorders and

APL 202, misoprostol for labour induction — has begun in earnest.
The trials programmes have been established and necessary pre-
marketing expenditure incurred, all within a carefully planned
and costed framework. When completed these projects have
the potential to transform the business.

Trading profit, at £0.645m (before exceptional items) was lower
than last year, but this was expected as it largely resulted from
the continuing marketing expenditure on our promoted brands
and the pre-marketing expenditure for our development
projects. Both these categories of cost are, in reality, an
investment in the future. Additionally the 7% price reduction
under the 2005 PPRS settlement cost us £0.155m from
December 2004 to February 2005.

Taking a wider look at our financial position, the benefits of
our AIM listing are clear. During the year we were able to

raise some £4.2m through the issue of new shares, to be used
towards the cost of the Forceval and Periostat acquisitions with
the balance of the consideration being provided by a new loan
facility. Having wider potential access to capital has enabled us
to continue work on our development projects.

The year has also seen necessary changes in our organisation.
The team led by John Dawson has grown from 1310 21, which
while still relatively small, can operate in a more structured way
with clear lines of responsibility and profit accountability on a
business unit basis.

Periostat

Our product for periodontitis, a severe form of
gum disease which affects 11% of adults in the
UK. A new form of therapy to be used alongside
mechanical cleaning of the tooth and root and
short-term antibiotics.

> Acquired for $3.33m in November 2004

> Currently selling $45m" in US, five years after launch

> April 2005 — head of dental products appointed

> May 2005 OralDent Ltd appointed as UK co-promotional partner

> High number of patients indicates significant growth potential

* Sales for CollaGenex Inc

All'in all, this has been a year of solid achievement on which
we will continue to build for the future. Our brand and product
development projects have clearly established programmes for
the coming year, while we continue to be alert to identify new
opportunities. Based on the experience of the early months of
the current year, trading results continue to be satisfactory.

Michael R. B. Gatenby
Chairman
12 May 2005
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Chief Executive’s Review

Strategic overview

In the year ended February 2005, tremendous progress on
the growth of Alliance has been made on many fronts.

We have moved our two development projects — Posidorm™,
melatonin for sleep disorders and APL 202, for induction of
labour — further down the path towards marketing; we have
acquired a major growth opportunity in Periostat for
periodontitis; we have acquired a significant and respected
cash-generative brand in the prescription multivitamin,
Forceval; we have made considerable development to the
operational team; and via the acquistions of Periostat and
Forceval we now have international opportunities beyond
our historical territories of the UK and Ireland.

Progress in 2004

Sales development

Sales for the year grew by £1.4m or 13.5%; 6.8% being
like-for-like, principally from Nu-Seals® and Symmetrel®,

“ and 6.7% through the acquisitions of Periostat® and
|n The year ended FeerO ry 2005/ Forceval® in November 2004. UK sales were affected by
Tl’emendOUS progress on The the 7% PPRS price decrease, which became effective from
. January 2005. Although this anticipated price decrease
g rOWth Of Al | iance hOS been mGde was significant, it does mean that in the UK, for branded
on many fro nts... prescription medicines, there is price stability going forward

for five years.

Nu-Seals, our low-dose enteric-coated aspirin for the

... we look forward to the future | |
prevention of heart attacks and strokes, continues to grow
with increased confidence drawn well (17%) in Ireland, where there is much emphasis on
. reducing cardiovascular disease.
from the quality of the team we
are building.”

> Growth through international expansion

The acquisitions in November 2004 changed Periostat International
the profile of Alliance from a company focused > Acquired rights for expanded EU, Switzerland,
moinly on the UK and Republic of Ireland to Israel, Australia, New Zealand and South Africa

one with significant international opportunities. » :
> Organising overseas marketing partners

FGRCEVAL E Forceval International

i .'m{'.&-l;:':m _I > Acquired Worldwide rights excluding China
Sty = ) > Head of International Division appointed
e
L % T
- — 1‘—"'-! > Overseas distribution network to be expanded
- . o ol
= -l
il hd
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Symmetrel, our product for treating dyskinesias, which are large
involuntary movements, associated with Parkinson’s disease,
experienced growth of 18% as our UK hospital field force
established itself.

In the other area where we have been placing promotional
effort, the group of four dermatology brands, that we acquired
from Dermapharm Ltd in February 2004, growth was 15%.

Financial performance

As had been forecast, profitability reduced as we invested in the
UK hospital field force and in pre-marketing activities for our two
development projects. Before exceptional items, amortisation and
tax, profits were £0.645m, compared with £1.210m in the prior
year (a reconciliation of these numbers is in the Financial Review).

