A N G I™T E C He

Pharmaceuticals,Inc.

ANGIOTECH PHARMACEUTICALS, INC.
For the three and nine month periods ended Septemb8&0, 2006

(Al amounts following are expressed in U.S. dalanless otherwise indicated.)

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

The following management’s discussion and analyM®&A”), dated October 27, 2006, provides an upelad the MD&A
for the year ended December 31, 2005 and shoutddzkin conjunction with our unaudited consoliddirdncial statements
for the three and nine month periods ended SepteBihe€006 and our audited consolidated finandaksnents for the year
ended December 31, 2005, both of which have bespaped in accordance with U.S. generally acceptedumting
principles (“U.S. GAAP”) and the rules and regudas of the United States Securities and Exchangen@ssion for the
presentation of interim financial information. Atldnal information relating to our Company, inclndiour 2005 audited
consolidated financial statements and 2005 Anmfafination Form (“AlF”), is available by accessitigg SEDAR website
at www.sedar.com or the EDGAR website at www.sadagiyar.

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

Statements contained in this report or in our ottréiten or oral public communications that are based on historical fact,
including without limitation statements containitig words "believes," "may," "plans,” "will," "estates," "continues,"
"anticipates,” "intends," "expects" and other samigxpressions, constitute "forward-looking statetsiewithin the meaning
of the U.SPrivate Securities Litigation Reform Act of 1984&d constitute “forward-looking information” withthe meaning
of applicable Canadian securities laws. All sueheshents are made pursuant to the “safe harbovigioos of applicable
securities legislation. Forward-looking statemengs/ involve, but are not limited to, comments witBpect to our objectives
and priorities for the remainder of 2006 and beyana strategies or future actions, our targetpgeetations for our financial

condition and the results of, or outlook for, opecations, research, development and product argldivelopment.

Such forward-looking statements involve known anknown risks, uncertainties and other factors thay cause the actual
results, events or developments to be materiaffgreint from any future results, events or develepta expressed or
implied by such forward-looking statements. Suattdrs are taken into account as part of our assoinspunderlying these
forward-looking statements and include, among athtbe following: general economic and businesslitimms, both
nationally and in the regions in which we operétehnology changes that impact our existing praglacour ability to
develop and commercialize future products; competitthanges in business strategy or developmeantspthe ability to
attract and retain qualified personnel; existingegamental regulations and changes in, or therfatlo comply with,
governmental regulations; adverse results or ur@ggdedelays in drug discovery and clinical or otthevelopment
processes; adverse medical research related satbiy and efficacy of our products or productsl $yl our partners; failure
to obtain patent protection for discoveries; lospatent protection resulting from third party deabes to our patents;
commercialization limitations imposed by patentsied or controlled by third parties; dependence upad relationships
with, strategic alliance partners to develop antiroercialize products and services based on our;warkability to obtain
rights to technology from licensors; liability fpatent claims and other claims asserted againgheisequirement for
substantial funding to conduct research and dewadop and to expand commercialization activitiesarsummate
acquisitions; the disposition of certain operasngsidiaries acquired through the AMI acquisitiod ¢he restructuring of
AMI; our ability to market and sell products devedal by our Pharmaceutical Technologies segmenighrour Medical
Products segment; other factors referenced in dlaraAd other filings with the applicable Canadianwgities regulatory
authorities or the Securities and Exchange Comamssind any other factors that may affect performeaim addition, the
actual results expressed or implied by certain &mdAlooking statements contained in this report maaffected by our
acquisition of American Medical Instruments Holdngnc. (“AMI”) which we completed on March 23, Z8(and the
related transactions. There can be no assurancg@)tttee operational and other synergies, (i) pnejected or expected
financial or commercial benefits, or (iii) the potal for future product sales or product developtraetivities, all related to
the acquisition of AMI, will be realized in the amus or times contemplated.

In addition, our business is subject to certainrafieg risks that may cause the actual resultsessgad or implied by the
forward-looking statements in this report to diffeaterially from our actual results. These opegatisks include: our ability
to successfully complete preclinical and clinicalelopment of our products; the ability to obtama &nforce timely patent
and other intellectual property protection for ¢erhnology and products; decisions, and the tiroindecisions, made by
health regulatory agencies regarding approval ot@thnology and products; the ability to compltel maintain corporate
alliances relating to the development and commiizatzon of our technology and products; marketegatance of our
technology and products; the competitive envirorinagial impact of technological change; the continanlability of
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capital to finance our activities; our ability tatégrate into our business the operations of Avidt, aur ability to achieve the
operational and other synergies and the other cooiaher financial benefits expected as a resuthefacquisition of AMI.

In addition, the forward-looking statements corgdiin this report are based upon a number of natssumptions, all of
which we believe are reasonable, including, butlingted to assumptions related to the followingngral economic and
business conditions remaining stable; the finaraial other representations made to us by AMI baaogirate and complete;
our ability to integrate AMI into our operationagcluding our ability to apply our various techndksgyto AMI’'s medical
devices and subsequently commercialize those pteduar ability to realize operational and othemesgies related to our
acquisition of AMI in the times and amounts contéatgd; our ability to realize projected or expediedncial or
commercial benefits from our acquisition of AMI;rdavel of indebtedness and the interest rate epiplée to our
indebtedness and the level of cash flows we wilizatto service our indebtedness remaining stathberates within the
jurisdictions we operate remaining stable; ourreiforoduct and drug development activities andadirdevelopment
processes being realized in the times and forin@uats contemplated; our continued ability to raidditional funds through
debt or equity offerings in the North American ¢apmarkets on acceptable terms; Canadian/US auynees remaining
stable; our ability to protect the intellectual peoty used by us; and our ability to respond tocmmpetitors.

Given these uncertainties, assumptions and rigkrscreaders are cautioned not to place unduencsion such forward-
looking statements. We disclaim any obligatiompalate any such factors or to publicly announcedkalt of any revisions
to any of the forward-looking statements contaiimethis report to reflect future results, eventslevelopments.

Business Overview

We are a specialty pharmaceutical and medical desompany that discovers, develops and marketyative technologies
and medical products primarily for local diseasefoo complications associated with medical devoplants, surgical
interventions and acute injury. Our proprietanhteaogies include various drug, drug delivery, aoef modification
technologies and other medical biomaterials. Oseaech and development efforts focus on understgradid characterizing
biological conditions that often occur concurreitbvmedical device implantation, surgery or acudeita, including scar
formation and inflammation, cell proliferation, @dtion and tumor tissue overgrowth. Our stratedy &pply these various
technologies to create and commercialize novepnetary medical device, surgical implant and phareutical products
that reduce procedure side effects, improve surgit@omes, shorten hospital stays, or are easigsifer for a physician to
use.

We develop our products using a proprietary antesyatic discovery approach. We use our drug sangesapabilities to
identify new uses for known pharmaceutical compauitde look for compounds that address the underlgioalogical
causes of conditions that can occur concurrent mitdical device implantation, surgery or acuterrauOnce appropriate
drugs have been identified, we formulate the doug;ombination of drugs, with our portfolio of biaterials and drug
delivery technologies to develop a novel drug-altinedical device or surgical implant. We have pigpeotected our
technology and many of our products and potentiadipct candidates, and our portfolio of intelle¢tiu@perty developed to
date includes over 150 issued U.S. patents angh&88ing U.S. patent applications.

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

The Pharmaceutical Technologies segment develiopsses and sells technologies that improve thiemeance of medical
devices and the outcomes of surgical proceduressd technologies include various drug, drug defieed surface
modification materials and other medical biomatsrtesigned to be applied across a wide range dfcaledevices and
technologies, surgical procedures and medicalmliges. This segment focuses primarily on estaisigsproduct
development and marketing partnerships with majedioal device, pharmaceutical or biomaterials cargsaand to date
has derived the majority of its revenue from ragaldue from partners that develop, market andosetiucts incorporating
our technologies. Currently our principal revenimethis segment come from royalties derived frofesay Boston
Scientific Corporation (“BSC") of TAXUS® coronaryent systems incorporating the drug paclitaxel. Al¢e expect to
apply certain of the technologies developed byhhbsiness segment to develop novel next generptaatucts for the
Medical Products segment to market and sell diy¢otend users or medical product distributors.

Medical Products:
The Medical Products segment manufactures and nsaakeide range of single use, specialty medicaicgs, with products
focused primarily on general surgery, tumor biopsterventional radiology and vascular surgery,tbpimology and

aesthetic surgery. The Medical Products segmeatragufactures finished medical devices and medieégce components
for third party medical device manufacturers andketers.
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The Medical Products segment has several spedatdizect sales and distribution organizations &nlthnited States and the
European Union (“EU”), as well as significant maatiiring capabilities. This business segment dettive majority of its
revenue from direct product sales to end usersagows medical products distributors, and has dges products with
demonstrated utility in specific physician end-nesk Many of these products are also made usingroprietary
manufacturing processes, or are protected by éuteidl property. The Medical Products segment deduthe operations
acquired through the AMI acquisition.

As discussed above, it is expected that the Me#ioaducts segment may market and sell certain ptedleveloped by the
Pharmaceutical Technologies segment through igzt#ales and distribution channels, and may aggtain of that
segment’s technologies to its products to createlnoext generation medical products to marketally to end users or
medical products distributors. There are curremtisnerous product development efforts underwayehplore the
application of certain of Pharmaceutical Technasgproprietary drug, drug delivery and surface ification materials and
other medical biomaterials to products marketedinyMedical Products segment.

Recent Developments
Clinical Programs

Our discovery approach has yielded a number ofymocndidates that are in various stages of relseand clinical
development. Selected product candidates currantgrgoing human clinical trials include:

« Vascular Wrap™ paclitaxel-eluting mesh surgical implant (“Vascular Wrap”) to treat complications assoaitiéth
vascular graft implants in peripheral vascular aégeand hemodialysis patients. The Vascular Wragyat is currently
undergoing human clinical trials in the EU, whe® patients have been enrolled in a study examihiagafety of the
Vascular Wrap product in patients with periphemdaular disease. We are currently evaluating éite fdom this study
in order to prepare for a possible CE Mark filinghould we file for a CE Mark, and subsequentlenez CE Mark
approval from the EU regulatory authorities, we ldptogether with our partner Edwards Lifesciendesable to
market and sell the Vascular Wrap product in the Buring the quarter we announced positive redtdis a preclinical
study to evaluate the efficacy of the Vascular Wnainhibiting the growth of scar tissue (neointirhgperplasia) inside
a synthetic vascular graft in an animal model afydiis access failure. In this study, neointimgddrplasia was reduced
by a minimum of 87.6% in animals who received adéiter Wrap compared with animals who received necuiar
Wrap. Based upon this preclinical data, we willsbegin to enroll a clinical trial in the Unitedigidom to assess the
effectiveness and safety of the Vascular Wrap tiepts receiving our Lifespan® synthetic vasculafgfor the
purposes of providing hemodialysis access. Spatlificthe trial seeks to determine that hemodialysitients who
receive the Vascular Wrap / Lifespan graft combaraexperience fewer graft failures than thosequai that receive
the Lifespan graft alone. We also intend to cohdugimilar trial in the U.S. Both trials are exptto be about 24
months in duration, with enroliment taking approately one year. The goal of the studies is to pl®wngiotech with
sufficient data to submit to regulatory authoritiesapproval to market the Vascular Wrap for us@eémodialysis
patients in the United States and the EU.

» Sdf-anchoring sutures. Unlike conventional sutures which are smooth;a&ethoring suture products, which we
obtained through our acquisitions of AMI and Qudkedical Inc. (discussed below), have tiny teetle-ldarbs along the
surface. These products, which are currently apamt@and marketed for use in minimally invasive agtstisurgery
procedures in and around the face, are being deseland tested for additional aesthetic and otlmgiical indications.
We received CE Mark approval in August 2006 to reaidelf-anchoring suture products in Europe foabtdft and
nipple repositioning procedures. We may initiatenhn clinical trials in 2007 for self-anchoring sutyroducts focused
on the indication of breast elevation as well as/érious potential indications in wound closuresthetics, orthopaedics
or other markets.

» 5-fluorouracil-eluting anti-microbial central venous catheter (“CVC”). Our drug eluting CVC is currently underigg a
human clinical trial in the United States desigtedssess the safety and efficacy of the cathefareiventing various
types of catheter related infections. The studyriandomized, single blind, 850 patient, 20 cestiedy. There were
322 patients enrolled in the study as of Septer&BeR006. If the CVC study results are favourabe intend to
request a 510(k) clearance from the U.S. Food and Bdministration (“FDA”) to market and sell the/C in the
United States, potentially in the first half of 200

* Non drug-loaded sprayable biomaterial adhesion barrier (Adhibit™). Our non drug-loadeddhibit sprayable barrier
product is designed to providier the reduction of surgery-induced adhesionsdhatoccur after a procedure to remove
fibroids from the uterus (myomectomy surgery). Iorin2006, we announced data from our 71 patiendmuclinical
study conducted in the EU, designed to assesafbtysand efficacy of Adhibit sprayable barriempireventing adhesions
in patients undergoing the myomectomy procedure. ddta indicated that the use of Adhibit sprayableier reduced
post-operative adhesion formation as measuredebyntidified American Fertility Society (“mAFS”) sagra scoring
system that factors in both the extent and tenafigdhesions. Patients in the group that werdedeaith Adhibit
sprayable barrier experienced a statistically ficamt reduction in their mAFS score when compaxittl those in the
control group. We are currently evaluating, togethith our partner Baxter Healthcare Corporattbe,timing and
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form of any regulatory submission for approvalligtindication in the EU. We granted Baxter HeadtlecCorporation
exclusive worldwide marketing and distribution tiglo our non-drug loaded Adhibit sprayable bamierduct.

» Paclitaxel-eluting peripheral vascular stent. The peripheral vascular stent, developed bypautner the multinational
medical device manufacturer Cook Group, Inc. (“C9ois designed for placement in diseased arténi¢lse limbs to
restore blood flow and improve a patient’s abiliiywalk. The Zilver paclitaxel-eluting periphestént, designed to
reduce restenosis following placement of a stepeiipheral artery disease patients, is curremtiengoing human
clinical trials in the United States and the Elassess product safety and efficacy. These stadiglseing conducted by
our partner Cook, which is a co-exclusive licensegether with BSC, of our proprietary paclitax@ttinology to reduce
restenosis following stent placement in periphertdry disease.

New Senior Management Appointment

In July 2006, we announced an addition to our senemagement team. Deffrey P. Walker was appointed Senior Vice
President, Research and Development. Dr. Walkétead the research and development team globaltlybuild upon the
product pipeline to further support our businesatsyy to capture value through the commerciabiradif internally
developed products.

Acquisitions
Quill Medical, Inc. (“Quill™)

On June 26, 2006, we completed the acquisitiord6f4 of the equity of Quill for approximately $40lkoin in cash plus
potential future contingent payments based on toifes and product revenues. Through this acquisitie now own the
rights to develop novel applications of the Contbhread$“ product line in a variety of aesthetic marketsva#l as to
develop Quill's self anchoring suture technologwther non-aesthetic markets where sutures are ooigrased, such as
wound closure and tendon repair for orthopaedidiegjons.

Unlike conventional sutures which are smooth, tlidl @roducts have tiny teeth-like barbs or cogengl the surface. These
self-anchoring sutures may be placed under theiskinder to suspend sagging tissue, or may be toseldse certain
wounds or surgical incisions without the need fduse knots. Eliminating knot-tying can save suagtime, may reduce the
risk of infection, and may reduce wound leakagearé&hily, as approved by the FDA, the Contour Thsgaduct line
enables plastic surgeons and dermatologists to affeinimally invasive ‘face rejuvenation’ through office-based
procedure performed under local anaesthesia. Weuarently working to develop a portfolio of nexteration self-
anchoring suture products using this technology.

The Quill acquisition was accounted for using thechase method of accounting. The assets anditieibf Quill were
included in our consolidated financial statemerdsifJune 26, 2006, the date of acquisition. Tatakweration of $40.3
million, including direct acquisition costs, wasoghted to the assets acquired and liabilitiesrassibased on preliminary
fair values at the date of acquisition. The pratiany allocation resulted in identifiable intangilagsets of $39.9 million and
goodwill of $13.1 million, offset in part by a defed income tax liability of $15.7 million. Goodwit the excess of the
purchase price over the net assets and liabilithésh includes the tax basis of the assumed aagetsabilities. The
allocation of the purchase price of the net assegsired is preliminary and may vary if additiomr@brmation becomes
available on estimates made in the purchase pltmeation. We have potential future milestone andtmgent consideration
obligations that may become payable to the origill shareholders if certain development and l&uy milestones are
met or certain sales thresholds are exceeded. ¥also committed to spend $7.9 million on developraad
commercialization efforts in the first year subsaufuto the acquisition and $10.0 million in eaclyedrs two and three.

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

On March 23, 2006, we completed the acquisitiohQif% of the equity of AMI for approximately $78#llion in cash.
Concurrently, we completed an offering of $250 imiillin aggregate principal amount of senior subwatiid notes due in
2014 in a private placement transaction, and edifiete a $425 million senior secured credit fagitibnsisting of a $350
million term facility maturing in 2013 and a $75liwin revolving credit facility. The net proceed®sin the sale of the $250
million 7.75% senior subordinated notes and theD%&8lion term loan, as well as cash on hand, wesed to finance the
acquisition. We have not drawn any of the $75 millievolving credit facility.

The AMI acquisition was accounted for using thechaise method of accounting. The assets and liabitif AMI were
included in our consolidated financial statemerdsfMarch 23, 2006, the date of acquisition. Totaisideration of $796.5
million, including acquisition costs, was allocatedhe assets acquired and liabilities assumeeldbas fair values at the
date of acquisition resulting in preliminary iddiatble intangible assets of $212.2 million and geitidbf $582.0 million at
the end of March 2006. Subsequent to the acquisitie have performed more detailed valuation procEgion the assets
acquired and obtained additional information onadtions made at March 23, 2006 resulting in ugtptechase price
allocations to identifiable intangible assets 09%$5 million and goodwill of $587.1 million as oéftember 30, 2006. The
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decrease in value allocated to identifiable inthlggi was primarily due to an increase in valuecalled to other current
receivables. The allocation of the purchase pridgaenet assets acquired may vary if additiontarimation becomes
available on estimates made in the purchase plimeation.

