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SemBioSys Genetics Inc.
President’s Message

Dear Shareholder,

The second quarter and first six months of 2005 proved to be a period in which our team, with
the help of our partners, continued to make progress in the execution of the development and
commercialization plans for our proprietary oilbody-oleosin technology. We remain on track to
deliver on important milestones approaching in 2006.

Our broad portfolio of products includes pharmaceuticals, human nutritional products, animal
health products, and personal care products. The oilbody-oleosin technology platform combines
high volume protein production capacity with extraction and purification advantages to provide
a transformative solution to protein production. The platform allows us to address major
commercialization challenges associated with protein therapeutics that require frequent or high
dosing.

Our lead pharmaceutical products are insulin and the developmental cardiovascular drug, Apo
Al. Successful commercialization of these products will allow us to offer the long-term value
associated with pharmaceutical products. The developmental work on these high-value protein
pharmaceutical products continues on schedule. With the expression of both insulin and Apo Al
in our Arabidopsis model complete, the next significant milestone event for each product is to
achieve commercial levels of expression in safflower. We expect the results from these efforts
in safflower during the first half of 2006.

These longer term biologic products are complemented by shorter-term non-pharmaceutical
products such as ImmunoSphere™, DermaSphere™ and DHA. Our non-pharmaceutical product
portfolio, based on the same oilbody-oleosin technology that is the basis of our biologics
program, will generate near term cash flow, build our development infrastructure, validate the
commercial utility of our technology and demonstrate steady and consistent growth.

Consistent with this approach, in the first half of 2005, we confirmed the efficacy of our
proprietary safflower produced ImmunoSphere™ Feed Additive against viral shrimp disease in a
dose dependent manner from tank trials. We have also taken receipt of the second and final
scheduled license payment from our royalty-bearing license and sales agreement for
DermaSphere™ Oleosome Technology with Lonza Inc. The first sales from DermaSphere™
products occurred earlier this year, and we expect modest royalty payments from Lonza later in
2005. We also continue to see third party research data that further substantiates the health
benefits of DHA. The collaborative work with our partner, Martek Biosciences Corporation, in
the development of DHA continues to be on track.

Strong partnerships, with companies like Lonza and Martek, have enabled the development of
the oilbody-oleosin technology in multiple product categories and strengthened the diversity of
our pipeline. Developing multiple products from concept to commercialization requires partners
with complementary skills. Partnership agreements support our business strategy for the
generation of near and intermediate term revenues and provide additional confirmation of the
value of the oilbody-oleosin technology. We have executed five major funded license and
development agreements with Lonza Inc., Syngenta Participations AG, Martek Biosciences
Corporation, Dow AgroSciences LLC, and Arcadia BioSciences, Inc. Each of these partners are



leaders in their particular sector and bring complementary manufacturing, sales, marketing and
technical service capabilities for development and commercialization of the partnered products.

As we look ahead to the rest of 2005 and the beginning of 2006 our current priorities and
upcoming milestone events include;

First royalties from sales of DermaSphere™;

Milestone payment for delivery of Arabidopsis produced material for proof-of-concept
vaccine testing in animals to Dow AgroSciences;

Apo Al animal data results;

Milestone payment for delivery of GLA pre-commercial safflower lines to Arcadia
Biosciences;

Achievement of commercial levels of insulin expression in safflower; and

Achievement of commercial levels of Apo Al expression in safflower.

Earlier this year SemBioSys received recognition from BIOTECanada as the Company of the
year. This recognition and the continued support we receive is, in large part, thanks to you. We
appreciate that support and we look forward to updating you on our progress as we continue
to build a premier biotechnology company to the benefit of our customers, shareholders,
partners and employees.

Andrew Baum
President & CEO
SemBioSys Genetics Inc.






(“Arcadia”) and CytoStore Inc. (“CytoStore”) technology license agreements in accordance with the
revenue recognition policy of the Company. There was no comparable revenue in Q1 of 2004.

Contract research revenue increased by $45,848 and by $239,802 in the three and six month period
ended June 30, 2005, respectively, over the three and six month periods ended June 30, 2004. The
revenue for the current three and six month periods relates to research performed by the Company
with respect to collaboration agreements between Martek Biosciences Corporation (“Martek”), Dow
AgroSciences LLC (“Dow”) and Arcadia. The modest increase in revenue for the three month period
ended March 31, 2005 vs. a larger increase for the current full six months is due to there being Martek
comparable revenue for three and six month periods in 2004 with the Dow and Arcadia revenue only
being earned beginning in April and May 2004, respectively.