Following our reassessment of the useful economic lives of our
intangible fixed assets to indefinite, the brands we have acquired
over the past six years were subjected to a full impairment review.
This review concluded that the value of these intangible assets has
not been impaired since acquisition and supports our long-
standing practice of judging our trading profit before amortisation.
Going forward our previous practice of amortising our brands
over 20 years will be replaced by an annual impairment review.

Development pipeline

Our largest development opportunity is Posidorm™, melatonin,
for sleep disorders. Melatonin is the body’s natural hormone for
regulating the sleep/wake cycle. When given therapeutically it
can alleviate several sleep disorders connected with melatonin
imbalance. These are found in the elderly; in patients with
neurological damage; in the blind; in shiftworkers; and in

= £] O

international sales

* full year effect

travelling across time-zones. Although not yet registered, UK
prescribing of melatonin on a named patient basis supplied by
other companies is estimated to be worth between £5m and £6m.

We are developing Posidorm™ for registration across the EU,
initially in the indications of sleep disorders associated with
shiftworking and in the elderly, where market research has
shown that doctors recognise sleep disorders in the elderly as

a major problem and would welcome the opportunity to wean
their patients off the long-term usage of existing hypnotic drugs.

Overall the market for products for sleep disorders across the EU
is currently worth £500m (IMS data) and is forecast to treble in the
next decade (ESPICOM research). Hypothetically, if every patient
in the EU suffering from the two sleep disorders addressed by our
clinical developments were to receive melatonin therapy, the
market would be in excess of £2bn. We intend to expand our own
sales forces in the UK and Ireland for the launch and marketing
of Posidorm™. On the Continent we infend to commercialise the
opportunity via out-licensing agreements.

We have successfully developed an advanced, surge-
sustained tablet formulation that has performed well in

the pharmacokinetic trials. Approvals are expected to be
received imminently for the commencement of the clinical
trials programme which will lead to product registration. The
trials will start during this current quarter of Q2 2005 and a
registration application is expected during the second half of
2006. Since melatonin has not been previously registered in
the EU, we anticipate that we shall gain data exclusivity, thus
preventing generic companies from cross-referencing our
data for a period of ten years.
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Chief Executive’s Review

“We will continue to build the
financial base of the Company
by further acquisitions of cash-
generative brands when the
right opportunities arise.”

Our second development is APL 202, a vaginal tablet of
misoprostol, for the induction of labour, to be used when
pregnancy has progressed beyond its term.

The use of misoprostol for the induction of labour has been

well researched over the past decade and is well known as a
treatment option to obstetricians. Several clinical trials have
shown misoprostol to yield more reliable results than the current
market leader in this area. However there is no suitable form of
misoprostol on the market for this indication and indeed in
2002 the Royal College of Obstetricians and Gynaecologists
called for an obstetric form to be developed.

Across the EU it is estimated that there are over 700,000
induced births per year and the existing market for induction
agents is £13m per annum. We intend to market APL 202 via
our existing field forces in the UK and Ireland and to seek
marketing and distribution partners on the Continent.

Our clinical trials programme started in January 2005 and we
expect fo be submitting for registration around the end of this year.

Acquisitions

Last November we made two important brand acquisitions,
namely, Periostat (doxycycline 20mg) for periodontitis, which
we acquired from CollaGenex Inc for $3.3m and Forceval, a
prescription multi-vitamin/multi-mineral product for clinical
malnutrition, which we acquired from the Administrators of
Unigreg Ltd for £7m.

Periodontitis is a severe form of gum disease in which openings
or pockets develop between the tooth and the gum leading to
abcesses, tooth sensitivity, tooth mobility and ultimately tooth
loss. It is estimated to affect 11% of the adult population in the
UK. Whilst the disease process starts off as a background
infection, it is exacerbated by the body producing an excess

of the enzyme collagenase, which destroys the supporting
structures which hold the affected tooth in place. Left
unchecked, periodontitis often leads to the loss of otherwise
healthy teeth. Traditional treatment involves extensive cleaning
of plaque and debris by an intensive procedure known as
scaling and root planing, sometimes in conjunction with short-
term antibiotics, and coaching the patient to improve his or her
oral hygiene. Periostat enhances traditional treatment by
suppressing the collagenase enzyme that is destroying the dental
support structures, thus facilitating the closing of the gum pockets
and accelerating the healing process. Periostat was infroduced
into the UK dental market three years ago, but has received
minimal promotion and its UK sales are just under £300,000.
However, in the US, where CollaGenex has marketed the product
effectively, sales have reached $45m after five years. Following
our co-promotion agreement with OralDent Ltd, from May 2005
we now have an effective dental marketing operation in the UK
from which to develop the brand. Additionally we have, as
territories to develop, the rest of the enlarged EU plus
Switzerland, Israel, Australia, New Zealand and South Africa.
We feel we have secured a very significant growth opportunity.

