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PART I: FINANCIAL INFORMATION

Iltem 1. FINANCIAL STATEMENTS

SHEFFIELD PHARMACEUTICALS, INC. AND SUBSIDIARIES
(a development stage enterprise)
CONSOLIDATED BALANCE SHEETS

ASSETS
March 31, December
1999 1998
(unaudited)
Current assets:
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See notes to consolidated financial statements

SHEFFIELD PHARMACEUTICALS, INC. AND SUBSIDIARIES

(a development stage enterprise)
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three Months Ended March 31, 1999 and 1998 and for the Period
from October 17, 1986 (inception) to March 31, 1999
(Unaudited)



October 17,

Three Months Ended 1986

March 31 (inception) to

1999 1998 December 31,
Revenues:

See notes to consolidated financial statements.

SHEFFIELD PHARMACEUTICALS, INC. AND SUBSIDIARIES
(a development stage enterprise)



CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Three Months Ended March 31, 1999 and 1998 and for the
Period from October 17, 1986 (Inception) to
March 31, 1999
(Unaudited)

Three Months Ended October 17, 1986
March 31, (inception) to
1999 1998 March 31, 1999

Cash outflows from development stage activities and




See notes to consolidated financial statements.

SHEFFIELD PHARMACEUTICALS, INC. AND SUBSIDIARIES
(a development stage enterprise)
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (NET CAPITAL DEFICIENCY)
For the Period from October 17, 1986 (Inception) to March 31, 1999
(Unaudited)

Notes
receivable
in
connection Additional
Preferred Common  with sale of paid-in
Stock Stock Stock  capital




Deficit Total

Other accumulated stockholders
comprehen- during equity (net
siveincome development capital

(loss) stage deficiency
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See notes to consolidated financial statements.



1.

SHEFFIELD PHARMACEUTICALS, INC. AND SUBSIDIARIES
(a development stage enterprise)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1999
(Unaudited)

CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated balance sheet as of March 31, 1999 and the
accompanying consolidated statements of operations, stockholders' equity
and cash flows for the three months ended March 31, 1999 and 1998 and for
the period from October 17, 1986 (inception) to March 31, 1999, have been
prepared by Sheffield Pharmaceuticals, Inc. without audit. In the opinion

of management, all adjustments (consisting only of normal recurring
accruals) necessary to present fairly the financial position, results of
operations, stockholders' equity and cash flows at March 31, 1999 and for

all periods presented have been made.

Certain information and footnote disclosures normally included in
financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted. It is suggested that
these consolidated financial statements be read in conjunction with the
financial statements and notes thereto included in the Company's annual
report on Form 10-K for the year ended December 31, 1998. The results of
operations for the three months ended March 31, 1999 and 1998 are not
necessarily indicative of the operating results for the full years.

Sheffield Medical Technologies Inc. ("Sheffield") was incorporated under
Canadian law in October 1986. In May 1992, the Company became domesticated
as a Wyoming Corporation pursuant to a "continuance" procedure under
Wyoming law. In January 1995, the Company's shareholders approved the
proposal to reincorporate Sheffield in Delaware, which was effected on
June 13, 1995. On January 10, 1996, lon Pharmaceuticals, Inc. ("lon"), was
formed as a wholly owned subsidiary of the Company. At that time, lon
acquired the Company's rights to certain early-stage biomedical
technologies. On April 17, 1997, CP Pharmaceuticals, Inc. ("CP") was
formed for the purpose of acquiring Camelot Pharmacal, L.L.C., a privately
held pharmaceutical development company, which acquisition was consummated
on April 25, 1997. In June 1997, the Company's shareholders approved the
proposal to change Sheffield's name from Sheffield Medical Technologies
Inc. to Sheffield Pharmaceuticals, Inc. As part of an agreement with Elan
Corporation, plc, onJune 30, 1998, Systemic Pulmonary Delivery, Ltd.
("SPD") was formed as a wholly owned subsidiary of the Company. At that
time, SPD acquired the Company's rights to the systemic applications of
the Metered Solution Inhaler and acquired Elan's rights to certain
pulmonary delivery technologies. Unless the context requires otherwise,
Sheffield, lon, CP and SPD are referred herein to as "the Company." All
significant intercompany transactions are eliminated in consolidation.