Research and development costs were $231,670 and $252,442 higher in the three and six month
periods ended June 30, 2005, respectively, over the three and six month periods ended June 30, 2004
primarily from increased salary expenses from added staff and normal salary increases, an enhanced
quality control and assurance program and added field studies related to product development
programs.

General and administration expenses increased by $16,297 and $230,397 in the three and six month
periods ended June 30, 2005, compared with the three and six month periods ended June 30, 2004. The
three and six month variance is due mainly to additional costs associated with being a publicly listed
company including listing fees, investor relations, and corporate governance. In the prior three month
period ended June 30, 2004, there were substantial consulting fees related to negotiating collaborative
research and technology license agreements and this accounted for the more modest increase in general
and administrative expenses compared to the larger six month increase.

Intellectual property costs decreased by $74,268 and $57,446 in the three and six month periods ended
June 30, 2005, respectively, compared with the three and six month periods of the prior year, mainly
attributable to the timing of the costs associated with executing new patents and incurring legal
opinions.

Business development costs were $30,588 and $127,846 lower in the three and six month periods
ended June 30, 2005, respectively, than in the three and six month periods ended June 30, 2004 as a
result of no longer having a US-based employee in 2005 and the reduction in travel and other costs
related to this employee. However, in Q2 2005, increased promotion and marketing costs partially
offset the variance related to US employee costs.

Stock based compensation of $17,455 and $23,076 for the three and six month periods ended June 30,
2005, respectively, is a result of recording the fair value from the issuance of stock options in 2004 and
2005.

Amortization expense decreased by $46,111 and $77,498 in the three and six month periods ended June
30, 2005, respectively, compared with the three and six month periods ended June 30, 2004 as a result
of certain property and equipment being fully amortized.

Cost recoveries decreased by $162,033 and $171,960 in the three and six month periods ended June
30, 2005, respectively, compared to the three and six month periods of the prior year as a result of the
completion of the AVAC Antibody Project in Q2 2004 and expiration of a wage subsidy program. Cost
recoveries include payments from miscellaneous government assistance programs (AHFMR, NSERC,
IRAP and AIF) and from milestone payments under the AVAC Ltd. agreements.



Investment tax credits were $175,000 and $350,000 lower in the three and six month periods ended
June 30, 2005 than in the three and six month periods ended June 30, 2004. ITCs related to scientific
research and development expenditures incurred after the completion of the public offering (in Q4 of
2004) are no longer refundable and may only be used to reduce future income taxes payable, if any.

Interest expense decreased by $41,523 and $81,024 for the three and six month periods ended June 30,
2005, respectively, compared with the three and six month periods ended June 30, 2004 primarily as a
result of no interest incurred on the Syngenta Participations AG (“Syngenta”) promissory note. The
promissory note was converted into common shares in Q4 of 2004.

Interest income was $65,744 and $125,132 higher in the three and six month periods ended June 30,
2005, respectively, than in the prior year periods as a result of a substantially higher average cash
balance. This is from funds received in Q4 of 2004 from the completion of the Company’s Initial Public
Offering and in Q1 of 2005 from the exercise of the over-allotment granted to the underwriters.

Gain on the sale of property and equipment of $8,464 is a result of the disposition of certain equipment
that was replaced.

The foreign exchange loss of $4,535 in Q1 2005 and gain of $17,504 in Q2 2005, for a net gain of
$12,969 for the six month period ended June 30, 2005, primarily relates to the negative and positive
impact of the changes in U.S. dollar foreign exchange rate on accounts payable denominated in US
dollars.

Critical Accounting Estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent liabilities at the date of the financial statements and the
reported amounts of sales and expenses during the reporting period. Actual results can differ from
those estimates. Significant estimates have been made in the following areas: the calculation of the
investment tax credits receivable, the useful lives of property and equipment and the valuation of stock
options and warrants.

