ANGIOTECH PHARMACEUTICALS, INC.
For the three month period ended March 31, 2007
(All amounts following are expressed in U.S. ddlanless otherwise indicated.)

MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CON DITION AND RESULTS OF
OPERATIONS

The following management’s discussion and analyM®&A”), dated April 30, 2007, provides an upddtethe
MD&A for the year ended December 31, 2006 and shbelread in conjunction with our unaudited cormsikd
financial statements for the three month periodedndarch 31, 2007 and our audited consolidateadéiaéd
statements for the year ended December 31, 208 obavhich have been prepared in accordance wigh U
generally accepted accounting principles (“U.S. @&Aincluding, as applicable, the rules and retjoies of the
United States Securities and Exchange CommissBBE") for the presentation of interim financialdnfnation.
Additional information relating to our Company, inding our 2006 audited consolidated financialestants and
2006 Annual Information Form (“AIF”), is availablyy accessing the SEDAR website at www.sedar.cotheor
EDGAR website at www.sec.gov/edgar.

Forward-Looking Statements and Cautionary Factors hat May Affect Future Results

Statements contained in this MD&A that are not dame historical fact, including without limitatistatements
containing the words “believes,” “may,” “plans,” ifly’ “estimates,” “continues,” “anticipates,” “i@nds,” “expects”
and similar expressions, constitute “forward-logkgtatements” within the meaning of the U.S. Pav&¢curities
Litigation Reform Act of 1995 and constitute “formgalooking information” within the meaning of apgéible
Canadian securities laws. All such statements aderpursuant to the “safe harbor” provisions ofliapple
securities legislation. Forward-looking statemengsy involve, but are not limited to, comments witspect to our
objectives and priorities for 2007 and beyond, sitategies or future actions, our targets, expiectafor our
financial condition and the results of, or outldok, our operations, research development and ptathd drug
development. Such forward-looking statements ingddrown and unknown risks, uncertainties and dtetors
that may cause the actual results, events or dewelots to be materially different from any futuesults, events or
developments expressed or implied by such forwaoltihg statements.

” o ” o« ” o

Many such risks, uncertainties and other factoggaken into account as part of our assumptionsnyidg these
forward-looking statements and include, among athibie following: general economic and businesslitimms,
both nationally and in the regions in which we @er market demand; technological changes thatidmgact our
existing products or our ability to develop and coencialize future products; competition; existirmygrnmental
regulations and changes in, or the failure to cgmth, governmental regulations; availability afdncial
reimbursement coverage from governmental and fraintly payers for products and related treatmedigerae
results or unexpected delays in drug discoveryciingcal development processes; adverse findinigdee to the
safety and/or efficacy of our products or prodwsctiel by our partners; decisions, and the timindegfisions, made
by health regulatory agencies regarding approvaloftechnology and products; the requirement dibstantial
funding to conduct research and development aedpgand commercialization activities or consummate
acquisitions; and any other factors that may afecformance.

In addition, our business is subject to certairrafieg risks that may cause the actual resultsessgad or implied by
the forward-looking statements in this MD&A to diffmaterially from our actual results. These opegatisks
include: our ability to attract and retain qualifipersonnel; our ability to successfully completecfinical and
clinical development of our products; changes isitess strategy or development plans; our failnebtain patent
protection for discoveries; loss of patent protattiesulting from third-party challenges to ourguds;
commercialization limitations imposed by patentsied or controlled by third parties; our abilitydbtain rights to
technology from licensors; liability for patent ittes and other claims asserted against us; outyatuliobtain and
enforce timely patent and other intellectual préyperotection for our technology and products; dhdity to enter
into, and to maintain, corporate alliances relatmthe development and commercialization of ooht®logy and
products; market acceptance of our technology aodyzts; our ability to successfully manufacturerket and sell
our products; the continued availability of capttafinance our activities; our ability to contintgeservice our debt
obligations; our ability to continue to integratea our business the operations of American Meditgttuments
Holding, Inc. (“AMI"); our ability to achieve theperational and other synergies and the other coniatar
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financial benefits expected as a result of the sitipn of AMI; and any other factors referencecdimr other filings
with the applicable Canadian securities regulatmthorities or the SEC.

For a more thorough discussion of the risks astetiaith our business, see the “Risk Factors” eadti our AlF
for the year ended December 31, 2006.

Given these uncertainties, assumptions and rigkifscaeaders are cautioned not to place undwenegdion such
forward-looking statements. We disclaim any obiigato update any such factors or to publicly amuauthe result
of any revisions to any of the forward looking staents contained in this MD&A to reflect future ults, events or
developments.

Business Overview

We are a specialty pharmaceutical and medical desompany that discovers, develops and marketvative
technologies and medical products for diseasesamglications associated with medical device imigasurgical
interventions and acute injury. Our proprietanhteaogies include various drug, drug delivery, aoef modification
and other medical biomaterials technologies. Oseaech and development efforts focus on understigratid
characterizing biological conditions that often wcconcurrent with medical device implantation,ga&ry or acute
trauma, including scar formation and inflammatioel) proliferation, infection and tumor tissue ogewth. Our
strategy is to apply these various technologiesd¢ate and commercialize novel, proprietary mediegice,
surgical implant and pharmaceutical products tedtice procedure side effects, improve surgicalomgs, shorten
hospital stays, or are easier or safer for a plarsio use.

We develop our products using a proprietary antesyatic discovery approach. We use our drug sangeni
capabilities to identify new uses for known pharsaal compounds. We look for compounds that asfdtiee
underlying biological causes of conditions that oanur concurrent with medical device implantatisurgery or
acute trauma. Once appropriate drugs have beetifidénwe formulate the drug, or combination ofigs, with our
portfolio of drug, drug delivery and surface mochfiion technologies and biomaterials to develop\aehdrug-
eluting medical device or surgical implant. We haagent protected, or have filed patent applicatimn, our
technology and many of our products and potentiadipct candidates. Our portfolio of intellectuabperty
developed, licensed or acquired to date, includes »40 issued U.S. patents and 240 pending Ut€npa
applications.

On March 23, 2006, we acquired 100% of the eqdityrivately-held American Medical Instruments Haigs, Inc.
(“AMI"), a leading independent manufacturer of 0000 specialty, single-use medical devices andicakdevice
components targeting various surgical and intefgaat medical markets. The AMI acquisition sigréfitly
diversified our sources of revenue and provideditts commercial resources, including sales, mankgtand
manufacturing capabilities. AMI also provided ushna broad portfolio of medical device productsvtich we may
apply our various proprietary technologies. SideeAMI acquisition, we have generated a signifiqaotion of our
revenue from direct product sales as a complememiit royalty revenue derived from sales of TAXUWSanary
stents and other products by our corporate partiées AMI acquisition constituted a “significantcagsition” under
National Instrument 51-102. In connection with &l acquisition we filed a business acquisition@gpon Form
51-102F4.

We operate in two segments: Pharmaceutical Techies@nd Medical Products.
Pharmaceutical Technologies:

The Pharmaceutical Technologies segment develiopssks and sells technologies that improve thiegmeance of
medical devices and the outcomes of surgical praesd These technologies include various drug, daligery and
surface modification materials and other medicahizterials designed to be applied across a widgerahmedical
devices and technologies, surgical procedures attical disciplines. This segment focuses primanily
establishing product development and marketingpaships with major medical device, pharmaceutical
biomaterials companies and to date has deriveth#jerity of its revenue from royalties due fromtpars that
develop, market and sell products incorporatingteannologies. Currently our principal revenuethis segment
come from royalties derived from sales by Bostoe&dic Corporation (“BSC”) of TAXUS® coronary sté
systems incorporating the drug paclitaxel. We abgoect to apply certain of the technologies devedopy this
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business segment to develop novel next generataupts for the Medical Products segment to maakeitsell
directly to end users or medical product distrilosito

Medical Products:

The Medical Products segment manufactures and tsaakeide range of single use, specialty medicaicds, with
products focused primarily on general surgery, togppand tumor biopsy, interventional radiology aracular
surgery, ophthalmology and aesthetic surgery. Thdithl Products segment also manufactures finighestical
devices and medical device components for thirtiypaedical device manufacturers and marketers.

