ANGIOTECH PHARMACEUTICALS, INC.

/( Angiotech

For the three and nine month periods ended Septemb8&0, 2007
(All amounts following are expressed in U.S. ddlanless otherwise indicated.)

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

The following management’s discussion and anal{M®&A”"), dated October 29, 2007, provides an upelad the
MD&A for the year ended December 31, 2006 and shbelread in conjunction with our unaudited comnisakd
financial statements for the three and nine moetiogs ended September 30, 2007 and our auditesblidated
financial statements for the year ended Decembg2@16, both of which have been prepared in acocaeavith
U.S. generally accepted accounting principles (“GBAP”) and the applicable rules and regulatiohthe United
States Securities and Exchange Commission (“SE®"the presentation of interim financial informatio
Additional information relating to our Company, inding our 2006 audited consolidated financialestants and
2006 Annual Information Form (“AlF"), is availably accessing the SEDAR website at www.sedar.cotheor
EDGAR website at www.sec.gov/edgar.

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

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

Known risks, uncertainties and other factors akerd@nto account as part of our assumptions uniterthese
forward-looking statements and include, among athibie following: general economic and businesslitioms,
both nationally and in the regions in which we @er market demand; technological changes thatidgmgact our
existing products or our ability to develop and coencialize future products; competition; existiraygrnmental
regulations and changes in, or the failure to cgmjith, governmental regulations; availability afdncial
reimbursement coverage from governmental and fartly payers for products and related treatmedigerae
results or unexpected delays in drug discoveryciingtal development processes; adverse findinigée@ to the
safety and/or efficacy of our products or prodwsctiel by our partners; decisions, and the timindeafisions, made
by health regulatory agencies regarding approvalottechnology and products; the requirement dibstantial
funding to conduct research and development aedpgand commercialization activities or consummate
acquisitions; and any other factors that may afiectormance.

In addition, our business is subject to certainrateg risks that may cause the actual resultsessgad or implied
by the forward-looking statements in this MD&A tiffer materially from our actual results. These iGgting risks
include: our ability to attract and retain qualifipersonnel; our ability to successfully completecpnical and
clinical development of our products; changes isitess strategy or development plans; our faili@btain patent
protection for discoveries; loss of patent protattiesulting from third-party challenges to ourgués;
commercialization limitations imposed by patentsied or controlled by third parties; our abilitydbtain rights to
technology from licensors; liability for patent it and other claims asserted against us; outyatmliobtain and
enforce timely patent and other intellectual propgrotection for our technology and products; @hdity to enter
into, and to maintain, corporate alliances relatmthe development and commercialization of oohtelogy and
products; market acceptance of our technology andyzts; our ability to successfully manufactureyket and sell
our products; the continued availability of capttafinance our activities; our ability to continteeservice our debt
obligations; our ability to continue to integraiga our business the operations of American Meditgttuments
Holdings, Inc. (“AMI"); our ability to achieve theperational and other synergies and the other cooiaher
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financial benefits expected as a result of the sitipn of AMI; and any other factors referencecdimr other filings
with the applicable Canadian securities regulatmthorities or the SEC.

For a more thorough discussion of the risks astetiaith our business, see the section entitledKRiactors” in
this MD&A.

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

Business Overview

We are a specialty pharmaceutical and medical desompany that discovers, develops and marketvative
technologies primarily focused on acute and sulgipplications. We generate our revenue througtsalas of
medical products and components, as well as fromlties derived from sales by our partners of potslutilizing
certain of our proprietary technologies. For theeninonths ended September 30, 2007, we recordeéd3bailion
in sales of medical products and $90.1 millionagaities and licence fees received from partners.

Our research and development efforts focus on gitaleing and characterizing biological conditidmet often
occur concurrent with medical device implantatisurgery or acute trauma, including scar formatioe a
inflammation, cell proliferation, bleeding and ca&gion, infection, and tumor tissue overgrowthr Guategy is to
utilize our various technologies in the areas of@r drug delivery, surface modification, biomakriand medical
devices to create and commercialize novel, prayanedical products that reduce surgical procedigie effects,
improve surgical outcomes, shorten hospital staryare easier or safer for a physician to use.

We develop our products using a proprietary antesyatic discovery approach. We use our drug sangeni
capabilities to identify new uses for known pharsaal compounds. We look for compounds that asfdtiee
underlying biological causes of conditions that oanur with medical device implantation, surgenaoute trauma.
Once appropriate drugs have been identified, wé waformulate the drug, or a combination of druggh our
portfolio of drug, drug delivery and surface mochfiion technologies and biomaterials to developwehsurgical
implant or medical device. We have patent proteatethave filed patent applications for, our tedbgg and many
of our products and potential product candidatesr portfolio of intellectual property developeitensed or
acquired to date includes over 250 issued U.Sngmsnd 240 pending U.S. patent applications.

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

Our Pharmaceutical Technologies segment focusasly on establishing product development and eiamk
partnerships with major medical device, pharmacautr biomaterials companies and to date has eldiive
majority of its revenue from royalties due fromtpars that develop, market and sell products inm@ing our
technologies. Currently our principal revenueshis segment come from royalties derived from shjeBoston
Scientific Corporation (“BSC”) of TAXUS® coronaryent systems incorporating the drug paclitaxel. Alée
expect to apply certain of the technologies dewedolpy this business segment to develop novel rengrgtion
products for our Medical Products segment to maakeitsell directly to end users or medical proddigsibutors.

Medical Products:

Our Medical Products segment manufactures and risaakeide range of single-use specialty medicatipcts,
primarily medical device products, directly to amskrs. Our Medical Products segment also manuscfinished
medical devices and medical device componentsiad party medical device manufacturers and marketdany
of our medical products are made using our pragnyetnanufacturing processes, or are protected bintellectual
property. The Medical Products segment has sespeglialized direct sales and distribution orgaropatin the
U.S. and the European Union (“EU"), as well as gigant manufacturing capabilities.

It is expected that our Medical Products segment evantually market and sell certain products dgyed by our
Pharmaceutical Technologies segment through iext#ales and distribution channels, and may aggghain of our
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proprietary technologies to its products to crewmeel, next generation medical products to markeicty to end
users or medical products distributors. There aresatly numerous product development efforts uwagrthat
explore the application of certain of Pharmaceufieehnologies’ proprietary drug, drug delivery asuface
modification materials and other medical biomateria products marketed by our Medical Productsreey.

Recent Developments

During the third quarter of 2007, we received caae from the U.S. Food and Drug Administration Ao
begin marketing several new products and prodnetdixtensions, including:

0o MONODERM™, a new line of our Quill™ Self-Retainii@ystem (SRS) made from a rapidly resorbing
polymer, which is intended primarily for superficieound closure applications;

o Additional diameters of our Quill SRS Polydioxandi®O) product line; and

o Out Hemo-Streaf' chronic dialysis catheter, licensed by us from Ridical, LP, which is the first
chronic hemodialysis catheter specifically desigftedver-the-wire delivery.

On September 20, 2007 we received CE Mark apptovadgin marketing additional diameters of our QBRS
PDO product line in Europe.

On September 17, 2007, we announced that we halagéa favourable agreement with Conor Medsystems
(“Conor”) and its parent company Johnson & Johrtsosettle all outstanding patent litigation wittspect to
Conor’s CoStar® paclitaxel stent. At the timdlod settlement, there was ongoing litigation ireéhr
jurisdictions: the UK, the Netherlands and AustalConor also agreed to discontinue its particpan all
paclitaxel stent-related opposition proceedingswgiAngiotech.

On August 2, 2007, Ms. Laura Brege joined our badrdirectors. Ms. Brege is currently Executive®/i
President and Chief Operating Officer of Onyx Phareauticals, Inc., where she oversees the compSayes
and Marketing, Medical Affairs, Legal, Business B®pment and Compliance functions.

During the third quarter of 2007, we completedghke of two of our operations that had been preshou
categorized as discontinued. On July 31, 2007campleted the sale of our subsidiaries Point Teldyies,
Inc. and Point Technologies S.A for proceeds 06 $2illion and on August 30, 2007, we completedshle of
all assets and liabilities of our subsidiary Amaridviedical Instruments, Inc, located in Dartmouth,
Massachusetts, for proceeds of $2.1 million.

In June 2007, we executed an extension of ourlmmiiion with CombinatoRX, Incorporated which réssdilin
a $7.0 million payment being made to CombinatoRXatober 2, 2007. We recorded this payment ag-an i
process research and development expense in thedsquoarter of 2007.