Through the acquisition of Forceval and other minor brands
from Unigreg Ltd, with sales of £2.8m, adds to the portfolio
an established, profitable brand which, in terms of sales and
profits, will rank second to Nu-Seals. The international sales of
Forceval, which amount to around £0.8m, arise from only ten
territories. We have acquired the rights to all territories apart
from China and therefore, working via new distributors in new
territories, some growth in international sales can be expected.

Organisation

In December 2004, our UK hospital sales force, which was
set up in December 2003 on an out-sourced basis, was
brought onto our payroll, having established itself as an
effective operation. It is currently promoting Symmetrel to
neurologists and care-of-the-elderly physicians and our
dermatology range to dermatologists. During the coming year
it will start to establish relationships with obstetricians in
preparation for the launch of APL 202 misoprostol in 2006.
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During the year we have also made measured investments

in infrastructure to drive the future growth of the business.

We have added depth to our Scientific Affairs area in order

to manage the development of the new products Posidorm ™
and APL 202. Following the acquisition of Periostat, we have
recruited an experienced dental industry executive to head up
the new Dental Products business unit and also an experienced
international manager to drive the international opportunities
of Periostat and Forceval.

To optimise the management of our expanded portfolio and
to prepare for the introductions of Posidorm™ and APL 202,
during the year we instituted a business unit structure, placing
responsibility for operational profitability with the business
unit manager.

Looking Forward

We can expect continued incremental growth from Nu-Seals,
Symmetrel and our dermatology range. The launch of APL 202
for induction of labour, anticipated in 2006 will bring
moderate, but nevertheless significant, growth. However the
real opportunities for transformational growth are from
Periostat in periodontitis and Posidorm™ in sleep disorders,
following its expected introduction in 2007.

With the management now in place and a co-promotional
partner now on board, growth in Periostat is expected to
commence in the second half of this year.

For Posidorm ™, aside from the obvious completion of the
development programme, the key factors affecting success will
be concerned with the quality of our pre-marketing and our
selection of the right marketing partner for the Continent.
Resources and effort going into these factors are of a fop priority.

We will continue to build the financial base of the Company by
further acquisitions of cash-generative brands when the right
opportunities arise. Our track record of eight transactions

in six years demonstrates our ability to find and execute these
deals; our recent impairment review showing zero impairment
of the assets acquired demonstrates our ability to screen and

select the best of the opportunities on offer. The climate for
portfolio rationalisation amongst big pharma continues to
be favourable and therefore we anticipate that further good
opportunities will present themselves. Our practice of
leveraging the fresh equity going info each fransaction with
an appropriate amount of debt optimises the longer-term
shareholder return.

Overall trading so far this year is in line with the expectations
set following our acquisition of Periostat and Forceval in
November 2004.

Finally we look forward to the future with the increased
confidence that is drawn from the quality of the team we are
building. The high quality and big pharma background of our
senior team have often been commented upon. By selective
recruitment and development we are now putting the necessary
depth into the organisation.

John Dawson
Chief Executive
12 May 2005
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Financial Review

Key figures
2005 2004 % Increase

Turnover £11.826m £10.416m 13.5
Gross profit £6.201m  £5.039m
Gross margin % 52.4% 48.4%
Operating expenses £3.930m £4.335m (9.3)
Interest charges

(excl other finance chgs) £1.661m £1.502m 10.6
Adjusted EBAT

(earnings before amortisation,

tax, exceptional project costs

and finance charges —

as reconciled below) £0.645m £1.210m (46.7)
Profit/(loss) before tax £0.418m £(2.153m) —
Net assets £6.824m  £2.224m -
Net cash from operating

activities £1.585m £2.112m
Basic earnings per share 0.34p (2.44p) 113.9
Adjusted earnings per share 0.52p 1.18p (55.9)

“The turnover for the year increased
]35% 1o 52] ]8m from £'|O4m Turnover

The turnover for the year increased 13.5% to £11.8m from
£10.4m. Of this 6.8% was a like for like increase on the previous
year with the remaining 6.7% being due to the acquisition of the

...gross marg inim P roved from product licenses for Periostat and Forceval in November 2004.

4 8 . 4% to 52 . 4 % " The impact of these ocquisiﬂonsowos an increase in furnover of
£0.7m and gross margin of 1.3%.