The accompanying consolidated financial statements have been prepared on a
going concern basis which contemplates the realization of assets and
satisfaction of liabilities and commitments in the normal course of
business. The Company is in the development stage and to date has been
principally engaged in research, development and licensing efforts. The
Company has generated minimal operating revenue, sustained significant net
operating losses, and requires additional capital that the Company intends



to obtain through out-licensing as well as through equity and debt
offerings to continue to operate its business. The Company's ability to
meet its obligations as they become due and to continue as a going concern
must be considered in light of the expenses, difficulties and delays
frequently encountered in developing a new business, particularly since
the Company will focus on product development that may require a lengthy
period of time and substantial expenditures to complete. Evenifthe
Company is able to successfully develop new products, there can be no
assurance that the Company will generate sufficient revenues from the sale
or licensing of such products to be profitable. Management believes that
the Company's ability to meet its obligations as they become due and to
continue as a going concern through December 1999 is dependent upon
obtaining additional funding. However, the accompanying financial
statements do not include any adjustments that might result from the
outcome of this uncertainty.

2. BASICLOSS PER COMMON SHARE

Basic net loss per shareis calculated in accordance with Statement of
Financial Accounting Standards No. 128, EARNINGS PER SHARE. Basic net loss
per share is based upon the weighted average common stock outstanding
during each year. Potentially dilutive securities such as stock options,
warrants, convertible debt and preferred stock, have not been included in
any years presented as their effect is antidilutive.

[tem 2.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

THIS REPORT CONTAINS CERTAIN FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF
SECTION 27A OF THE SECURITIES ACT OF 1933, AS AMENDED, AND SECTION 21E OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, WHICH ARE INTENDED TO BE COVERED BY
THE SAFE HARBORS CREATED HEREBY. ALL FORWARD-LOOKING STATEMENTS INVOLVE RISKS
AND UNCERTAINTY, INCLUDING WITHOUT LIMITATION, THE SUCCESSFUL DEVELOPMENT AND
LICENSING OF THE COMPANY'S TECHNOLOGIES AND THE SUCCESSFUL COMPLETION OF PLANNED
FINANCINGS. ALTHOUGH THE COMPANY BELIEVES THAT THE ASSUMPTIONS UNDERLYING THE
FORWARD-LOOKING STATEMENTS CONTAINED HEREIN ARE REASONABLE, ANY OF THE
ASSUMPTIONS COULD BE INACCURATE, AND THEREFORE, THERE CAN BE NO ASSURANCE THAT
THE FORWARD-LOOKING STATEMENTS INCLUDED IN THIS REPORT WILL PROVE TO BE
ACCURATE. IN LIGHT OF THE SIGNIFICANT UNCERTAINTIES INHERENT IN THE
FORWARD-LOOKING STATEMENTS INCLUDED HEREIN, THE INCLUSION OF SUCH INFORMATION
SHOULD NOT BE REGARDED AS A REPRESENTATION BY THE COMPANY OR ANY OTHER PERSON
THAT THE OBJECTIVES AND PLANS OF THE COMPANY WILL BE ACHIEVED.

OVERVIEW

The Company is a specialty pharmaceutical company focused on the development and
commercialization of later stage, lower risk pharmaceutical products that

utilize the Company's delivery technologies. In 1997, the Company acquired the
Metered Solution Inhaler ("MSI") pulmonary delivery system through a worldwide
exclusive license and supply arrangement with Siemens AG. During the second half

of 1998, the Company acquired the rights to an additional pulmonary delivery



technology, the Aerosol Drug Delivery System ("ADDS") from a subsidiary of
Aeroquip-Vickers, Inc. ("Aeroquip-Vickers"). The ADDS technology isa new
generation propellant-based pulmonary delivery system.

Using these pulmonary delivery systems as platforms, the Company has established
strategic alliances with Elan Corporation, plc ("Elan"), Siemens AG ("Siemens")

and Zambon Group SpA ("Zambon") for developing the initial products. Ina
collaboration with Zambon, the Company is developing a range of pharmaceutical
products delivered by the MSI to treat respiratory diseases. As part of the
strategic alliance with Elan, a world leader in pharmaceutical delivery
technology, the Company is developing therapies for systemic diseases to be
delivered to the lungs. The initial systemic programs are for therapies in the
breakthrough pain and migraine headache markets. Elan licensed two of its own
delivery technologies to the Company that complement the MSI and ADDS
technologies. Outside of its alliances, the Company owns the worldwide rights to
respiratory disease applications of all of its technologies, subject only to the

MSI respiratory rights licensed to Zambon. The Company will seek to acquire
additional novel platform drug delivery systems and technologies.