During the second quarter of 2007, as part of outinuing initiatives to improve our manufacturitiexibility,
reduce manufacturing costs and improve our opgratiargins and free cash flows, we decided to cose
manufacturing facility in Syracuse, New York andransfer the product manufacturing and technical
knowledge of that facility to our operations in RoeRico and Pennsylvania. The closure of the8yse
facility is proceeding as planned and is expeateloet completed over the next 9 to 12 months. Testglloyee
severance costs are currently estimated to berfli@n, of which $1.5 million and $0.7 million werrecorded
in the second and third quarters of 2007, respelgtivT he remainder of the severance costs wilidoerded in
subsequent quarterly periods as employee servitedseare completed.

On October 9, 2007, we announced that we intendddet 510(k) clearance documents with the FDAle t

fourth quarter of 2007 to market and sell our anfective 5-Fluorouracil-coated Central Venous @&th in the
u.s.
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Significant Clinical Programs

We currently have multiple product candidates #ratin various stages of research and clinicalldpweent. The

following table summarizes our most advanced prbdandidates and their stage of development:

Product Indications Regulatory Status Commercial Rights
Vascular Wrap" Peripheral vascular Filed for CE Mark in November Angiotech
(paclitaxel-eluting  disease 2006
mesh)
Arteriovenous access U.S. pivotal human clinitadig Angiotech
initiated in March 2007 and currently
enrolling
E.U. pivotal human clinical study
initiated in May 2007 and currently
enrolling
Anti-Infective Critical Care U.S. pivotal human clinical study  Angiotech
Central Venous completed enrolment in July 2007
Catheter
TAXUS Liberté™  Coronary artery disease Pivotal study (“ATLAS”) filed for BSC
(paclitaxel-eluting U.S. approval; commercially
coronary stent) available in the E.U. and various
other countries outside the U.S.
TAXUS Element™ Coronary artery disease Initial U.S. studies (“PERSEUS BSC
(platinum chromium Workhorse and PERSEUS Small
paclitaxel-eluting Vessel”) in coronary applications
coronary stent) initiated in July 2007 and currently
enrolling
TAXUS Petal™ Coronary artery disease First-in-man studies (“TAXUS BSC

(paclitaxel-eluting
coronary stent)

ZILVER® PTX
paclitaxel-eluting
peripheral vascular
stent

Peripheral vascular
disease

Bio-Seal™
(biopsy track plug)

Lung biopsy

PETAL I") in New Zealand, France
and Germany in bifurcated coronary
artery applications initiated in July
2007 and currently enrolling

E.U. first-in-man and U.S. and JapanCook
pivotal studies in femoral-popliteal
vascular indications initiated in July

2007 and currently enrolling

U.S. pivotal human clinical study
currently enrolling

Angiotech

« Vascular Wrap™. Our paclitaxel-eluting mesh surgical implant, as¢ular Wrap, is designed to treat
complications, including graft stenosis or restémtsat may occur in connection with vascular grmafblants in
hemodialysis patients or in patients that havepberial artery disease. Vascular grafts are imptaint@atients
in order to bypass diseased blood vessels, orolddqe access to the vascular system of kidneyr&ajhatients in
order to facilitate the process of hemodialysis.miany cases, these vascular grafts fail due tiifgmagion of
cells or scar into the graft (graft stenosis otargsis), which can negatively impact blood flowotigh the

vascular graft.
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We are conducting multiple human clinical triadsassess the safety and efficacy of our Vasculapvgroduct,
which is designed to elute the drug paclitaxehatdite of the vascular graft in order to redueeiticidence of
stenosis or restenosis. In November 2006, we arogalithe results from our initial human clinicélrwhich
was conducted in the EU and was designed to eealhatsafety of the Vascular Wrap product in pasievith
peripheral artery disease in the limb. In this gtide Vascular Wrap product was well toleratedhwio adverse
events being considered related to the use ofribdupt. With the results of this trial, in Novemt2806 we filed
for a CE Mark in order to obtain the ability to rkar and sell the Vascular Wrap in the EU for peeiaih
vascular disease. Upon receipt of a CE Mark, wa fdacommence commercialization of our Vascular fWra
product in the EU and in certain other countrietsiole the U.S.

In March 2007, we initiated a U.S. pivotal huméinical trial designed to evaluate the safety affitacy of the
Vascular Wrap in the prevention of stenosis follogvsurgical implantation of an ePTFE vascular grathe
upper extremity for vascular (“AV”) access in heriagsis patients. The trial enrolled its first ati in March
2007, and is expected to enroll a total of appraxély 628 patients at 50 centers in the UnitedeStatThere
were 78 patients enrolled in the study as of SelpgerB0, 2007. Should this trial provide positiegety and
efficacy data, we would submit the results to tBeA\Fand attempt to secure approval to market thec\las
Wrap in the U.S.

In May 2007, we initiated a European pivotal hurolimical trial designed to evaluate the safety afittacy of
the Vascular Wrap in the prevention of stenosi¥ahg surgical implantation of an ePTFE vasculafgin the
upper extremity for AV access in hemodialysis patie The trial enrolled its first patient in Ma@@, and is
expected to enroll a total of approximately 198eyds at 20 centers in Europe. There were 14 gatenrolled
in the study as of September 30, 2007.

Anti-Infective Central Venous Catheter. Central venous catheters (“CVC”) are usually itesinto critically
ill patients for extended periods of time to admstier fluids, drugs, and nutrition, as well as ftatié frequent
blood draws. Through our proprietary drug idendifion strategy, we have elected to evaluate 5-Bluacil
(“5-FU™), a drug previously approved by the FDA foeatment of various types of cancer, as a conmpbdiuat
may help to prevent certain types of infection atignts receiving a CVC.

Our 5-FU-eluting CVC has been undergoing a humanicel trial in the U.S. designed to assess thetgadind
efficacy of the catheter in preventing various s/pé catheter related infections. The study waaralomized,
single-blind, 930-patient, 25-center study and designed to evaluate whether our 5-FU-eluting CV&ents
bacterial colonization at least as well as the eialéading anti-infective CVC. On July 10, 2007, amounced
that we had completed enrolment of the study, amdotober 9, 2007 we announced this study had twet i
primary statistical endpoint of non-inferiority a®mpared to the market leading anti-infective C\&bd
indicated an excellent safety profile. Based onpbsitive results achieved in the study, in 2007intend to file

a request for 510(k) clearance from the FDA to retéhnd sell the CVC in the U.S.

TAXUS Liberté™ paclitaxel-eluting coronary stent system. The TAXUS Liberté paclitaxel-eluting coronary
stent system, which is under evaluation in clintcals being conducted by our partner BSC, is B$&cond
generation coronary stent system platform thatripaates our research, technology and intellegit@erty
related to the use of paclitaxel to prevent restend@ he TAXUS Liberté stent system has been dedigm
further enhance coronary stent deliverability atobt vessel conformability, particularly in chaligng

coronary lesions. To date, BSC has only commenaled f the TAXUS Liberté in countries outside lué U.S.

On August 24, 2004, BSC initiated the ATLAS trialpivotal study to collect data to support regulafdings

in the U.S. for product commercialization of TAXW$erté. The ATLAS trial is a global, multicenteivptal
study designed to support the FDA approval of tAXUS Liberté stent system. The trial is assesdmgsafety
and efficacy of a slow-release dose formulatiorifzael-eluting TAXUS Liberté stent system. On Fedory 22,
2005, BSC completed enrolment in the ATLAS triaB@R patients at 72 sites in the U.S., Canada,ralisst
New Zealand, Singapore and Hong Kong. In additiothé ATLAS trial, the TAXUS Liberté clinical
development program includes several expansionestdidr long lesion stenting, small vessel stenéind direct
stenting of coronary lesions. In October 2006, BfGounced 12-month follow up data from the ATLASItr
BSC reported that the data demonstrated that feeysend efficacy benefits with the TAXUS Libertist were
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maintained at 12 months. These data are curreethglreviewed by the FDA, and BSC has stated treatpects
to receive approval and begin marketing the TAXUlgLté stent in the U.S. in 2007.

TAXUS Element™ Platinum Chromium paclitaxel-eluting coronary stent system.The TAXUS Element
paclitaxel-eluting coronary stent system is thedtigieneration BSC coronary stent platform thatipocates our
research, technology and intellectual propertyteelao the use of paclitaxel. The TAXUS Elemernst
features BSC's proprietary Platinum Chromium Allashich is designed to enable thinner stent stimtseased
flexibility and a lower stent profile while imprawj radial strength, recoil and radiopacity. Initidd, the
TAXUS Element stent platform incorporates new kalldechnology intended to improve upon BSC’s market
leading Maverick® Balloon Catheter technology.