The full year impact of these acquisitions would show an
annualised turnover of £15.0m.

> Growth through product introduction

Posidorm™
> Development for medical uses of melatonin in shift workers

and the elderly
> Special release formulation has been developed
> Pharmacokinetics trials in human volunteers satisfactorily completed

> Clinical trials expected to commence 2nd quarter 2005

>£500.

Sleep disorders market across Europe”

> Sleep disorders market expected to grow
globally (ESPICOM research)

* IMS data
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Gross profit

The 4.0% improvement in gross margin from 48.4% to 52.4%
was partly due to the full year impact of the improvements in
cost of goods made on the acquisition of Nu-Seals in 2002
and partly due to the acquisitions of Periostat and Forceval.
The running rate of gross margin would be 54.5% for a full
year impact of the acquisitions.

Operating expenses

During the year a thorough review of the useful economic lives
of all intangible assets was made, the result being that this was
determined to be indefinite and as such no amortisation has
been charged during the year. Therefore the prior year
operating expenses figure should be restated to remove
amortisation of £1.750m, (brand amortisation accounted

for £0.907m whilst reverse takeover goodwill was £0.843m)
to show a like for like comparison of £2.585m. There was
significant investment in the future growth of the company
made through the operating expenses, of which an additional
£0.800m was due to sales and marketing expenses for the
promotions of our UK hospital products and the early marketing
activities for the development of APL 202 misoprostol and
Posidorm™ melatonin. The remaining increase is due to the
investment in the infrastructure of the company to support

the activities to drive the future growth.

2005 2004 % Increase
Operating expenses £3.930m £4.335m (11.83)
Aborted project costs £0.110m -
Amortisation - £1.750m
Operating expenses
(excl amortisation) £3.820m £2.585m 52.2
Misoprostol

> Extensive published research in obstetrics
(cervical ripening and labour induction)

> High awareness amongst obstetricians assessed
from market research

> Clinical trial ongoing in nine centres in UK

> Launch planned in 2006

>£13

* EU market for labour induction agents

Finance costs

The increase in ongoing interest payable from £1.502m to
£1.661m in the financial year reflected the full year impact

of the interest payments on the convertible loan stock and the
additional debt provided by Bank of Scotland in November 2004
for the acquisition of Forceval. The other finance charges reflect
the effect of the movement in the exchange rate on the euro
denominated loan of £0.118m and £1.345m shown in the

prior year being one-off costs associated with the AIM listing.

2005 2004 % Increase

Interest charges
(excl other finance chgs
and amortised finance
issue costs) £1.661m  £1.502m 10.6
Amortised finance issue costs £0.074m  £0.009m
Total finance costs
before exceptional items £1.735m  £1.511m
Other finance charges £0.118m £1.345m -

Profit before tax

A profit before tax of £0.418m has been achieved in the year,

an improvement on the prior year loss of £2.153m. Adjusting
the profit before tax to exclude the exceptional items of £0.227m
shows a trading profit of £0.645m. The exceptional items are
partly due (£0.117m) to the revaluation of the Euro denominated
loan as required by SSAP20 and the project costs associated with
an aborted acquisition attempt during the year.
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Financial Review continued

The prior year exceptional items relate to the reverse takeover
transaction during the prior year as shown below:
2005 2004
() Profit/(loss) on ordinary activities

before taxation £0.418m £(2.152)m
EO rr“ngs before ‘I'OX Ond Amortisation of intangible assets - £0.907m
. . Prior year exceptional items:
excephonol ITemS Costs associated with Peerless
Technology prior to the reverse takeover - £0.258m
Amortisation of reverse takeover goodwill - £0.843m
Debt redemption premia - £1.185m
Exceptional project costs, finance charges
and finance issue costs £0.109m  £0.169m
Foreign exchange movement on euro
dominated loan £0.118m -
Adjusted trading profit £0.645m £1.210m

This drop in trading profit had been previously forecast as we
planned our investment in our UK marketing capability and
preparations connected with our launch products.

® M Earnings per share

The basic earnings per share of 0.34p is an improvement on

: 2 the prior year position of a loss of 2.44p. However this was
COSh IrTHOW from OpeI’OTIOﬂS heavily distorted by one-off charges and tax credits recognised
in the year. An adjusted EPS figure of 0.52p (2004: 1.18p)
reflects the investments made during the year in marketing
and infrastructure expenses and removes exceptional items,
amortisation, other finance charges and deferred tax.