During the quarter we determined that certain apegaubsidiaries acquired through the AMI acqigsitwere not aligned
with our current business strategy and we are elgtieoking to dispose of these operations. Themrations have been
categorized as discontinued and include the follgwAMI subsidiaries: American Medical Instrumerits;. located in
Dartmouth, Massachusetts; Point Technologies,ltmated in Boulder, Colorado; and Point Technols@eA. located in
Costa Rica. The assets and liabilities of theseatipes have been shown separately on the balduwest as current assets
and current liabilities held for sale and the wsslfor these operations have been shown sepaoatéie statements of
income. Included in current assets held for sabmiestimated allocation of intangible assets3d? #illion and goodwill of
$3.0 million. We expect to fully recover the esttatnet book value of the discontinued operatiSe® further information
discussed in “Results of Operations - DiscontinOgerations”.

In October 2006, we began the process of replabmglivisional structure of AMI with a centralizegerational structure
that is integrated into the other functions of Astgch. The restructuring is expected to resultimogae efficient operating
structure. In October 2006, these centralizativiies resulted in the termination of certainpayees and will result in
approximately $1.1 million in severance and relatests in the fourth quarter of 2006.

Collaboration, License and Sales and Distribution reements

In connection with our research and developmentrisffwe have entered into various arrangementsaaitporate and
academic collaborators, licensors, licensees dmet®for the research, development, clinical tgstiagulatory approval,
manufacturing, marketing and commercialization wf product candidates. Terms of the various lieeagreements may
require us, or our collaborators, to make milestoagments upon achievement of certain product deweént and
commercialization objectives and pay royalties wnife sales of commercial products, if any, resglfrom the
collaborations. For a summary of our most sigatificagreements, refer to our MD&A for the year ehBecember 31,
2005. During the nine month period ended Septel@de2006, we entered into or modified the follogvardditional
agreements:

NuVasive, Inc.

In September 2006, we received $20.0 million frooVsive, Inc, consisting of $12.0 million in casid#$8.0 million in
NuVasive common stock. As a result of this tranieactwe are obligated to pay approximately $3.4iamlof the
consideration received from NuVasive to certaindtipiarties for license fees related to the techmoblind transaction costs.
The payment we received from NuVasive is in consitien for entering a milestone and royalty buyagiteement for the
NeoDisc™ cervical disk replacement device and related telclgy which NuVasive, Inc. licensed from Pearshilsited (a
subsidiary acquired in the AMI transaction) in Aggga005. The payment satisfies a $10.5 million sbdae payment related
to FDA approval of the IDE application for NeoDiss well as future milestones, manufacturing sesvaoe all future
royalties in respect to this product and other piddéproducts based on the technology. The cgatihmilestones related to
the original agreement were included in the AMIghase price allocation as other current receivadoiésthe estimated fair
value of the manufacturing and royalty agreememrt®vncluded in intangible assets at a value of §illion.

Genzyme Corporation

In May 2006, we entered into a strategic collaboreagreement with Genzyme Corporation to createhdocalized
treatments for cancer patients that target thegmtian of tumor re-growth after surgery through direct application of a
combined biomaterial / anti-cancer therapeutihatsite of tumor excision. These potential produtdy also be useful in
treating inoperable tumors, reducing local tumdeseffects, and improving surgical outcomes whilsplementing existing
systemic therapies. Under the collaboration agregrtie companies will conduct research joinththvwioth companies
contributing key personnel, technology and intéllatproperty. Genzyme will have primary resporgibfor clinical
development, manufacturing and worldwide commeimasibn of any collaboration products. We will peigiate in the
development of products and have a co-marketingopEollaboration costs and any eventual profitslve shared equally.

Athersys, Inc.

In May 2006, we entered into a strategic collaboreagreement with Athersys, Inc. to co-develop emeimercialize
Athersys’ non-embryonic stem cell platform techmyloMultiSten™, for use in the indications of myocardial infaoctiand
peripheral vascular disease. Athersys is a privatgharmaceutical company engaged in the developofdherapeutic
products for the treatment of life threatening dses, with development activities currently focusedirug discovery and
preclinical research. We will share in the reskamd development costs and will be responsiblalifa@ommercialization
related costs. Any future profits on any produesulting from the collaboration will be sharedon€urrent with the
collaboration agreement, we made a payment of $8lion in exchange for a convertible promissoryeamaturing in 6
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years, with a coupon of 5% and potentially contéetinto stock upon Athersys obtaining additiondufe financing.
Subject to Athersys fulfilling a milestone obligati we will make an additional payment of $5.0 imiilin 2007 which will
also be in exchange for a convertible promissotg.no

JUVA Medical, Inc.

In April 2006, we invested $5.0 million in Seriep&ferred stock of JUVA Medical, Inc. (*JUVA”), wth represents
approximately 12% of the fully diluted shares of\JAJ JUVA is a private company, engaged in the giesind development
of highhl}/ differentiated and proprietary tissue anggtation devices and delivery systems. JUVA'd lgapduct line,

FulFil™, is a saline-filled implant used in proceduresfiiting facial wrinkles, creating plumper lips, dmugmenting facial
anatomy such as cheeks and chin. This investra@mciounted for as a long-term investment usingalseé method.

Collagen Matrix Technologies, Inc.

In March 2006, through our subsidiary Surgical $glées Corporation (“SSC”) acquired as part of &M transaction, we
entered into a development, license and distributigreement with Collagen Matrix Technologies, (fEMT"), appointing
SSC to be the exclusive worldwide distributor of TMDermalogeR products for use in aesthetic surgery and dermggolo
procedures for an initial term of two years. Delogan is an injectable, collagen-based dermalfiliat can be used for the
correction of wrinkle lines and for the removalimprovement of scars caused by trauma, surgergrg.aln connection

with the agreement, we have committed to fund uplt@ million of development costs and will be riegd to pay future
sales milestones and royalties to CMT over a fiftgear royalty term, including an upfront advanagaitty of $250,000
which is creditable against future royalties. CMill be responsible for manufacturing and, onceutatpry approval is
obtained, CMT will sell the finished product to aisa fixed price. Manufacturing responsibilitiesyntee transferred to us
upon the agreement of the parties.

Orthovita, Inc.

In March 2006, we entered into a revised licenseagent with Orthovita, Inc. (“Orthovita”), extendi or expanding the
terms of our June 2004 exclusive North Americapsahd distribution agreement with Orthovita wékgect to our
VITAGEL ™ surgical haemostat product. Upon completiorhefdale of VITAGEL products in inventory, which Quovita
purchased from us in the fourth quarter of 2008 dtiginal sales and distribution agreement wiltdreninated and the
revised license agreement will represent the syleeament governing the relationship between usCattibvita. As of
September 30, 2006, a minimal amount of inventeryains to be sold under the original agreemente KBy terms of the
revised license agreement include the completidhetontractual transfer of manufacturing respualisés from us to
Orthovita (which occurred in June 2006), the extamsf the contract term from 2009 to 2014, theamgion of distribution
rights to Orthovita the rest of the world, the réiten by Orthovita of worldwide exclusive rightstime field of orthopaedic
indications through 2014 and co-exclusive rightisiole the field of orthopedics beginning in 20@Fnder the terms of our
revised agreement, from 2007 we may distributeoswur brand of the VITAGEL surgical haemostat forntiola on a co-
exclusive basis outside the field of orthopedicsdél the revised agreement, we have continueddamrexclusive rights to
any drug-loaded version of the VITAGEL product.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepiaradcordance with United States generally acceptedunting principles
("U.S. GAAP"). These accounting principles requitanagement to make estimates and assumptioraffibett the reported
amounts of assets, liabilities, revenue and expendée believe that the estimates and assumptipms which we rely are
reasonable and are based upon information availahlse at the time the estimates and assumptioreswade. Actual results
could differ from our estimates.

The significant accounting policies that we beliave the most critical in fully understanding andlaating our reported
financial results are described below:

Revenue recognition

We recognize royalty revenue once the amount eraetable, there is reasonable assurance of dolteahd there are no
further obligations with respect to the royaltyeaue. Accordingly, we record royalty revenue degiffom BSC sales of
paclitaxel-eluting coronary stent systems uponipgce/hich results in a one quarter lag betweertitne we record royalty
revenue and the time the associated sales weradeztby BSC. We expect to continue to record rgyaitenue upon
receipt as it is not possible to record royaltyeraye with a high degree of accuracy until such.time

Product sales revenue is recognized when a préglshtpped to the customer provided we have natrreti any significant
risks of ownership or future obligations with respi the product shipped. Revenue from produetssa recognized net of
provisions for returns, discounts and allowancBEsese provisions are estimated and recorded isaime period as the
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related product sales and are based on estimaigsdal&om historical experience. Amounts billedcustomers for shipping
and handling is included in product sales reveibe. corresponding costs for shipping and handliegrecluded in cost of
products sold.

License fees are comprised of initial paymentsraiidstone payments from collaborative licensinguagements. Non-

refundable milestone payments are fully recogniggoh the achievement of the milestone event whehawve no further
involvement or obligation to perform under the agement. Initial payments and milestone paymetsvhich we have
ongoing involvement are deferred and amortizediimtome over the estimated period of our ongoimglvement, which
varies by each arrangement.

Research and development costs

Research and development costs consist of direcingirect expenditures related to our researchdavelopment
programs. Research and development costs, indgiciprocess research and development and medidahtlogies used
solely in research and development activities aitid mo alternative future use, are expensed irp#réeod incurred. For the
quarter ended September 30, 2006 we incurred @saad development costs of $11.7 compared toriflién for the
same quarter in the prior year. We did not re@ongin-process research and development in eithetey.

Income tax expense

Income taxes are accounted for under the liabitiégghod. Deferred tax assets and liabilities ategrized for the
differences between the financial statement anohiectax bases of assets and liabilities, and feraijng losses and tax
credit carry forwards. A valuation allowance isyided for the portion of deferred tax assets ihatore likely than not to
be unrealized. Deferred tax assets and liabilgfesmeasured using the enacted tax rates and laws.

Significant estimates are required in determiningmovision for income taxes. Some of these egémare based on
interpretations of existing tax laws or regulatioi®ur effective tax rate may change from periogeédod based on the mix
of income among the different foreign jurisdictiansvhich we operate, changes in tax laws in thessdictions, and
changes in the amount of valuation allowance resubrd

Allowance for doubtful accounts

Accounts receivables are presented net of an afiogvéor doubtful accounts. In determining thewadiace for doubtful
accounts, which includes specific reserves, wesmedccounts receivable aging, customer finanaiahgth, credit standing
and payment history to assess the probability béction. We continually monitor the collectibylibf our receivables.

Inventory Provision

In establishing the appropriate provision for ineey obsolescence, we make estimates based oikétibdod that inventory
carrying values will be affected by changes in reademand for our products, historical experiensekgs trends, specific
categories of inventory and age of on-hand inventdy significant change in the timing or levelsdg#mand for our products
as compared to forecasted amounts may result iti@ul provisions for excess or expired inventoryhe future. We
record provisions for inventory in cost of produstsd.

Stock-based compensation

Effective January 1, 2006, we adopted StatemeRinaincial Accounting Standards Board (“SFAS”) N83(R) “Share-
Based Payment”, a revision to SFAS 123 “AccountorgStock-Based Compensation. SFAS 123(R) requiset® recognize
in the income statement the grant date fair vafighare-based compensation awards granted to eegdayer the requisite
service period. We use the Black-Scholes optiocimgimodel to calculate stock option values, whieduires certain
assumptions including the future stock price vbtgtand expected time to exercise. Changes tooditlyese assumptions, or
the use of a different option pricing model (sustifge binomial model), could produce a differeit ¥alue for stock-based
compensation, which could have a material impaatwrearnings. In the quarter ended March 31, 2f06&uant to the
provisions of SFAS 123 (R), we applied the modiprdspective transition method and we recordedckshased
compensation expense of $1.1 million, includingimalative adjustment reducing stock-based compiemsakpense of $0.4
million related to estimated forfeitures as reqditeder the new standard. For the quarter endptei®ber 30, 2006 we
recorded $1.5 million in stock based-compensatigrerse, including $0.3 million for AMI stock optieissued upon the
acquisition of AMI. As of September 30, 2006, theses $8.9 million and $6.3 million of total unrecized compensation
cost related to non-vested stock options granteeuthe Angiotech Stock Option Plan and the AMIcBt@ption Plan,
respectively. These costs are expected to be rexmhover a weighted average period of 2.6 ang/@abs, respectively.
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Short and long-term investments

We invest our excess cash balances in short-tecariies, principally investment grade commerciabtiand government
agency notes. Prior to entering the long-term dgbéements on March 23, 2006, we also investezhgrterm securities
with maturities of no more than three years. AttSeyber 30, 2006, substantially all of our secwsitieere classified as
available-for-sale, and accordingly, were recordefair market value with unrealized gains andéssacluded in other
comprehensive income (loss) in shareholders’ eguyalized gains and losses and any declinedue ¥iaat are judged to
be other-than-temporary are reported in other esg®n

As part of our strategic product development effonte also invest in equity securities of certaimpanies with which we
have collaborative agreements. The equity secsiritiesome of these companies are not publicly taael so fair value is
not readily available. These investments are dsmbusing the cost method of accounting and ateddsr impairment by
reference to anticipated undiscounted cash floygebed to result from the investment, the resdltsperations and financial
position of the investee, and other evidence sujypthe net realizable value of the investment.

Long-term, available-for-sale securities were redee in June 2006 for a gain of $1.1 million. A lassredemption of long-
term, available for sale securities of $1.5 millisas recorded in March 2006 due to early redempifdang-term
investments for proceeds required to fund a pouifoihe AMI acquisition. There were no investmemite-downs recorded
during the three or nine month periods ended Sdpe0, 2005.

Goodwill

Goodwill is tested for possible impairment at lemstually and whenever changes in circumstancas dleat would indicate
an impairment in the value of goodwill. When tlaerging value of a reporting unit's goodwill excedtie implied fair value
of the goodwill, an impairment loss is recognizeén amount equal to the excess. Circumstancesdhbd trigger an
impairment include adverse changes in legal orlatgry matters, technological advances, decreasasticipated demand
and unanticipated competition. There were no impant charges recorded during the three and nimghhperiods ended
September 30, 2006 and 2005.

Intangible assets

Our identifiable intangible assets are primarilynpuised of technologies acquired through our bssim®mbinations.
Intangible assets also include in-licensed provedioal technologies. We amortize intangible asseta straight-line basis
over the estimated life of the technologies, whinhge from two to eleven years depending on tleucistances and the
intended use of the technology. We determine stienated useful lives for intangible assets based number of factors
such as legal, regulatory or contractual limitagicknown technological advances; anticipated deramd the existence or
absence of competition. We review the carryingieaf our intangible assets for impairment at leasiually and whenever
there has been a significant change in any of tfaeders listed above. A significant change irsthéactors may warrant a
revision of the expected remaining useful lifelt# tntangible asset, resulting in accelerated anaditn or an impairment
charge, which would impact earnings. There werenmpairment charges recorded during the three ar@lmonth periods
ended September 30, 2006 and 2005.

Results of Operations

Overview

The following discussion and analysis of resultgrfrour operations excludes the financial resuttmfour discontinued
operations (see “Results of Operations - Discoetin@perations”). All discussions and analysesagetb continuing
operations only, unless otherwise noted. The t®&am all prior periods have been reclassifieddoform to this
presentation.

The results for the three and nine month periodeeérSeptember 30, 2006 include the results of AMiesthe date of

acquisition on March 23, 2006. As AMI was acquicgdMarch 23, 2006, the comparative three and mioeth periods
ended September 30, 2005 do not include the resfulte® AMI operations.
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Three months ended

Nine months ended

September 30, September 30,

(in thousands of U.S.$, except per share data) 2006 2005 2006 2005
Revenues

Pharmaceutical Technologies 44,708 47,892 131,022 55,803

Medical Products 41,563 - 90,800 -
Total revenues 86,271 47,892 221,822 155,803
Operating income

Pharmaceutical Technologies 13,994 20,815 40,117 3782

Medical Products 2,484 - 5,900 -
Total operating income 16,478 20,815 46,162 72,378
Other income (expenses) (10,876) 5,169 (16,752) 848,4
Income from continuing operations before income
taxes and cumulative effect of change in accounting 5,602 25,984 29,410 80,862
Income tax expense (recovery) (1,802) 9,659 12,256 29,738
Net income from continuing operations before
cumulative effect of change in accounting 7,404 16,325 17,154 51,124
Basic net income per common share, continuing
operations 0.09 0.19 0.20 0.61
Diluted net income per common share, continuing
operations 0.09 0.19 0.20 0.61

We operate in two reportable segments: (i) Phaentizal Technologies; and (ii) Medical ProductsioPto the acquisition
of AMI we reported our operations under one segrdmig-eluting medical devices and biomaterials.

Our Pharmaceutical Technologies segment includestyorevenue generated from out-licensing our getary paclitaxel
technology to drug-eluting stent manufacturersyelt as revenue derived from the out-license ofaiembiomaterials and

other technologies. This segment also includesrdernal and external research and developmeivitaeet and our
corporate activities.

The Medical Products segment manufactures and msaakeide range of single use, specialty medicaicgs, with products
focused primarily on general surgery, tumor biopsterventional radiology and vascular surgery,tbpimology and
aesthetic surgery. The Medical Products segmeatragufactures finished medical devices and mededgce components
for third party medical device manufacturers andketers.

Operating income from continuing operations for B@rmaceutical Technologies segment decreasefl.8yidllion to
$14.0 million for the quarter ended September 8062vhen compared to the same quarter in the pe@r and decreased
by $32.3 million to $40.1 million for the nine ménperiod ended September 30, 2006 when compaitheé &ame nine
month period in 2005. The decrease in the threlename month periods ended September 30, 2006 wtr@pared to the
same periods in the prior year is primarily duelésreases in royalty revenue derived from BSC®sssaf paclitaxel-eluting
coronary stent systems and increases in reseadctliaital trial expenditures.