On July 19, 2007, BSC initiated the TAXUS PERSEUSrktiorse trial in the U.S., which will evaluate the
safety and efficacy of the TAXUS Element stent canep to BSCs first generation TAXUS Express?2 stditite
study is expected to evaluate 1,264 patients waitbraary lesions ranging from 2.75 to 4.0 millimstef he
primary endpoint of this study is target lesionua (“TLF") at 12 months, and its secondary endpg in-
segment percent diameter stenosis at nine months.

On July 19, 2007 BSC initiated the TAXUS PERSEUSabMessel trial in the U.S., which will compareeth
TAXUS Element stent to a historic control (the TARWY de novo bare metal Express Coronary Stent ®yste
This study is expected to include 224 patients witonary lesions ranging from 2.25 to 2.75 milliere. The
primary endpoint is in-stent late loss at nine rhenand the secondary endpoint is TLF at 12 monthe
study’s success is dependent upon both endpoints.

TAXUS Petal™ bifurcation paclitaxel-eluting coronary stent sysem. The TAXUS Petal bifurcation
paclitaxel-eluting coronary stent system, whichrisler evaluation in clinical trials being conduchsdour
partner BSC, represents a novel BSC coronary ptediuct candidate that incorporates our reseaechnblogy
and intellectual property related to the use ofifea®|. Conventional coronary stents were degilgtoctreat
tubular arteries, and are considered less thamapfor the y-shaped anatomy of a bifurcated afeheo
coronary arteries. The TAXUS Petal is a specialzaanary stent designed to treat both the maindbrand
the side branch of a bifurcation by incorporatingranovative side structure (the Petal strut) mmhiddle of the
stent that opens into a side branch.

On July 18, 2007 BSC initiated the TAXUS PETAL t$tiHuman Use (FHU) trial, which is expected toodra
total of 45 patients in New Zealand, France anch@ay. The trial is a non-randomized study withratial
assessment of acute performance and safety (ingudies of death, myocardial infarction and tavgstel
revascularization) at 30 days and six months, edgtttinued annual follow-up to occur for five yedogon
successful completion of this study, BSC has irntditahat it intends to begin a pivotal trial whi€successful
would provide a basis for U.S. and internationgdrapals for the commercialization of the TAXUS Retiznt.

ZILVER® PTX paclitaxel-eluting peripheral vascular stent system.The ZILVER PTX paclitaxel-eluting
peripheral vascular stent, which is under evalwaitioclinical trials being conducted by our part@ok Group
Incorporated (“Cook”), a multinational medical dewimanufacturer, is a specialized stent productpuarating
our proprietary paclitaxel technology and is desijfor placement in diseased arteries in the litolyestore
blood flow. Cook is a co-exclusive licensee, togethith BSC, of our proprietary paclitaxel techrgpjdo
reduce restenosis following stent placement ingierial artery disease. The ZILVER PTX paclitaxeitiel
peripheral stent is designed to reduce restenolisMng placement of a stent in peripheral artdigease
patients.

The ZILVER PTX is currently undergoing multiple hamclinical trials in the U.S., Japan and the Elddsess
product safety and efficacy. In January 2007, Qatéased nine-month data from its EU clinical stutye
preliminary data presented by Cook on the firspéfients in the randomized trial, which is examgjniine safety
of using Cook's ZILVER PTX paclitaxel-eluting steattreat blockages, or lesions, of the superfi@eaioral
artery (“SFA”) above the knee, indicated that theEVER PTX stent showed an equal adverse eventtoate
conventional angioplasty for treating SFA lesiofise ZILVER PTX stent also displayed a zero-peréextture
rate for 41 lesions at six months and 18 lesiommmatyear.

On July 16, 2007 Cook announced that the first Pafients in a randomized pivotal human clinicatigtof
ZILVER PTX were treated at Tri-City Medical CentarOceanside, California. The ZILVER PTX Stent Tifa
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the first medical device trial ever to be condudidultaneously in the U.S. and Japan. The tridlramdomize
patients to receive either the ZILVER PTX stenballoon angioplasty. Following successful safesfitg
during the trial's Phase | enroliment, Cook wilketh480 patients at 28 U.S. locations in the palatial that is
intended to be used to support submission to th& febapproval to market the device. In additidata
collected on Japanese and U.S. patients is expextezlcombined for the final evaluation of theidevand used
for regulatory submissions in both markets for appt.

« Bio-Seal™ biopsy track plug. Our proprietary Bio-Seal™ biopsy track plug islanevaluation in a pivotal
human clinical trial. Bio-Seal™ is a novel teclogy designed to prevent air leaks in patientsingliing
biopsies by plugging the biopsy track with an extiag hydrogel plug. On contact with moist tisstine,
hydrogel plug absorbs fluids and expands to fél ¥ieid created by the biopsy needle puncture. sEa¢is
airtight and the plug is absorbed into the bodgrafiealing of the puncture site has occurred.

Bio-Seal is currently undergoing a human clinicill in the U.S. designed to assess the safetyefiwhcy of
Bio-Seal, with the primary endpoint being reductiomates of pneumothorax in patients undergoimg lbiopsy
procedures. The clinical trial, which is expecteatroll a total of 300 patients in the U.S., graspective
randomized multi-centered safety and efficacy eatédm. The trial enrolled its first patient in Obtr 2005, and
there were 229 patients enrolled in the study &september 30, 2007. The study is designed to gecvibasis
for U.S. approval for the commercialization of B3@al. The product has already received CE Markaajajh

Acquisitions
For a more detailed description of significant asiions, refer to our AlF for the year ended Debem31, 2006.

e Quill Medical, Inc. (“Quill") On June 26, 2006, we completed the acquisitior06f4 of the equity of Quill for
$40 million cash consideration. Through this teart®n, we acquired the rights, in all possiblédeof use, to
develop and market applications of Quill's propaigtself-anchoring wound closure technology. Unlike
conventional sutures which are smooth, the Qudbprcts have tiny teeth-like barbs or cogs alongsthéace.
This “self-anchoring” wound closure technology nieeyused to close certain wounds or surgical inegsio
without the need for suture knots. Eliminating khdihg can save surgical time, may reduce theafskfection,
and may reduce wound leakage.

We are currently working to develop a portfoliongixt-generation products using the Quill technololyy
January 2007, we launched the first of these n@dymts, the Quill SRS for various wound closure gsglie
approximation applications in general and aestlstigery.

The launch of the Quill SRS for various indicatiamganuary 2007 triggered a development milestdi$10.0
million that was paid in August 2007. This milestguayment is creditable against any future continge
payments that we may be required to make basedthpachievement of significant incremental revenue
growth of products incorporating the Quill techrgplmver a five year period from the date of theugsition.
This $10.0 million payment was recorded as an ameeo goodwill during the first quarter of 2007.

* American Medical Instruments Holdings, Inc. (“AMI”) . On March 23, 2006, we completed the acquisition o
100% of the equity of AMI for $785 million cash cideration. AMI provided us with the substantiadjarity
of the assets and products comprising our Medipadrts business segment.

Collaboration, License and Sales and Distribution reements

In connection with our research and developmewtrisifwe have entered into various arrangementsaaitporate
and academic collaborators, licensors, licenseg®thers for the research, development, clinicsting, regulatory
approval, manufacturing, marketing and commeradéilin of our product candidates. Terms of theotazilicense
agreements may require us, or our collaboratonsiatiee milestone payments upon achievement of ogrtaduct
development and commercialization objectives andrpgalties on future sales of commercial produi€@any,
resulting from the collaborations. For a more detdadescription of our most significant agreemendger to our
AIF for the year ended December 31, 2006.
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Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with U.S. GAAP. These accountingqgipies
require management to make estimates and assushiatnaffect the reported amounts of assetslitiabj revenue
and expenses. We believe that the estimates anchptions upon which we rely are reasonable antiased upon
information available to us at the time the esteésand assumptions were made. Actual results ciifféd from our
estimates.