The Medical Products segment has several spedalalizect sales and distribution organizations mthS. and the
European Union (“E.U."), as well as significant maéacturing capabilities. This business segmentvdsrihe
majority of its revenue from direct product sale®nd users or various medical products distrilsutdiany of these
products are made using our proprietary manufawysrocesses, or are protected by intellectualgytgp

As discussed above, it is expected that the Me®fioaducts segment may eventually market and sedingproducts
developed by the Pharmaceutical Technologies segmegh its direct sales and distribution chasnahd may
apply certain of that segment’s technologies tgitslucts to create novel, next generation megicaducts to
market directly to end users or medical producttrithutors. There are currently numerous producelbgment
efforts underway that explore the application ataie of Pharmaceutical Technologies’ proprietanygd drug
delivery and surface modification materials anceotiedical biomaterials to products marketed byMedical
Products segment.

Recent Developments

Significant Developments during the First Quarter of 2007

< In March 2007, we initiated a U.S. pivotal humainichl trial designed to evaluate the safety arfidaty
of the Vascular Wrap™ in the prevention of stenéaliswing surgical implantation of an ePTFE
vascular graft in the upper extremity for vasciifsy) access in hemodialysis patients. The triabdad
its first patient in March 2007, and is expecte@nooll a total of approximately 628 patients atcedters
in the United States. Should this trial provideipos safety and efficacy data, we would submit the
results to the FDA and attempt to secure appravaiarket the Vascular Wrap in the U.S.

« In January 2007, we launched the first of the mgxteration products we are developing using thd Qui
technology. The Quill® Self-Retaining System (“SRfér various wound closure and tissue approxiovati
applications in general and aesthetic surgery agegented barbed design. We believe that thd@B8RS
offers an elegant time-saving option for surgegnsliminating the need for knots while providinggroved
tissue approximation.

» Shortly after the end of the first quarter of 20@&, eliminated the Contour Thread brand in orddotois on the
single brand name of Quill®, as well as to focuswafacturing and sales efforts on the products angical
indications with the highest near term return oregtment and sales potential. The Quill® brand aaihtinue to
be sold for open facelifts and other cosmetic pdaces, but the Contour Thread brand will not betioored and
will not be promoted for closed facelift procedures

During, and shortly after, the first quarter of ZD@e announced three additions to our senior memegt team.

e On March 7, 2007, Victor Diaz was appointed SeMme President, Global Manufacturing and Supply i@ha
Management. Mr. Diaz is responsible for aligning people and manufacturing resources, building caut
supply chain strategy, developing best practicessacall of our facilities, and increasing manufisicty and
operational productivity. Prior to joining us, MRiaz was Vice President, Global Operations at flete
Medical, the medical device and instrument manufaug division of Teleflex Corporation. During hiareer at
Teleflex, Mr. Diaz led a staff of 4,200 people amds responsible for the global manufacturing, prement,
distribution and complete supply chain with 25 pdaand 23 distribution centers in 10 countriesimdpe, Asia,
Latin America and the U.S. Mr. Diaz also spenet¢hyears at Tyco Healthcare Respiratory where leMice
President of Manufacturing, responsible for 11 nfacturing facilities in 5 countries in Europe, Megj and the
u.s.
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e On March 22, 2007, Santi Corsaro was appointed Piesident, Sales and Marketing for non-U.S. markat.
Corsaro will oversee our European commercial operat He is responsible for initiating a profitalgeowth
strategy on a country-by-country basis, buildingalosales organizations and marketing teams, aatbleshing
direct sales subsidiaries in key European countri&gri$or to joining us, Dr. Corsaro spent over 2ang working
for the Johnson & Johnson (J&J) Group in Europestvtecently, Dr. Corsaro was President and Managing
Director of J&J Medical Holding SpA Italy, where hgas responsible for merging four different J&J
organizations under a single legal entity. Priorthis, Dr. Corsaro was the European President afli€oa
subsidiary of J&J, where he managed 300 employegshas responsible for reorganizing the Europeamli€o
structure and increasing drug-eluting stent adoptaies. Dr. Corsaro was also Worldwide Presidenti&J’s
A.S.P. (Advanced Sterilization Products) company.

e On April 3, 2007, Chris Dennis was appointed Seniare President, Sales and Marketing. Mr. Denais i
focused on building a global sales and marketiggoization with a commercialization strategy timafudes our
identified focus markets. Prior to joining us, MPennis was Global President of J&J's OrthoNeutnage
company (pharmaceuticals and aesthetic device®renhe was responsible for overall strategy andnbss
growth initiatives. Previously, he held the positiof Vice President, Marketing & Sales for JansSetino, Inc.
(pharmaceuticals), where he managed the sales ariétimg of a wide range of prescription medication

Clinical Programs

Our discovery approach has yielded a number ofygrocandidates that are in various stages of relseard clinical
development. The following table outlines our madtanced product candidates and their stage elal@went:

Product Indications Regulatory Status Partner
Vascular Wrap" Peripheral vascular Filed for CE Mark in November 2006 Edwards (for European
(paclitaxel-eluting disease distribution only)
mesh)
Arteriovenous access Received E.U. approval ir6260 Edwards (for European

begin clinical study; Vaxsys Synergy distribution only)
pivotal study in the U.S. initiated in

March 2007
Anti-Infective General Pivotal human clinical study for U.S. None
Catheter currently enrolling

TAXUS Liberté Coronary artery disease Pivotal study (“ATLAS”) designed ft BSC

(paclitaxel-eluting U.S. approval; commercially availal

coronary stent) in the E.U. and various other count
outside the U.S.

ZILVER® PTX Peripheral vascular E.U. and U.S. first-in-man studies in Cook

paclitaxel-eluting  disease femoralpopliteal indications current
peripheral vascular enrolling
stent

« Vascular Wrap™. Our paclitaxel-eluting mesh surgical implant, orswalar Wrap, is designed to treat
complications, including graft stenosis or restésdhat may occur in connection with vascular graf
implants in hemodialysis patients or patients teate peripheral artery disease. Vascular grafts are
implanted in patients in order to bypass diseasgadbvessels, or to provide access to the vassyiem
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of kidney failure patients in order to facilitateetprocess of hemodialysis. In many cases, tresailar
grafts fail due to proliferation of cells or scata the graft (graft stenosis or restenosis), wizh
negatively impact blood flow through the vasculeafy We have conducted, or are in the process of
conducting, human clinical trials to assess thetgafnd efficacy of our Vascular Wrap product, wihie
designed to elute the drug paclitaxel at the ditbe@vascular graft in order to reduce the inceaf
stenosis or restenosis. In November 2006, we arogalithe results from our initial human clinicély
which was conducted in the EU and was designeddluate the safety of the Vascular Wrap product in
patients with peripheral artery disease in the limtihis study, the Vascular Wrap product was well
tolerated, with no adverse events being considesladed to the use of the product. With the resufits
this trial, in November 2006 we filed for a CE Mankorder to obtain the ability to market and sled
Vascular Wrap in the EU for peripheral vasculaedie. Upon receipt of a CE Mark, we plan to
commence commercialization of our Vascular Wraplpod in the EU and in certain other countries
outside the U.S. In March 2007, we initiated a Uhi8otal human clinical trial designed to evalutite
safety and efficacy of the Vascular Wrap™ in thevention of stenosis following surgical implantatio
of an ePTFE vascular graft in the upper extrengtyhscular (AV) access in hemodialysis patiente T
trial enrolled its first patient in March 2007, aisdexpected to enroll a total of approximately @2&ents
at 50 centers in the United States. Should thas priovide positive safety and efficacy data, weildo
submit the results to the FDA and attempt to seapproval to market the Vascular Wrap in the U.S.

Anti-Infective Catheter. Central venous catheters (“CVC”) are usually itesttinto critically ill patients

for extended periods of time to administer fluidsjgs, and nutrition, as well as facilitate frequgiood
draws. Through our proprietary drug identificat&irategy, we have elected to evaluate 5-Fluoroluraci
(“5-FU"), a drug previously approved by the FDA toeatment of various types of cancer, as a congboun
that may help to prevent certain types of infectiopatients receiving a CVC. Our 5-FU-eluting C\éC
currently undergoing a human clinical trial in tHe5. designed to assess the safety and efficaityeof
catheter in preventing various types of cathetiated infections. The study is a randomized, shindjied,
930-patient, 25-center study. There were 696 piatienrolled in the study as of March 31, 2007théf

CVC study results are favorable, we intend to retjae510(Kk) clearance from the FDA to market arid se
the CVC in the U.S.