RESULTS OF OPERATIONS
REVENUE

From inception through the period ended March 31, 1999, the Company has earned
sublicense revenue of $1,360,000 related to the sublicensing of various early

stage technologies. As part of the Company's focus on later stage opportunities,

the Company continues seeking to outlicense its remaining portfolio of early

stage technologies. There can be no assurance that the Company will receive
license fees or other payments related to these technologies. The Company
believes these early stage technologies will have no material impact on the
financial position of the Company.

Interest income was $21,877 for the quarter ended March 31, 1999 compared to
$953 for the same quarter of 1998. The increase between years is attributable to

an increase in cash available for investment during the period ended March 31,
1999. From inception through the period March 31, 1999, the Company has earned
interest income of $535,977.

The Company's ability to generate material revenues is contingent on the
successful commercialization its technologies and other technologies and
products that it may acquire, followed by the successful marketing and
commercialization of such technologies through licenses, joint ventures and
other arrangements.

ACQUISITION OF RESEARCH & DEVELOPMENT IN-PROCESS TECHNOLOGY

The acquisition of research and development in-process technology from inception
to March 31, 1999 was attributable to the acquisition of Camelot Pharmacal, LLC

in 1997 for $1,650,000 and the 1998 acquisitions of certain pulmonary delivery
technologies from Elan for $12,500,000 and ADDS from Aeroquip-Vickers for
$825,000.



RESEARCH AND DEVELOPMENT

Research and development expenses were $654,979 for the first quarter of 1999 as
compared to $1,609,041 for the first quarter of 1998. The decrease of $954,062

from 1998 primarily reflects the shifting of responsibility for development
expenses of the respiratory applications of the MSI to the Company's partner,
Zambon. The Company's direct research and development expenses for its pulmonary
delivery systems were $483,273 and $1,514,832 for the first quarters of 1999 and
1998, respectively, and $4,275,773 from inception through March 31, 1999. The
Company incurred $894 of R&D costs in 1999 versus $244 in 1998 associated with
its early stage technologies, which include RBC-CD4 Electroinsertion technology,
Liposome-CD4 technology, HIV/AIDS vaccine, UGIF technology-prostate cancer, and
anti-proliferative technologies. Since the Company is focused on development of
its pulmonary delivery systems, it does not anticipate incurring additional
research and development costs for these early stage projects.

GENERAL AND ADMINISTRATIVE

General and administrative expenses were $499,663 for the quarter ended March
31,1999, compared with the $612,490 same quarter of 1998. This decrease from
1998 to 1999 of $112,827 was primarily dueto lower compensation expense
reflecting fewer employees during the first quarter of 1999 as compared to the
same quarter of 1998.

INTEREST EXPENSE

Interest expense was $29,891 for the first quarter of 1999, compared with
$42,470 for the first quarter of 1998. The decrease of $12,579in 1999 as
compared to 1998 resulted from interest associated with the Company's Series A
Cumulative Convertible Preferred Stock and 6% Convertible Subordinated
Debentures which were both converted into Common Stock during 1998.

LIQUIDITY AND CAPITAL RESOURCES

The Company's cash available as of March 31, 1999 for funding its operations was
$1,908,615. As of such date, the Company had trade payables of $570,472, current
research obligations of $449,805 and a note payable due in May 1999 of $104,145.
In addition, the Company has committed to fund an additional $1,729,000 for
development of pulmonary delivery systems subsequent to March 31, 1999.

As part of an agreement with Elan, Elan agreed to make available to the Company
a convertible promissory note that provides the Company the right to borrow up
to $2,000,000, subject to satisfying certain conditions. No more than $500,000
may be drawn under the note in any calendar quarter and at least one-half of the
proceeds must be used to fund SPD's development activities. As of March 31,
1999, the Company had remaining $500,000 available for borrowing under this
note.

In May 1999, in conjunction with the completion of its Phase I/1l MSl-albuterol
trial, Zambon provided the Company with a $1 million interest free advance
against future milestone payments. The advance will be repaid in quarterly
installments of $250,000 commencing on January 1, 2002 or upon the receipt of
certain future milestones, whichever is earlier. The proceeds from this advance
are not restricted as to its use by the Company. Upon the achievement of certain
other early milestones, Zambon will provide an additional $1,000,000 advance
under the terms of the agreement.