We believe the following policies to be criticaldaderstanding our financial condition, result®pérations, and
our expectations for 2007 because these policpgreemanagement to make significant estimatesingssons and
judgments about matters that are inherently unicerta

Revenue recognition

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

Product sales revenue is recognized when a préglshtpped to the customer provided we have natrretl any
significant risks of ownership or future obligatsowith respect to the product shipped. Revenua fimduct sales
is recognized net of provisions for returns, distswand allowances. These provisions are estinzatédecorded
in the same period as the related product saleai@ndased on estimates derived from historicadespce.
Amounts billed to customers for shipping and harglkre included in product sales revenue. The sporeding
costs for shipping and handling are included irt obgroducts sold.

License fees are comprised of initial paymentsrailestone payments from collaborative licensingiagements.
Non-refundable milestone payments are fully recogghiupon the achievement of the milestone eventwiechave
no further involvement or obligation to perform @ndhe arrangement. Initial payments and milespaenents for
which we have ongoing involvement are deferredandrtized into income over the estimated periodusf
ongoing involvement, which varies by each arranggme

Income tax expense

Income taxes are accounted for under the liabiiggthod. Deferred tax assets and liabilities acegrized for the
differences between the financial statement andnmectax bases of assets and liabilities, and feraimg losses
and tax credit carry forwards. A valuation allowaris provided for the portion of deferred tax &s#igat is more
likely than not to be unrealized. Deferred taxetssand liabilities are measured using the enaatethtes and laws.

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

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

Stock-based compensation

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

Cash equivalents, short and long-term investments

We invest our excess cash balances in short-tecarises, principally investment grade commerciebtdand
government agency notes. At September 30, 20@8tautially all of our securities were classifiedavailable-for-
sale, and accordingly, were recorded at fair markite with unrealized gains and losses includeathier
comprehensive income (loss) in shareholders’ equyalized gains and losses and any declinedue viaat are
judged to be other-than-temporary are reportedtinradncome and expenses.

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

Goodwill

Goodwill is tested for possible impairment at lemstually and whenever changes in circumstances tlcat would
indicate an impairment in the value of goodwill.hg the carrying value of a reporting unit's godesxceeds the
implied fair value of the goodwill, an impairmensk is recognized in an amount equal to the exdgéssumstances
that could trigger an impairment include adversangfes or outcomes in legal or regulatory mattecyrtological
advances, decreases in anticipated demand andaipatetd competition.

Intangible assets

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

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

We completed our acquisition of the operations bfiAn March 23, 2006. Accordingly, the results foe
comparative nine month period ended September@@5 @do not include the results of AMI from Januar2006 to
the date of acquisition on March 23, 2006.

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

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

Pharmaceutical Technologies $27,202 $44,708 $92,541 $131,022

Medical Products 40,824 41,563 123,794 90,800
Total revenues 68,026 86,271 216,335 221,822
Operating (loss) income

Pharmaceutical Technologies (2,242) 13,994 (2,404) 40,117

Medical Products (3,665) 2,484 (12,299) 5,900
Total operating (loss) income (5,907) 16,478 (14,703) 46,162
Other expense (11,317) (10,876) (37,765) (16,752)
(Loss) income from continuing operations beforeme
taxes and cumulative effect of change in accouminlgy (17,224) 5,602 (52,468) 29,410
Income tax (recovery) expense (6,392) (1,802) (21,331) 12,256
Net (loss) income from continuing operations (882) $7,404 ($31,137) $17,154
Basic net (loss) income per common share, continuin
operations ($0.13) $0.09 ($0.37) $0.20
Diluted net (loss) income per common share, commu
operations ($0.13) $0.09 ($0.36) $0.20

We operate in two reportable segments:

Pharmaceutical Technologies

Our Pharmaceutical Technologies segment includgstyorevenue generated from licensing our propriet
paclitaxel technology to various partners, as aglievenue derived from the out license of cetimmaterials and
other technologies. This segment also includesnernal and external research and developmeiviteeet and our
corporate activities.

Operating income for the Pharmaceutical Technotogegment decreased by $16.2 million to a los@ & fillion
in the third quarter, and by $42.5 million to $2ndllion for the first nine months of 2007 from themparable
periods in 2006. The decrease is mainly due talact®n of royalty revenue derived from BSC's saiés
paclitaxel-eluting coronary stent systems of $iilion and $37.6 million for the third quarter aficst nine
months of 2007, respectively, partly offset by @éased license and royalty fees payable relatedtjite the level
of royalty revenue received.

Medical Products

Our Medical Products segment manufactures and risaakeange of single use, specialty medical devites
Medical Products segment also manufactures finishedical devices and medical device componentthiat
party medical device manufacturers and marketers.
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Operating income for the Medical Products segmentehsed by $6.1 million, to a loss of $3.7 milliomthe third
quarter, and by $18.2 million, to a loss of $12iBiom, for the first nine months of 2007 from tkemparable
periods in 2006.

The decrease in third quarter 2007 operating incovee the comparable period in 2006 is mainly duae tecrease
in overall gross profit margin from 50.6% to 44.5%flecting a product sales mix with a higher voduai lower
margin OEM product lines, and non-recurring chamgfe®l.5 million for reorganization activities apdrsonnel
reductions relating to the closure of our Syracuaaufacturing facility.

The decrease in operating income for the first moaths of 2007 over the comparable period in 2806ainly due
to: (i) a one-time charge in the second quart&0ff7 against revenue of $3.0 million for actual astimated
potential returns of Contour Threads brand prodeleting to a marketing incentive program offerec¢tistomers in
support of the Quill SRS product launch and thecoorent discontinuation of the Contour Threadsibnaarketing
and training support for certain indications of;ubés charge contributed to a decrease in ovgralis profit margin
from 51.4% to 44.0%; (ii) the overall product sateix reflecting certain lower margin OEM productds as
discussed above; and (iii) non-recurring charge®2a? million for reorganization activities and pannel
reductions relating to the closure of our Syraauaaufacturing facility.

Consolidated

For the third quarter of 2007, we recorded a &g foom continuing operations of $10.8 million (B®basic net
loss per share) compared to net income from congnoperations of $7.4 million ($0.09 basic netaime per
share) for the comparable period of 2006. Theads® of $18.2 million is due mainly to the factiscussed
above.

For the first nine months of 2007, we recordedtda®s from continuing operations of $31.1 milligh0.37 basic
net loss per share) compared to net income frortiraong operations of $17.2 million ($0.20 basit imeome per
share) for the comparable period of 2006. Theaee of $48.3 million is due to the factors disedssbove and an
additional $15.4 million in interest expense redate debt incurred to partially fund the AMI acqtie@n on March
23, 2006 and the refinancing of our senior terniifees in December 2006.

Revenues
Three months ended Nine months ended
(in thousands of U.S.$) September 30, September 30,
2007 2006 2007 2006
Pharmaceutical Technologies:
Royalty revenue — paclitaxel-eluting stents $24,872  $42,043 $85,059 $122,676
Royalty revenue — other 1,749 1,666 4,441 5,103
Product sales 528 946 2,464 3,064
License fees 53 53 577 179
$27,202 $44,708 $92,541 $131,022
Medical Products:
Product sales 40,824 41,563 123,794 90,800
Total revenues $68,026 $86,271 $216,335 $221,822

Royalty revenue derived from sales of paclitaxatiafy coronary stent systems by BSC for the thirdrtgr of 2007
decreased by 41% from the comparable period in 200@ decrease in royalty revenues was a resloinar sales
of paclitaxel-eluting stents by BSC. Royalty rewerfor the current quarter was based on BSC’saies $or the
period April 1, 2007 to June 30, 2007 of $376 milli of which $223 million was in the U.S., compatedhet sales
of $576 million, of which $385 million was in the. 8, for the same quarter in 2006. The averagesgayalty rate
earned in the third quarter of 2007 on BSC'’s nktssavas 7.5% for sales in the U.S. and 5.4% fassal other
countries compared to an average rate of 8.0%alessn the U.S. and 6.0% for sales in other caesfor the same
period in 2006.
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Royalty revenue derived from sales of paclitaxatiefy coronary stent systems by BSC for the finsermonths of
2007 decreased by 31% from the comparable peri@g@06. The decrease in royalty revenues was # eddower
sales of paclitaxel-eluting stents by BSC. Royedtyenue for the first nine months of 2007 was BaseBSC’s net
sales for the period October 1, 2006 to June 307 20 $1.2 billion, of which $779 million was inghJ.S.,
compared to net sales of $1.7 billion, of whichl$illion was in the U.S., for the comparable pdrémding in
2006. The average gross royalty rate earned ifirgisnine months of 2007 on BSC's net sales wé8o/for sales
in the U.S. and 5.5% for sales in other countreagared to an average rate of 7.9% for sales iVtBeand 6.1%
for sales in other countries for the same peria2006.