> Growth through brand aquisitions

A balanced portfolio of brands providing

e . . . April 98 January 99 August 01
growth opportunities whilst offsetting risk
with established brands. 16 Brands Broflex® Distamine®
Biorphen® (Rheumatoid arthritis)
> 50% sales — growth opportunities Pragmatar®
Naseptin®

> 50% sales — cash generative

BIOGLAN /
) NOVARTIS == %

Fostering £2.1m £0.5m
arrangement
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Cashflow

The cash inflow from operating activities was £1.6m. During
the year £4.2m was raised from the issue of shares and was
used fo acquire Periostat for $3.3m plus costs and part

of the consideration for Forceval. The remainder of the total
consideration for Forceval for £7.0m plus costs, was funded

by way of £6.5m debt funding from Bank of Scotland. The
reduction in the net operating cashflow from operating activities
is as a result of the investment in working capital stemming from
the acquisitions.

Net assets

The issue of shares to fund the acquisitions is the main
contributor to the increase in net assets to £6.824m

(2004: £2.224m). A further £0.858m was invested in the
development of APL 202, and Posidorm™ adding to the

prior year spend of £0.487m, bringing the total to £1.346m.
These costs have been capitalised having met the criteria set
by the current UK accounting standard (SSAP13). Each project
has been re-examined to ensure that it has technical feasibility
and has ultimate commercial viability.

Net debt

The net debt position increased to £22.6m (2004: £16.0m),
including the Convertible Loan Stock at £7.5m, the increase
being principally due to the funding from Bank of Scotland for
the Forceval acquisition. Of the total debt, 89.4% is subject to
long term fixed interest rates resulting from the Convertible
Loan Stock interest being fixed and other interest rate swaps to
reduce the interest rate exposure. The currency risk is reduced

October 01 April 02 September 02
Symmetrel® Alphaderm® Nu-Seals®
(Parkinson’s disease) Aquadrate® (Enteric coated aspirin)
Slow-K*® (Creams for dry skin

(Potassium and eczema)

deficiencies)

PeG

) NOVARTIS

gy

£4.0m £2.1m £9.0m

using a debt facility denominated in euros to match revenues
arising in the Eurozone.

Accounting standards

A working group has been established to assess the
implications of International Accounting Standards and to
prepare the restatement and confirm the accounting policies
under the new regime. The decision has been made by the
Directors of the company to adopt IFRS for the financial year
commencing 1st March 2005 ahead of the required date for
AIM listed companies. As such additional unaudited
information has been attached to the annual report to provide
details of the impact on the opening balance sheet of the
transition to IFRS. There were no significant adjustments.

Madeleine Scott
Finance Director

12 May 2005
February 04 November 04 November 04
Acnisal® Periostat® Forceval®
Meted® (Periodontitis) (Prescription
Pentrax® multi-vitamin)
Occlusal®

(4 derma brands)

UNIGREG LTD

~DermaPharm < COLLAGENEX

pharmaceu ticals

£0.9m $3.3m £7.0m
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Board of Directors

01 Michael R. B. Gatenby (age 60)
Chairman

Michael Gatenby joined the Board of
Alliance as non-executive Chairman in
2004. He had a successful career in

corporate finance for over 25 years.
Having been a director of Hill Samuel and
Co and Vice Chairman of Charterhouse
Bank. He graduated in law from Trinity
Hall, Cambridge in 1966 and qualified
as a Chartered Accountant in 1969 with
Peat, Marwick, Mitchell (now KPMG).
Michael Gatenby holds a number of
non-executive directorships and has been
a director/trustee of the Stroke Association
since 1998.

04 Stella Dawson

(aka Sam Madden) (age 50)

Director: Regulatory Affairs

Sam Madden has worked in regulatory
affairs within the pharmaceutical industry
for 25 years and has headed up that
function at both Sandoz and Abbott. In
1989 she set up her own regulatory
consultancy, Madden Associates, and
has gained very varied experience over a
wide range of projects. Sam Madden was
made a director of Alliance in 2002. She
served on the Board of the British Institute
of Regulatory Affairs (BIRA) from 1986
until 1999. Sam Madden graduated in
Biochemistry (Toxicology) from the
University of Surrey in 1978 and also
gained an M.Sc. in Biopharmacy from
the University of London in 1982.

02 John Dawson (age 56)

Chief Executive

John Dawson founded Alliance in 1996.

In a career spanning three decades, he
has gained multi-disciplinary experience

in the pharmaceutical industry covering
the areas of development, production,
distribution, sales, marketing, planning and
finance. From 1991 John Dawson was the
director of finance and administration at
the UK affiliate of the Swiss multinational
Sandoz and was deputy managing director
from 1995 until leaving to concentrate
fully on Alliance in 1997. John has a BSc
(Pharmacy) from Sunderland Polytechnic
and an MSc (Finance) from London
Business School.