TAXUS Liberté paclitaxel-eluting coronary stent sysem. The TAXUS Liberté paclitaxel-eluting coronary
stent system, which was developed and is undeuatiah in clinical trials being conducted by ourtpar BSC,
represents BSC’s next generation product incorpwyatur research, technology and intellectual priypelated
to the use of paclitaxel to prevent restenosisathdr local inflammatory diseases. It has beergdesi to further
enhance coronary stent deliverability and bloods&ksonformability, particularly in challenging coary
lesions. BSC has to date commenced sales of theJBAXberté only in countries outside of the U.S. Argust
24,2004, BSC initiated the ATLAS trial, a pivosaldy to collect data to support regulatory filingshe U.S.
for product commercialization of TAXUS Liberté. TAGLAS trial is a global, multicenter pivotal study
designed to support the FDA approval of the TAXUBekté stent system. The trial is assessing tretysahd
efficacy of a slow-release dose formulation paxétaeluting TAXUS Liberté stent system. On Februagy
2005, BSC completed enrolment in the ATLAS triaB@R patients at 72 sites in the U.S., Canada,ralisst
New Zealand, Singapore and Hong Kong. In additiothé ATLAS trial, the TAXUS Liberté clinical
development program includes several expansionestdidr long lesion stenting, small vessel stenéind direct
stenting of coronary lesions. In October 2006, BfGounced 12-month follow up data from the ATLASItr
The data demonstrated that the safety and effibangfits with the TAXUS Liberté stent were mainelrat 12
months. These data are currently being reviewelthdyDA, and BSC expects to receive approval agihbe
marketing the TAXUS Liberté stent in the U.S. ir0Z0

ZILVER® PTX paclitaxel-eluting peripheral vascular stent. The ZILVER PTX paclitaxel-eluting
peripheral vascular stent, which was developedi@ndder evaluation in clinical trials being conthet
by our partner Cook, a multinational medical deviwnufacturer, is a specialized stent product
incorporating our proprietary paclitaxel technol@nd is designed for placement in diseased arteries
the limbs to restore blood flow. The ZILVER PTX fitaxel-eluting peripheral stent is designed to
reduce restenosis following placement of a stepeiipheral artery disease patients and is cuygrentl
undergoing human clinical trials in the U.S. anel EU to assess product safety and efficacy. These
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studies are being conducted by our partner Coolchwih a co-exclusive licensee, together with B&C,
our proprietary paclitaxel technology to reducderssis following stent placement in peripheragirt
disease. In January 2007, Cook released nine-naatéhfrom its EU clinical study. The preliminargtd
presented by Cook on the first 60 patients in #melomized trial, which is examining the safety sihg
Cook's ZILVER PTX paclitaxel-eluting stent to tréddckages, or lesions, of the superficial femoral
artery (“SFA”) above the knee, indicated that the\VER PTX stent showed an equal adverse event rate
to conventional angioplasty for treating SFA lesionhe ZILVER PTX stent also displayed a zero-
percent fracture rate for 41 lesions at six moathd 18 lesions at one year. Effectiveness of thecdén
treating lesions of the SFA will be evaluated ipivotal trial, which is expected to start in 2007%the

U.S. The study is planned to enroll 420 patieh&0ainvestigative sites.

Acquisitions
For a full summary of significant acquisitions,eefo our AlF for the year ended December 31, 2006.
Quill Medical, Inc. (“Quill")

On June 26, 2006, we completed the acquisitior06f4 of the equity of Quill. Through this transaatj we
acquired the rights, in all possible fields of usegevelop and market applications of the Quitiretary self-
anchoring suture technology, including in a varigtgeneral and specialty surgical and aesthetipesy
applications. Unlike conventional sutures whicé simooth, the Quill products have tiny teeth-likeds or cogs
along the surface. This “self-anchoring” suturéhteslogy may be used to close certain wounds oricalripcisions
without the need for suture knots. Eliminating khahg can save surgical time, may reduce theafskfection, and
may reduce wound leakage.

The Quill acquisition was accounted for using thiechase method of accounting. The assets, liasiitevenues
and expenses of Quill were included in our constdid financial statements from June 26, 2006, #te of
acquisition. Total consideration of $40.3 milliencluding direct acquisition costs, was allocatedhe assets
acquired and liabilities assumed based on preliryifear values at the date of acquisition resultimgreliminary
identifiable intangible assets of $39.9 million aymbdwill of $13.1 million at the end of June 200Bubsequent to
the acquisition, more detailed valuation procedwese performed on the assets acquired and adalitioiormation
was obtained resulting in a finalized purchasespaitocation to identifiable intangible assets 50$ million and
goodwill of $7.0 million as of March 31, 2007. Giwall is the excess of the purchase price ovemniteassets and
liabilities which includes the tax basis of thelased assets and liabilities. The allocation ofihechase price of
the net assets acquired was finalized during tiseduarter of 2007.

We are currently working to develop a portfolionait-generation products using the Quill technololyyJanuary
2007, we launched the first of these new prodtlesQuill® Self-Retaining System (“SRS”) for var®wound
closure and tissue approximation applications imegal and aesthetic surgery.

The launch of the Quill® SRS for various indicagdn January 2007, as described above, triggedsy@opment
milestone payment of $10.0 million, payable in casin Angiotech stock (or a combination theredfpar
discretion, in the third quarter of 2007. This rsitene payment is creditable against any otherdutantingent
payments that may be made depending on whethetirtseles levels of the Quill SRS are achieveds $h0.0
million payable was recorded as an increase togiladliring the three months ended March 31, 2007.

American Medical Instruments Holdings, Inc. (“AMI")

On March 23, 2006, we completed the acquisitiohGff% of the equity of AMI. In the fourth quartér2006, we
began the process of replacing the divisional sirecof AMI with a centralized operational struauhat is
integrated into the other functions of AngiotecheTestructuring is expected to result in a mofieieft operating
structure. As part of these centralization ad#sitcertain employees were terminated which regduift
approximately $1.2 million in severance and relatests during the three months ended March 31,.2007

Pg 6 of 20



Collaboration, License and Sales and Distribution reements

In connection with our research and developmewtrisifwe have entered into various arrangementsaaitporate
and academic collaborators, licensors, licenseg®thers for the research, development, clinicsting, regulatory
approval, manufacturing, marketing and commeradéilin of our product candidates. Terms of theotazilicense
agreements may require us, or our collaboratonsiatiee milestone payments upon achievement of ogrtaduct
development and commercialization objectives andrpgalties on future sales of commercial produi€@any,
resulting from the collaborations. For a summdrgwr most significant agreements, refer to our AdlFthe year
ended December 31, 2006. During the three monibgended March 31, 2007, we recorded the follgwion-
routine transactions related to our collaboratimense and sales and distribution agreements:

NuVasive, Inc.

In September 2006, we received $20.0 million frooVisive, Inc, in consideration for entering a nibee and
royalty buyout agreement for the NeoDI&tcervical disk replacement device and related telcyy. The $20.0
million consisted of $12.0 million in cash and $&lion in NuVasive common stock. In March 200w sold the
NuVasive common stock for total proceeds of $9.4ioni, net of commissions. We are obligated to pay
approximately $0.6 million of the consideratione®ed from NuVasive to certain third parties faelnse fees
related to the technology and transaction costs.

Collagen Matrix Technologies, Inc.

In March 2007, we terminated a development, licemzkdistribution agreement with Collagen Matrix
Technologies, Inc. (“CMT") and paid a terminati@efof $0.9 million. This termination fee was retext as a
research and development expense.

Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with U.S. GAAP. These accountinggipies
require management to make estimates and assumtianaffect the reported amounts of assets]itiabj revenue
and expenses. We believe that the estimates ancthptions upon which we rely are reasonable antased upon
information available to us at the time the estematnd assumptions were made. Actual results cliffiéd from our
estimates.