Operating income from continuing operations for Mhedical Products segment was $2.5 million fordberter ended
September 30, 2006 and $5.9 million for the pefioch March 23, 2006 to September 30, 2006, whidlomprised of the
operating results of AMI since the date of acqigisit

For the quarter ended September 30, 2006, we reddodal net income from continuing operations bethe cumulative
effect of a change in accounting policy of $7.4lioml ($0.09 basic net income per share) comparegtincome from
continuing operations of $16.3 million ($0.19 basét income per share) for the quarter ended Sérted®9, 2005. Income
tax expense for the nine month period ended Segte8®) 2006 includes a charge of $8.7 million edab a recent,
retroactive change in the Quebec income tax lagisidhat increases income taxes payable for 20052804 (see income
taxes).
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Revenues

Three months ended

Nine months ended

(in thousands of U.S.$) September 30, September 30,
2006 2005 2006 2005
Pharmaceutical Technologies:
Royalty revenue — paclitaxel-eluting stents 42,043 45,121 122,676 144,517
Royalty revenue — other 1,666 1,517 5,103 4,099
Product sales 946 1,108 3,064 3,125
License fees 53 146 179 4,062
44,708 47,892 131,022 155,803
Medical Products:
Product sales 41,563 - 90,800 -
Total revenues 86,271 47,892 221,822 155,803

Royalty revenue derived from sales of paclitaxetia coronary stent systems by BSC for the quameled September 30,
2006 decreased by 7% as compared to the same juatte prior year and by 15% for the nine morghigd ended
September 30, 2006 compared to the same peric@ib. 2The decrease in royalty revenues was priynaniesult of lower
sales of paclitaxel-eluting stents by BSC and ar@&tiction, from 11% to 9%, in our top royalty re@ned on certain sales
after BSC achieved certain revenue thresholds @ 2Royalty revenue for the current quarter wagstas BSC's net sales
for the period April 1, 2006 to June 30, 2006 o7 &%nillion, of which $385 million was in the U.ompared to net sales of
$600 million, of which $422 million was in the U,%or the same quarter in the prior year. The ay@gross royalty rate
earned in the quarter ended September 30, 2006aQ'sBiet sales was 8.0% for sales in the U.S. a0 €or sales in other
countries compared to an average rate of 8.0%alessn the U.S. and 6.4% for sales in other caemfor the same period
in the prior year. For the nine month period enSegtember 30, 2006 total net sales of paclitalxeirg stents by BSC on
which we derive royalty revenue decreased by apmately 9% and total average royalty rates deccbfreen 7.9% to 7.3%
when compared to the same period in 2005.

We expect revenues in the Pharmaceutical Techresdagigment to decrease by approximately 12% ifothth quarter of
2006 as compared to the third quarter of 2006,dasdnformation recently released by BSC indigatimat BSC'’s
worldwide sales of paclitaxel-eluting stents hadlided in BSC’s third quarter ending SeptemberZi6. During the third
quarter BSC reported reduced growth and markettysien of drug-eluting stents outside the U.Sd aome retrenchment
in the U.S. drug-eluting stent market.

Sales for the Medical Products segment for theethmenth period ended September 30, 2006 and theddszginning
March 23, 2006 and ending September 30, 2006 represimarily sales of products obtained throughdbquisition of
AMI which was completed on March 23, 2006.

Medical Products segment sales decreased by 1@3 third quarter as compared to the second quafrZ006 as a result
of several factors, including summer seasonalighater reporting period which contained approxétyseight fewer
business days as compared to the prior periodrexheted sales to certain third party medical demiaaufacturer
customers, with the majority of the reduction rejerged by lower than expected orders of surgicadileeproduct
components by three customers during the thirdtguaiWe have initiated efforts to replace reducrter volume from these
customers by pursuing new customers for surgicadlieecomponents and certain other of our prodoesliand expect to
recover a portion of the revenue decline obsemedte third quarter during the upcoming fourth desaof 2006..

Expenditures
Three months ended Nine months ended
September 30, September 30,
(in thousands of U.S.$) 2006 2005 2006 2005
License and royalty fees 6,933 7,224 19,496 21,941
Cost of products sold 20,996 1,120 45,663 3,102
Research and development 11,740 7,692 33,228 22,85
Selling, general and administrative 20,953 8,924 4,565 27,903
Depreciation and amortization 9,171 2,117 21,726 62®,
In-process research and development - - 1,042 1,000
69,793 27,077 175,660 83,425

License and royalty fees on royalty revenue

License and royalty fee expenses include licendeayalty payments due to certain of our licenspranarily as a result of
paclitaxel-eluting coronary stent system royaltyereue received from BSC. The decrease in thisresgim the three and
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nine month periods ended September 30, 2006 whepa®d to the same periods in the prior year reflidne decrease in
our royalty revenue. We expect license and royfaltyexpense to continue to be a significant ¢co2006, as royalty fee
expense is directly related to royalty revenue.

Cost of products sold

Cost of products sold increased by $19.9 milliod $42.6 million for the three and nine month pesietided September 30,
2006 compared to the same periods in the prior yeararily as a result of the AMI acquisition. THess margin was 51%
for the three and nine month periods ended SepteBh2006. We expect that cost of products sdlldcantinue to be
significant during the remainder of 2006.

Research and development

Our research and development expense is comprisaxbis incurred in performing research and devabaqt activities,
including salaries and benefits, clinical trial arthted clinical manufacturing costs, contraceeesh costs, patent
procurement costs, materials and supplies, andatipgrand occupancy costs. Our research and devielupactivities occur
in two main areas:

(i) Discovery and preclinical researchOur discovery and preclinical research effortsdivided into several distinct areas
of activity, including screening and evaluatiorpbfarmaceuticals, evaluation of mechanism of aafgrharmaceuticals and
pursuing patent protection for our discoveries.

(i) Clinical research and developmenClinical research and development refers to istieand external activities associated
with clinical studies of product candidates in hmsysand advancing clinical product candidates tds/argoal of obtaining
regulatory approval to manufacture and market tpesduct candidates in various geographies.

Research and development expenses by projectddhtée and nine month periods ended Septemb&086,and 2005
were as follows:

Three months ended Nine months ended
(in thousands of U.S.$) September 30, September 30,
2006 2005 2006 2005
Discovery and pre-clinical research 5,337 6,599 098, 17,338
Ongoing clinical programs:
Vascular Wrap™ Paclitaxel-Eluting Mesh 2,532 724 5,855 2,180
Anti-infective Central Venous Catheter 1,838 - 5,736 -
Medical products 1,841 - 3,354 -
Other - 196 11 1,260
11,548 7,519 33,050 20,778
Other expenses 121 273 360 1,422
Stock-based compensation 596 513 1,672 2,203
Less: Depreciation, amortization and intercompany
charges allocated to projects above (525) (374) (1,435) (1,109)
Total research and development 11,740 7,931 33,647 23,294
Less: Research and development relating to
discontinued operations - (239) (419) (435)
Total research and development relating to
continuing operations 11,740 7,692 33,228 22,859

Research and development project expenses includieezt costs as well as an allocation of indinesearch and
development expenses based on direct effort artd obsach project. The Vascular WHpaclitaxel-eluting mesh project
is currently undergoing regulatory review and théQJoroject has commenced patient enrolment withr@pmately 322 of
the expected 850 patients enrolled as of SepteBihe2006.

The increase in research and development expeeslitor the current periods was primarily due toatdition of our

clinical and regulatory department in Virginia otke past year, additions to our discovery andcfinéeal research
personnel in Vancouver and an increase in thirtiypdinical research costs. The increase in exjperas was also the result
of research and development activity related toedical Products of $1.8 million and $3.4 millianthe three and nine
month periods ended September 30, 2006. Thisiyaticludes expenditures related to applying camting and regulatory
development know-how to our Medical Products.
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We expect to continue to incur substantial reseanthdevelopment expenses in the future due todhgnuation and
expansion of our research and development prograotsntial technology in-licensing and regulatalated expenses,
preclinical testing of various products under depelent and the planned initiation and continuatibwarious human
clinical studies in 2006. There will also be inceatal costs associated with hiring of additionakgech and development
personnel to support the continued progress ofesgarch and development programs. Success aiaimal program may
increase overall research and development expeesditlue to the expansion or acceleration of timéceli program. We may
also incur additional research and developmentresgxein the future related to combining our techgiels with AMI's
existing products.

Selling, general and administrative expenses

Total selling, general and administrative experndiifor the quarter ended September 30, 2006 isedday $12.0 million
compared to the same quarter in the prior year.higiiger expenditures were primarily due to AMI exgitures of $11.2
million in the quarter, an increase in salaries bedefits and operating costs of $1.8 million, efffsy a reduction in
professional fees arising from patent and litigatielated activities of $1.0 million. The AMI expditures include $6.7
million for direct sales and marketing personnel antivities, $1.6 million for personnel costs asated with corporate and
support functions, and $2.9 million for other opigrgand occupancy costs.

The increase in selling, general and administragikgenses during the nine month period ended Sépted®, 2006 from the
same period in 2005 was $26.6 million and was pilgndriven by expenditures of $24.0 million reldte AMI plus higher
salaries and benefits and operating costs of $#ll@mreflecting our growing operations offset bydecrease in professional
fees of $1.4 million.

In 2006, we expect that selling, general and adstrative expenses will continue to be higher tleR005 primarily due to
the acquisition of AMI. In addition, certain expétoudes related to the AMI restructuring will be ched to selling, general
and administrative expenses in the fourth quaiependitures could fluctuate depending on poteatiguisition and in-
licensing transactions that we may undertake aaettent of legal efforts required to support aafédd our intellectual
property portfolio.

Depreciation and amortization

Depreciation and amortization expense for the gu@nded September 30, 2006 included amortizafiinemsed
technologies and identifiable intangible assetsipased through business combinations of $8.2 millied depreciation of
property, plant and equipment of $1.0 million. Degation and amortization expense increased byl®hilion to $21.7
million for the nine month period ended SeptemtEr2006 versus the same period in the prior yelag.ificrease in
amortization and depreciation expense for the threkenine month periods ended September 30, 208@riraarily due to
amortization related to the identifiable intangibksets acquired from AMI.

We expect depreciation and amortization expensert@in at a similar level for the remaining quade2006.
In-process research and development

We record in-process research and development &IPRexpense relating to acquired or in-licensechigologies that are
at an early stage of development and have no atieenfuture use. We did not record any IPR&DHa three month periods
ended September 30, 2006 or 2005 but recorded IP&&iense of $1.0 million in the nine month periedded September
30, 2006 and 2005 as a result of license milegpayenents made to Poly-Med, Inc. in accordance aitbense agreement.
We expect to have further IPR&D expenditures imifetperiods as we continue to in-license or accpary stage
technologies.

Other Income (Expense)

Three months ended Nine months ended
September 30, September 30,
(in thousands of U.S.$) 2006 2005 2006 2005
Foreign exchange gain (loss) (528) 2,125 1,778 8.,08
Investment and other income 977 3,044 5,494 7,396
Interest expense on long term-debt (11,325) - ©B,6 -
Loss on redemption of investments - - (413) -
(10,876) 5,169 (16,752) 8,484

The net foreign exchange gains/losses were priyridugl result of changes in the U.S. to Canadialadahd other foreign
currency exchange rates when translating our foreigrency denominated cash, cash equivalentshartiterm investments
to U.S. dollars at period end. We continue to l@dshadian dollars and other foreign denominatel, @@sh equivalents and
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short-term investments to meet our anticipated atprey and capital expenditure needs in future jgaria jurisdictions
outside of the U.S. We do not use derivativesetdge against exposures to foreign currency arfsarg our balance sheet
financial instruments and therefore are exposddttwe fluctuations in the U.S. dollar to Canadémilar and other foreign
currency exchange rates.

Investment and other income for the three and miaeth periods ended September 30, 2006 decreassdasimpared to
the same periods in the prior year due to a lowsh dalance available to invest due to the usagif oesources for the AMI
and Quill acquisitions.

During the quarter ended September 30, 2006, wered interest expense of $11.3 million on our @uiding long-term
debt obligations. Interest rates on the seniourgetterm loan ranged between 6.8% and 7.0% foquheter ended
September 30, 2006 and the interest rate at whécimeurred interest expense on the senior subdetinetes for the
quarter ended September 30, 2006 was 7.75%. $hiexpense for the three month period ended Septed) 2006
included $0.6 million for amortization of deferrBdancing costs. Since incurring the indebtednesteuthe senior secured
term loan in March 2006, interest rates on the tean have ranged between 6.3% and 7.0% and thegtirate on the
senior subordinated notes has remained fixed &24. 7interest expense of $23.6 million for the mmenth period ending
September 30, 2006 includes $1.3 million for anzatton of deferred financing costs.

The loss on redemption of investments for the nioath period ended September 30, 2006 is the selt i&f redemptions
of long-term investments during the year.

Income Tax

For the quarter ended September 30, 2006 we hattame tax recovery of $1.8 million compared toome tax expense of
$9.7 million for the same quarter in the prior ye@he current period recovery consisted of cureemnt deferred income tax
expense of $2.0 million on income from Canadiarrapens, a current and deferred income tax expeh$2.8 million on
income from U.S. operations (including foreign ddizsies), a deferred income tax recovery of $7ilian related to
amortization of intangible assets and other ass#tap at the time of the AMI acquisition and otiméscellaneous income tax
expense items of $0.7.

For the quarter ended September 30, 2005, incaoxnext@ense consisted of current and deferred indamexpense of $12.3
million on income from Canadian operations, a deféincome tax recovery of $0.4 million on the atization of intangible
assets and other miscellaneous tax recovery it€$®.® million.

For the nine month period ended September 30, R@@Bne tax expense was $12.3 million compared t#&gillion for

the same period in the prior year. The currenibpezxpense consisted of current and deferred irdamexpense of $19.0
million on income from Canadian operations, curigm deferred income tax expense of $3.0 milliotneome from U.S.
operations (including foreign subsidiaries), a defé income tax recovery of $10.3 million on theoatization of intangible
assets and other miscellaneous tax expense itefits@fmillion. Current tax expense includes a ghaf $8.7 million
related to the 2005 and 2004 taxation years regulitom a retroactive change in Quebec tax legisianacted in
September 2006. The Quebec tax authorities havedssssessment notices to us and a number of@#madian companies
in connection with an internal financing arrangetribat was based on legislation in place at the tinimplementation. As
the legislation is considered to be enacted und8r GAAP, we recorded the full amount in the secgualrter of 2006. We
have filed a Notice of Objection with the Quebecaathorities. We understand that a number ofrd@l@adian companies
have also filed respective Notices of Objectiorhwite Quebec tax authorities.

For the nine month period ended September 30, 2008me tax expense consisted of current and deféncome tax
expense of $33.6 million on income from Canadiaerafions, a deferred income tax recovery of $1lRamion the
amortization of intangible assets and other miacelbus tax recovery items of $3.0 million.

The current year decreases in the effective t@srate a combined result of a legislated decreadse irates on royalty
revenue earned in our Canadian operations, infen@ttax structures and recoveries on identifiabiangible assets
acquired through business combinations.

Discontinued Operations

In September 2006, we determined that certain ¢ipgraubsidiaries acquired through the AMI acqigsitwere not aligned
with our current business strategy and we are elgtieoking to dispose of these subsidiaries. Tlgmations have been
categorized as discontinued and include the follgwAMI subsidiaries: American Medical Instrumeritg;. located in
Dartmouth, Massachusetts; Point Technologies,ltmated in Boulder, Colorado; and Point Technols@eA. located in
Costa Rica. The assets and liabilities of theszaimns have been shown separately on the batduest as current assets
and current liabilities from discontinued operati@nd the net loss for these operations have esmsseparately on the
statements of income. Included in current assets fliscontinued operations is an estimated allonadf intangible assets of
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$3.2 million and goodwill of $3.0 million. We expeo fully recover the estimated net book valu¢hefse discontinued
operations. We recorded a net loss from discoaetiraperations for these subsidiaries of $0.5 miliad $0.3 million for
the three and nine month periods ended Septembh&086, respectively.

In 2005, we completed the sale of our Dutch subsyiMCTec Holding BV and its operating subsidiaCTec BV and
decided to close down the offices of our subsidiBiguColl, Inc. and terminate its distribution agreents. Accordingly, we
reported the results of operations relating toalergities as discontinued operations, for theerrand prior periods, in our
Consolidated Statement of Income. For nine moetiod ended September 30, 2006, we incurred additioperating
expenses relating to the closure of NeuColl forclhie recorded a net loss from discontinued operaf $0.9 million for
the nine month period ended September 30, 2006.

The operating results of discontinued operatioessammarized as follows:

Three months ended Nine months ended
September 30, September 30,

(in thousands of U.S.$) 2006 2005 2006 2005
Revenues 2,909 1,500 6,983 3,964
Operating loss (777) (390) (1,659) (1,260)
Other income (expenses) - (1) 4 (117)
Loss before income taxes (777) (391) (1,655) @37
Income tax recovery (expense) 299 (9) 290 326
Net loss from discontinued operations (478) (400) 1,245) (1,051)

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 our unaudited guprtonsolidated financial statements, which wanepared on the same
basis as the annual audited consolidated finastaééments. These unaudited quarterly resultdalb@uread in conjunction
with our audited consolidated financial stateméntshe years ended December 31, 2005 and 2004.

The results for the quarters ended June 30 ane&®ept 30, 2006 include the results of AMI sincedhte of acquisition on
March 23, 2006. As AMI was acquired on March 230@0the comparative quarters do not include thaeltesf the AMI
operations.