05 Tony Booley (age 48)

Sales & Marketing Director

Tony Booley has had 23 years’ sales and
marketing experience in the pharmaceutical
and healthcare industries, with positions at
Leo Pharma, Glaxo Wellcome and Getinge
Industrier. He has considerable senior
management experience and has held
overseas positions in India and the Middle
East. Tony Booley joined Alliance as Sales

& Marketing Director in 1998. Tony Booley
graduated in Physiology from the University
of Dundee in 1979, gained an MBA from
Warwick in 1990 and is a chartered marketer.

03 Madeleine (Maddy) Scott (age 39)
Finance Director

Maddy Scott is a qualified accountant and
has 16 years’ experience across both
service and manufacturing industries,
having worked for companies such as
McCann Erickson, Liebert and Nokia in
management accounting and financial
controlling roles. She joined Alliance in
May 1999 to develop the finance function.
Maddy Scott is also the Company Secretary.

06 Paul Ranson (age 52)
Non-Executive Director

Called to the Barin 1977, Paul Ranson
has worked in a legal capacity in the
pharmaceutical sector for 26 years, both
in-house with companies such as Merck
Sharpe and Dohme, and Smith, Kline and
French and within specialist law firms. He
developed the pharmaceutical practice for
Simmons and Simmons in London and is
partner at Stringer Saul. Paul Ranson joined
Alliance as a non-executive Director in
2003. He is the author of numerous
articles on pharmaceutical intellectual
property and commercial issues and
co-edits the Journal of Biotechnology.

He also has been an independent ethics
committee member for five years. Paul
graduated in law from Nottingham
University in 1975.
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20. Reconciliation of net cash flow to movement in net debt

2005 2004
£ £
(Decrease)/increase in cash in the year (3,303,738) 4,373,015
Cash inflow from borrowings (3,111,140) (3,566,688
Cash outflow from capital element of hire purchase contracts 26,031 25,965
Cash outflow from loan issue costs paid - 416,125
Change in net debt resulting from cash flows (6,388,847) 1,248,417
Non-cash movements (219,715) 158,955
Net debt at T March 2004 (16,002,224) (17,409,596)
Net debt at 28 February 2005 (22,610,786) (16,002,224)
21. Analysis of changes in net debt
At 1 March Cash At 28 February
2004 flow Non-cash 2005
£ £ £ £
Cash at bank and in hand 4,579,197 (3,211,926) = 1,367,271
Overdraft - (91,812) - (91,812)
4,579,197 (3,303,738) = 1,275,459
Debt
Bank loans falling due within one year (2,002,300) (408,844) (32,375)  (2,443,519)
Bank loans falling due after one year (11,460,568) (2,702,296) (117,727) (14,280,591)
Convertible unsecured loan stock due after one year (7,090,810) - (41,613)  (7,132,423)
Hire purchase contracts (27,743) 26,031 (28,000) (29,712)
(16,002,224) (6,388,847) (219,715) (22,610,786)

Included in cash at bank and in hand is an amount of £85,505 held in an escrow account, the use of which is restricted to the payment of
interest on the convertible unsecured loan stock.

22. Major non-cash transactions
Included in non-cash changes in net debt is an exchange loss amounting to £117,727 relating to a bank loan denominated in euros

and finance issue costs amortised in the profit and loss account during the year amount to £73,988.

23. Capital commitments
Neither the Group nor Company had any capital commitments at 28 February 2005 or at 29 February 2004.

24. Contingent liabilities
The Group and Company had no contingent liabilities at 28 February 2005 or at 29 February 2004.

25. Pensions
Defined contribution scheme.

The Group operates a defined contribution group personal pension scheme for the benefit of certain Directors and employees.

2005 2004
The Group £ £
Contributions payable by the Group for the year 51,562 31,864

The Group also operates a stakeholder pension plan available to all employees.
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26. Leasing commitments

The Group
Operating lease payments amounting to £41,500 (2004: £41,500 ) are due within one year. The leases to which these relate expire
as follows:
2005 2004
Land and Land and
buildings buildings
£ £
Between one and five years 20,000 20,000
In five years or more 21,500 21,500
41,500 41,500

27. Related party transactions

During the year the Group paid for services totalling £74,899 (2004: £67,389) from Madden Associates Limited, a company of which
S. A. Dawson is a Director. There were no balances outstanding in respect of these purchases at 28 February 2005 or 29 February 2004.