The significant accounting policies and estimaltad e believe are the most critical in fully urstanding and
evaluating our reported financial results are dbsdrbelow:

Revenue recognition

We recognize royalty revenue once the amount isroénable, there is reasonable assurance of dolkeahd there
are no further obligations with respect to the tyyeevenue. Accordingly, we record royalty reverderived from
BSC sales of paclitaxel-eluting coronary stenteyston a cash basis due to terms in our agreenitanB&C
regarding reporting deadlines for the financiabmfiation that is necessary to accurately estinmd&6C royalty.
This results in a one quarter lag between the timeecord royalty revenue and the time the assetisdles were
recorded by BSC.

Product sales revenue is recognized when a praslahtpped to the customer provided we have natrred any
significant risks of ownership or future obligattowith respect to the product shipped. Revenua fsimduct sales
is recognized net of provisions for returns, dis@ewand allowances. These provisions are estinzatddecorded in
the same period as the related product sales argbaed on estimates derived from historical egped. Amounts
billed to customers for shipping and handling aauded in product sales revenue. The corresporatiats for
shipping and handling are included in cost of patslsold.

License fees are comprised of initial paymentsraildstone payments from collaborative licensingiagements.

Non-refundable milestone payments are fully recogghiupon the achievement of the milestone evenhwigehave
no further involvement or obligation to perform endhe arrangement. Initial payments and milespeanents for
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which we have ongoing involvement are deferredandrtized into income over the estimated perioduf
ongoing involvement, which varies by each arranggme

Income tax expense

Income taxes are accounted for under the liabitigghod. Deferred tax assets and liabilities ategrized for the
differences between the financial statement anonectax bases of assets and liabilities, and feraijng losses
and tax credit carry forwards. A valuation allowaris provided for the portion of deferred tax &s#eat is more
likely than not to be unrealized. Deferred taxetssind liabilities are measured using the endatethtes and laws.

Significant estimates are required in determiningovision for income taxes. Some of these esémare based
on interpretations of existing tax laws or reguati. Our effective tax rate may change from petiopleriod based
on the mix of income among the different foreigrigdictions in which we operate, changes in taxslawthese
jurisdictions, and changes in the amount of vatumtillowance recorded.

Effective January 1, 2007, we adopted Financialodoting Standards Board (“FASB”) Interpretation M8,
Accounting for Uncertainty in Income Taxes — arefptetation of FASB Statement No. 109 (“FIN 48BIN 48 is
designed to reduce diversity and provide consisteobunting practices and criteria for how compsasieould
recognize, measure, present, and disclose infthaircial statements all significant uncertain pesitions.

Stock-based compensation

We account for stock-based compensation in accoedaith Statement of Financial Accounting Stand&@dard
(“SFAS”) 123(R) “Share-Based Payment”, a revisiorsFAS 123 “Accounting for Stock-Based Compensation
SFAS 123(R) requires us to recognize in the incetatement the grant date fair value of share-bagegbensation
awards granted to employees over the requisitéceeperiod. We use the Black-Scholes option pricmagiel to
calculate stock option values, which requires @edasumptions including the future stock priceatibty and
expected time to exercise. Changes to any of thesemptions, or the use of a different option pgenodel (such
as the binomial model), could produce a differait ¥alue for stock-based compensation, which cbalk a
material impact on our earnings.

Cash equivalents, short and long-term investments

We invest our excess cash balances in short-tezorises, principally investment grade commerciebtland
government agency notes. At March 31, 2007, sabatly all of our securities were classified asdable-for-sale,
and accordingly, were recorded at fair market valiib unrealized gains and losses included in otenprehensive
income (loss) in shareholders’ equity. Realizeidgiand losses and any declines in value thataiged to be
other-than-temporary are reported in other incontkexpenses.

As part of our strategic product development effonte also invest in equity securities of certaimpanies with
which we have collaborative agreements. The egaityrities of some of these companies are notguiladed
and so fair value is not readily available. Thiesestments are recorded using the cost methodoafuating and
are tested for impairment by reference to antieigaindiscounted cash flows expected to result framinvestment,
the results of operations and financial positiothefinvestee, and other evidence supporting theeaézable value
of the investment.

Goodwill

Goodwill is tested for possible impairment at lestually and whenever changes in circumstancas ¢cat would
indicate an impairment in the value of goodwill.hg the carrying value of a reporting unit’s godtexceeds the
implied fair value of the goodwill, an impairmensk is recognized in an amount equal to the exd@ssumstances
that could trigger an impairment include adversangfes or outcomes in legal or regulatory mattecdriological
advances, decreases in anticipated demand andaipatetd competition.
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Intangible assets

Our identifiable intangible assets are primarilynpuised of technologies acquired through our bigsine
combinations. Intangible assets also includededsed proven medical technologies. We amortizagible assets
on a straight-line basis over the estimated liftheftechnologies, which range from two to twelearg depending
on the circumstances and the intended use of thedéogy. We determine the estimated useful lfeesntangible
assets based on a number of factors such asiegalatory or contractual limitations; known teclugical
advances; anticipated demand for our productsitamexistence or absence of competition. We retievncarrying
value of our intangible assets for impairment iatlics at least annually and whenever there hasdsgmificant
change in any of these factors listed above. Aifiigint change in these factors may warrant asiemiof the
expected remaining useful life of the intangiblsedsresulting in accelerated amortization or gpaiinment charge,
which would impact earnings.

Results of Operations

Overview

The following discussion and analysis of resultsrfrour operations excludes the financial resuttmfour
discontinued operations (see “Results of Operatidiscontinued Operations”), unless otherwise dot&he
results from all prior periods have been reclasgdifo conform to this presentation.

The results for the comparative three month pegiodied March 31, 2006 do not include the resulshdf from the
date of acquisition on March 23, 2006 to MarchZ&106. The results for this period have been iregiluich the
results of operations for the three month periagieenJune 30, 2006.

Three months ended

March 31,

(in thousands of U.S.$, except per share data) 2007 2006
Revenues

Pharmaceutical Technologies $34,572 $41,945

Medical Products 41,386 -
Total revenues 75,958 41,945
Operating income

Pharmaceutical Technologies 4,887 11,561

Medical Products (2,535) -
Total operating income 2,352 11,561
Other income (expenses) (12,052) 409
Income (loss) from continuing operations beforeome
taxes and cumulative effect of change in accourblgy (9,700) 11,970
Income tax expense (recovery) (4,900) 4,389
Net income (loss) from continuing operations before
cumulative effect of change in accounting policy ($4,800) $7,581
Basic net income (loss) per common share, continuin
operations (0.06) 0.09
Diluted net income (loss) per common share, commu
operations (0.06) 0.09

We operate in two reportable segments: (i) Phageniical Technologies; and (ii) Medical Products.

Our Pharmaceutical Technologies segment includgstyorevenue generated from out-licensing our petary
paclitaxel technology to drug-eluting stent mantifeers, as well as revenue derived from the oenbe of certain
biomaterials and other technologies. This segmksatincludes our internal and external researdhdawvelopment

activities and our corporate activities.
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Operating income from continuing operations for Birmaceutical Technologies segment decreasefl.By $
million to $4.9 million for the three month periettdded March 31, 2007 when compared to the same thoath
period in the prior year. The decrease is due#@.& million decrease in royalty revenue deriveaif BSC's sales
of paclitaxel-eluting coronary stent systems, pasffset by reduced licence and royalty fees payablated to the
reduction in royalty revenue.

The Medical Products segment manufactures and hsaak®ide range of single use, specialty medicuaicgs. The
Medical Products segment also manufactures finishedical devices and medical device componentthiat
party medical device manufacturers and marketers.

Operating loss from continuing operations for thedi¢al Products segment was $2.5 million for theghmonth
period ended March 31, 2007. The operating lodsidies $5.9 million of amortization related to imgéble assets, a
$1.2 million charge for employee severance andeélaosts due to the restructuring and centratinaif certain
operations, $1.1 million in termination costs irmeukto exit certain licence and distribution agreats in non-core
markets, and a $1.4 million gain on the sale ofammmon stock holdings in NuVasive, Inc.

For the three month period ended March 31, 200#eserded a net loss from continuing operation8®7 million
($0.06 basic net loss per share) compared to oetria from continuing operations of $7.6 million (3@ basic net
income per share) for the three month period emd@ah 31, 2006. The decrease of $17.3 millionuis tb the
factors discussed above and an increase of $11i8min interest expense related to the debt iredito partially
fund the AMI acquisition.