The Company expects to incur additional costs in the future to fund certain
ongoing technology research projects, including costs relating to its ongoing
research and development activities, and preclinical and clinical testing of its
product candidates. The Company may also bear considerable costs in connection
with filing, prosecuting, defending and/or enforcing its patent and other
intellectual property claims. There can beno assurance that any ofthe
technologies to which the Company currently has or may acquire rights to can or
will be commercialized or that any revenues generated from such
commercialization will be sufficient to fund existing and future research and
development activities.

Because the Company does not expect to generate significant cash flows from
operations for at least the next few years, the Company believes it will require
additional funds to meet future costs. The Company will attempt to meet its
capital requirements with existing cash balances and through additional public
or private offerings of its securities, debt financing and collaboration and
licensing arrangements with other companies. There can be no assurance that the
Company will be able to obtain such additional funds or enter into such
collaborative and licensing arrangements on terms favorable to the Company, if
at all. The Company's development programs may be curtailed if future financings
are not completed.

YEAR 2000 COMPLIANCE

The inability of computers, software and other equipment utilizing
microprocessors to recognize and properly process data fields containing a two
digit yearis commonly referred to as the Year 2000 compliance issue. Such
systems that are not Year 2000 compliant may not be able to properly interpret
dates beyond the Year 1999, which could lead to business disruptions in the U.S.
and internationally. The potential costs and uncertainties associated with the
Year 2000 issue will depend on a number of factors, including software, hardware
and the nature ofthe industry in which a company operates. Additionally,
companies must coordinate with other entities with which they electronically
interact, such as customers, creditors and borrowers.

During 1998, the Company conducted an assessment of its computer systems to
identify systems that could be affected by the Year 2000 issue. Substantially

all software programs used by the Company have been determined to be Year 2000
compliant. In addition, the Company believes that with readily available
upgrades to existing hardware, the Year 2000 issue will not pose significant
operational problems forits computer system. The completion of hardware
modifications to assure Year 2000 compliance is expected by the end of the
second quarter of 1999,

The Company relies on various universities and laboratories for conducting a
significant portion of the research and development of its products. The Company
is currently in the process of communicating with the parties with which it does
significant business to determine their Year 2000 compliance readiness and the
extent to which the Company is vulnerable to any third party Year 2000 issues.

The Company expects to complete its assessment of Year 2000 compliance of these
third parties by July 1999. However, there can be no guarantee that the systems

of other companies on which the Company relies will be timely converted or that



a failure to convert by another company, or a conversion that is incompatible
with the Company's systems, would not have material adverse effect on the
Company.

The total costtothe Company ofthese Year 2000 compliance activities is
estimated to be less than $25,000, and is not anticipated to be material to its
financial position or results of operations. These costs and the date on which

the Company plans to complete the Year 2000 modification and testing processes
are based on management's best estimates, which were derived utilizing numerous
assumptions of future events including the continued availability of certain
resources, third party modification plans and other factors. However, there can

be no assurance that these estimates will be achieved and actual results could
differ from those plans.

PART Il: OTHER INFORMATION
ltem 2. CHANGES IN SECURITIES.

The following unregistered securities were issued by the Company
during the quarter ended March 31, 1999:



Number of
Shares Number of Shares
Sold/Issued Sold/Issued /Subject to
Description ~ /Subject to
Date of of Securities  Optionsor  Offering/Exercise
Sale/Issuance Issued Warrants  Price per Share($) Purchase or Class

The issuance ofthese securities is claimed to be exempt from
registration pursuant to Section 4 (2) of the Securities Act of

1933, as amended, as transactions by an issuer not involving a
public offering. There were no underwriting discounts or commissions
paid in connection with the issuance of any of these securities.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K.
No reports on Form 8-K were filed during the quarter ended March 31,
1999.
EXHIBITS
NO. DESCRIPTION

27 Financial Data Schedule.

SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused
this report to be signed on its behalf by the undersigned, thereunto duly
authorized.



SHEFFIELD PHARMACEUTICALS, INC.

Dated: May 10, 1999 /S/ LOREN G. PETERSON
Loren G. Peterson
President & Chief Executive Officer

Dated: May 10, 1999 /S/ SCOTT A. HOFFMANN
Scott A. Hoffmann
Vice President & Chief Financial Officer
(Principal Financial and Accounting Officer)
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