We are entitled to ITCs based on certain scientific research and experimental development
expenditures. ITCs are recorded at full value when there is reasonable assurance of their recovery using
the cost reduction method. This policy was used as a result of the fact that we have received the full
amount of all claims in prior years. As noted above, we lost the refundable portion of ITCs for scientific
research and experimental development expenditures for the taxation year in which we become a public
company and for subsequent taxation years. ITCs for the taxation years in which the Company is public
will only be available to reduce future income taxes payable, if any.



Summary of Financial Information ($ thousands, except per share amounts)

2005 2004

Q2 Q1 Q4 Q3 Q2 Q1
Revenues $ 562|$ 487|$ 515 $ 456 $ 331 $ 166
Interest income 102 113 38 22 37 53
Net loss (1,558)| (1,396)| (1,414) (1,289) (1,449) (1,540)
Loss per share, basic and diluted $ (0.12)| $ (0.11)[ $ (0.16) $ (0.24) $ (0.27) $ (0.28)

Annual and YTD Information ($ thousands, except per share amounts)

For the six months|For the year ended|For the year ended
ended June 30, December 31, December 31,
2005 2004 2003
Revenues $ 1,048 | $ 1468 | $ 4,949
Interest income 215 150 148
Net loss (2,954) (5,692) (1,775)
Total assets at period end 22,417 23,667 14,037
Loss per share, basic and diluted $ (0.23)| $ (0.95)| $ (0.33)

Liquidity and Capital Resources

Our primary capital needs are for funds to support our scientific research and development activities
including pre-clinical and clinical trials and capital expenditures for development of pilot plant facilities
and working capital. Since inception, we have financed our cash requirements primarily through
issuances of securities, investment tax credits, government funding, cost recoveries, contract research
revenues, long-term debt and interest income.

Our investment activities are subject to the guidelines contained in our investment policy. We invest
only in liquid, high grade investment securities of reputable banks.

At June 30, 2005, we had cash and cash equivalents of $17.1 million and positive working capital of $17.5
million. Long-term debt was $165,205 at this date.

Operating Activities

For the three and six month period ended June 30, 2005, in comparison to the prior three and six
month period, cash used in operating activities increased $502,803 and $390,548, respectively, mainly as
a result of an increased loss for the year and an increase in working capital.

Financing Activities

Cash used in financing activities decreased by $72,110 and cash provided by financing activities increased
by $2,503,013 in the three and six month periods ended June 30, 2005, respectively, compared to the
prior three and six month periods ended June 30, 2004. The decrease in cash used for the three months
ended June 30, 2005 is primarily as a result of prospectus costs incurred in Q2 2004. The increase in



cash provided for the six months ended June 30, 2005 is from the funds raised in the exercise of the
over allotment related to the Initial Public Offering.

There are no off-balance sheet financing arrangements or hedging arrangements.

Investing Activities

Investing activities during the three and six month periods ended June 30, 2005 increased by $212,284
and $353,716 compared to the three and six month periods ended June 30, 2004 as a result of the
acquisition of property and equipment. In 2004, the company had restricted its spending on capital
equipment due to cash constraints and thus contributed to reduced capital asset expenditures in 2004.
Contractual Obligations and Commitments

The Company has entered into operating leases for laboratory equipment, a corporate head office and a

secondary facility ending in 2011 as well as for computers and furniture. The Company also has loans
repayable until November 2007. The minimum payments for the next five year are as follows:

$ thousands Total <1year 1-3 years 4-5 years >5 years
Lease commitments $ 3,219 482 | $ 1,497 956 284
Loans payable 345 180 165 - -
Total $ 3,564 662 | $ 1,662 956 284

Risks and Uncertainties

Prospects for companies in the biotechnology industry generally may be regarded as uncertain given the
nature of the industry and, accordingly, investments in biotechnology companies should be regarded as
highly speculative. The realization of our long-term potential will be dependent upon the successful
development and commercialization of products and product candidates currently under development.
We can make no assurance that these products and product candidates will be developed or receive
regulatory approval. Our new products and product candidates are currently in the research and
development stages, the riskiest stages for a company in the biotechnology industry. We can make no
assurance that our research and development programs will result in commercially viable products and
product candidates. To achieve profitable operations, we, alone or with others, must successfully
develop, introduce and market our products and product candidates. To obtain regulatory approvals for
the products and product candidates being developed and to achieve commercial success, clinical trials
must demonstrate that the products and product candidates are safe for human or animal use and that
they demonstrate efficacy. Unsatisfactory results obtained from a particular study relating to a program
may cause the company or its collaborators to abandon the commitments to that program. We can
make no assurance that any future tests, if undertaken, will yield favorable results.