Revenues
Three months ended
(in thousands of U.S.$) March 31,
2007 2006
Pharmaceutical Technologies:
Royalty revenue — paclitaxel-eluting stents $24,8 $39,368
Royalty revenue — other 1,176 1,722
Product sales 1,100 802
License fees 472 53
$34,572 $41,945
Medical Products:
Product sales 41,386 -
Total revenues $75,958 $41,945

Royalty revenue derived from sales of paclitaxatie coronary stent systems by BSC for the threatmperiod
ended March 31, 2007 decreased by 19% as compathe same three month period in the prior yedre T
decrease in royalty revenues was a result of Ieaks of paclitaxel-eluting stents by BSC. Royedtyenue for the
current quarter was based on BSC'’s net sales égpehiod October 1, 2006 to December 31, 2006 48$illion,
of which $294 million was in the U.S., comparedét sales of $537 million, of which $357 million svim the U.S.,
for the same quarter in the prior year. The avegagss royalty rate earned in the three month geziwded March
31, 2007 on BSC's net sales was 7.7% for saldseittS. and 5.9% for sales in other countries coetpt an
average rate of 7.9% for sales in the U.S. and 8d3%ales in other countries for the same penioithé prior year.

Other royalty revenue decreased $546,000 to $ll@dmior the three month period ended March 3102@s
compared to $1.7 million for the three month pemodied March 31, 2006.

We expect revenues in the Pharmaceutical Techredagigment to decrease in the second quarter @fax00
compared to the first quarter of 2007, based orfmales of paclitaxel-eluting stent systems by BSi@e first
guarter of 2007 as compared to the fourth quaft2006. Specifically, BSC announced on April 2802 that
BSC'’s worldwide sales of drug-eluting stent systéonghe quarter ended March 31, 2007, which actugive of
sales of paclitaxel-eluting stent systems for whighreceive royalties, were $468 million, as coredao gross
drug-eluting stent system revenues of $506 milfmrthe quarter ended December 31, 2006.
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We expect revenues in the Medical Products segtoéntrease during the remainder of 2007 as condparéhe
first quarter of 2007, reflecting anticipated grbwef certain product lines and the potential impeHctelected new
product launches by this business segment durigehr, including the recent launch of the QuillS3Roduct line.

Expenditures

Three months ended

March 31,
(in thousands of U.S.$) 2007 2006
License and royalty fees $5,441 $6,513
Cost of products sold 22,792 634
Research and development 13,763 9,655
Selling, general and administrative 23,455 10,37
Depreciation and amortization 8,155 2,166
In-process research and development - 1,042
$73,606 $30,384

License and royalty fees on royalty revenue

License and royalty fee expenses include licendeayalty payments due to certain of our licensprsnarily as a
result of paclitaxel-eluting coronary stent systeyalty revenue received from BSC. The decreaskisnexpense
in the three month period ended March 31, 2007 pvdoenpared to the same period in the prior yeélgats the
decrease in our royalty revenue. We expect licanseroyalty fee expense to continue to be a sogmif cost in the
remainder of 2007, as royalty fee expense is dyreelated to royalty revenue.

Cost of products sold

Cost of products sold is comprised of costs andeses related to the production of our various oadievice and
device component and biomaterial products and tdofies, including direct labor, raw materials, cegation and
certain fixed overhead costs related to our varmnasaufacturing facilities and operations. Cosprafducts sold
increased by $22.2 million for the three month péended March 31, 2007 compared to the same pieribe
prior year almost entirely as a result of costsiined related to product sales derived from the Algerations,
which were acquired as of March 23, 2006. As altredsuhe acquisition completion date, the AMI ogéons and
related costs were not reflected in our resultspafrations for the prior year period. The grossgmeon product
sales was 46% during the three month period endadiM31, 2007 compared to 50% for the three moeatiog@
ended December 31, 2006, reflecting slightly losades relative to fixed overhead costs in certhmuo
manufacturing operations during the quarter, amthteone-time charges including severance cofiteto
restructuring and fees paid to terminate a distidlnuagreement. We expect that cost of produdtbwil continue
to be significant, and that gross margins may imerduring the remainder of 2007, primarily as ailtesf increased
sales of selected new product lines that providadri relative gross margins as compared to exigtiaduct lines.

Research and development

Our research and development expense is comprisazsts incurred in performing research and devalamt
activities, including salaries and benefits, clalitrial and related clinical manufacturing costntract research
costs, patent procurement costs, materials andisapand operating and occupancy costs. Our relseand
development activities occur in two main areas:

(i) Discovery and preclinical researchOur discovery and preclinical research efforesdivided into several
distinct areas of activity, including screening awdluation of pharmaceuticals, evaluation of maigm of action
of pharmaceuticals and pursuing patent protectioofir discoveries.

(ii) Clinical research and developmen€linical research and development refers to irtleand external activities

associated with clinical studies of product cantidén humans, and advancing clinical product aiatds towards a
goal of obtaining regulatory approval to manufagtand market these product candidates in varioogrgphies.
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Research and development expenses by projectddahtbe month periods ended March 31, 2007 and 2@06 as
follows:

Three months ended

(in thousands of U.S.$) March 31,
2007 2006
Discovery and pre-clinical research $7,052 $6,719
Ongoing clinical programs:
Vascular Wrap™ Paclitaxel-Eluting Mesh 2,321 ,584
Anti-infective Central Venous Catheter 1,709 2,083
4,030 3,667
Completed clinical programs:
Adhibit™ Adhesion Prevention Gel 35 41
Other 26 86
61 127
Medical products 2,723 56
IPR&D expense - (1,042)
Stock-based compensation 442 621
Less: Depreciation, amortization and inter-competmgrges (545) (426)
allocated to projects above
Total research and development 13,763 9,722
Less: Research and development relating to disa@d operations - (67)
Total research and development relating to comgpoiperations $13,763 $9,655

Research and development project expenses includieezt costs as well as an allocation of indinasearch and
development expenses based on direct effort and obsach project.

Research and development expenditures increasgd.bymillion to $13.8 million for the three montkrod ended
March 31, 2007 as compared to $9.7 million forgame period in 2006. The increase was almost Bn¢isea result
of costs incurred related to activities of the Abflerations, which were acquired as of March 236208 a result

of the acquisition completion date, the AMI resbanod development costs were not reflected in esuilts of
operations for the prior year period. The additid discovery and pre-clinical research persormekw early stage
research collaboration, and a one-time paymen@& fillion to terminate a development agreemdng a
contributed to the increased expenditures duriegptriod.

Selling, general and administrative expenses

Our selling, general and administrative expensesamprised of costs incurred related to the sadeiovarious
medical products and our various management anéhadrative support functions, primarily salariesmmissions
and benefits and other operating and occupancg.cost

Total selling, general and administrative expendsifor the three month period ended March 31, 20€rgased by
$13.1 million compared to the same three monthoplen the prior year almost entirely as a resultasdts incurred
related to sales activities of the AMI operationkjch were acquired as of March 23, 2006. As altefuhe
acquisition completion date, the AMI operations agldted costs were not reflected in our resultspafrations for
the prior year period. These increases in expemses offset by a reduction in professional feésirag from patent
and litigation related activities of $1.0 millios aompared to the same period in the prior yeé&e AMI
expenditures include $8.0 million for direct sadesl marketing personnel and activities, $1.6 nmilfior personnel
costs associated with corporate and support fumgtiemployee severance costs of $1.2 million rélaidghe
integration of AMI, and $2.4 million for other oging and occupancy costs.
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During the remainder of 2007, we expect that sgllgeneral and administrative expenses will coetitube higher
on a quarterly basis as compared to the first quaft2007 primarily due to the expansion of saled marketing
activities and personnel. This will be partialfyset by a reduction in general and administraéxpenses reflecting
broad spending reduction initiatives as well asaiercost reductions related to reorganizatiornvdids completed

in the first quarter of 2007. Expenditures colltfuate depending on product sales levels andtgrofwnew
product sales, including the Quill SRS, and theeixof legal efforts required to support and defeadintellectual
property portfolio.