We expect revenues in our Pharmaceutical Techredaggment may increase in the fourth quarter ©f 28
compared to the third quarter of 2007, based ohdritptal sales of paclitaxel-eluting stent systesn8SC in the
third quarter of 2007 as compared to the secondeyuaf 2007, with the increase mainly due to shle8SC in
Japan where we expect to receive a higher blermedty rate as compared to the overall blendedresteived on
other BSC sales outside of the U.S. Specific8§C announced on October 19, 2007 that BSC’s wadlkelwales
of drug-eluting stent systems for the third quadte2007, which are inclusive of sales of paclileedeiting stent
systems for which we receive royalties, were $44Bam, as compared to gross drug-eluting stentesysrevenues
of $437 million for the second quarter of 2007.

Revenue from our Medical Products segment forhird uarter of 2007 declined 1.8% to $40.8 millfoom
$41.6 million in the comparable period of 2006.isTimodest decline primarily reflects a lowered eagé or
elimination of a small number of product items dgrthe quarter, partially offset by growth in onterventional
product lines as compared to the same period i6.200

Because we completed the acquisition of the AMIrafiens on March 23, 2006, product revenue in oadidal
Products segment for the first nine months of 280¥t comparable to the same period of 2006.

We expect that revenues in the Medical Productsieagmay increase during the fourth quarter of 2897
compared to the third quarter of 2007, reflectiagsonal factors and the potential for growth ofagerexisting and
newly launched product lines, including the QuRRSSproduct line.

Expenditures
Three months ended Nine months ended
September 30, September 30,
(in thousands of U.S.$) 2007 2006 2007 2006
License and royalty fees $4,527 $6,933 $14,235 $19,496
Cost of products sold 23,384 20,996 71,261 45,663
Research and development 13,188 11,740 40,407 33,228
Selling, general and administrative 24,715 20,953 72,532 54,505
Depreciation and amortization 8,119 9,171 24,603 21,726
In-process research and development - - 8,000 1,042
$73,933 $69,793 $231,038 $175,660

License and royalty fees on royalty revenue

License and royalty fee expenses include licendeayalty payments due to certain of our licensprsnarily as a
result of paclitaxel-eluting coronary stent systeyalty revenue received from BSC. The decreaskisnexpense
in the three and nine month periods of 2007, aspawed to the same periods in 2006, is reflectiihefdecrease in
our royalty revenue. We expect license and royfaktyexpense to continue to be a significant ¢olté remainder
of 2007, commensurate with the amount of royaltieneie we earn.

Cost of products sold
Cost of products sold is comprised of costs andeses related to the production of our various osdievice and

device component and biomaterial products and tdofres, including direct labor, raw materials, geation and
certain fixed overhead costs related to our varinaaufacturing facilities and operations.
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Cost of products sold increased by $2.4 million.4%4) for the third quarter of 2007 compared toghme period in
2006. The gross margin on product sales was 4815%g the third quarter of 2007 compared to 50f6#4he
same period of 2006. The decrease in our grosgimaaflects a higher volume of lower margin OENbqhuct
lines, as well as selected non-recurring costsa@l the continuation of our activities relatedhe closure and
consolidation of our Syracuse manufacturing fagiits such activities were commenced subsequéhéto
comparative period in the prior year.

Because we completed the acquisition of the AMIrafiens on March 23, 2006, an analysis of our cldatzd
gross margin for the first nine months of 2007ads ecomparable to the same period of 2006. Thesgnargins for
the first nine months of 2007 were impacted bydhe-time charge in the second quarter of 2007 agegnenue of
$3.0 million, with no corresponding reduction irstof products sold, for actual and estimated patbreturns of
Contour Threads brand product relating to a mamggticentive program offered to customers in suppbthe
Quill SRS product launch and the concurrent disnaation of the Contour Threads brand marketing) taining
support for certain indications of use.

We expect that cost of products sold will contibude significant and that gross margins may impradwring the
remainder of 2007 primarily as a result of potdritiareases in sales of selected product linesgfatide higher
relative gross margins and the impact of higheelewof product sales as compared to fixed manufagtoverhead
costs.

Research and development

Our research and development expense is comprisersts incurred in performing research and devakmt
activities, including salaries and benefits, claiitrial and related clinical manufacturing costsntract research
costs, patent procurement costs, materials andisspand operating and occupancy costs. Our relseand
development activities occur in two main areas:

(i) Discovery and preclinical researchOur discovery and preclinical research efforesdivided into several
distinct areas of activity, including screening gmdclinical evaluation of pharmaceuticals and masibiomaterials
and drug delivery technologies, evaluation of med@ra of action of pharmaceuticals, mechanical esgyimg and
pursuing patent protection for our discoveries.

(ii) Clinical research and developmenClinical research and development refers to irtleand external activities
associated with clinical studies of product cantidan humans, and advancing clinical product aatdis towards
a goal of obtaining regulatory approval to manufeetand market these product candidates in vageagraphies.

Research and development expenses, organizedrificsigt project, for the periods indicated werd@bws:

Three months ended Nine months ended
(in thousands of U.S.$) September 30, September 30,
2007 2006 2007 2006
Discovery and pre-clinical research $6,396 $5,337 $18,451 $18,094
Ongoing clinical programs:
Vascular Wrap Paclitaxel-Eluting Mesh 1,863 2,532 7,613 5,855
Anti-infective Central Venous Catheter 2,093 1,838 5,810 5,736
3,956 4,370 13,423 11,591
Other expenses 51 121 151 371
Medical products 2,796 1,841 8,510 3,354
Stock-based compensation 542 596 1,515 1,672
Less: Depreciation, amortization and inter-
company charges allocated to projects above (553) (525) (1,643) (1,435)
Total research and development 13,188 11,740 40,407 33,647
Less: Research and development relating to
discontinued operations - - - (419)
Total research and development relating to
continuing operations $13,188 $11,740 $40,407 $33,228
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Research and development project expenses includieezt costs as well as an allocation of indinezsearch and
development expenses based on direct effort artd obsach project.

Research and development expenditures increas®dl. #ymillion to $13.2 million for the third quartef 2007 as
compared to $11.8 million for the comparable pend@006. The increase was primarily related tdyestage
research collaborations.

Research and development expenditures increasgd.Bymillion to $40.4 million for the first nine mths of 2007
as compared to $33.2 million for the same period0if6. The increase was due to an increase ircalitrial
activity associated with our Vascular Wrap and 5diuting CVC programs, the addition of discovery gme-
clinical research personnel, a new early-stagearebecollaboration, a one-time payment of $0.9iarilto terminate
a development agreement, and the incurrence diingsand development expenses of the AMI operafmmss full
nine month period in 2007.

Because we completed the acquisition of the AMIrafiens on March 23, 2006, the AMI research and
development costs were not reflected in our residltperations for the entire comparable nine mqmattiod in
2006.

Selling, general and administrative expenses

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

Total selling, general and administrative expendiifor the third quarter of 2007 increased by $3il8on
compared to the same period in 2006, mainly asultref the expansion of our sales force as wedeagrance
costs of $2.1 million related to the integration®fl and the closure of our Syracuse facility, ety offset by
reduced salary expense due to lower general anthstirative headcount.

Total selling, general and administrative expendiifor the first nine months of 2007 increase®b§.0 million
compared to the same period in 2006 due to therfadescribed above for the third quarter and becthe
comparative period in 2006 only included the sald#vities of the AMI operations from the date efjaisition of
March 23, 2006.

In the fourth quarter of 2007, we expect that sglligeneral and administrative expenses will baéiighan the
comparative period of 2006 because of the contimxpénsion of our various sales and marketing itievand
employee severance costs related to the closwerdyracuse manufacturing facility. This will partially offset
by a reduction in general and administrative expemsflecting broad spending reduction initiatieesvell as
certain cost reductions related to reorganizatiivities. Expenditures could fluctuate dependimgproduct sales
levels and growth of new product sales and thenextElegal efforts required to support and defendintellectual
property portfolio.

Depreciation and amortization

Depreciation and amortization expense for the threknine month periods ended September 30, 2@0idiEs
amortization of licensed technologies and idertiiantangible assets purchased through businesbinations of
$7.2 million and $22.0 million, respectively, anelpteciation of property, plant and equipment oB$aillion and

$2.6 million, respectively.