The Group paid for services of £57,454 (2004: £19,075) from Pharmalaw, a company of which P Ranson was Principal. The Group also
made purchases from Stringer Saul Limited totalling £49,007 (2004: £nil), a company for which P Ranson is a partner. There were no

balances outstanding in respect of these purchases at 28 February 2005 or 29 February 2004.
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International Financial Reporting Standards (IFRS)

The Group's project to convert its financial reporting from UK GAAP to IFRS is now substantially complete, subject to any changes in
standards and pronouncements. The unaudited consolidated opening balance sheet at 29 February 2004 (being the opening balance
sheet for the first IFRS comparative period) of Alliance Pharma plc converted from the current UK GAAP basis to IFRS is presented below.

The IFRS information has been prepared on the basis of all IFRS and Standard Interpretations Committee (SIC) and International Financial
Reporting Interpretations Committee (IFRIC) interpretations issued by the IASB effective for 2005 reporting.

The financial information presented under IFRS is unaudited.

IFRS 1, first-time adoption of International Reporting Standards, permits those companies adopting IFRS for the first time to take some
exemptions from the full requirements of IFRS. Alliance Pharma plc has taken the following exemption:

> Business combinations prior to the transition date (1 March 2004) have not been restated onto an IFRS basis.
> The comparative information presented in the Group’s first full set of IFRS financial statements need not comply with IAS 32 and IAS 39.
Therefore the group has:

(a) applied UK GAAP in the comparative information to financial instruments within the scope of IAS 32 and IAS 39, with the
following exception:

Convertible loan stock — Under UK GAAP the convertible loan stock was accounted for within creditors falling due within one
year and creditors falling due after one year. In accordance with IAS 32, “financial instruments; disclosure and presentation’, the
convertible loan stock is considered a compound financial instrument. The components of the financial instrument have been
separated by the Group and the liability recorded within creditors and equity element within shareholders’ funds.

(b) the main adjustments that would make the opening Balance Sheet comply with IAS 32 and IAS 39 is that the interest rate swaps are
considered a derivative financial instrument, under IAS 39, ‘financial instruments; recognition and measurement’, and would be
originally recognised in the Balance Sheet at cost and then remeasured at subsequent reporting dates to fair value. Changes in the
fair value of derivatives financial instruments are recorded in the income statement. Under UK GAAP these financial instruments are
recorded at cost.

Alliance Pharma plc has adopted the following principal accounting policies in adopting IFRS:

Consolidation

The Consolidated Balance Sheets include the assets and liabilities of the Company and its subsidiaries and are made up to 28 February 2005.
Entities over which the Group has the ability to exercise control are accounted for as subsidiaries. Interests acquired in entities are consolidated
from the effective date of acquisition and inferests sold are consolidated up to the date of disposal.

Balances between group companies are eliminated; no profit is taken on sales between group companies. Deferred tax relief on unrealised
intra-group profit is accounted for only fo the extent it is considered recoverable.

Goodwill arising on the acquisition of interests in subsidiaries, representing the excess of purchase consideration over the Group's share of the
fair values of identifiable assets, liabilities and contingent liabilities acquired, is capitalised as a separate item.

Foreign currency transactions

Foreign currency fransactions by Group companies are booked at the exchange rate ruling on the date of the fransaction. Foreign currency
monetary assets and liabilities are retranslated into local currency at the rate of exchange ruling at the balance sheet date. Exchange
differences are booked to the income statement.

Research and development
Research expenditure is charged to the income statement in the period in which it is incurred. Development expenditure is capitalised when
the criteria for recognising an asset are met and amortised over the period during which the Group is expected to benefit.
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Computer equipment, fixtures, fittings and equipment, and motor vehicles

Computer equipment, fixtures, fittings and equipment and motor vehicles are stated at the cost of purchase less any provisions for
depreciation and impairment. Financing costs are not capitalised. The rates generally applicable are:

Computer equipment 33.3% per annum, straight line
Fixtures, fittings and equipment 16.67% — 25% per annum, straight line
Motor vehicles 25% per annum, straight line

Leases

Leasing agreements which transfer to the Group substantially all the benefits and risks of ownership are treated as finance leases, as if the
asset had been purchased outright. The assets are included within computer equipment, fixtures, fittings and equipment and motor vehicles
and the capital element of the leasing commitments are shown as obligations under finance leases. Assets held under finance leases are
depreciated on a basis consistent with similar owned assets or the lease term if shorter. The interest element of the lease rental is included
in the income statement. All other leases are considered operating leases and the annual rentals are included in the income statement on
a straight line basis over the lease term.