SemBioSys Genetics Inc.
Consolidated Balance Sheets
(Unaudited)

As at June 30, 2005 and December 31, 2004

(expressed in Canadian dollars)

Assets
Current assets
Cash and cash equivalents
Amounts receivable
Investment tax credits receivable

Prepaid expenses, deposits and other

Property and equipment

Liabilities
Current liabilities
Accounts payable and accrued liabilities
Repayable advances

Short-term portion of long-term debt

Deferred cost recoveries
Deferred revenue

Long-term debt

Shareholders' Equity

Capital stock (Note 3)
Contributed surplus
Warrants (Note 3)

Deficit

June 30, December 31,
2005 2004
$ $
17,062,426 18,836,396
636,747 458,995
750,000 750,000
88,200 99,739
18,537,373 20,145,130
3,879,434 3,522,102
22,416,807 23,667,232
562,786 902,617
275,822 275,822
179,508 173,683
1,018,116 1,352,122
202,849 354,062
713,160 906,759
165,205 256,326
2,099,330 2,869,269
37,252,845 35,619,699
23,076 -
5,784,345 4,967,119
(22,742,789) (19,788,855)
20,317,477 20,797,963
22,416,807 23,667,232




SemBioSys Genetics Inc.

Consolidated Statements of Operations and Deficit

(Unaudited)

(expressed in Canadian dollars)

Revenue

Licensing fees

Contract research

Expenses

Research and development
General and administration
Intellectual property costs
Business development
Stock based compensation
Amortization

Cost recoveries

Investment tax credits

Loss before the undernoted
Interest expense

Interest income

Gain on sale of asset

Foreign exchange gain (loss)

Loss for the period
Deficit - Beginning of period

Deficit - End of period

Loss per share - basic and diluted

Three month period
ended June 30,

Six month period
ended June 30,

2005 2004 2005 2004
$ $ $ $
248,126 63,224 375,304 63,224
313,571 267,723 673,110 433,308
561,697 330,947 1,048,414 496,532

1,202,242 970,572 2,079,568 1,827,126
857,973 841,676 1,698,388 1,467,991
240,160 314,428 448,760 506,206
181,191 211,779 238,490 366,336

17,455 - 23,076 -

104,936 151,047 223,154 300,652
(370,744) (532,777) (485,817) (657,777)

- (175,000) - (350,000)

2233213 1,781,725 4,225,619 3,460,534
(1,671,516) (1,450,778) (3,177,205) (2,964,002)
(6,329) (47,852) (13,073) (94,097)

102,265 36,521 214911 89,779

- - 8,464 -
17,504 13,646 12,969 (20,504)
113,440 2,315 223,271 (24,822)
(1,558,076) (1,448,463) (2,953,934) (2,988,824)
(21,184,713) (15,636,723) (19,788,855) (14,096,362)
(22,742,789) (17,085,186) (22,742,789) (17,085,186)
(0.12) (0.27) (0.23) (0.55)




SemBioSys Genetics Inc.

Consolidated Statements of Cash Flows

(Unaudited)

(expressed in Canadian dollars)

Cash provided by (used in)

Operating activities

Loss for the period

Add:
Amortization
Accretion of convertible promissory note
Gain on sale of property and equipment
Stock based compensation
Unrealized foreign exchange loss (gain)

Net change in non-cash working capital

Cash used in operating activities

Financing activities
Issuance of capital stock

Share issue costs

Deferred charges - prospectus
Proceeds from long-term debt
Repayment of long-term debt

Cash provided by (used in) financing activities

Investing activities
Proceeds on sale of property and equipment
Acquisition of property and equipment