Quarter ended

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

Total revenues 86,271 93,606 41,945 43,846
Operating income (loss) 16,478 18,123 11,561 (41,05
Net income (loss) from continuing operations 7,404 2,170 7,580 (42,720)
Net income (loss) 6,926 1,827 7,535 (51,260)
Basic income (loss) per share:

Continuing operations 0.09 0.02 0.09 (0.51)

Discontinued operations (0.01) - - (0.10)

Total 0.08 0.02 0.09 (0.61)
Diluted income (loss) per share:

Continuing operations 0.09 0.02 0.09 (0.51)

Discontinued operations (0.01) - - (0.10)

Total 0.08 0.02 0.09 (0.61)
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Quarter ended

(in thousands of U.S.$, except per share data)  September 30,  June 30, March 31, December 31,
2005 2005 2004 2004

Total revenues 47,892 52,231 55,680 59,358
Operating income 20,815 22,132 29,431 32,228
Net income from continuing operations 16,325 15,565 19,234 41,933
Net income 15,925 15,320 18,828 41,481
Basic income (loss) per share:

Continuing operations 0.19 0.19 0.23 0.50

Discontinued operations - - (0.01) (0.01)

Total 0.19 0.19 0.22 0.49
Diluted income (loss) per share:

Continuing operations 0.19 0.18 0.23 0.49

Discontinued operations - - (0.01) (0.01)

Total 0.19 0.18 0.22 0.48

Summary of Quarterly Results
The primary factors and trends that have causedtiars in our quarterly results are as follows:

() AMI acquisition— The last two quarters include the results of AMm the date of acquisition, March 23, 2006. ASI’
product sales revenue for the current and priortgquavere $41.6 and $49.2 million, respectivelguténg in a
significant increase to total revenue. AMI alsotributed approximately $2.5 and $3.4 million ireoting income
during the third and second quarter of 2006, respdyg. Concurrent with the AMI acquisition, wesiged significant
long-term debt which resulted in interest experfsgld.3 and $12.3 million in the third and secondrer of 2006,
respectively.

(i) Royalty Revenue from BSCWe receive royalty revenue from BSC based oin tiet sales of paclitaxel-eluting stent
systems throughout the world. Our royalty reverhsse been approximately $40.0 to $50.0 milliongpgarter since the
third quarter of 2004 when we received our firdgigantial royalty payment. In the third quarte2605, royalty revenue
from BSC began to decrease due to a 2% reductioaritop royalty rate earned on certain sales bg B®m 11% to
9%, as a result of BSC achieving certain reventestiolds in 2005 and a reduced amount of pacligixing stent sales
by BSC as compared to prior quarters. In the sttemil third quarter of 2006 there was also a dsergasales of
paclitaxel-eluting stents by BSC in the U.S. whihieeaverage royalty rate is generally higher tlmaBurope and other
countries.

(iii) In-process research and development experidee amount of IPR&D expense recorded in eachtgudepends on the
timing of acquisitions and transactions with reshaand development collaborators. As these exgarseoften
significant when compared to other operating exjiares, the results in any quarter could be mdtgrdfected by the
timing of such expenses. In each of the first tararof 2006 and 2005, we recorded $1.0 million&PRexpense relating
to our license agreement with Poly-Med, Inc., imsirg the loss for each quarter. In the fourth guanf 2005, we
recorded IPR&D expense of $54.0 million relatingte investment and collaboration transaction WwitimbinatoRXx,
Incorporated and our acquisition of Afmedica, Imesulting in a net loss for the quarter.

(iv) Income tax expensesignificant estimates are required in determiragprovision for income taxes. Our effective tax
rate may change from quarter to quarter basedeomtk of income among different foreign jurisdietin which we
operate, changes in tax laws in these jurisdictiand changes in the amount of valuation allowaacerded.

(v) Other factors- Our results may also be affected by fluctuationgsearch and development expenses and ingellin
general and administrative expenses from quartquaoter due to our continued expansion of ourareseand
development programs, increases in legal effofsired to support our intellectual property poiiticdnd increases in the
number of employees required to support our growipgrations.

Liquidity and Capital Resources

On March 23, 2006, concurrent with our acquisittd®MI, we completed an offering of $250.0 milli@m aggregate
principal amount of 7.75% senior subordinated ndtesin 2014 in a private placement transactiod,emered into a
$425.0 million senior secured credit facility catisig of a $350.0 million term facility maturing 2013 and a $75.0 million
revolving credit facility maturing in 2011. No amms of the $75.0 million credit facility were drawThe net proceeds
from the sale of the $250.0 million 7.75% senidsadinated notes due 2014 and the $350.0 milliom tean, as well as
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cash on hand, were used to finance the AMI acduisitThe significant terms relating to our sersabordinated notes and
senior secured credit facility are described bel®sior to the AMI acquisition, our principal soeecof liquidity were cash
provided by operations and issuance of common stock

At September 30, 2006, we had working capital & &9million, excluding current assets and currettilities from
discontinued operations, and cash resources o¥ $8illion, consisting of cash and cash equivalemsggregate, our cash
resources decreased by $242.7 million from $324llidbmat December 31, 2005 primarily due to the a$ cash to finance
the AMI and Quill acquisitions. These cash resesyin addition to cash generated from operatiaresused to support our
continuing clinical studies, research and develagrirgtiatives, working capital requirements, debtvicing requirements
and for general corporate purposes. We may alsouscash resources and borrowings under ourrsestoired credit
facility to fund acquisitions of, or investments businesses, products or technologies that exgamiplement or are
otherwise related to our business.

We believe that our existing principal sourcesigifidity are sufficient to satisfy the funding afrcent product development
programs, contractual obligations, and other opegatnd capital requirements, including debt séngicequirements and
other potential acquisitions and in-licensing afteologies, on both a short-term and long-termsha@iur cash inflows and
the amounts of expenditures that will be necessaexecute our business plan are subject to nureenatertainties, which
may adversely affect our liquidity and capital nes@s to a significant extent and may require usite additional funds
through debt or equity offerings. We may also friimme to time consider certain financing opportwestiincluding various
types of debt or equity securities, as alternativesur current senior secured credit facilitied aanior subordinated notes.

Cash Flow Highlights

Three months ended Nine months ended
September 30, September 30,

(in thousands of U.S.$) 2006 2005 2006 2005
Cash provided by operating activities 5,070 23,571 37,419 80,638
Cash provided by (used in) investing activities 689 31,672 (576,274) (65,849)
Cash provided by financing activities 41 127 584,4 1,826
Net increase in cash and cash equivalents 24,778 3785 19,579 16,615
Cash and cash equivalents, end of period 81,742 ,8534 81,742 134,859

Cash Flows from Operating Activities

Cash provided by operating activities for the thremths ended September 30, 2006 was $5.1 milbompered to $23.6
million for the corresponding period in 2005. Netame for the current quarter, excluding non-ceésis, resulted in cash
inflows of $8.3 million compared to $23.1 millioarfthe same period in the prior year. The decrgaset cash income was
the net result of a decrease in royalty revenuén@ease in interest expense offset by an incrieesarnings related to AMI.
Working capital requirements resulted in cash outfl of $3.2 million during the three months endegdt&mber 30, 2006
compared to cash inflows of $0.5 million for therguarative period in 2005. The increase in casHawsfrelated to
working capital for the three months ended SepterBbe2006 was primarily driven by an increasenwventory and prepaid
expense balances plus interest payments madet ojfsa increase in income tax payable at the émickegperiod.

For the nine months ended September 30, 2006 prastied by operating activities was $37.4 millmympared to $80.6
million for the same period in 2005. Net incomeidgrthe current nine month period, excluding noskciiems, resulted in
cash inflows of $30.4 million compared to $78.3limil for the same period in the prior year. Therdase in net cash
income was the net result of a decrease in royaltgnue and an increase in interest expense bffsetirnings contributed
by the AMI operations. Working capital requiremergsulted in cash inflows of $7.0 million duringethine months ended
September 30, 2006 compared to cash inflows of 8@I®n for the comparative period in 2005. Thernease in cash
inflows related to working capital for the nine ntasiended September 30, 2006 was primarily duelteation of accrued
interest and accounts receivable, an increaseame taxes and interest payable amounts outstaatjpeyiod end, offset by
an increase in inventory at period end.

Cash Flows from Investing Activities

Net cash provided by investing activities for theder ended September 30, 2006 was $19.7 milbompared to net cash
provided of $31.7 million for the same quarterhie prior year. For the quarter ended Septembe2@15, the provision of
cash was primarily due to proceeds from net redemutf short term-investments of $15.8 million agrdss proceeds from
the NuVasive transaction of $12.0 million, net ayments for capital assets of $2.2 million and paynof acquisition
related accruals of $6.0 million. Net cash prodithy investing activities for the quarter endedtSejber 30, 2005 of $31.7
million was primarily due to proceeds from net neq¢ions of short-term and long-term investmentsr the nine month
period ended September 30, 2006 net cash used6{4hillion was primarily for the AMI and Quill gaisitions net of
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redemptions on short-term and long-term investmeN&st cash used by investing activities for theeninonth period ended
September 30, 2005 of $65.8 million was primariedo purchases of short-term and long-term investsn

We invest our excess cash balances in short-temketadle securities, principally investment gradenmercial debt and
government agency notes. The primary objectivesioimarketable securities portfolio are liquiditydssafety of principal.
Investments are made with the objective of achptie highest rate of return while preserving e primary objectives.
Our investment policy limits investments to certaipes of instruments issued by institutions witheistment grade credit
ratings and places restrictions on maturities ametentration by type and issuer. Cash equivaleate maturity dates to
November 24, 2006. At September 30, 2006, we retb$#17.7 million (CDN $19.8 million) denominated@anadian
dollars in order to meet our anticipated Canadigerating and capital expenditures in future periods

Cash Flows from Financing Activities

Net cash provided by financing activities for theatjer ended September 30, 2006 of $.04 milliondvuesto proceeds
received from the exercise of stock options of $8ilion net of the repayment of $2.7 million ofrosenior secured credit
facility and payment of $0.7 million in direct finaing transaction costs. Net cash provided bynfiireg activities for the
nine month period ended September 30, 2006 of g558lion was mainly due to net proceeds receivedfthe credit
facility and the senior subordinated notes and @eds from exercise of stock options of $6.5 millioet of the repayment of
$30.1 million on our secured credit facility.

Credit Facility

On March 23, 2006, we entered into a $425.0 milienior secured credit facility which includes $® million senior
secured term loan maturing March 23, 2013 and misseecured $75.0 million revolving credit commitmenaturing March
23, 2011. Borrowings under this credit facilityndae either Eurodollar or base rate loans. Eutadimans bear interest at
an applicable rate based on our leverage ratiogiusdjusted LIBOR rate (London Interbank Offeredd® Base rate loans
bear interest at an applicable rate based on werdge ratio plus the greater of (a) the Prime Ratk(b) the Federal Funds
Effective Rate plus 0.5%. From July 1, 2006 thiotgDecember 31, 2012, the term loan is repayiald@arterly
instalments of $804,000, subject to certain adjasts1 The remaining principal balance is due oturitg; however, we are
able to prepay principal at anytime. Annually, ave required to repay term loan principal equal percentage of excess
cash flow (as defined in the credit facility), whits dependent upon our consolidated leverage. ratie credit facility is
secured by a security interest covering all progpand assets, including intellectual property, obfstech Pharmaceuticals,
Inc., Angiotech Pharmaceuticals (US), Inc. (a whollvned subsidiary) and certain subsidiary guarar(directly or
indirectly wholly owned).

At September 30, 2006, the outstanding senior sederm loan was $319.9 million, with an all-inarest rate of 6.9%, and
no amounts were borrowed under the revolving cremitmitment. During the quarter ended Septembg2@06 we issued
a letter of credit for $1.5 million related to werk’ compensation liability in the U.S. We repai®million of the senior
secured term loan during the three month perioé@®kptember 30, 2006 and $30.1 million has bgaideince March
23, 2006.

Senior Subordinated Notes

On March 23, 2006, we issued $250.0 million aggeegaincipal amount of 7.75% senior subordinategsdue 2014.
Interest is payable semi-annually in arrears orilApand October 1 of each year through to matur@ginning October 1,
2006. The senior subordinated notes and relateiquarantees provided by us and certain of ouridiabies are
subordinated to senior secured indebtedness, ingwnounts outstanding under our credit faciliggctibed above. Prior
to April 1, 2009, we may redeem up to 35% of thgragate principal amount of the notes using netgeds from certain
equity and convertible debt offerings, and on éeraf\pril 1, 2009, we may redeem all or a parthef hotes at specified
redemption prices.

Debt Covenants

The terms of our credit facility include variousvenants, including financial covenants that requseo meet minimum
interest coverage ratios and maximum leveragegaitioaddition, the credit facility and the indamtgoverning the senior
subordinated notes specify maximum or permitteduatsofor certain types of capital transactions.oASeptember 30,
2006 and October 27, 2006, we are in complianedl imaterial respects with these covenants and naré breach of any
provision of the credit facility and senior subaralied notes that would cause an event of defaoit¢ar. For a more
detailed description of our debt covenants, refeyur 2005 AlF.
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Contractual Obligations

Our significant contractual obligations for the hfixe years and thereafter include:

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

Long-term debt repayments 569,909 3,215 6,430 6,430 553,834
Long-term debt interest

obligations 289,298 42,366 84,045 82,870 80,016
Commercialization efforts 25,150 7,650 17,500 - -
Operating leases 24,841 2,722 4,994 3,642 13,483
License and research agreement

obligations 3,100 1,300 1,800 - -
Total obligations 912,298 57,253 114,769 92,942 833

Long-term debt includes $319.9 million drawn untfer term loan portion of our senior secured criadiity and $250.0
million of senior subordinated notes. Repaymeresbased on contractual commitments as defineceiergdit facility and
the indenture governing the senior subordinatedsi@xcluding the requirement for repayments of tean principal based
on a percentage of excess cash flow as defindekinredit facility. Long-term debt interest obligas on variable rate debt
are estimated using the current interest rateffénteat September 30, 2006. Long-term debt repaysrend interest
obligations assume no early repayment of principal.

Commercialization efforts relate to commitmentshia Quill acquisition agreement. We have enter&mldperating leases in
the ordinary course of business for office and tatary space with various expiries through July204/e are also
committed to research and development funding patsmeillion relating to an agreement with Poly-Med.

The table above does not include any cost sharimglestone payments in connection with researchdevelopment
collaborations with third parties as these paymargscontingent on the achievement of specific ldgwaental, regulatory or
commercial activities and milestones. In additiwa,may have to make royalty payments based omcampage of future
sales of the products in the event regulatory aggror marketing is obtained.

The table above also does not reflect contingeligatipns in connection with our research and l&Eagreements with
CombinatoRx, Athersys and other collaborators @ehkors, or our acquisitions of Afmedica and Quilke have the option
to extend our research collaboration with CombiRatérom thirty months to sixty months for additidcansideration of
$7.0 million. We may make an additional paymer$®f0 million to Athersys which would be in excharfgr a convertible
promissory note in 2007 subject to Athersys fuifdl a milestone obligation. We have a contingeigabion of $10.0
million to former Afmedica equity holders should veach certain development and regulatory milestavith respect to any
Afmedica product. We may be required to make agigii contingent payments of up to $160.0 millioriite former
shareholders of Quill upon the achievement of aerevenue growth and development milestones. Thagments to the
former Quill shareholders are primarily contingapbn the achievement of significant incrementaérexe growth over a
five year period, subject to certain conditions. kivay also have to make royalty payments basedpamcentage of future
sales of certain products associated with certliatmorators and licensors in the event regulasqyroval for marketing is
obtained.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemastiefined by applicable securities regulatorsandda and the U.S. at
September 30, 2006 that have, or are reasonably lik have, a current or future material effecoon results of operations
or financial condition.

Disclosure Controls and Procedures

Management, including our Chief Executive Officadaur Chief Financial Officer, evaluated the efifesness and
operation of our disclosure controls and proceddteimg the quarter ended September 30, 2006. dBais¢hat evaluation

the Chief Executive Officer and the Chief Finan€¥icer concluded that the design and operatiothe$e disclosure
controls and procedures were effective.
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Risks Related to Our Business

The significant risk factors generally associatétth wur business, as described in our 2005 AlF satestantially unchanged.
The following details the litigation that we arer@ntly involved in:

(i) BSC involvement with litigation

BSC is involved in several legal proceedings comiogrchallenges to its stent business. As an ebgrop June 21, 2005, a
Delaware jury held that BSC's TAXUS ExpresS?2 paclitaxel-eluting stent and its Liberté and Egsréare metal stents
infringe the Palmaz Schatz patent (U.S. 4,739, #®) the Gray patent (U.S. 5,895,406) which are lbethed by Cordis
Corporation (“Cordis”), a subsidiary of Johnson &hdson Inc. (“*JNJ”). These jury verdicts were udhey the District
Court of Delaware on May 11, 2006. On July 1, 2088 jury held that Cordis/IJNJ's Bx VELOCITY, BXOSIIC, CYPHER
® and PALMAZ GENESIS stents infringe BSC's Jangepat(U.S. 5,922,021) and that Cordis/JNJ's CYPHEehts
infringed BSC’s Ding patent (U.S. 6,120,536). OrayM.1, 2006, the District Court of Delaware decidhdt JNJ's
CYPHER stent infringes one of BSC's patents. Coidinot seeking injunctive relief against the TAXWExpress stent.
Although the Palmaz Schatz patent expired at thk &fn2005, the Gray patent does not expire until&20 Cordis has
indicated that it will assert the claims of the Batent against the TAXUS Liberté stent if and miieis launched. If
Cordis were to seek an injunction and if it werecassful, BSC would not be able to sell the TAXUBekté stent in the
U.S. until the Gray patent expires, unless theniciion were lifted or BSC were able to completaichl trials for a version
of the product using another stent design that dogsnfringe the claims of the Gray patent. Aseault, if Cordis were to
obtain an injunction, our revenue as a result tEfssaf the TAXUS Liberté stent would likely be sifigantly reduced. Thus,
our royalty revenue relating to paclitaxel-elutiogronary stents depends on BSC's ability to comtitm sell its TAXUS
Express2 stent and launch and sell the TAXUS Lébstent in the U.S. As another example, BSC wadved in breach of
contract litigation with Medinol, Ltd. for sales GFAXUS Express paclitaxel-eluting and Express bawegal stents. A
settlement in this matter was announced on SeptePihe2005. On November 8, 2005, BSC filed a @&eilion in Delaware
asserting infringement of BSC’s Jang patent by €dvledsystems, Inc. The Delaware Court has seahdate in October
2007 to hear the merits of BSC’s assertion. We=ekfhat our licensees may be involved in otheenmtlegal proceedings
in the future relating to the paclitaxel-elutingrst.