Depreciation and amortization

Depreciation and amortization expense for the thmeath period ended March 31, 2007 includes anaditia of
licensed technologies and identifiable intangilslsets purchased through business combinations ®hdilion and
depreciation of property, plant and equipment o83%dillion. Depreciation and amortization expeimszeased by
$6.0 million to $8.2 million for the three monthrjmel ended March 31, 2007 as compared to the samedoin the
prior year, primarily due to amortization relatecte identifiable intangible assets acquired fruivh.

We expect depreciation and amortization expensert@ain consistent from quarter to quarter durirggréfmainder
of 2007 unless further intangible assets are aeduir

In-process research and development (“IPR&D”)

We record IPR&D expense relating to acquired didensed technologies that are at an early stagewflopment
and have no alternative future use. We did naingany IPR&D expense in the three month periodedridarch
31, 2007, but we did record IPR&D expense of $1illan in the three month period ended March 3102@s a
result of a license milestone payment made to Rteg; Inc. We may incur further IPR&D expenditunesuture
periods as we continue to in-license or acquirtyeaage technologies.

Other Income (Expense)

Three months ended

March 31,
(in thousands of U.S.$) 2007 2006
Foreign exchange gain $102 $171
Investment and other income 8,802 2,704
Interest expense on long term-debt (12,799) (989)
Net loss on redemption of available-fale securitie (8,157) (1,477)
($12,052) $409

The net foreign exchange gains were primarily #sult of changes in the U.S. to Canadian dollarathdr foreign
currency exchange rates when translating our foreigrency denominated cash, cash equivalentshantiterm
investments to U.S. dollars at period end. Weinaetto hold Canadian dollars and other foreigmenosy
denominated cash, cash equivalents and short-temestments to meet our anticipated operating apilata
expenditure needs in future periods in jurisdictiontside of the U.S. We do not use derivativdsetige against
exposures to foreign currency arising from our hedasheet financial instruments and therefore ypesed to
future fluctuations in the U.S. dollar to Canadimilar and other foreign currency exchange rates.

Investment and other income for the three montiogeanded March 31, 2007 increased by $6.1 millinen
compared to the same period in the prior year piiyndue to a gain of $7.5 million realized on tlezovery of
investments owned by Cohesion Technologies, Intclwivas acquired in 2003, partly offset by a reurcin
investment income due to a lower cash balanceablaito invest because of the use of cash resofoctdse AMI
and Quill acquisitions.

During the three month period ended March 31, 20@7incurred interest expense of $12.8 million an o
outstanding long-term debt obligations as comp#wekil.0 million in the same period of 2006. Theerast rates on
the senior floating rate notes issued in Decemb862ave been, and currently are, 9.1%. Intesgstrese for the
three month period ended March 31, 2007 also irs®0.6 million for amortization of deferred finarg costs.
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The net loss on redemption of available-for-sataigées for the three month period ended March287 is
comprised of a loss of $9.6 million realized on $ée of our common stock holdings in Orthovita, Jand a gain
of $1.4 million realized on the sale of our comnstock holdings in NuVasive, Inc. In the three niopériod ended
March 31, 2006, the net loss of $1.5 million wasorded due to the early redemption of long-ternusges to
partially fund a portion of the AMI acquisition.

Income Tax

During the three month period ended March 31, 2087ecorded an income tax recovery of $4.9 milfranthe
compared to income tax expense of $4.4 milliortterthree month period ended March 31, 2006. ttethree
month period ending March 31, 2007, the effectaseraite was 50.5% compared to an effective taxab®6.7% for
the same period in the prior year. The increagbhdreffective tax rate is the net result of amease due to the
impairment charge on discontinued operations atiecaease due to provincial income tax creditsriiational tax
structures, and the amortization of identifiabl@angible assets acquired through business combirsati

For the three month period ending March 31, 2004 effective tax rate (adjusted for the tax eftddhe
impairment charge on discontinued operations aaatfe time adjustment related to the adoption Nf48) was
lower than the statutory Canadian tax rate of 34dif primarily to the lower tax rates on earningsértain foreign
jurisdictions, and the impact of net losses inaiarbf our foreign operations.

Discontinued Operations

In September 2006, we determined that certain ¢ipgraubsidiaries acquired through the AMI acqigsitvere not
aligned with our current business strategy and egah actively looking to dispose of these subsikamhese
operations have been categorized as discontinwthelude the following AMI subsidiaries: Americdfedical
Instruments, Inc. located in Dartmouth, MassaclsisBbint Technologies, Inc. located in Boulder|oZado; and
Point Technologies S.A. located in Costa Rica. d$sets and liabilities of these operations haea shown
separately on the balance sheet as current assetsiaent liabilities from discontinued operati@rsl the net loss
for these operations have been shown separateéhecstatements of income. Included in current adsetn
discontinued operations are intangible assets & 8@lion and goodwill of $6.7 million. We recced a net loss
from discontinued operations, including impairmearges, for these subsidiaries of $9.1 milliontlfer three
month period ended March 31, 2007.

We reviewed the carrying value of the discontinapdrations and recorded impairment charges of i$éli@n for
the three month period ended March 31, 2007. Tipaimment charges were determined based on ouebgéstate
of net proceeds on ultimate disposition and hawnladocated proportionately to the long-term aseim
discontinued operations.

The operating results of discontinued operatioessammarized as follows:
Three months ended

March 31,

(in thousands of U.S.$) 2007 2006

Revenues $3,042 ($4)
Operating loss (483) (434)
Other expenses - (12)
Impairment charge (8,879) -
Loss before income taxes (9,362) (445)
Income tax recovery (278) -
Net loss from discontinued operations ($9,084) 446

Summary of Quarterly Results

The following tables present our unaudited constéid quarterly results of operations for each oflast eight
quarters. This data has been derived from ourditexliquarterly consolidated financial statementsch were
prepared on the same basis as the annual auditedlictated financial statements. These unaudibedterly results
should be read in conjunction with our audited ctidated financial statements for the years endeceimber 31,
2006 and 2005.
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The results for the quarters ended June 30, 208fteBber 30, 2006, December 31, 2006, and Marct2@17
include the results of AMI since the date of itsjaisition on March 23, 2006 and Quill since theedaf its

acquisition on June 26, 2006.

Quarter ended

(in thousands of U.S.$, except per share data) March 31, December 31, September 30,  June 30,
2007 2006 2006 2006

Total revenues $75,958 $93,253 $86,271 $93,606
Operating income 2,352 14,060 16,478 18,123
Net income (loss) from continuing operations (9)700 (5,260) 7,404 2,170
Net income (loss) (13,884) (11,703) 6,926 1,827
Basic income (loss) per share:

Continuing operations (0.06) (0.06) 0.09 0.02

Discontinued operations (0.112) (0.08) (0.01) -

Total (0.17) (0.14) 0.08 0.02
Diluted income (loss) per share:

Continuing operations (0.06) (0.06) 0.09 0.02

Discontinued operations (0.112) (0.08) (0.01) -

Total (0.17) (0.14) 0.08 0.02

Quarter ended
(in thousands of U.S.$, except per share data) March 31, December 31, September 30,  June 30,
2006 2005 2005 2005

Total revenues $41,945 $43,846 $47,892 $52,231
Operating income (loss) 11,561 (41,050) 20,815 122,
Net income (loss) from continuing operations 7,581 (42,720) 16,325 15,565
Net income (loss) 7,535 (51,260) 15,925 15,320
Basic income (loss) per share:

Continuing operations 0.09 (0.51) 0.19 0.19

Discontinued operations - (0.10) - -

Total 0.09 (0.61) 0.19 0.19
Diluted income (loss) per share:

Continuing operations 0.09 (0.51) 0.19 0.18

Discontinued operations - (0.10) - -

Total 0.09 (0.61) 0.19 0.18

The primary factors and trends that have causddtias in our quarterly results are as follows:

First Quarter Summary

We recorded a net loss from continuing operatidr907 million for the quarter ended March 31, 2@@mpared to
net loss from continuing operations of $5.3 millfon the immediately preceding quarter. The chang®a the prior
guarter was related to a decline of $14.5 milliomayalty revenue derived from sales of paclitadeking coronary

stents by BSC, and additional severance and retatetd related to the integration of AMI operatigpestially

offset by a reduction in related licence and rgydes payable.