Cash used in investing activities

Decrease in cash and cash equivalents

Cash and cash equivalents - Beginning of period

Cash and cash equivalents - End of period

Supplemental Information
Interest received

Interest paid

Non-cash transactions

Deferred charges included in accounts payable

Capital items included in accounts payable

Three month period

Six month period

ended June 30, ended June 30,
2005 2004 2005 2004
(1,558,076) (1,448,463) (2,953,934) (2,988,824)
104,936 151,047 223,154 300,652
- 36,746 - 73,492
- - (8,464) -
17,455 - 23,076 -
- (2,073) - 38,652
(1,435,685) (1,262,743) (2,716,168) (2,576,028)
(194,822) 135,039 (972,320) (721,912)
(1,630,507) (1,127,704) (3,688,488) (3,297,940)
5,937 20,750 2,645,986 36,750
(8,617) - (195,614) -
- (142,251) - (142,251)
- 40,698 - 40,698
(42,861) (36,848) (85,296) (73,134)
(45,541) (117,651) 2,365,076 (137,937)
- - 12,000 -
(296,096) (83,812) (462,558) (96,842)
(296,096) (83,812) (450,558) (96,842)
(1,972,144) (1,329,167) (1,773,970) (3,532,719)
19,034,570 7,239,488 18,836,396 9,443,040
17,062,426 5,910,321 17,062,426 5,910,321
102,265 36,521 214911 89,779
6,171 8,938 12,915 18,437
- 593,788 - 593,788
121,464 - 121,464 -



SemBioSys Genetics Inc.

Notes to Consolidated Financial Statements
(Information as at June 30, 2005 and for the three and six month periods ended June 30, 2005 and 2004 is
unaudited)

(expressed in Canadian dollars)

I. NATURE OF OPERATIONS

SemBioSys Genetics Inc. (“the Company”) is a biotechnology company, which was incorporated on April 25,
1994. The Company is focused on the development, commercialization and production of protein-based
pharmaceutical product candidates and non-pharmaceutical products based on our plant genetic engineering
skills and our proprietary oilbody-oleosin technology platform. At its current stage of development, the
Company derives its revenues from licensing fees and contract research for and in collaboration with third
parties.

2. BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements for the Company have been prepared in
accordance with Canadian generally accepted accounting principles for interim financial statements. The
financial information included herein is unaudited. These interim financial statements follow the same
accounting policies and methods of application as the most recent annual audited financial statements dated
December 31, 2004. The disclosures herein are incremental to those included within the annual financial
statements. These interim financial statements should be read in conjunction with the financial statements and
related notes for the year ended December 31, 2004.

3. CAPITAL STOCK
a) Authorized

Unlimited number of Common Shares without nominal or par value.
Unlimited number of First Preferred Shares without nominal or par value.

b) Issued - Common Shares
Number of

shares Amount
$
Balance — December 31, 2004 12,068,652 35,619,699
Exercise of over-allotment option 525,000 2,625,000
Exercise of stock options 33,578 20,986
Valuation of warrants (817,226)
Share issue costs (195,614)
Balance — June 30, 2005 12,627,230 37,252,845

c) Woarrants

On January 7, 2005, the Company issued 525,000 units consisting of 525,000 common shares and
262,500 warrants. These common share warrants were valued at $817,226 using the Black-Scholes
option pricing method, assuming a life of 1.9 years, 90% volatility and an average risk-free interest rate
of 4.2%. The warrants are exercisable at an exercise price of $6.25 prior to December 6, 2006.



SemBioSys Genetics Inc.

Notes to Consolidated Financial Statements
(Information as at June 30, 2005 and for the three and six month periods ended June 30, 2005 and 2004 is
unaudited)

(expressed in Canadian dollars)

3. CAPITAL STOCK
d) Stock options

The Company adopted a stock option plan in 1998 under which it may grant options to employees,
consultants, officers and directors of the Company. Under that plan, the Board of Directors sets the
exercise price and expiry date for each option grant. The options vest over a period of three to five
years. On May 3, 2005, the shareholders approved a change to the stock option plan authorizing up to
12.5% of common shares for grant under the plan.

The following table summarizes the stock option activity during the period:

June 30, December 31,
2005 2004

Issued and outstanding

Balance — Beginning of period 812,659 649,096
Granted 130,000 285,208
Exercised (33,578) (67,564)
Forfeited (11,080) (54,081)
Balance — End of period 898,001 812,659
Options exercisable — End of period 482,185 402,186

The weighted average remaining term of the options is 3.98 years (December 31, 2004 — 3.72 years).

The exercise price for all of the above stock options ranges from $0.625 to $6.50 per share. The
weighted average exercise price at June 30, 2005 is $1.86 (December 31, 2004 — $1.05).
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