(i) Patent oppositions

As part of our patent strategy, we have filed aetgrof patent applications internationally. Oppioss have been filed
regarding four of our granted European patentsréiate to certain products (EP0706376, EP07118#B8309515 and
EP1155690). The oppositions against European PEtentEP0711158, EP0809515 and EP1155690 areearnstage,
with briefs being exchanged. On January 24, 26@5European Patent Office Opposition Division amued a favorable
ruling and maintained the validity of our Patent [E°0706376 with various claims, including claimstents coated with a
composition of paclitaxel and a polymeric carriéfone of the original parties to the proceedint=ifan Appeal of this
decision. Two non-parties to the Opposition (Cadedsystems, Inc. and Sahajanand Medical Techreddgwt. Ltd.)
subsequently submitted various documents to thep&amn Patent Office (‘EPO”), including Notices ofdrvention and of
Appeal. On March 14, 2007, the EPO is scheduldwtd an Oral Hearing to determine whether theséchsof
Intervention and of Appeal were validly filed. Alén Europe, an Opposition was filed against EPQ880Qwhich covers one
or our LifeSpaf" vascular graft products. In an Oral Hearing leldSeptember 28, 2006, the EPO determined that the
patent was valid with certain claim amendments. dygonent may appeal within four months from thte ad the decision.
On July 7, 2006, an Opposition was filed againstNew Zealand Patent No. 511762. The ultimateaugs of these
oppositions, including possible appeals, are uagest this time.

(iii) Angiotech and BSC involvement with litigation

In connection with maintaining the value of ourigas intellectual property and exclusivity rightge regularly evaluate the
activities of others worldwide. Our success wépend, in part, on our ability to obtain patentdjaenses to patents,
maintain trade secret protection and enforce @intsiagainst others. Should it become necessgmptect those rights, we
will pursue all cost-efficient strategies, includiwhen appropriate, negotiation or litigation iryaalevant jurisdiction. For
example, on February 1, 2005, we announced thgether with BSC, we commenced a legal action ifNietherlands
against Conor Medsystems, Inc. for patent infringetof the Netherlands-equivalent of EP0706376F&ruary 18, 2005,
a claim was filed by Conor Medsystems, Inc. in arti the United Kingdom alleging that the U.K.ubeplent of
EPO0706376 is invalid and seeking to have that paéxvoked. Trial on this issue was held in the UrkOctober and in
December 2005. On February 24, 2006, the courtthalothis U.K. patent was invalid. We appealed ttécision by the
High Court of Justice and our appeal will be hdardhe U.K. Court of Appeal during the week of Dexer 11, 2006. On
March 31, 2005, a claim was filed by Conor Medsystelnc. in a court in Australia, alleging invatidof three of our
Australian patents. Trial in this Australian pdtezvocation action is scheduled for February 200n. April 4, 2005, we
along with BSC commenced legal action in the Né#mels against Sahajanand Medical Technologies RIt(“SMT?”) for
patent infringement of the Netherlands-equivaldr®0706376. A hearing was held on March 10, 2606, the court
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issued a decision on May 3, 2006, finding the patalid and the activity of SMT to be an infringem@f the patent. SMT
appealed this decision, but a date for the appesgiiing has not yet been set. In November 20050Cdedsystems, Inc.
commenced a legal action in the Netherlands agamstsserting that the Netherlands patent whiolesponds to our
EP0706376 patent is invalid and should be revoldetiearing on both the patent validity issue, draissue of whether
Conor’s CoStar™ stent infringes at least one clafithe Netherlands-equivalent to EP0706376 was tel@ctober 27,
2006 in the Hague. We expect the results of ta&ihg by the end of December 2006. On March 1620 Board of
Appeals of the Japanese Patent Office issued bdiidar of revocation regarding certain claims of dapanese Patent No.
3423317, directed to a stent coated with paclitaXelgiotech has appealed this decision to Jagatédectual Property
High Court, and a hearing date of December 11, 2@36been set. In December 2005, BSC and wet@dte Preliminary
Proceedings action against Occam Internationaitanzhrent company Biosensors requesting a predirpiimjunction for
infringement of the Netherlands-equivalent of EFE&T6. A hearing was held on January 13, 2006 flandourt issued a
judgment on January 27, 2006, denying the religfiested by us. BSC and Angiotech filed an apmetilis judgment on
February 24, 2006. The outcomes of these legalmdings are uncertain at this time.

(iv) Litigation assumed with the AMI acquisition

On September 9, 2005, DePuy Mitek, Inc. filed ag#inst Arthrex Inc. and Pearsalls Limited, on&Mii’s subsidiaries, for
infringement of DePuy Mitek’s patent which relatesertain sutures (U.S. Patent No. 5,314,446)S€@ptember 26, 2006,
both Markman and Summary Judgment Motions HearieigWeld, and the Court has taken the matter wadiesement with
no date for further action being set. Arthrex haeimnified Pearsalls against any potential dameegesding sale of
FiberWire products, and has agreed to pay for tis¢ af this defense. Also, on July 2, 2004, Dr.gérg W. Baran filed a
complaint for willful patent infringement againsteof AMI’'s subsidiaries, Medical Device Technolegjilnc. A Markman
hearing to construe the claims of the assertedh{zaf¥).S. Patent No 5,025,797 and U.S. Patent B@05/98) was held in
December 2005, and a decision is awaited.

We expect to continue to incur litigation expenige8006 as we intend to pursue and to defend viggdycany and all actions
of third parties related to our extensive patemtfptio and pioneering technology. Any failuredbtain and protect
intellectual property could adversely affect ousiness and our ability to operate could be hindesethe proprietary rights
of others.

(v) We depend on Boston Scientific for a signifiGanount of our future revenues and developmehAdfUS.

Although the acquisition of AMI has diversified orgvenue, we anticipate that a significant amodirdus revenue for the
next few years will be derived from and dependgidruroyalty revenues from BSC. We do not haverobuiver the sales
and marketing efforts, stent pricing, productiotuwees, distribution or regulatory environment rethto BSC'’s paclitaxel-
eluting coronary stent program. Our involvemeriiristed to the terms of our 1997 license agreeméd amended) with
BSC and Cook, which provides for the receipt ofalty revenue based on the net sales of TAXUS amtifigs the
applicable royalty rates. Certain recent meditadies indicate that the use of drug-eluting stenfmtients may increase the
rate of late stent thrombosis (the formation ofbl@lots in the stent), which may cause heart ledtac death, in comparison
to the rate of late stent thrombosis when barednsétats are used, and the FDA has scheduled rgsatim December 7th
and 8th, 2006 with a panel of experts to examimsedhstudies and to make a recommendation abouhevhatiditional
studies or labeling changes are needed for drugglstents.

If BSC is impaired in its ability to market and gisute TAXUS, whether due to a failure to complytrwapplicable
regulatory requirements, discovery of a defecthim device, increased incidence of adverse everitteatification of other
safety issues, or previously unknown problems wite manufacturing operations for TAXUS, our revenuweuld be
significantly reduced. BSC's failure to resolve gbessues in a timely manner and to the satisfaaifoFood and Drug
Administration (“FDA”) and other regulatory authties, or the occurrence of similar problems in fimeire, could have a
significant impact on our royalty revenue from saté TAXUS. Additionally, BSC may terminate thednse agreement
under certain circumstances, including, if BSCriahle to acquire a supply of paclitaxel at a contimady reasonable price,
if BSC reasonably determines that the paclitaxefi®y coronary stent is no longer commercially \éator if our license
agreement with the National Institute of HealthKiNIcertain of which rights are sublicensed to B&®ninates. During the
three and nine month periods ended September 3®, 28venue from BSC represented approximately 47%ur total
revenue and 55% of our total revenue on a pro fdrass.

There is no guarantee that royalty payments urtteditense agreement with BSC will continue, anthaed for BSC'’s
paclitaxel-eluting coronary stent products couldlise as a result of competition, technologicalrdfe or other factors. If
we are unable to launch successful new products$,tieere is a reduction in demand for our produstshe products of our
licensees for any reason, our business would leuséy harmed.
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(vi) We may not be successful in integrating therations of AMI into our operations, or we may ledaged in doing so,
which may lead to higher operating costs.

Successful integration of AMI into our business @legls upon our management’s continued ability toagarthe combined
operations effectively and to benefit from increhseanufacturing and sales and marketing capabiliffeoduct synergies
and revenue diversification. Our acquisition of ABUbstantially increased the scale and scope ofoperations. In
connection with the integration of AMI, we must rage the creation of new divisions, or the constitidaor elimination of

divisions, in our business and expand the functiongently performed by us. In particular, AMI hagnificant

manufacturing operations and capacity, marketing) dedicated sales teams and highly fragmented tigesa including

manufacturing facilities located in four differecbuntries and approximately 1,400 employees. Tibegration process
involves complex operational and personnel-relatidllenges. This process is time-consuming anckresipe. It may
require a longer than expected time frame to aehietegration and integration may not result intikeeefits, in the times or
amounts, we currently expect.

Other risks that may result from our acquisitiorAdI include:

» difficulties associated with integrating into ourdiness and operations the operations and persohA#ll;
e potential disruption of both companies’ business;

* inability to introduce new products into the magtate or maintain or increase current sales ledMedxisting
products;

e inability to maintain a competitive product offegin

» diversion of management’s attention and other nesm;l

» successful integration may be more complex andireguonger time frame to achieve;

» inability of the companies to maintain uniform stards, controls, procedures and policies;
» difficulties associated with attracting and retagkey personnel;

* loss of customers;

e unanticipated costs of terminating or relocatingliiées and operations; and

* unanticipated issues in integrating informationmowunications and other systems.

In addition, until 2003, the operating subsidiaries AMI were independently managed and operated| eertain
administrative functions have yet to be fully imatgd. Also, AMI acquired a company in Decembed30The challenges
of fully integrating the operations of that compamighin AMI will further add to the difficulty of mtegrating AMI and our
Company.

(vii) If our products are alleged to be harmful, way not be able to sell them and we may be sulgjgobduct liability
claims not covered by insurance.

The nature of our business exposes us to potdighility risks inherent in the testing, manufadtg and marketing of
pharmaceutical products and medical devices. Usimgdrug candidates or devices in clinical trialay expose us to
product liability claims. These risks will expandth respect to drugs or devices, if any, that rezeegulatory approval for
commercial sale. In addition, some of the produasmanufacture and sell are designed to be imgdiaint the human body
for varying periods of time. Even if a drug or d®vwere approved for commercial use by an appatprgovernmental
agency, there can be no assurance that usersotitiam that effects other than those intended hsaxe resulted from our
products. Component failures, manufacturing flaguglity system failures, design defects, inadesjdaclosure of product-
related risks or product-related information orestkafety issues with respect to these or othettyamts we manufacture or
sell could result in an unsafe condition or injtwyor death of, a patient.

In the event that anyone alleges that any of oadycts are harmful, we may experience reduced comsdemand for our
products or our products may be recalled from thekat. In addition, we may be forced to defendvidial or class action
lawsuits and, if unsuccessful, to pay a substamtiabunt in damages. A recall of some of our préslwould result in
exposure to additional product liability claimssticsales and significant expense to perform thalltecThe outcome of
litigation, particularly class action lawsuits, dffficult to assess or quantify. Plaintiffs in tleeg/pes of lawsuits often seek
recovery of very large or indeterminate amountsgjuiding not only actual damages, but also punitile@nages. The
magnitude of the potential loss relating to thegmes$ of lawsuits may remain unknown for substamtéiods of time. In
addition, the cost to defend against any futurgatton may be significant.

Page 21



We do not have insurance covering our costs arsk$oas a result of any recall of products or dsvioeorporating our
technologies because of alleged defects, whettadr mecall is instituted by a device manufacturemusras required by a
regulatory agency. Product liability insurance ansurance to cover costs and losses associatédpnoduct recalls is
expensive and, if we seek such insurance in therdutt may not be available on acceptable terrgsen if obtained,

insurance may not fully protect us against potéptiaduct liability claims with respect to uninsdrkabilities or for amounts
in excess of insured liabilities or for our costel dosses associated with product recalls. Ifaalpet liability claim or series
of claims is brought against us for uninsured litiles or in excess of our insurance coverage, lmsiness could suffer.
Some manufacturers that suffered such claims ipaisé have been forced to cease operations ortevidclare bankruptcy.

Outstanding Share Data

As of September 30, 2006, there were 84,983,735remmshares issued and outstanding for a total 80 $4million in share
capital. At September 30, 2006, we had 7,363,1BN @ollar stock options outstanding under the Ategb
Pharmaceuticals, Inc. stock option plan (of whi¢238,100 were exercisable) at a weighted averageise price of
CDN$16.43. We also had 201,968 U.S. dollar stqatioas outstanding under this plan at SeptembeB06, (of which
82,344 were exercisable) at a weighted averageisrgorice of U.S. $17.63.

As of October 27, 2006, there were 84,983,735 comshares issued and outstanding for a total of #4mdlion in share
capital and there were 7,326,089 CDN dollar stquioos outstanding under the Angiotech Pharmacaatitnc. stock
option plan (of which 6,299,290 were exercisabteg weighted average exercise price of CDN$17T%re were also
201,968 U.S. dollar stock options outstanding urtldisrplan at October 27, 2006, (of which 86,542aenexercisable) at a
weighted average exercise price of U.S. $17.63.

As of September 30 there were 304 stock optionstauding in the AMI stock option plan (of which mowere exercisable)
and as of October 27, 2006, there were 247 stottergpoutstanding in the AMI stock option plan {diich none were
exercisable). Each AMI stock option converts inpprximately 3,852 Angiotech Pharmaceuticals, tmenmon shares
upon exercise at a weighted average exercise @fid&SD $15.44.
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CONSOLIDATED FINANCIAL STATEMENTS

ANGIOTECH PHARMACEUTICALS, INC.

Third quarter ended September 30, 2006

(Unaudited)



Angiotech Pharmaceuticals, Inc.

CONSOLIDATED BALANCE SHEETS
(Al amounts expressed in thousands of U.S. dollars

(Unaudited)
September 30, December 31,
2006 2005
$ $
ASSETS
Current assets
Cash and cash equivalents 81,700 62,163
Short-term investmen{sote 6] 8,000 133,279
Accounts receivable, net 24,674 3,377
Inventoriegnote 7] 31,608 786
Assets held for salpote 8] - 5,508
Deferred income taxes 5,234 1,703
Prepaid expenses and other current assets 5,174 2,056
Assets from discontinued operatidnste 4] 16,757 -
Total current assets 173,147 208,872
Long-term investmentmote 6] 43,311 170,578
Property, plant and equipment, fradte 9] 60,591 11,042
Intangible assets, nptote 10] 250,805 45,447
Goodwill 643,197 46,071
Deferred income taxes 4,154 11,350
Deferred financing costs, nigtote 12] 17,065 -
Other assets 2,133 1,334
1,194,403 494,694
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilitjpste 11] 39,773 19,187
Income taxes payable 16,829 6,738
Interest payable on long-term debt 1,319 -
Deferred revenue — current portion 1,630 1,630
Long-term debt — current portignote 12] 3,215 -
Liabilities from discontinued operatiofisote 4] 3,156 -
Total current liabilities 65,922 27,555
Deferred revenue 1,474 1,632
Deferred leasehold inducement 2,683 2,827
Deferred income taxes 72,356 -
Long-term debfnote 12] 566,694 -
643,207 4,459
Commitments and contingencigmte 16]
Stockholders’ equity
Share capitdnote 13]
Authorized:
200,000,000 Common shares
50,000,000 Class | Preference shares
Common shares issued and outstanding:
September 30, 2006 — 84,983,735
December 31, 2005 — 84,291,517 470,124 463,639
Additional paid-in capital 26,330 21,929
Accumulated deficit (29,319) (45,607)
Accumulated other comprehensive income 18,139 22,719
Total stockholders’ equity 485,274 462,680
1,194,403 494,694

See accompanying notes to the consolidated financ&atements
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF INCOME
(Al amounts expressed in thousands of U.S. dollarexcept share and per share data)

(Unaudited)
Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005

$ $ $ $
REVENUE
Royalty revenue 43,709 46,638 127,779 148,616
Product sales, net 42,509 1,108 93,864 3,125
License fees 53 146 179 4,062

86,271 47,892 221,822 155,803
EXPENSES
License and royalty fees 6,933 7,224 19,496 21,94
Cost of products sold 20,996 1,120 45,663 3,102
Research and development 11,740 7,692 33,228 522,8
Selling, general and administration 20,953 8,924 54,505 27,903
Depreciation and amortization 9,171 2,117 21,726 6,620
In-process research and development - - 1,042 001,0

69,793 27,077 175,660 83,425
Operating income 16,478 20,815 46,162 72,378
Other income (expenses):
Foreign exchange gain (loss) (528) 2,125 1,778 ,088
Investment and other income 977 3,044 5,494 7,396
Interest expense on long-term debt (11,325) - 6B -
Loss on redemption of investments - - (413) -
Total other income (expenses) (10,876) 5,169 785, 8,484
Income from continuing operations before income
taxes and cumulative effect of change in accounting 5,602 25,984 29,410 80,862
Income tax expense (recovefgbte 15] (1,802) 9,659 12,256 29,738
Income from continuing operations before
cumulative effect of change in accounting 7,404 16,325 17,154 51,124
Loss from discontinued operations, net of income
taxes[note 4] (478) (400) (1,265) (1,051)
Cumulative effect of change in accountjngte 3] - - 399 -
Net income 6,926 15,925 16,288 50,073
Basic net income (loss) per common share:
Continuing operations 0.09 0.19 0.20 0.61
Discontinued operations (0.01) - (0.01) (0.01)
Total 0.08 0.19 0.19 0.60
Diluted net income (loss) per common share:
Continuing operations 0.09 0.19 0.20 0.61
Discontinued operations (0.01) - (0.01) (0.01)
Total 0.08 0.19 0.19 0.60
Basic weighted average number of common shares
outstanding (in thousands) 84,832 84,125 84,674 84,097
Diluted weighted average number of common

85,463 84,125 85,484 84,097

shares outstanding (in thousands)

See accompanying notes to the consolidated financg&atements
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
(Al amounts expressed in thousands of U.S. dollarexcept share data)