The primary factors and trends that have causddtias in our quarterly results are as follows:

(i) AMI acquisition— The last four quarters include the results of AMm the date of acquisition, March 23, 2006.
The AMI acquisition significantly impacted our qtexty results, including the following.
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Quarter ended

(in millions of U.S.$) March 31, December 31, September 30,  June 30,
2007 2006 2006 2006

AMI product sales revenue 41.4 43.6 41.6 49.2

Interest expense on long-term debt 12.8 11.9 11.3 231

Amortization expense related to intangible assets 5.9 6.4 6.7 7.3

acquired in AMI acquisition

(i) Royalty Revenue from BSCWe receive royalty revenue from BSC based on'B88€t sales of paclitaxel-
eluting stent systems throughout the world. Ougalgyrevenues were approximately $40.0 to $50.0oniber
quarter from the third quarter of 2004, when weeiheed our first substantial royalty payment, to fibierth
quarter of 2006. In the third quarter of 2005 ,alty revenue from BSC began to decrease due to eed¥ection
in our top royalty rate earned on certain saleB8¢, from 11% to 9%, as a result of BSC achieviergain
revenue thresholds in 2005 and a reduced amousataiitaxel-eluting stent sales by BSC as compaveutior
quarters. In the second, third and fourth quakdé2D06 sales of paclitaxel-eluting stents by BS@e U.S.,
where the average royalty rate is generally higihen in Europe and other countries, also decrealsethe first
quarter of 2007, royalty revenue was $31.8 millieflecting a 17% decline in paclitaxel-eluting teales by
BSC in the fourth quarter of 2006 as compared éahird quarter of 2006.

(iii) IPR&D expense The amount of IPR&D expense recorded in eachtgudepends on the timing of acquisitions
and transactions with research and developmeralmmiators. As these expenses are often significiaan
compared to other operating expenditures, thetesuany quarter could be materially affectedhmy timing of
such expenses. In the first quarter of 2006, werded $1.0 million IPR&D expense relating to doehse
agreement with Poly-Med, Inc. In the fourth quad&R005, we recorded IPR&D expense of $54.0 nmillio
relating to our investment and collaboration tratisa with CombinatoRx, Incorporated and our acitjois of
Afmedica, Inc., resulting in a net loss for the dea

(iv) Income tax expensesignificant estimates are required in determiring provision for income taxes. Our
effective tax rate may change from quarter to gudrased on the mix of income among different fprei
jurisdictions in which we operate, changes in taxd in these jurisdictions, and changes in the ainofu
valuation allowance recorded.

(v) Other factors- Our results may also be affected by fluctuationgsearch and development expenses and in
selling, general and administrative expenses fraartgr to quarter due to our continued expansiauof
research and development programs, increaseseis @adl marketing efforts in our focus markets,dases in
legal efforts required to support our intellectpedperty portfolio and increases in the numbermpleyees
required to support our growing operations.

Liquidity and Capital Resources

On March 23, 2006, concurrent with our acquisitid®MI, we completed an offering of $250.0 milliam
aggregate principal amount of 7.75% senior subatdihnotes due in 2014 in a private placementaciios, and
entered into a $425.0 million senior secured crieditity consisting of a $350.0 million term faityl maturing in
2013 and a $75.0 million revolving credit facilityaturing in 2011. None of the $75.0 million revialy credit
facility was drawn. The net proceeds from the sélhe $250.0 million 7.75% senior subordinatetesalue 2014
and the $350.0 million term loan, as well as cashand, were used to finance the AMI acquisititmDecember
2006, we repaid the term loan with the proceeds fitte issuance of senior floating rate notes iratjgregate
principal amount of $325.0 million, due Decembe213 and cash on hand. We also terminated tluving
credit facility.

The significant terms relating to our senior suliraitbd notes and senior floating rate notes arerithes! below.
At March 31, 2007, we had working capital of $11&iflion, excluding current assets and currentiliibs from
discontinued operations, and cash resources 06$8#lion, consisting of cash and cash equivaleimsggregate,
our working capital increased by $15.0 million fr@@ecember 31, 2006. These cash resources, inadtbtcash

generated from operations, are used to supportantinuing clinical studies, research and develagrirétiatives,

Pg 16 of 20



working capital requirements, debt servicing reguients and for general corporate purposes. Weatsayse our
cash resources to fund acquisitions of, or investsia, businesses, products or technologies Hystre,
complement or are otherwise related to our business

We believe that our existing principal sourcesauidity, working capital and cash from operatioas sufficient to
satisfy the funding of current product developmenaigrams, contractual obligations, and other opeyatnd capital
requirements, including debt servicing requiremamis other potential acquisitions and in-licengfi¢echnologies,
on both a short-term and long-term basis. Our g#kiws and the amounts of expenditures that béllnecessary to
execute our business plan are subject to numermestainties, which may adversely affect our ligyidnd capital
resources to a significant extent and may requr® uwaise additional funds through debt or eqoifgrings. We
may also from time to time consider certain finagodpportunities, including various types of debequity
securities, as alternatives to our current sethiatihg rate notes and senior subordinated notes.

Cash Flow Highlights

Three months ended

March 31,
(in thousands of U.S.$) 2007 2006
Cash and cash equivalents, beginning of period 9,352 $62,163
Cash used in operating activities (12,887) (n308
Cash provided by (used in) investing activities 13,188 (569,561)
Cash provided by (used in) financing activities (1,595) 590,572
Net increase (decrease) in cash and cash equisvalent (1,294) 19,703
Cash and cash equivalents, end of period $98,038  $81,866

Cash Flows from Operating Activities

Cash used in operating activities for the threetioended March 31, 2007 was $12.9 million compéwegll.3
million for the corresponding period in 2006. Netame for the current quarter, excluding non-césis, resulted
in cash outflows of $1.1 million compared to castows of $12.6 million for the same period in {heor year. The
decrease in net cash income was the net resulde¢r@ase in royalty revenue and an increaseensistt expense
offset by an increase in earnings related to AMlorking capital requirements resulted in cash outfl of $11.8
million during the three months ended March 31,260mpared to cash outflows of $13.9 million foe th
comparative period in 2006. Cash outflows relatedidrking capital for the three months ended M&th2007
were primarily due to a decrease in accounts ateddst payable and an increase in inventory. Ga#lows related
to working capital for the three months ended Ma&8th2006 were primarily due to a decrease in atsocand
income taxes payable.

Cash Flows from Investing Activities

Net cash provided by investing activities for theee month period ended March 31, 2007 was $13IBmi
compared to net cash outflows of $569.6 milliontfte same three month period in 2006. For thesthrenth
period ended March 31, 2007, the increase in dasls from investing activities was primarily duegmceeds from
net redemption of short and long-term investmenl®.9 million, offset by the acquisition of inigible assets of
$5.3 million and property, plant and equipment bf3dmillion. Net cash outflows from investing atties for the
three month period ended March 31, 2006 of $56%l&mwas primarily related to cash used to fuhd AMI
acquisition, partly offset by redemptions of shtertm and long-term investments.

We invest our excess cash balances in short-temketizdole securities, principally investment gradenmercial
debt and government agency notes. The primary tgscof our marketable securities portfolio arpiidity and
safety of principal. Investments are made withdbgctive of achieving the highest rate of retwhile preserving
our two primary objectives. Our investment polityits investments to certain types of instrumesssied by
institutions with investment grade credit ratingsl glaces restrictions on maturities and concdotrdty type and
issuer. Cash equivalents have maturity datesrte 1@, 2007. At March 31, 2007, we retained $11ilkom (CDN
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$13.3 million) denominated in Canadian dollarsiides to meet our anticipated Canadian operatingcapdal
expenditures in future periods.