We expect depreciation and amortization expensert@ain consistent with previous quarters duringftueth
quarter of 2007 unless further intangible asseisaaquired.
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In-process research and development (“IPR&D”)

We record IPR&D expense relating to acquired didensed technologies that are at an early stagewflopment
and have no alternative future use. We did naineany IPR&D expense in the third quarters of 2602006. In
the first nine months of 2007, we recorded IPR&Pense of $8.0 million, of which $7.0 million relato the
extension of our collaboration with CombinatoRx &1d0 million relates to a collaboration agreemeitth Rex
Medical Inc.

We may incur further IPR&D expenditures in futueipds in the event we in-license or acquire addél early
stage technologies.

Other Income (Expense)

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

(in thousands of U.S.$) 2007 2006 2007 2006
Foreign exchange (loss) gain ($110) $(528) ($514) $1,778
Investment and other income 2,073 977 9,881 5,494
Interest expense on long term-debt (13,280) (11,325) (38,975) (23,611)
Net loss on redemption of available-for-sale - - (8,157) (413)
securities

($11,317) ($10,876) ($37,765) ($16,752)

Net foreign exchange gains and losses were priyrtéuél result of changes in the relationship ofh8. to
Canadian dollar and other foreign currency exchaatgs when translating our foreign currency demameaid cash,
cash equivalents and short-term investments to diblfars for reporting purposes at period end. dbfatinue to
hold Canadian dollars and other foreign currenaydgnated cash, cash equivalents and short-teresiments to
meet our anticipated operating and capital exparaliteeds in future periods in jurisdictions owsid the U.S.
We do not use derivatives to hedge against expssar@reign currency arising from our balance sfiaancial
instruments and therefore are exposed to futuptuddions in the U.S. dollar to Canadian dollar atiter foreign
currency exchange rates.

Investment and other income for the third quarfe20®7 was higher by $1.0 million than the samegakin 2006
primarily due to $0.7 million of interest received an income tax receivable balance.

Investment and other income for the first nine rherdf 2007 increased by $4.3 million when compéoettie same
period in 2006, primarily due to a gain in thetfigsiarter of 2007 of $7.5 million realized on tleewvery of
investments owned by Cohesion Technologies, Inecchwive acquired in 2003, partly offset by a redurtin
investment income due to a lower cash balanceablaito invest because of the use of cash resofoctse
acquisitions of AMI and Quill and the write-off oértain capitalized tax assets totalling $1.9 orillrelated to the
AMI acquisition.

During the third quarter and first nine months 602, we incurred interest expense of $13.3 mildad $39.0
million, respectively, on our outstanding long-tedebt obligations, as compared to $11.3 million $28.6 million
in the comparable periods of 2006. The interdst@a our senior floating rate notes issued in Ddxsr 2006 has
been, and currently is, approximately 9.1%, whghigher than the rate on the credit facility tinety replaced.
The higher rate has resulted in interest expenisg bégher in the third quarter and first nine nfenof 2007 than in
the comparable periods of 2006. Additionally, dabt obligations were issued in connection withaequisition of
AMI on March 23, 2006 and as such, were not outktanfor the full nine month comparative period2@06.
Interest expense for the third quarter and fisemhonths of 2007 also include $0.6 million andB$tillion,
respectively, for amortization of deferred finargirosts.

The net loss on redemption of available-for-satisges for the first nine months of 2007 of $&#lion is

comprised of a loss of $9.6 million realized on $ée of our common stock holdings in Orthovita, Ipartially
offset by a gain of $1.4 million realized on théesaf our common stock holdings in NuVasive, Inc.
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Income Tax

For the three and nine month periods ending SemeB® 2007, we recorded an income tax recovefof
million and $21.3 million, respectively. The incernax recovery is primarily due to the net lossrfroperations,
amortization of identifiable intangible assets, é@ductions relating to international financingistures, and
provincial income tax credits. The income tax remy also includes a charge of $1.5 million relat®dn accrual
under FIN 48.

The effective tax rate for the nine month periodieg September 30, 2007, was 45.0% compared téfectiee tax
rate of 12.2% for the same period in the prior ye#&cluding an accrual for income taxes payablatirej to a
retroactive change in Quebec tax legislation intcedl in June 2006 and accruals under FIN 48. Tiaetiwe tax
rate for the current period is higher than theustay Canadian tax rate of 34.1% and is primarilg tb tax
deductions related to international financing strites and provincial income tax credits, and theeffect of lower
tax rates on earnings in foreign jurisdictions.e3é& same factors have the reverse effect of coeatireffective tax
rate lower than the statutory tax rate for priorigs when we reported net income from operations.

Discontinued Operations

In September 2006, we determined that certain tipesaacquired through the AMI acquisition were aligned
with our current business strategy and we begawefictooking to dispose of these subsidiaries. SEheperations
were categorized as discontinued and include thenimg AMI subsidiaries: American Medical Instrunts, Inc.
located in Dartmouth, Massachusetts; Point Teclgiedo Inc. located in Boulder, Colorado; and itsssdiary Point
Technologies S.A. located in Costa Rica. The assad liabilities of these operations have beewslseparately
on the consolidated balance sheets as currensasscurrent liabilities from discontinued opearasi and the net
losses for these operations have been shown selyavatthe consolidated statements of operations.

We reviewed the carrying value of the discontinapdrations at the end of the first quarter of 280d recorded
impairment charges of $8.9 million. The impairmeharges were determined based on our best estirha&t
proceeds on ultimate disposition and have beepaito proportionately to the long-term assets fassoontinued
operations.

On July 31, 2007, we completed the sale of 100%hefssued and outstanding shares of Point Tecpisslpinc.
and its subsidiary Point Technologies S.A. for pexts of $2.6 million.

On August 30, 2007, we sold all of the assets mfulities of American Medical Instruments, Inccéied in
Dartmouth, Massachusetts, for proceeds of $2.2amill

The operating results of discontinued operatioessammarized as follows:

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

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

Revenue $1,643 $2,909 $7,580 $6,983
Operating income (loss) 256 (777) (548) (1,659)
Other income and expense (2,075) - (2,075) 4
Impairment charge - - (8,879) -
Loss before income taxes (1,819) (777) (11,502) (1,655)
Income tax recovery (663) (299) (4,555) (390)
Net loss from discontinued operations ($1,156) ($478) ($6,947) ($1,265)

Summary of Quarterly Results

The following tables present our unaudited constéid quarterly results of operations for each oflast eight
quarters. This data has been derived from ourditexliquarterly consolidated financial statementsch were
prepared on the same basis as the annual auditedlcated financial statements. These unauditedterly
results should be read in conjunction with our sdiconsolidated financial statements for the yeaded
December 31, 2006 and 2005.
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The quarterly results include the results of AMica the date of its acquisition on March 23, 2006 @uill since

the date of its acquisition on June 26, 2006.

Quarter ended

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

Royalty and license revenue $26,674 $31,932 $33,472 $48,527
Product sales 41,352 40,420 42,486 44,726
Total revenues 68,026 72,352 75,958 93,253
Operating (loss) income (5,907) (11,150) 2,352 14,060
Net (loss) income from continuing operations (1@)83 (15,045) (5,260) (5,260)
Net (loss) income (11,988) (15,215) (10,881) (11,703)
Basic (loss) income per share:

Continuing operations ($0.13) ($0.18) ($0.06) ($0.06)

Discontinued operations (0.01) - (0.12) (0.08)

Total ($0.14) ($0.18) ($0.17) ($0.14)
Diluted (loss) income per share:

Continuing operations ($0.13) ($0.18) ($0.06) ($0.06)

Discontinued operations (0.01) - (0.12) (0.08)

Total ($0.14) ($0.18) ($0.17) ($0.14)

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

Royalty and license revenue $43,762 $43,053 $41,143 $41,637
Product sales 42,509 50,553 802 2,209
Total revenues 86,271 93,606 41,945 43,846
Operating income (loss) 16,478 18,123 11,561 (41,050)
Net income (loss) from continuing operations 7,404 2,170 7,581 (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)

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

Third Quarter Summary

We recorded a net loss from continuing operatidrl6.8 million for the third quarter of 2007 comed to a net
loss from continuing operations of $15.0 milliom fbe immediately preceding quarter. The change fthe prior
quarter was related to a $3.5 million decline ipalty revenue derived from sales of paclitaxelialytoronary
stents by BSC (partially offset by a reductionetated license and royalty fees payable), offsahbyhigher second
quarter R&D expenses which reflect an $8.0 millimprocess R&D expense primarily related to theergion of

our collaboration with CombinatoRx.
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(i) AMI acquisition— The last six quarters have included the restiltsvil from the date of acquisition, March 23,
2006. The AMI acquisition has significantly impedtour quarterly results. The most substantidgbfaaesulting
from the AMI acquisition impacting our quarterlyéincial statements include the following:

Quarter ended

(in millions of U.S.$) Sept 30, June 30, March 31, Dec 31, Sept30, June 30,
2007 2007 2007 2006 2006 2006

AMI product sales revenue $40.8 $41.6 $41.4 $43.6  $41.6 $49.2

Interest expense on long-term debt $13.3%$12.9 $12.8 $11.9 $11.3 $12.3

Amortization expense related to intangible

assets acquired in AMI acquisition $7.2 $7.5 $7.2 $6.4 $6.7 $7.3

(i) Royalty Revenue from BSCWe receive royalty revenue from BSC based on'B8€t sales of paclitaxel-
eluting stent systems throughout the world. Ougalgyrevenues were approximately $40.0 to $50.0aoniber
quarter from the third quarter of 2004, when weeiheed our first substantial royalty payment, to fibierth
quarter of 2006. In the third quarter of 2005 ,alty revenue from BSC began to decrease due to a tw
percentage point reduction in our top royalty edened on certain sales by BSC, from 11% to 9%, rasult of
BSC achieving certain cumulative revenue threshiol@905, and a reduced amount of paclitaxel-edusient
sales by BSC as compared to prior quarters. Fnenthird quarter of 2006, sales of paclitaxel-alytstents by
BSC in the U.S., where the average royalty rageigerally higher than in Europe and other counttiase
continued to decrease. In the third quarter of7200yalty revenue from BSC was $24.9 million, eefing a
12% decline in paclitaxel-eluting stent sales byCH®m the second quarter of 2007.

(iii) IPR&D expense The amount of IPR&D expense recorded in eachtgudepends on the timing of acquisitions
and transactions with research and developmeralmmiators. As these expenses are often significiaan
compared to other operating expenditures, thetesuany quarter could be materially affectedmy iming of
such expenses.

In the third quarter of 2007, we did not record #R&D expense. However, in the second quart@00f7, we
recorded $8.0 million of IPR&D expense, of whichChillion relates to the extension of our colladigyn with
CombinatoRx, and $1.0 million relates to our irefising of several development stage products frerm R
Medical LP. In the first quarter of 2006, we redea $1.0 million IPR&D expense relating to our tise
agreement with Poly-Med, Inc. In the fourth quad&R005, we recorded IPR&D expense of $54.0 nmillio
relating to our investment in and collaboratiomsaction with CombinatoRx and our acquisition ofmgflica,
Inc., resulting in a significant net loss for theagter.

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

(v) Other factors- Our results may also be affected by fluctuationgsearch and development expenses and in
selling, general and administrative expenses fraartgr to quarter due to our continued expansiauof
research and development programs, including faiiios in expenses related to the conduct of huttinical
trials for certain of our product candidates, ims@s in sales and marketing efforts in our focukets,
increases in legal efforts required to supportioiallectual property portfolio and increases ia tumber of
employees required to support our growing operation

Liquidity and Capital Resources

On March 23, 2006, concurrent with our acquisitid®MI, we completed an offering of $250.0 milliam
aggregate principal amount of 7.75% senior subatdihnotes due in 2014 in a private placementacios, and
entered into a $425.0 million senior secured crieditity consisting of a $350.0 million senior tetoan facility
maturing in 2013 and a $75.0 million senior secumalving credit facility maturing in 2011. Nowéthe $75.0
million revolving credit facility was drawn. Thenhproceeds from the sale of the $250.0 milliors%&enior
subordinated notes due 2014 and the $350.0 mikion loan, as well as cash on hand, were usedaade the
AMI acquisition. In December 2006, we repaid thrt loan with the proceeds from the issuance dbséoating
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rate notes in the aggregate principal amount ob%Bgillion, due 2013 and cash on hand. We alsuitated the
revolving credit facility.

The significant terms relating to our senior suliraited notes and senior floating rate notes arerithes! below.

At September 30, 2007, we had working capital df.$9million and cash resources of $98.7 milliomsisting of
cash and cash equivalents. In aggregate, our wpdsdpital decreased by $17.2 million from Decen8igr2006.
These cash resources, in addition to cash gendratacperations, are used to support our contmualimical
studies, research and development initiatives, ingr&apital requirements, debt servicing requirethend for
general corporate purposes. We may also use shrreaources to fund acquisitions of, or investsient
businesses, products or technologies that expanaylement or are otherwise related to our business.

We currently believe that our existing principaliszes of liquidity, working capital and existinglé&aces of cash
and cash equivalents will be sufficient to satify funding of current research and product devaéog programs,
contractual obligations, and other operating argitabrequirements, including debt servicing requients and
other potential acquisitions and in-licensing ahieologies.

Our cash inflows and the amounts of expendituras\tiill be necessary to execute our business plasubject to
numerous uncertainties, including but not limitedthe timing and success of product sales andetiagkinitiatives
and new product launches, the timing and succesarafesearch, product development and clinical &ttivities,
changes in coronary drug eluting stent marketschagiges in interest rates. These and other unugetamay
adversely affect our liquidity and capital resogrte a significant extent, and may require us igeradditional
funds through debt or equity offerings. We may dism time to time consider certain financing atiives that
differ from or replace certain aspects of our cureapital structure, including alternatives to ourrent senior
floating rate notes and senior subordinated natesiditions to our current debt or equity secusitie

Cash Flow Highlights

Three months ended Nine months ended
September 30, September 30,
(in thousands of U.S.$) 2007 2006 2007 2006
Cash and cash equivalents, beginning of period 2982 $56,964 $99,332 $62,163
Cash (used in) provided by operating activities 388) 5,070 (2,822) 37,419
Cash (used in) provided by investing activities ,192) 19,667 3,996 (576,274)
Cash (used in) provided by financing activities - 41 (1,786) 558,434
Net increase (decrease) in cash and cash equisvalent (13,578) 24,778 (612) 19,579
Cash and cash equivalents, end of period $98,720 $81,742 $98,720 $81,742

Cash Flows from Operating Activities

Cash used in operating activities for the thirdrtpraof 2007 was $6.4 million compared to cash ghed of $5.1
million for the corresponding period in 2006. Netd for the current quarter, excluding non-caghstaesulted in
cash outflows of $8.0 million compared to cashan of $8.3 million for the same period in the piyear. The
decrease in cash provided by operating activitias due to factors consistent with those that inguboet loss, as
described above under “Results of Operations —\eet. Working capital requirements resulted in cash inflo
of $1.6 million during the third quarter of 2007ngpared to cash outflows of $3.2 million for the qarative
period in 2006. Cash inflows related to workingitafor the third quarter of 2007 were primarilyelto a $1.4
million decrease in inventories resulting from feed inventory management initiatives and a $10lmincrease
in net income taxes payable as we collected cetdaineceivable balances, offset by a $5.0 mildecrease in
accounts payable and a $4.8 million decrease éndst payable as we made a debt interest paym&eipirember of
2007. Cash outflows related to working capitaltfoe third quarter of 2006 were primarily due tH3al million
increase in inventories and a $9.0 million decréasecounts and interest payable, offset somebjan $8.8
million increase in income taxes payable.
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Cash used in operating activities for the firsienmonths of 2007 was $2.8 million compared to gaskided of
$37.4 million for the corresponding period in 200&:t loss for the first nine months of 2007, exahkgdhon-cash
items, resulted in cash outflows of $13.9 millimmpared to cash inflows of $30.4 million for thergaperiod in
2006. The decrease in cash provided by operatitigtaes was due to factors consistent with thdss impacted
net loss, as described above under “Results ofalipas — Overview”.Working capital requirements resulted in
cash inflows of $11.0 million during the first nineonths of 2007 compared to cash inflows of $7 Manifor the
comparative period in 2006. Cash inflows relatedidoking capital for the first nine months of 208@re primarily
due to a decrease of a $8.8 million increase inaus receivable due to a focused initiative tauoeddays sales
outstanding and a $10.0 million increase in nebine taxes payable as we collected certain taxvaiskel balances,
offset somewhat by a $6.9 million decrease in actand interest payable. Cash inflows relataddiking capital
for the first nine months of 2006 were primarilyedio an increase of a $4.1 million increase inmeees and a
$7.3 million decrease in accounts payable, offsetewhat by a $12.8 million increase in income tgpegmble.