(Unaudited)
Common__Shares - ygitional Ao e Total
paid in Accumulated comprehensive  stockholde
Shares Amount capital deficit income rs’ equity
# $ $ $ $ $
Balance at December 31, 2005 84,291,517 463,639 929, (45,607) 22,719 462,680
Exercise of stock options for cash 359,685 3,107 3,107
Stock-based compensation 1,101 1,101
Net unrealized gain on available-for-sale
securities 9,448 9,448
Reclassification of net unrealized loss on
available-for-sale securities 677 677
Net income 7,535 7,535
Balance at March 31, 2006 84,651,202 466,746 23,030 (38,072) 32,844 484,548
Stock-based compensation 1,780 1,780
Net unrealized loss on available-for-sale
securities (5,584) (5,584)
Reclassification of net unrealized gain on
available-for-sale securities (761) (761)
Cumulative translation adjustment 532 532
Net income 1,827 1,827
Balance at June 30, 2006 84,651,202 466,746 24,810 (36,245) 27,031 482,342
Exercise of stock options for cash 332,533 3,378 3,378
Stock-based compensation 1,520 1,520
Net unrealized loss on available-for-sale
securities (9,135) (9,135)
Reclassification of net unrealized loss on
available-for-sale securities 18 18
Cumulative translation adjustment 225 225
Net income 6,926 6,926
Balance at September 30, 2006 84,983,735 470,124 ,326 (29,319) 18,139 485,274

See accompanying notes to the consolidated finantg&atements
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Al amounts expressed in thousands of U.S. dollars

(Unaudited)
Three months ended Nine months ended
September 30, September 30
2006 2005 2006 2005
$ $ $ $

OPERATING ACTIVITIES
Net income 6,926 15,925 16,288 50,073
Adjustments to reconcile net income to cash pravioe

operating activities:

Depreciation and amortization 10,554 2,755 24,392 8,445

Loss on disposal of property, plant and equipment - 41 51 41

Gain on sale of intangible asset (148) (148)

Loss on redemption of available-for-sale securities - - 413 -

Gain on disposition of assets held for sale - - 5§68 -

Gain on sale of subsidiary - - 47 -

Unrealized foreign exchange loss (gain) 475 (313) - 418

Deferred income taxes (11,365) 3,395 (16,629) 15,69

License fees - - - (3,848)

Stock-based compensation expense 1,520 1,468 4,800 4,731

Deferred revenue (53) (146) (159) 1,801

Non-cash interest expense 645 - 1,320 -

In-process research and development - - 1,042 1,000

Other (242) (8) 188 (25)

Cumulative effect of change in accounting principle - - (399) -
Net change in non-cash working capital items netato

operationgnote 18] (3,242) 454 6,992 2,304
Cash provided by operating activities 5,070 23,571 37,419 80,638
INVESTING ACTIVITIES
Purchase of short-term investments - (65,096) 62, (205,808)
Proceeds from short-term investments 15,895 91,796 264,927 238,446
Purchase of long-term investments (134) (5,861) ,141) (114,537)
Proceeds from long-term investments - 11,484 120,54 19,564
Purchase of property, plant and equipment (2,157) 651) (11,714) (2,514)
Purchase of intangible assets 50 - (35) -
Proceeds from sale of intangible asset 3,400 - 03,40 -
Acquisition of businesses, net of cash acqujnede 5] (5,987) - (831,759) -
Proceeds from sale of subsidiary - - a7 -
Proceeds from sale of assets held for sale - - 56,39 -
In-process research and development - - (1,042) 0003,
Other assets 8,600 - 6,873 -
Cash provided by (used in) investing activities 19,667 31,672 (576,274) (65,849)
FINANCING ACTIVITIES
Principal repayment of long-term obligations (2,p64 - (30,091) -
Proceeds from long-term obligations, net of finagatosts (673) - 582,040 -
Proceeds from stock options exercised 3,378 127 856,4 1,826
Cash provided by financing activities 41 127 558,434 1,826
Net increase in cash and cash equivalents 24,778 ,3765 19,579 16,615
Cash and cash equivalents, beginning of period 86,9 79,489 62,163 118,244
Cash and cash equivalents, end of period 81,742 134,859 81,742 134,859

See accompanying notes to the consolidated financ&atements
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Angiotech Pharmaceuticals, Inc.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(All tabular amounts expressed in thousands of U.Qlollars, except share and per share data)

(Unaudited)

Angiotech Pharmaceuticals, Inc. (the “Company”)norporated under the Business Corporations Bitih Columbia). The
Company is a specialty pharmaceutical and medieatd company that discovers, develops and maiketsative technologies and
medical products primarily for local diseases ardomplications associated with medical device anpd, surgical interventions and
acute injury.

BASIS OF PRESENTATION

These unaudited interim consolidated financiakst&nts have been prepared in accordance with UBttdds generally accepted
accounting principles (“U.S. GAAP”) and pursuantfie rules and regulations of the United Statesi®tézs and Exchange
Commission for the presentation of interim finahaidrmation. Accordingly, certain information @fiootnote disclosures normally
included in annual financial statements prepareatoordance with U.S. GAAP have been omitted pumsieasuch rules and
regulations. These consolidated financial statesnéo not include all disclosures required for airimancial statements and should
be read in conjunction with the Company’s auditedsolidated financial statements and notes théoetihe year ended December
31, 2005 included in the Company’s Annual Repdetifivith the appropriate securities commissions.

In the opinion of management, all adjustments (Winclude reclassification and normal recurringuatinents) necessary to present
fairly the consolidated financial position, consialied results of operations and consolidated dagls fit September 30, 2006 and
for all periods presented, have been made. Thetsesf operations for the three and nine monttiggsrended September 30, 2006
are not necessarily indicative of the results ffier full year ending December 31, 2006.

All amounts herein are expressed in U.S. dollatessnotherwise noted.

SIGNIFICANT ACCOUNTING POLICIES

Other than the new accounting policies requiredwelue to the acquisition of AMI, and the changadaounting policy described
further in note 3 to these interim consolidate@ficial statements, all accounting policies arestimae as described in note 3 to the
Company’s audited consolidated financial statemfemtthe year ended December 31, 2005 includetderompany’s 2005 Annual
Report filed with the appropriate securities consiass.

Foreign currency translation

The assets and liabilities of foreign subsidiatsig the local currency as their functional cucseare translated to U.S. dollars
based on current exchange rates and any resuiéinglation adjustment are included in accumulatedracomprehensive
income/(loss).

The functional currency of the Company’s foreigreigtions is the U.S. dollar. For these foreignragiens, assets and liabilities are
re-measured at the period-end or historical ratemparopriate. Revenues and expenses are re-redataverage monthly rates.
Currency transaction gains and losses are recapjimizbe current operations.

Allowance for Doubtful Accounts

Accounts receivables are presented net of an aticevéor doubtful accounts. In determining thewHiace for doubtful accounts,
which includes specific reserves, the Company revigccounts receivable agings, customer finangiahgth, credit standing and
payment history to assess the probability of ctibec The Company continually monitors the colleitity of the receivables.
Receivables are written off when management detexsithey are uncollectible.

Inventories

Raw materials are recorded at the lower of coserdened on a specific item basis, and replacemestt \Work-in-process, which
includes inventory stored at a stage preceding éissembly and packaging, and finished goods aarded at the lower of cost,
determined on a standard cost basis which approeg@verage cost, and net realizable value.

Deferred financing costs

Financing costs for long-term debt are capitaliaed amortized on a straight-line basis which, axiprates the effective-interest rate
method to interest expense over the life of the dettruments.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

Revenue recognition
Product sales

Revenue from product sales, including shipmentiidwibutors, is recognized when the product ipgld from the Company’s
facilities provided that the Company has not regdiany significant risks of ownership or futureigations with respect to
products shipped. Revenue from product sales@grézed net of provisions for future returns, digats and allowances.
These provisions are established in the same pasidde related product sales are recorded arfthaegl on estimates derived
from historical experience.

Revenue is considered to be realized or realizadeearned when all of the following criteria aretnpersuasive evidence of a
sales arrangement exists; delivery has occurregrvices have been rendered; the price is fixetetarminable; and
collectibility is reasonably assured. These criterie generally met at the time of shipment wherrigk of loss and title passes
to the customer or distributor.

Amounts billed to customers for shipping and hargifire included in revenue. The correspondingsdostshipping and
handling are included in cost of products sold.

Property, plant and equipment

Property, plant and equipment are recorded atlesstaccumulated depreciation. Depreciation igsidedl using the straight-
line method over the following terms:

Building 40 years

Leasehold improvements Term of the lease
Manufacturing equipment 3 - 10 years
Research equipment 5 years

Office furniture and equipment 3 - 10 years
Computer equipment 3 —5years

Intangible assets

Identifiable intangible assets are not amortizetdne tested for impairment at least annuallyangtble assets with finite lives are
amortized based on their estimated useful livesiorization of intangible assets with finite liviesprovided using the straight-line
method over the following terms:

In-licensed technologies 5— 10 years
Acquired technologies 2 - 10 years
Distribution relationships 10 years
Other 2 —-12 years

3. CHANGE IN ACCOUNTING POLICIES
Stock-based compensation

Effective January 1, 2006, the Company adoptece®itt of Financial Accounting Standards Board (“SBANo. 123(R) “Share-
Based Payment”, a revision to SFAS 123 “AccountorgStock-Based Compensation”. SFAS 123(R) reguine Company to
recognize in the income statement the grant datedlue of share-based compensation awards granteshployees over the
requisite service period. Compensation expensegrezed reflects estimates of award forfeitures amglchange in estimates thereof
are reflected in the period of change.

Pursuant to the provisions of SFAS 123(R), the Camympplied the modified-prospective transitionlmet Under this method, the
fair value provisions of SFAS 123(R) is appliecheaw employee share-based payment awards gransaebotds modified,
repurchased, or cancelled after January 1, 2006ashtement and attribution of compensation costsrfeested awards at January 1,
2006, granted prior to the adoption of SFAS 123{R)recognized based upon the provisions of SFAER)2after adjustment for
estimated forfeitures as discussed below. AccgigirBFAS 123(R) no longer permits pro-forma disci@ for income statement
periods after January 1, 2006 and compensatiomerp&ill be recognized for all share-based paymemtgrant-date fair value,
including those granted, modified or settled ptamOctober 1, 2002, the date that the Company addpFAS 123. The Company
expenses the compensation cost of share-based pimyaver the service period using the straight-firethod.

Since the Company did not previously estimate fanfes in the calculation of employee compensatiopense under SFAS 123,
upon adoption of SFAS 123(R), the Company recoghilae cumulative effect of a change in accountiriggiple to reflect
forfeitures for prior periods which resulted iniagrease in net income of $399,000. This cumutagiffect has no impact on basic
and diluted earnings per share.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)
Pro forma disclosure

For the comparative period, the following pro forfimlancial information presents the net incometfar period from continuing
operations and basic and diluted net income penmmshare from continuing operations had the Comparognized stock-based
compensation for stock options granted to emplogeesdirectors using a fair value based methodlifatock-based transactions
prior to October 1, 2002. The fair value for thepéions was estimated at the date of grant usiBlgiek-Scholes option pricing
model for pro forma assumptions.

Three months ended Nine months ended

September 30, September 30,
2005 2005
$ $

Net income from continuing operations 16,325 51,124
Add: Stock-based employee compensation expensgdietlin net income

above 1,468 4,731
Deduct: Total stock-based employee compensatiparese using fair value

based method for all awards (2,328) (7,565)
Pro forma net income from continuing operations 465, 48,290
Basic net income per common share from continupeyations

As reported 0.19 0.61

Pro forma 0.18 0.57
Diluted net income per common share from contingipgrations

As reported 0.19 0.61

Pro forma 0.18 0.57

4. DISCONTINUED OPERATIONS

In the third quarter of 2006, the Company deterihitiat certain operating subsidiaries acquiredutincthe AMI acquisition were
not aligned with the Company’s current businesstesgly and are actively looking to dispose of thiserations. These operations
have been categorized as discontinued and inchelfoliowing AMI subsidiaries: American Medical tnsments, Inc. located in
Dartmouth, Massachusetts; Point Technologies,lémated in Boulder, Colorado; and Point Technole@eA. located in Costa Rica.
The assets and liabilities of these operations bae@a shown separately on the balance sheet &ntassets and current liabilities
from discontinued operations and the net lossHesé operations have been shown separately orateenents of income. Included
in current assets from discontinued operations issimated allocation of intangible assets of $8ilion and goodwill of $3.0
million. The Company expects to fully recover tiséiraated net book value of the discontinued opemnati

On December 30, 2005, the Company completed tleeo$§dl00% of the outstanding shares of its Dutdisi&liary, MCTec Holding
BV, including its operating subsidiary MCTec BV hé& results of operations from the Dutch subsidsafioe the prior periods have
been reported as discontinued operations in thep@ogs Consolidated Statements of Income.

In the fourth quarter of 2005, the Company decidedose down the offices of its subsidiary, NedQolk., and to terminate its
distribution agreements. As a result of this deaisthe results of operations from the NeuCollssdiary for the current and prior
periods have been reported as discontinued opesatiche Company’s Consolidated Statements ofrheco

The assets and liabilities of the AMI subsidiaireduded in discontinued operations are presemteédé Company’s Consolidated
Balance Sheets under the captions “Assets fronodiswied operations” and “Liabilities from discanied operations.”
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

The carrying amounts of the major classes of thasets and liabilities are as follows:

As of As of
September 30, December 31,
2006 2005
$ $
ASSETS
Current assets
Cash and cash equivalents 42 -
Accounts receivable, net 1,955 -
Inventories 1,861 -
Prepaid expenses and other current assets 92 -
Property, plant and equipment, primarily buildinglaquipment held for sale at -
September 30, 2006 6,560
Intangible assets, net 3,203 -
Goodwill 3,000 -
Other assets 44 -
Assets from discontinued operations 16,757 -
LIABILITIES
Accounts payable and accrued liabilities 1,875 -
Deferred income taxes 1,281 -
Liabilities from discontinued operations 3,156 -

The following assets and liabilities relating t® $ubsidiary, NeuColl, Inc. are included in the @any’s Consolidated Balance
Sheets:

September 30, December 31,

2006 2005
$ $
Current assets - 868
Non-current assets - 251
Current liabilities 25 984

The operating results of discontinued operatiopsraiuded in the Consolidated Statements of Incastd.oss from discontinued
operations, net of income taxes.” The amountstferthree and nine month periods ended Septemb&086 are summarized as

follows:
Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005

$ $ $ $
Revenues 2,909 1,500 6,983 3,964
Operating loss 777) (390) (1,659) (1,260)
Other expenses - Q) (43) (117)
Gain on disposal of subsidiary - - 47 -
Loss before income taxes 777) (391) (1,655) (1,377)
Income tax expense (recovery) (299) 9 (390) (326)
Loss from discontinued operations (478) (400) (1,265) (1,051)
Loss per common share:
Basic (0.01) - (0.01) (0.01)
Diluted (0.01) - (0.01) (0.01)
Shares used in computing loss per share:
Basic 84,832 84,125 84,674 84,097
Diluted 84,832 84,125 84,674 84,097

5. BUSINESS ACQUISITIONS
(@) American Medical Instruments Holdings, Inc.
On March 23, 2006, the Company completed the aitiuiof 100% of the outstanding stock of privatalsid American Medical
Instruments Holdings, Inc. (“AMI”), a leading indepdent manufacturer of specialty, single-use médmeces. The primary

purposes of this acquisition were to provide a cenuil pipeline for the Company’s current platfotmsignificantly diversify the
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

Company'’s revenue base and to add global manufiagtunarketing and sales capabilities. The costhefacquisition includes cash
consideration of $787.9 million and direct and amental third party acquisition costs of $8.6 miili Included in cash
consideration is the cash cost of $35.9 million $§84.0 million to settle outstanding vested optiand warrants, respectively, of
AMI at the closing date of the acquisition. The Adtlquisition was financed utilizing funds from fBempany’s Credit Facility and
Senior Subordinated Notes offering (note 12).

The acquisition was accounted for under the puehathod of accounting. Accordingly, the assetslahdities of AMI are
consolidated with those of the Company from Mar8hZ006. Due to the timing of the acquisition itation to the March 31, 2006
reporting period, the net earnings of AMI for thexipd from March 23 to March 31, 2006 did not sfigaintly impact the Company’s
prior period earnings and have been included im#teearnings for the second quarter of 2006. Tatalalue of the consideration
given, determined at that date of acquisition gpdiated based on a subsequent valuation procedvassllocated to the assets
acquired and liabilities assumed based upon tlséimated fair values, as follows:

March 23, 2006

Cash 14,686
Accounts receivable, net 25,151
Income tax receivable 2,664
Inventory 28,543
Other receivables and current assets 18,227
Property, plant and equipment 48,500
Identifiable intangible assets 191,600
Goodwill 587,058
Deferred income tax asset 6,747
Current liabilities (39,090)
Deferred income tax liability (87,578)
796,508
Consideration:
Cash consideration 787,925
Direct acquisition costs 8,583
796,508

Excluded from the consideration allocated to thieassets acquired is the fair value of AMI stockams issued in March 2006
which were contingent upon the completion of thguésition. These AMI stock options are exercisabte Angiotech common
shares and vest in future periods. The fair vafub®AMI stock options was determined to be $6ilion and will be recognized as
compensation expense over the post acquisitiorigiégservice period.

The excess purchase price over the fair valueeoh#t identifiable assets acquired has been afld¢atgoodwill. A portion of the
goodwill may be deductible for tax purposes howelkieramount has not yet been determined. A valuaticAMI’s property and
equipment and intangible assets was completed glthisnquarter resulting in adjustments to the paselprice allocation. The
allocation of the purchase price of the net assesiired may vary if additional information becoragailable on estimates made in
the purchase price allocation. The identifiablamngfible assets acquired primarily include custorkationships, patents and licenses
and trade names. These intangibles will be amariizer their estimated lives, which are betweea &nd eleven years.

Pursuant to the Purchase Agreement, $20.0 millidheooriginal purchase price was placed in esa@btine time of the acquisition.
This amount will be held in escrow for up to onalyafter the acquisition. All, or a portion of tliscrow amount could be
distributed back to the Company contingent upotageevents. If any amount is distributed to tlwmpany from this escrow
account it will impact the purchase price allocatés a reduction to goodwill.

Total change of control related severance cos# & million is included in current liabilities.2% million remains unpaid in
accrued liabilities at September 30, 2006.

(b) Quill Medical, Inc.