Goodwill
Goodwill is stated at cost less impairments. Goodwill is tested for impairment annually.

Intangible fixed assets
Intangible assets are stated at cost less provision for impairment. Technical know-how, trademarks and distribution rights acquired or acquired
as part of a business combination are deemed to have an indefinite useful life and are tested for impairment annually.

Inventories
Inventories are included at the lower of cost and net realisable value. Cost is determined on a first in first out basis.

Taxation

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax bases on assets and liabilities
and their carrying amounts in the financial statements. Deferred tax assets are recognised to the extent that it is probable that future taxable
profits will be available against which the temporary differences can be utilised.

Deferred tax is provided using the rates of tax that have been enacted or substantively enacted by the balance sheet date. Deferred tax
assets and liabilities are not discounted.

Derivative financial instruments and hedging activities

Derivative financial instruments are used to manage exposure to market risk from treasury operations. The principal financial instrument
used by Alliance Pharma plc is interest rate swaps. The Group does not hold or issue derivative financial instruments for trading or
speculative purposes.

Derivative financial instruments are originally recognised in the Balance Sheet at cost and then remeasured at subsequent reporting dates
to fair value. Changes in the fair value of derivatives designated as fair value hedges are recorded in the income statement. Changes in the
fair value of derivatives designated as cash flow hedges are recognised in equity. Amounts deferred in equity are transferred to the income
statement in line with the hedged forecast transaction.

Changes in fair value of any derivative instrument that does not qualify for hedge accounting is recognised immediately in the
income statement.

Debt instruments
Unhedged debt instruments are stated at the amount of net proceeds, adjusted to amortise the issue costs of the debt over its term.
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A summary of the principal differences between UK GAAP and IFRS as they apply to Alliance Pharma plc is set out below and the financial
effect is shown in the following table.

Share based payments

The present UK GAAP approach fo share based payments is fo record any intrinsic loss suffered by the Group. This implies that for share options
granted af, or above, the market price there is no charge to the income statement. Where shares or options are granted at no cost to the employee
the income statement is charged with an amount equal to the market price at the date of the award, spread over any performance period.

IFRS 2, share-based payment, requires the fair value of the equity instrument issued to be charged to the income statement. The effect
of IFRS 2 is likely to have an impact on the results of the Group, however the final inputs into the valuation model are yet to be determined
and therefore any impact has not yet been quantified.

Convertible loan stock

Under UK GAAP the convertible loan stock was accounted for within creditors falling due within one year and creditors falling due after
one year. In accordance with IAS 32, ‘financial instruments; disclosure and presentation’, the convertible loan stock is considered a
compound financial instrument. The components of the financial instrument have been separated by the Group and the liability recorded
within creditors and equity element within shareholders’ funds.

Deferred tax

Under UK GAAP Alliance Pharma plc previously only recognised deferred tax on timing differences that arose from the inclusion of gains
and losses in tax assessment periods different from those in which they were recognised in the financial statements. Under IFRS deferred tax
is recognised in respect of all temporary differences arising between the tax base and the accounting base of balance sheet items. This
means deferred tax is recognised on certain temporary differences that would not have given rise to deferred tax under UK GAAP,

IFRS also required separate disclosure of deferred tax assets and liabilities on the face of the Balance Sheet.

No additional deferred tax liability or asset has been recognised under IFRS due to the tax losses available to the Group.

IFRS consolidated balance sheet

At 29 February 2004

UK GAAP Adjustments IFRS
£ £ £
Fixed assets
Intangible assets 17,987,603 = 17,987,603
Tangible assets 147,853 = 147,853
18,135,456 = 18,135,456
Current assets
Stocks 1,739,516 = 1,739,516
Debtors 1,984,093 = 1,984,093
Cash at bank and in hand 4,579,197 - 4,579,197
8,302,806 = 8,302,806
Creditors: amounts falling due within one year (5,462,778) - (5,462,778)
Net current assets 2,840,028 = 2,840,028
Total assets less current liabilities 20,975,484 = 20,975,484
Creditors: amounts falling due after more than one year (18,751,378) - (18,751,378)
Provisions for liabilities and charges = = =
2,224,106 - 2,224,106
Capital and reserves
Called up share capital 1,107,939 = 1,107,939
Share premium account 5,214,638 - 5,214,638
Other reserve (329,349) - (329,349)
Profit and loss account (3,769,122) = (8,769,122)
Shareholders’ funds — equity interests 2,224,106 — 2,224,106

The above disclosures are given in UK GAAP format. Under IFRS the format of the reported numbers will differ.