Cash Flows from Financing Activities

Net cash used in financing activities for the thmemnth period ended March 31, 2007 of $1.6 milliesulted from
long-term debt financing costs. Net cash providgdinancing activities for the three month pererded March
31, 2006 of $590.6 million was mainly due to thé pceeds received from the credit facility anel skenior
subordinated notes used to fund the AMI acquisiéind proceeds from exercise of stock options df 8llion,
partially offset by $12.5 million of financing cest

Senior Floating Rate Notes

On December 11, 2006, we issued senior floatirgmates due 2013 in the aggregate principal anafub25
million. The senior floating rate notes bear iatdrat an annual rate of LIBOR (London Interbanfefeid Rate)
plus 3.75%, which is reset quarterly. Interegtagable quarterly in arrears on March 1, June fpte®eber 1, and
December 1 of each year through to maturity. Tmeos floating rate notes are unsecured seniogatitins, are
guaranteed by certain of our subsidiaries and egpuially in right of payment to all of our existiagd future senior
indebtedness.

Prior to June 1, 2008, we may redeem up to 35%ehygregate principal amount of the notes usihgash
proceeds of one or more public equity offeringsl an or after June 1, 2008, we may redeem allpartof the
notes at specified redemption prices. We may mad®k or a portion, of the aggregate principal amtoof the notes
at any time by paying a make-whole redemption price

Senior Subordinated Notes

On March 23, 2006, we issued $250.0 million aggeegaincipal amount of 7.75% senior subordinatesoue
2014. Interest is payable semi-annually in arrearé\pril 1 and October 1 of each year through taumity
beginning October 1, 2006. The senior subordinat#ds and related note guarantees provided bydisatain of
our subsidiaries are subordinated to our seniatifig rate notes described above.

Prior to April 1, 2009, we may redeem up to 35%haf aggregate principal amount of the notes usétgroceeds
from certain equity and convertible debt offeringsd on or after April 1, 2009, we may redeem ekl part of the
notes at specified redemption prices.

Debt Covenants

The terms of the indentures governing our senaatiihg rate notes and our senior subordinated motesle
various covenants that impose restrictions on pgegation of our business and the business of disidiaries,
including the incurrence of certain liens and ofhdebtedness. As of March 31, 2007, we are ireriadt
compliance with all covenants and are not in bred@mny provision of the indentures governing teriar
subordinated notes and senior floating rate néigswould cause an event of default to occur.

Contractual Obligations
Our significant contractual obligations for the hixe years and thereafter include:

(in thousands of U.S.$) Payments due by period
Total Less than 1 year 2 to 3 years 4to 5years terAfyears

Long-term debt repayments 575,000 - - - 575,000
Long-term debt interest

obligations 338,838 49,476 98,787 98,870 91,705
Operating leases 22,199 2,827 4,208 3,432 11,732
License, research and technology

development agreements 26,945 11,592 15,353 - -
Total obligations 962,982 63,895 118,348 102,302 8,437
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Long-term debt includes $325.0 million of seniarafling rate notes and $250.0 million of senior sdimated notes.
Repayments are based on contractual commitmesfaed in the indentures governing the notes. Liengn debt
interest obligations on variable (floating) ratdtlare estimated using the current interest rate¢féct at March 31,
2007. Long-term debt repayments and interest dfige assume no early repayment of principal.

We have entered into operating leases in the arglz@urse of business for office and laboratorycepaith various
expiries through July 2019. Included in the absefeedule are our commitments to research and develot
funding payments of $2.4 million relating to anegmnent with Poly-Med, Inc. We also have an ohligatincluded
in the above schedule, arising from our acquisitib@uill to spend a further $20.0 million in retat to the
technology, including sales and marketing, reseanthdevelopment, and corporate support.

The table above does not include any cost sharimglestone payments in connection with research an
development collaborations with third parties asthpayments are contingent on the achievemeptoffie
developmental, regulatory or commercial activigesl milestones. In addition, we may have to makalty
payments based on a percentage of future salestafrcproducts in the event regulatory approvahfiarketing is
obtained. We have the option to extend our rekezsttaboration with CombinatoRx from 30 month&tbmonths
for additional consideration of $7.0 million. Wave a contingent obligation of $10.0 million torfer Afmedica
equity holders should we reach certain developrardtregulatory milestones with respect to any Aficeegroduct.
As discussed elsewhere in this MD&A, we are obédab pay a $10.0 million milestone in the thircagar of 2007
to the former shareholders of Quill and we maydmpuired to make additional contingent paymentspaiou$150.0
million to the former shareholders of Quill showd achieve certain revenue and development milestdrhese
payments to the former Quill shareholders are milyneontingent upon the achievement of significartremental
revenue growth over a five year period, subjecteidain conditions. We may also have to make rgysyments
based on a percentage of future sales of certaniupts associated with certain collaborators azehbors in the
event regulatory approval for marketing is obtained

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemantdefined by applicable securities regulatorsandda and the
U.S. at March 31, 2007 that have, or are reasoriiely to have, a current or future material effen our results of
operations or financial condition.

Recent Accounting Pronouncements

Effective January 1, 2007, we adopted Financialodoting Standards Board (“FASB”) Interpretation M8,
Accounting for Uncertainty in Income Taxes — arefptetation of FASB Statement No. 109 (“FIN 48BIN 48 is
designed to reduce diversity and provide consisteabunting practices and criteria for how compasieould
recognize, measure, present, and disclose infthaircial statements all significant uncertain pesitions.

As a result of the adoption, we increased our iexjseserves for uncertain tax positions by $4.Biani
Approximately $3.3 million of this increase wasoeted as a cumulative effect adjustment to our impedeficit
and the remainder was recorded as a current expén@eognized in future periods, the unrecogditax benefits
of $4.9 million will have a favourable effect oretkffective income tax rate in those periods. ihbesase for
uncertain tax positions includes accrued interggéerse of $0.4 million. In accordance with our@agtting policies,
accrued interest and penalties, if incurred, ne¢ptd unrecognized tax benefits are recognizedcasrgonent of
income tax expense.

The taxation years 2002 - 2006 remain open to exation by the Canada Revenue Agency and taxatiars 2003

- 2006 remain open to examination by the InterratdRue Service. We file income tax returns in @anshe U.S.,
and various foreign jurisdictions including the U.Renmark, Puerto Rico, and Switzerland.
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Disclosure Controls and Procedures

Management, including our Chief Executive Officadaur Chief Financial Officer, evaluated the efifesness and
operation of our disclosure controls and proceddtemg the three month period ended March 31, 2@ased on
that evaluation the Chief Executive Officer and @teef Financial Officer concluded that the desagml operation
of these disclosure controls and procedures wéeetafe.

Risks Related to Our Business

The significant risk factors generally associatéithwur business are described in our AlF for tharyended
December 31, 2006 and remain substantially unclthnge

Outstanding Share Data

As of March 31, 2007, there were 85,013,983 comalmes issued and outstanding for a total of $4mdl®n in
share capital. At March 31, 2007, we had 7,714QDN dollar stock options outstanding under the iAtegh
Pharmaceuticals, Inc. stock option plan (of whigb8,224 were exercisable) at a weighted averageise price
of CDN$15.69. We also had 1,031,531 U.S. dollaclstaptions outstanding under this plan at March2®07, (of
which 124,939 were exercisable) at a weighted @esexercise price of U.S. $9.54. Each CDN dollaclsbption
and U.S. dollar stock option is exercisable for oommon share of Angiotech Pharmaceuticals, Inc,

As of April 30, 2007, there were 85,013,983 comrabares issued and outstanding for a total of $4mal®n in
share capital. At April 30, 2007, we had 7,769,&I3N dollar stock options outstanding under the iatexh
Pharmaceuticals, Inc. stock option plan (of whighir3,444 were exercisable) at a weighted averageise price
of CDN$15.55. We also had 1,031,218 U.S. dollaclstaptions outstanding under this plan at April 3007, (of
which 146,306 were exercisable) at a weighted @esexercise price of U.S. $9.53. Each CDN dollaclsbption
and U.S. dollar stock option is exercisable for oommon share of Angiotech Pharmaceuticals, Inc,

As of March 31, 2007, there were 205 stock optimuistanding in the AMI stock option plan (of whicbne were
exercisable). Each AMI stock option is exercisdbteapproximately 3,852 common shares of Angiotech
Pharmaceuticals, Inc upon exercise at a weightethge exercise price of USD $15.44.

As of April 30, 2007, there were 200 stock optiongstanding in the AMI stock option plan (of whiebne were

exercisable). Each AMI stock option is exercisdbteapproximately 3,852 common shares of Angiotech
Pharmaceuticals, Inc upon exercise at a weightethge exercise price of USD $15.44.
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