On June 26, 2006, the Company completed the atiguisif 100% of the outstanding stock of privatkstd Quill Medical, Inc.
(“Quill™, a provider of specialized, minimally irasive aesthetic surgery and wound closure techypoldge purpose of this
acquisition was to acquire all of Quill's technagtamd intellectual property, including the Contdimreads’ product line, which
under its current license agreement is marketedsalttby Angiotech's Surgical Specialties divisfonuse in aesthetic and cosmetic
surgery. The cost of the acquisition includediahitash consideration of $40.0 million plus dirent incremental third party
acquisition costs of $0.3 million. The company rbayrequired to make additional contingent paymehtgp to $160 million upon
the achievement of certain revenue growth and deweént milestones. These payments are primariiirmgent upon the
achievement of significant incremental revenue dgincover a five year period, subject to certain dtonis.

The acquisition was accounted for under the puehathod of accounting. Accordingly, the assetsliabdities of Quill are
consolidated with those of the Company from June2R66. Total fair value of the consideration giveatermined at that date of
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

acquisition, was allocated to the assets acquinddiabilities assumed based upon their estima@d/élues, as follows:

June 26, 2006

Accounts receivable

Other current assets
Equipment

Identifiable intangible assets
Goodwill

Deferred income tax asset
Current liabilities

Deferred income tax liability

92
43

323
39,927
13,068
2,557
(104)
(15,656)

40,250

Consideration:
Cash consideration
Direct acquisition costs

40,000
250

40,250

The allocation of the purchase price of the nettasacquired is preliminary and may vary based upercompletion of additional
valuation procedures. The Company has arrangebttin a valuation of Quill's intangible assetseTitientifiable intangible assets
are comprised of the technology and intellectuapprty acquired. These intangibles will be amodiager their estimated lives,

which is expected to be ten years.

The Company had a pre-existing relationship witlill@tithe time of the acquisition through an Exgilte Development, License and
Distribution Agreement between Quill and a subsidaf AMI. The value of this relationship is beiagsessed as part of the

purchase price allocation relating to AMI and Quill

(c) Pro forma information

The following unaudited pro forma information ioopided for the acquisitions assuming they occuatetthe beginning of the earliest
period presented, January 1, 2005. The historézallts for 2005 and 2006 combine the results oCthmpany with the historical

results of AMI through to March 23, 2006 and of Riirough to June 26, 2006.

Three months ended

Nine months ended

September 30, September 30,
2006 2005 2006 2005
$ $ $ $

Revenue 86,271 92,262 259,833 281,138
Net income (loss) from continuing operations, net
of income taxes 7,404 7,728 4,607 25,263
Net income (loss) per share

Basic 0.09 0.09 0.05 0.30

Diluted 0.09 0.09 0.05 0.30

The information presented above is for illustrauegposes only and is not indicative of the resihiéd would have been achieved

had the acquisition taken place as of the beginafraach of the periods presented.

The unaudited pro forma information reflects ingtr@n the purchase price calculated at the Compdyrrowing rate under its
Credit Facility and Senior Subordinated Notes figr tespective period. The pro forma net earningHferthree and nine month
periods ended September 30, 2006 and 2005 botdi@&8.2 million and $24.6 million, respectivelydepreciation and

amortization for purchased property and equipmadtidentifiable intangible assets.
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6. SHORT AND LONG-TERM INVESTMENTS

Gross Gross Approximate
unrealized unrealized market and
Cost gains losses carrying value
September 30, 2006 $ $ $
Available-for-sale equity securities 44,598 546 1) 39,966
Investments recorded at cost 11,345 - - 11,345
55,943 546 (5,178) 51,311
Gross Gross Approximate
unrealized unrealized market and
Cost gains losses carrying value
December 31, 2005 $ $ $
Available-for-sale equity securities 38,997 4,344 2,962) 40,379
Available-for-sale debt securities 262,944 - (677) 262,267
Investments recorded at cost 1,211 - - 1,211
303,152 4,344 (3,639) 303,857
7. INVENTORIES
September 30, December 31,
2006 2005
$ $
Raw materials 9,077 165
Work in process 12,819 617
Finished goods 9,712 4
31,608 786

8. ASSETS HELD FOR SALE
September 30, December 31,

2006 2005
$ $

Computer, research, office equipment and othetaleged costs - 151
Building - 2,857
Land - 2,500
- 5,508

Assets held for sale represent land, building apdpenent located at the Company’s research anda@vent facility in Palo Alto,
California. In December 2005, the Company compliéie process of consolidating its research andldpmnent activities resulting
in the closure of the Palo Alto facility. The lgrmlilding and equipment were sold during the sdaguarter for a net gain of

$685,000.

9. PROPERTY, PLANT AND EQUIPMENT

Accumulated Net book
Cost depreciation value

September 30, 2006 $ $ $
Land 10,610 - 10,610
Buildings 18,102 296 17,806
Leasehold improvements 10,309 2,324 7,985
Manufacturing equipment 16,104 1,350 14,754
Research equipment 5,005 2,623 2,382
Office furniture and equipment 3,266 1,164 2,102
Computer equipment 7,039 4,088 2,951
Construction in progress 2,001 - 2,001

72,436 11,845 60,591
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Accumulated Net book
Cost depreciation value
December 31, 2005 $ $ $
Leasehold improvements 6,755 1,738 5,017
Manufacturing equipment 606 114 492
Research equipment 4,360 2,091 2,269
Office furniture and equipment 2,002 915 1,087
Computer equipment 5,292 3,115 2,177
19,015 7,973 11,042
10. INTANGIBLE ASSETS
Accumulated Net book
Cost amortization value
September 30, 2006 $ $ $
Acquired technologies 110,555 20,245 90,310
Customer relationships 110,631 9,414 101,217
In-licensed technologies 55,218 9,138 46,080
Trade names and other 14,281 1,083 13,198
290,685 39,880 250,805
Accumulated Net book
Cost amortization value
December 31, 2005 $ $ $
In-licensed technologies 34,826 4,917 29,909
Acquired technologies 29,295 14,973 14,322
Customer relationships 1,217 487 730
Trade names and other 678 192 486
66,016 20,569 45,447
11. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
September 30, December 31,
2006 2005
$ $
Trade accounts payable 9,523 2,572
Accrued license and royalty fees 3,911 6,398
Employee-related accruals 12,420 2,718
Accrued professional fees 7,451 5,950
Other accrued liabilities 6,468 1,549
39,773 19,187
12. LONG-TERM DEBT
September 30, December 31,
2006 2005
$ $
Credit Facility — Term Loan (a) 319,909 -
7.75% Senior Subordinate Notes (b) 250,000 -
569,909 -
Less current maturities of long-term debt 3,215 -
566,694 -

(&) On March 23, 2006, the Company entered into a $difllbn senior secured facility (the "Credit Fagill), which includes a
$350 million senior secured Term Loan maturing Ma28, 2013 (the "Term Loan") and a $75 million reirny senior secured
credit commitment maturing March 23, 2011 (the "®eiwng Credit Commitment"). The Credit Facilitysecured by a security
interest covering all property and assets, inclgdinellectual property of the Company, AngiotedfaFmaceuticals (US), Inc. (a
wholly owned subsidiary) and certain subsidiaryrgngors. The guarantees of its guarantor subgdiare unconditional, joint

and several.

Term Loan principal paid or repaid may not be rertdoed. Beginning June 30, 2006 through to DecerBhe2012, the Term
Loan is repayable in quarterly instalments, suljecertain adjustments, of $804,000. The remgipirincipal balance is due
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on maturity. In addition, the Company is able tegay Term Loan principal at any time. Annualhe Company is required to
repay Term Loan principal equal to a percentagexaess Cash Flow (as defined in the Credit Fagilithich is dependent
upon the Company'’s consolidated leverage ratidbjetito certain conditions, and solely for thegmse of financing
acquisitions, additional term loans in principalamts of at least $40 million to an aggregate magrinof $200 million may be
provided. Under the Revolving Credit Commitmerihpipal amounts may be borrowed, paid or prepadirardborrowed as
required. Furthermore, up to $10 million is avaliéain the form of letters of credit.

Borrowings under the Credit Facility are comprisédEurodollar loans and Base Rate loans. Eurodldéns bear interest at an
applicable rate based on the leverage ratio plusiarsted LIBOR rate (London Interbank Offered Raseyable on the last day
of the one, two or three month interest perioddiegiple to the borrowing. Base Rate loans bearast at an applicable rate
based on the leverage ratio plus the greater dhéalPrime Rate and (b) the Federal Funds Effe&ate plus 0.5% payable on
the last business day of each calendar quarteg.aphlicable rate for term loans ranges from 0.25%5%, the applicable rate
for revolving loans ranges from 0% to 2%. At Sepiter 30, 2006, the outstanding Term Loan was $3t8ll®n with an all-in
interest rate of 6.9%. At September 30, 2006 nowarts were borrowed under the Revolving Credit Ciémant and a letter of
credit for $1.5 million was outstanding. A commémnt fee is charged on any unused portion of theRig Credit
Commitment.

(b) On March 23, 2006, the Company issued 7.75% Sénibordinated Notes due April 1, 2014 in the aggeepancipal amount
of $250 million. Interest is payable semi-annuailarrears on April 1, and October 1, of each yeesugh to maturity
beginning October 1, 2006. The Senior Subordinkietts and related Note guarantees provided by ¢timep@ny and certain of
its subsidiaries are subordinated to senior sedadgbtedness, including amounts outstanding utide€redit Facility.

At any time prior to April 1, 2009, the Company mageem up to 35% of the aggregate principal amotiite Senior
Subordinated Notes at 107.75% of the principal amhplus accrued and unpaid interest with the net gaoceeds of one or
more Public Equity Offerings. The Company may a@loose to redeem the Notes at any time prior tdl Ap2009, in whole or
in part by paying a redemption price equal to thm &f (1) 100% of the principal amount of the Nai@®e redeemed, plus (2)
the Applicable Premium, being the greater of ayd.d¥ the principal amount of a Note at such timé)the excess of: i) the
present value at such time of the redemption mricaich Note at April 1, 2009 plus any requireegiast payments due on such
Note through April 1, 2009 ii) over the principahaunt of the Note.

On or after April 1, 2009, the Company may redeéraraa part of the Senior Subordinated Notes atrddemption prices
(expressed as percentages of principal amountpbtbelow plus accrued and unpaid interest, yf, am the Notes redeemed, to
the applicable redemption date, if redeemed dufirgwelve-month period beginning on April 1 of fears indicated below:

Percentage
Year %
2009 105.813
2010 103.875
2011 101.938
2012 and thereafter 100.000

In certain change of control situations, the Comypamrequired to make an offer to purchase the-théstanding Senior
Subordinated Notes at a price equal to 101% of #tated principal amount, plus accrued and unipétlest to the applicable
repurchase date, if any.

The Term Loan and Senior Subordinated Notes weré tesfund the Company's acquisition of AMI (nojetBe Revolving
Credit Commitment is for general corporate purposes

Material covenants in the Credit Facility includesguirement to maintain a minimum interest covenadio a requirement not
to exceed a maximum leverage ratio and an annudhman on capital expenditures. The Credit Faciibd the Indenture
governing the Senior Subordinated Notes specifyimam or permitted amounts for certain types of tpransactions.
Covenants in the Credit Facility and the Indenyoeerning the Senior Subordinated Notes restnd, under specified
circumstances prohibit, the payment of dividendshgyCompany. If the Senior Subordinated Notegatesl investment grade
and no event of default exists and is continuirgtain covenants will no longer apply. Outstandinigcipal amounts and
interest accrued and unpaid may, at the electidheofequisite lenders, become immediately duepaydble and further
commitments, if any, by the lenders to make loaag,rat the election of the requisite lenders, baiteated upon the occurrence
of events of default specified in the Credit Fagifind the indenture to the Senior Subordinateé&®oThere are also certain
limitations on asset sales and subsequent us@oégds pursuant to the Credit Facility and thentute governing the Senior
Subordinated Notes. As of September 30, 2006Ctmpany was in compliance with all covenants ans ma in breach of any
provision of the Credit Facility and Senior Suboated Notes that would cause an event of defaultc¢ar.

In connection with the issuance of the Senior Sdinated Notes, the Company entered into a Regmtr&ights Agreement,
pursuant to which the Company is required, on mrpgo September 19, 2006, to file an exchanger offgistration statement on
an appropriate form under the Securities Act of3l@&h the SEC. The registration statement waslfikith the SEC on
October 24, 2006. Due to the delay in filing tegistration statement, the Company was requirgéycadditional interest
expense of $19,000 in September 2006 and appraxlyr®40,000 will be expensed in October 2006.
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13.

Maturities of long-term debt principal are as folb
End of Fiscal Year

$

2006 804
2007 3,215
2008 3,215
2009 3,215
2010 3,215
Thereafter 556,245

569,909

(c) Financing costs of $18.2 million were incurred BO8 with respect to the long-term debt. Finandasts for long-term debt are
capitalized and amortized on a straight-line bagigkh, approximates the effective interest ratehmétto interest expense over
the life of the debt instruments.

SHARE CAPITAL

During the three and nine month periods ended &d®e30, 2006, the Company issued 332,533 and 632Z@mmon shares,
respectively, upon exercises of stock options. Thmpany issues new shares to satisfy stock optiercises.

a) Stock Options
Angiotech Pharmaceuticals, Inc.

In June 2006, the stockholders approved the adopfithe 2006 Stock Incentive Plan (“2006 Plan”)jethsuperseded the previous
stock option plans. The 2006 Plan incorporatedfaihe options granted under the previous stocloapilan and, in total, provides
for the issuance of non-transferable stock-baseddsmo purchase up to 13,937,756 common shaeraptoyees, officers, directors
of the Company, and persons providing ongoing mamagt or consulting services to the Company. Tae provides for, but does
not require, the granting of tandem stock appreriaights that at the option of the holder mayelzercised instead of the underlying
option. When the tandem stock appreciation rigleixircised, the underlying option is cancelled. dp&onee receives shares of
common stock with a fair market value equal toekeess of the fair value of the shares subjedtaamption at the time of exercise
(or the portion thereof so exercised) over the egage option price of the shares set forth in ffteon agreement. The exercise of
tandem stock appreciation rights is treated agxieecise of the underlying option. The exerciseepof the options is fixed by the
Board of Directors, but will generally be at leagtial to the market price of the common shardseatlate of grant, and for options
issued under the 2006 Plan and the 2004 Planettrerhay not exceed five years. For options grahdfad from the stock option
plans prior to the 2004 Plan, the term did not egck0 years. Options granted are also subje@rtain vesting provisions. Options
generally vest monthly after being granted oveyivay terms from 2 to 4 years.

A summary of CDN$ stock option transactions isaews:

Weighted average  Aggregate

No. of Weighted average  remaining intrinsic
Optioned exercise price contractual value
Shares (in CDN$) term (years) (in CDN$)
Outstanding at December 31, 2005 8,832,193 16.77
Granted 134,650 17.50
Exercised (291,561) 9.43
Forfeited (145,392) 24.32
Outstanding at March 31, 2006 8,529,890 16.90 4.72 2,559
Exercisable at March 31, 2006 6,885,624 16.02 4.80 8,125
Granted 55,000 15.92
Forfeited (43,657) 20.90
Outstanding at June 30, 2006 8,541,233 16.88 4.48 -
Exercisable at June 30, 2006 7,085,245 16.14 4.55 -
Granted 35,000 12.82
Exercised (332,533) 11.38
Forfeited (880,569) 17.54
Outstanding at September 30, 2006 7,363,131 17.03 4.22 -
Exercisable at September 30, 2006 6,238,100 16.43 4.98 -

These options expire at various dates from Decetbe2007 to December 17, 2012.
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A summary of U.S.$ stock option transactions ifolews:

Weighted average  Aggregate
No. of Weighted average remaining intrinsic
Optioned exercise price contractual value
Shares (inU.S.$) term (years) (inU.S.$)
Outstanding at December 31, 2005 273,255 15.81
Exercised (68,124) 10.36
Forfeited (3,163) 17.65
Outstanding at March 31, 2006 201,968 17.61 3.83 -
Exercisable at March 31, 2006 57,156 17.64 3.84 -
Outstanding at June 30, 2006 201,968 17.61 3.58 -
Exercisable at June 30, 2006 69,750 17.64 3.59 -
Outstanding at September 30, 2006 201,968 17.61 3.33 -
Exercisable at September 30, 2006 82,344 17.63 3.33 -

These options expire at various dates from Jar2@r2010 to July 19, 2010.

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

On March 9, 2006, AMI granted 304 stock optionsemiéMI’s 2003 Stock Option Plan which were subjectlosing the
acquisition of AMI by the Company. Each AMI stogftion will convert into approximately 3,852 Angéah shares upon exercise.
All outstanding options and warrants granted pigaothe March 9, 2006 grant were settled and caedelpon acquisition. Under the

AMI stock option plan, options to purchase commtartls of AMI

may be granted to certain employees dinelctors at an exercise

price equal to the estimated fair market valuéhefunderlying stock on the date of grant. All optidiave a term of ten years and vest
over a six year graded vesting schedule with aegadvisions for accelerated vesting. No furttteck options will be granted out of
AMI’'s 2003 Stock Option Plan. 1,171,092 Angiotesttares were reserved to accommodate future exedfisee AMI options.

No. of Weighted average  Aggregate
Optioned Weighted average remaining intrinsic
Shares exercise price contractual value
(in millions) (inU.S.$) term (years) (inU.S.$)
Outstanding at December 31, 2005 - -
Granted 1,128,146 15.44
QOutstanding at March 31, 2006 1,128,146 15.44 9.95 -
Exercisable at March 31, 2006 - - - -
Adjustment upon finalizing acquisition 42,946 15.44
Outstanding at June 30, 2006 1,171,092 15.44 9.70 -
Exercisable at June 30, 2006 - 15.44 - -
Outstanding at September 30, 2006 1,171,092 15.44 9.45 -
Exercisable at September 30, 2006 - 15.44 -

Stock options outstanding

The options outstanding under all option plansaaréllows (excluding the options that were grantedonjunction with the

acquisition of AMI):

Options outstanding
September 30, 2006

Options exercisable
September 30, 2006

Weighted ] ]
Number of average Weighted Number of Weighted
Range of common remaining average common average
exercise shares contractual exercise shares exercise
prices issuable term (years) price issuable price
The following options granted are exercisable inN$D
$2.25-$3.03 395,912 2.04 $2.80 395,912 $2.80
$3.75-$4.24 492,448 3.18 $4.23 492,448 $4.23
$12.82-$14.84 2,115,466 5.19 $14.05 2,042,482 014
$14.86-$19.75 2,257,320 4.20 $17.01 1,482,047 9816
$21.39-$32.90 2,101,985 3.93 $25.72 1,825,211 8824
7,363,131 4.22 $17.03 6,238,100 $16.43
The following options granted are exercisable i8.9:
$17.20-$18.00 201,500 3.33 $17.60 81,876 $17.61
$20.70 468 3.80 $20.70 468 $20.70
201,968 3.33 $17.61 82,344 $17.64
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b) Stock-based compensation expense

The Company recorded stock-based compensation ssméi$1,520,000 and $4,401,000 for the three am@lmonth periods ended
September 30, 200@1,468,000 and $4,731,000 for the three and ninatgeriods ended September 30, 2005, respectively)
relating to awards granted under its stock opti@m pwhich is net of a reduction for the cumulatéfeect of a change in accounting
principle to reflect forfeitures of $399,000. Téstimated fair value of the stock options granteginmortized to expense on a straight-
line basis over the vesting period and was detexchon the date of grant using the Black-Scholempptricing model. The

expected volatility is based on historical vol&ilbf the Company’s stock and other factors. Txmeeted term of the stock options
used within the model is determined using histduieta to estimate expected option exercise andoyment termination trends and
the contractual term of the options.

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005

Dividend Yield Nil Nil Nil Nil
Expected Volatility 41.0% 41.1% - 41.2% 40.4% 398 41.1% - 43.7%
Weighted Average Volatility 41.0% 41.2% 42.9% 28.2
Risk-free Interest Rate 4.33% 3.23% - 3.25% 4.0¥60% 2.97% - 3.25%
Expected Term (Years) 3 3 3-5 3

The weighted average grant-date fair value of stgtions granted in the three and nine month psrésdied September 30, 2006
was CDN$4.16 and CDN$5.46 per share for the 35a0@0224,650 stock options granted in CDN$, respelgtiand US$6.51 per
converted share for the AMI stock options (CDN$508 CDN$6.30 for the stock options granted in CI2N# US$5.78 per share
for the stock options granted in US$ for the traed nine month periods ended September 30, 200%).total intrinsic value of
options exercised during the three and nine moattogs ended September 30, 2006 was CDN$179,00CBiN$2,282,000 for
stock options granted in CDN$, respectively and tliS$hd US$361,000 for stock options granted in YSBN$53,000 and
CDN$562,000 and US$21,000 and US$653,000 for tieetAnd nine month periods ended September 30).2005

A summary of the status of the Company’s nonvesfgibns as of September 30, 2006 (excluding the afdtk options) and
changes during the three and nine month periodsce8dptember 30, 2006, is presented below:

No. of Weighted average

Optioned grant-date

Nonvested options Shares fair value
Nonvested at December 31, 2005 1,912,458 7.77
Granted 134,650 5.86
Vested (219,779) 7.63
Forfeited (38,251) 7.22
Nonvested at March 31, 2006 1,789,078 7.10
Granted 55,000 5.31
Vested (225,275) 7.30
Forfeited (30,597) 6.85
Nonvested at June 30, 2006 1,588,206 7.17
Granted 35,000 4.16
Vested (206,266) 6.89
Forfeited (172,285) 7.06
Nonvested at September 30, 2006 1,244,655 6.89

As of September 30, 2006, there was $8,856,006taff tnrecognized compensation cost related to estad stock options granted
under the Angiotech Plan. These costs are expéxtee recognized over a weighted average peri@dédf years. The total fair
value of options vested during the three and ninattmperiods ended September 30, 2006 was $1,22400$4,204,000,
respectively ($1,468,000 and $4,731,000 for theetland nine month periods ended September 30, B&jectively).

As of September 30, 2006, there was $6,263,006taf tinrecognized compensation cost related t@@enonvested AMI stock

options. These costs are expected to be recogoizrdh period of 5.50 years on a straight-linésas a charge to income. The
total fair value of options vested during the thaee nine month periods ended September 30, 20862&6,000 and $596,000,
respectively.

During the nine month period ended September 305 285 a result of employee termination agreemérmgsCompany accelerated
the vesting of 109,814 stock options to an immedvassting from approximately 2.2 years. The Compangrded compensation
expense of $688,000 based on the estimated faiesalf the modified awards. The estimated faunesiwere determined using the
Black-Scholes option pricing model using the foliogvassumptions: dividend yield — nil; volatility40%, risk-free interest rate
2.54% and expected life — 202 days.
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14.

15.

16.

The Black-Scholes pricing model was developed §erin estimating the fair value of traded optiotécly have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofitygsubjective assumptions
including the expected stock price volatility. TBempany’s employee stock options have charactesistgnificantly different from
those of traded options and changes in the subgeictput assumptions can materially affect thefalue estimate.

COMPREHENSIVE INCOME (LOSS)

The following table presents the components of aelmpnsive income (loss) for the three and nine mpatiods ended September
30, 2006 and 2005:

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005
$ $ $ $
Net income 6,926 15,925 16,288 50,073
Other comprehensive income (loss):
Net unrealized loss on available-for-sale
securities (9,135) (2,592) (5,271) (2,097)
Reclassification of net unrealized loss
(gain) on available-for-sale securities 18 23 (66) 66
Cumulative translation adjustments 225 - 757 -
Total other comprehensive loss (8,892) (2,569) 58@) (1,031)
Total comprehensive income (loss) (1,966) 13,356 1,708 49,042
INCOME TAXES

For the three month period ending September 305,20@ Company is in a net income tax recoverytimosas a result of recoveries
on identifiable intangible assets. Income tax esgefor the nine month period ended September@I§ bhcludes a charge of $8.7
million related to incomes taxes payable in 2008 2004 resulting from a retroactive change in Qudbe legislation in September
2006. The legislation is considered to be enactetuU.S. GAAP and the full amount was recordeth@esecond quarter of 2006.

The effective tax rate for the nine month periodeghSeptember 30, 2006 before the taxes relatién tQuebec law changes was
12.1% compared to effective rate of 36.8% for #mes period in the prior year. The current year elsxes in the effective tax rates
are a combined result of a legislated decreasaxinates on royalty revenue earned from Canadiamatipns, international tax
structures and recoveries on identifiable intarggésdsets acquired through business combinations.

COMMITMENTS AND CONTINGENCIES
(a) Commitments

i) The Company committed to minimum commercialigatexpenditures of $7.85 million in the first yeard $10.0 million in
each of the second and third years on the prodecsired from Quill.

i) The Company has entered into research and dprent collaboration agreements that involve joésearch efforts.
Certain collaboration costs and any eventual efitl be shared as per terms provided for in ipe@ments.

(b) Contingencies

i) The Company may, from time to time, be subjectiamts and legal proceedings brought against ihértormal course of
business. Such matters are subject to many uindégta Management believes that adequate prodgiave been made in
the accounts where required and the ultimate résalof such contingencies will not have a mateaiderse effect on the
financial position of the Company

i) Boston Scientific Corporation, a licensee,rigalved in several legal proceedings (for which@menpany is not a party to)
concerning challenges to its stent business. tfggmopposing Boston Scientific Corporation werecgssful, royalty
revenue would likely be significantly reduced. Thiémate outcome of these oppositions are uncesgathis time.

iii) Oppositions have been filed regarding fouroof granted European patents that relate to ceptaitucts (EP0706376,
EP0711158, EP0809515 and EP1155690). The oppastigainst European Patent Nos. EP0711158, EP080a5d5
EP1155690 are at an early stage, with briefs bekeganged. On January 24, 2005, the European Raffiice Opposition
Division announced a favorable ruling and maintditiee validity of our Patent No. EP0706376 withieas claims,
including claims to stents coated with a compositié paclitaxel and a polymeric carrier. None & tiriginal parties to the
proceedings filed an Appeal of this decision. Twaparties to the Opposition (Conor Medsystems, dnd Sahajanand
Medical Technologies Pvt. Ltd. (“SMT")) subsequgrglibmitted various documents to the European P@ice,
including Notices of Intervention and of Appeal. ®arch 14, 2007, the EPO is scheduled to hold ai Bearing to
determine whether these Notices of Intervention@mppeal were validly filed. Also in Europe, ampfbsition was filed
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against EP0830110, which covers one of our LifeSpamscular graft products. In an Oral Hearing leidSeptember 28,
2006 the EPO determined that the patent was vaiidagrtain claim amendments. The opponent mayalppi¢hin four
months from the date of the decision. On July D&2&n Opposition was filed against our New Zealgatént No. 511762.
The ultimate outcomes of these oppositions, incgdiossible appeals, are uncertain at this time.

iv) On February 18, 2005, a claim was filed by Qoki@dsystems, Inc. in a court in the United Kingdalfeging that the
U.K.-equivalent of EP0706376 is invalid and seekim@pave that patent revoked. Trial on this issas held in the U. K.
in October and in December 2005. On February 2@62the court held that this U.K. patent was irialihe Company
appealed this decision by the High Court of Justive the appeal will be heard by the U.K. Coudppeal during the
week of December 11, 2006. The ultimate outconumksiown at this time.

V) On March 31, 2005, a claim was filed by Conordgisstems, Inc. in a court in Australia, allegingalidity of three of our
Australian patents. Trial for this Australian patesvocation action is scheduled for February 2007.

Vi) On April 4, 2005, the Company together with BsScientific Corporation commenced legal actiothie Netherlands
against Sahajanand Medical Technologies Pvt. EBMT™) for patent infringement of the Netherlandgugvalent of
EP0706376. A hearing was held on March 10, 20@b6tlhe court issued a decision on May 3, 2006 figdire patent valid
and the activity of SMT to be infringement of thatgnt. SMT appealed this decision but a datehf@rappeal hearing has
not yet been set.

vii) In November 2005, Conor Medsystems, Inc. comeoeel a legal action in the Netherlands agains€Ctirapany, asserting
that the Netherlands patent which corresponds t&e®®706376 patent is invalid and should be revolduearing on both
the patent validity issue and the issue of whe@wror's CoStar™ stent infringes at least one clafithe Netherlands-
equivalent to EP0706376 was held on October 276 20the Hague. Results of this hearing are expldeyethe end of
December 2006.

viii) On September 9, 2005, DePuy Mitek, Inc.,dilsuit against Arthrex Inc. and Pearsalls Limitdee@rsalls”), one of AMI's
subsidiaries, for infringement of DePuy Mitek’s gatt which relates to certain sutures (U.S. Patenti\314,446). On
September 26, 2006, both Markman and Summary Jutgvietions Hearing were held, and the Court hasrigke matter
under advisement with no date for further actiom@eet. Arthrex has indemnified Pearsalls agangtpotential damages
regarding sale of FiberWire products, and will faythe cost of this defense. Also, on July 2, 20D# Gregory W. Baran
filed a complaint for willful patent infringemengainst one of AMI's subsidiaries, Medical Deviceclinologies, Inc. A
Markman hearing to construe the claims of the ésdgratents (U.S. Patent No 5,025,797 and U.SnPite5,400,798)
was held in December 2005, and a decision is agiaite

iX) The Company enters into indemnification agreetmevith certain officers and directors. In aduitithe Company enters
into license agreements with third parties thallide indemnification provisions in the ordinary cseiof business that are
customary in the industry. Those indemnificatigeserally require the Company to compensate ther qiarty for certain
damages and costs incurred as a result of thitgt pkims or damages arising from these transastion some cases, the
maximum potential amount of future payments thaadde required under these indemnification prawvisiis unlimited.
These indemnification provisions may survive teraion of the underlying agreement. The naturdefihdemnification
obligations prevents the Company from making aaealle estimate of the maximum potential amoucoutid be required
to pay. Historically, the Company has not madeiadgmnification payments under such agreementsiaraimount has
been accrued in the accompanying consolidateddiabstatements with respect to these indemnificatibligations.
However, the Company maintains liability insuraticat limits the exposure and enables the Compamgcimver any future
amounts paid (up to policy limits), less any dedhletamounts pursuant to the terms of the respegilicies, the amounts
of which are not considered material.

SEGMENTED INFORMATION

The Company operates in two reportable segmeit®hérmaceutical Technologies and (ii) MedicaldRrieis. Prior to the
acquisition of AMI the Company reported its opayati under one segment, drug-eluting medical dewndsbiomaterials.

The Pharmaceuticals Technologies segment inclug@dty revenue generated from out-licensing tecbaptelated to the drug-
eluting stent, biomaterials and other technologiBsis segment also includes our internal and egteesearch and development
activities and our corporate activities.

The Medical Products segment includes the opemt@oquired through AMI, which are focused on threatimanufacturing and
marketing of a wide range of single use, speciakyical devices including suture needles, biopgytes / devices, micro surgical
ophthalmic knives, drainage catheters, self-anagosutures and other specialty devices.

The Company evaluates the performance of its setgnb@sed on operating income. Certain other incamadeexpenses are not

allocated to segments as they are not consideredhinating the segment’s operating performancealldcated income and
expenses include foreign exchange, investment iecmd interest expense.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

The following tables represent reportable segm#&ntination for the three and nine month periodseen8eptember 30, 2006:

Three months ended
September 30,

Nine months ended
September 30,

2006 2005 2006 2005
$ $ $ $

Revenue

Pharmaceutical Technologies 44,708 47,892 121,02 155,803

Medical Products 41,563 - 90,800 -
Total revenue 86,271 47,892 221,822 155,803
Operating income

Pharmaceutical Technologies 13,994 20,815 40,117 72,378

Medical Products 2,484 - 5,900 -
Total operating income 16,478 20,815 46,162 =,37
Other income (expenses) (10,876) 5,169 (16,752) 4848,
Income from continuing operations before
income taxes 5,602 25,984 29,410 80,862

The following tables represent total assets foheaportable segment at September 30, 2006 anchibere31, 2005:

September 30, December 31,

2006 2005
$ $

Pharmaceutical Technologies

Capital assets 17,674 11,042

Total assets 283,053 494,694
Medical Products

Capital assets 42,917 -

Total assets 911,350 -

During the three month and nine month periods er®gatember 30, 2006, revenue from one licenseesepted approximately
47% and 55% of total revenue (94% and 93%, respytifor the three and nine month periods endgateédeber 30, 2005).

18. CHANGE IN NON-CASH WORKING CAPITAL ITEMS RELA TING TO OPERATIONS AND
SUPPLEMENTAL CASH FLOW INFORMATION

The change in non-cash working capital items ne¢atd operations was as follows:

Three months ended Nine months ended

September 30, September 30,
2006 2005 2006 2005
$ $ $ $
Accrued interest on short-term and long-term
Investments 210 (313) 3,234 (713)
Accounts receivable 1,244 (343) 1,990 79
Inventories (3,090) 12 (4,140) (1,715)
Prepaid expenses and other assets (1,391) 392 (857) 704
Accounts payable and accrued liabilities (4,995) (4,755) (7,308) (7,447)
Income taxes payable 8,798 5,461 12,754 11,396
Interest payable (4,018) - 1,319 -
(3,242) 454 6,992 2,304
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Con tinued)

Supplemental disclosure:

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005
$ $ $ $
Short-term investments received as
consideration 8,000 - 8,000 -

19. SUBSEQUENT EVENT

In October 2006, pursuant to the 2006 Plan, thegamyissued to all optionees under the 2004 Plaatandem stock appreciation right

for each option granted on or after October 1, 20@2 remains outstanding.
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FORM 52-109F2
CERTIFICATION OF INTERIM FILINGS

I, Dr. William L. Hunter, President and Chief Ex¢ige Officer of Angiotech Pharmaceuticals, Inc.tifgthat:

1.

DATE:

Per:

I have reviewed the interim filings (as thiswtes defined in Multilateral Instrument 52-1Q®rtification of Disclosure in
Issuers’ Annual and Interim Filing®f Angiotech Pharmaceuticals, Inc., (the “issyiéot the interim period ending September
30, 2006;

Based on my knowledge, the interim filings do cantain any untrue statement of a material factmoit to state a material fact
required to be stated or that is necessary to matatement not misleading in light of the circtanses under which it was
made, with respect to the period covered by therimtfilings;

Based on my knowledge, the interim financialesteents together with the other financial inforroatincluded in the interim
filings fairly present in all material respects fireancial condition, results of operations andnctiaws of the issuer, as of the
date and for the periods presented in the intating$;

The issuer’s other certifying officers and | egsponsible for establishing and maintaining disgte controls and procedures for
the issuer, and we have:

(a) designed such disclosure controls and praesdor caused them to be designed under our ssjpervto provide
reasonable assurance that material informatiotimgl#éo the issuer, including its consolidated sdiasies, is made

known to us by others within those entities, pattidy during the period in which the interim fiig are being
prepared.

November 1, 2006

—

Dr. William L. Hunter, President and Chief Exgve Officer



FORM 52-109F2
CERTIFICATION OF INTERIM FILINGS

I, Mr. K. Thomas Bailey, Chief Financial Officer 8hgiotech Pharmaceuticals, Inc. certify that:

1. I have reviewed the interim filings (as thiantes defined in Multilateral Instrument 52-1Q@rtification of Disclosure in
Issuers’ Annual and Interim Filing®f Angiotech Pharmaceuticals, Inc., (the “issiiéot the interim period ending September
30, 2006;

2. Based on my knowledge, the interim filings do cantain any untrue statement of a material factmit to state a material fact

required to be stated or that is necessary to matatement not misleading in light of the circuamses under which it was
made, with respect to the period covered by therimtfilings;

3. Based on my knowledge, the interim financialesteents together with the other financial inforratincluded in the interim
filings fairly present in all material respects firencial condition, results of operations andhcisws of the issuer, as of the
date and for the periods presented in the intating$;

4. The issuer’s other certifying officers and | e@sponsible for establishing and maintaining disate controls and procedures for
the issuer, and we have:

@) designed such disclosure controls and praesdor caused them to be designed under our ssijperyvto provide
reasonable assurance that material informatiotimgléo the issuer, including its consolidated sdiasies, is made

known to us by others within those entities, pattidy during the period in which the interim fiis are being
prepared.

DATE: November 1, 2006

KI5

Per: Mr. K. Thomas Bailey, Chief Financial Officer