Cash Flows from Investing Activities

Net cash used in investing activities for the thjccirter of 2007 was $7.2 million compared to resthcprovided of
$19.7 million for the same quarter of 2006. Far third quarter of 2007, cash used in investingiiets was
primarily for the purchase of long term investmeantduding the $10.0 milestone paid to Quill, paliti offset by
proceeds of $4.8 million received on the sale ofdiscontinued operations. For the third quarfe2@P6, cash
provided by investing activities was primarily rield to net redemptions of short-term investmentstae net
proceeds of the sale of NuVasive shares.

Net cash provided by investing activities for thstfnine months of 2007 was $4.0 million compai@det cash
outflows of $576.3 million for the same period @0B. For the first nine months of 2007, cash miediby
investing activities was primarily from the net eadption of short and long term investments, pdytiafset by the
acquisition of intangible assets and proceeds & fllion received on the sale of our discontinogerations. For
the first nine months of 2006, cash used in inngsgictivities was primarily related to cash usetuta the
acquisitions of AMI and Quiill, partly offset by netdemptions of short-term investments.

We invest our excess cash balances in short-temketizdole securities, principally investment gradenmercial
debt and government agency notes. The primary tbgscof our marketable securities portfolio arpiidity and
safety of principal. Investments are made withdbgctive of achieving the highest rate of retwhile meeting our
two primary objectives. Our investment policy limihvestments to certain types of instruments sye
institutions with investment grade credit ratingsl glaces restrictions on maturities and concdotrdty type and
issuer. Cash equivalents have maturity dates tehber 16, 2007. At September 30, 2007, we rethied3
million (CDN $19.2 million) denominated in Canadidallars in order to meet our anticipated Canadigerating
and capital expenditures in future periods.

Cash Flows from Financing Activities

There was no net cash used in or provided by fingractivities for the third quarter of 2007. Metsh provided by
financing activities for the same period of 200&wasignificant.

Net cash used in financing activities for the firgste months of 2007 of $1.8 million is relateddng-term debt
financing costs. Net cash provided by financintvéies for the same period of 2006 of $558.4 moillwas mainly
due to the proceeds received from the senior séauealit facility and senior subordinated notesdusefund the
AMI acquisition.

Senior Floating Rate Notes

On December 11, 2006, we issued senior floatirgmates due 2013 in the aggregate principal anafus25
million. The senior floating rate notes bear iatdrat an annual rate of LIBOR (London Interbanfefeid Rate)
plus 3.75%, which is reset quarterly. Interegtdagable quarterly in arrears on March 1, June fpte®eber 1, and
December 1 of each year through to maturity. Tmecs floating rate notes are unsecured seniogatitins, are
guaranteed by certain of our subsidiaries and egpuially in right of payment to all of our existiagd future senior
indebtedness.
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Prior to June 1, 2008, we may redeem at a spec#igemption price up to 35% of the aggregate gralamount
of the notes using net cash proceeds of one or mdykic equity offerings or we may redeem all, graation, of the
aggregate principal amount of the notes at any biynpaying a make-whole redemption price. On aerafune 1,
2008, we may redeem all or a part of the notepetied redemption prices.

Senior Subordinated Notes

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

Prior to April 1, 2009, we may redeem at a spedifiedemption price up to 35% of the aggregate pa@amount
of the notes using net proceeds from certain eguity convertible debt offerings or we may redednoal portion,
of the aggregate principal amount of the notesgtime by paying a make-whole redemption price.dDafter
April 1, 2009, we may redeem all or a part of thées at specified redemption prices.

Debt Covenants

The terms of the indentures governing our senaatiihg rate notes and our senior subordinated motesie
various covenants that impose restrictions on pgegation of our business and the business of disidiaries,
including the incurrence of certain liens and othdebtedness. As of October 29, 2007, we aresiterial
compliance with all covenants and are not in bred@mny provision of the indentures governing teriar
subordinated notes and senior floating rate néigswould cause an event of default to occur.

Contractual Obligations

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

(in thousands of U.S.$) Payments due by period
Total Less than 1 year 2 to 3 years 4to5years terAfyears

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

obligations 329,150 49,476 98,787 98,870 82,017
Operating leases 24,595 3,007 4,398 3,793 13,397
License, research and technology

development agreements 22,169 13,178 8,991 - -
Total obligations 950,914 65,661 112,176 102,663 670,414

Long-term debt includes $325.0 million of seniarafling rate notes and $250.0 million of senior sdivated notes.
Repayments are based on contractual commitmemlsfiagd in the indentures governing the notes. Ling debt
interest obligations on variable (floating) ratdtlare estimated using the current interest rate$féect at
September 30, 2007. Long-term debt repaymentsrdackst obligations assume no early repaymentio€ipal.

We have entered into operating leases in the aiglo@urse of business for office and laboratorycepaith various
expiries through July 2019.

Included in the above schedule are our commitmemsake research and development funding paymés2.d
million relating to an agreement with Poly-Med, .Iné/e have obligations, included in the above soledrising
from our acquisition of Quill, to spend $20.0 nati over the period of July 1, 2007 to June 30, Z26@@lation to
the technology, including sales and marketing,aedeand development, and corporate support.

The table above does not include any cost shariinglestone payments in connection with research an
development collaborations with third parties asthpayments are contingent on the achievemepeoifie
developmental, regulatory or commercial activigesl milestones. In addition, we may have to malalty
payments based on a percentage of future salestafrc products in the event regulatory approvahiarketing is
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obtained. We have a contingent obligation of $illlon to former Afmedica equity holders shoul@ weach
certain development and regulatory milestones wiipect to any Afmedica product. In addition, wayrhe
required to make additional contingent paymentspotfo $150.0 million to the former shareholderoill should
we achieve certain revenue and development milestdrhese payments to the former Quill shareholaiers
primarily contingent upon the achievement of siigaifit incremental revenue growth over a five yesiqa from
the close of the acquisition, subject to certainditions. We may also have to make royalty paymbased on a
percentage of future sales of certain productscéestgal with certain collaborators and licensorthmevent
regulatory approval for marketing is obtained. discussed elsewhere in this MD&A, we paid $7.0ionillto
CombinatoRx on October 2, 2007 because we exeroisedption to extend our research collaboratioth wi
CombinatoRx from 30 months to 60 months.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemantiefined by applicable securities regulatorsandda and the
U.S. at October 29, 2007 that have, or are rea$plibly to have, a current or future materialezff on our results
of operations or financial condition.

Recent Accounting Pronouncements

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

As a result of the adoption of FIN 48, in the figsiarter of 2007 we increased our existing reseifegncertain tax
positions by $4.9 million. Approximately $3.3 rolh of this increase was recorded as a cumulaffeete
adjustment to our opening deficit and the remaimgies recorded as a current expense. If recogimziedure
periods, the unrecognized tax benefits of $4.9%a@nillvill have a favourable effect on the effectimeome tax rate
in those periods. The increase for uncertain tsitjpns includes accrued interest expense of $llibn. In
accordance with our accounting policies, accruéer@st and penalties, if incurred, relating to aogmized tax
benefits are recognized as a component of incormexjaense.

The taxation years 2002 to 2006 remain open to &wdion by the Canada Revenue Agency and taxagansy
2003 to 2006 remain open to examination by thermaleRevenue Service. We file income tax retum8anada,
the U.S. and various foreign jurisdictions.

Disclosure Controls and Procedures
Management, including our Chief Executive Officadaur Chief Financial Officer, evaluated the efifeness and
operation of our disclosure controls and proceddtemg the third quarter of 2007. Based on thafuation, the

Chief Executive Officer and the Chief Financial i&éfr concluded that the design and operation cfetltisclosure
controls and procedures were effective.
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Risk Factors

You should consider carefully the following infotroa about these risks, together with all of thkestinformation
contained within this document. Additional riskglamcertainties not currently known to us or that eurrently
deem immaterial may impair our business operatitirany of the following risks actually occur, dousiness,
results of operations and financial condition coblel harmed.

Risks Related to Our Business

We may not be successful in integrating the opematof AMI into our operations, or we may be dethiyedoing
so, which may lead to higher operating costs.

Successful integration of AMI into our businesselggs upon our management’s continued ability toagarthe
combined operations effectively and to benefit fiooreased manufacturing and sales and marketipapdéies,
product synergies and revenue diversification. AkE acquisition substantially increased the scadd acope of our
operations. In connection with the integration &flAwe must manage the creation of new divisiomghe
consolidation or elimination of divisions, in oundiness and expand the functions currently perfdribyeus. In
particular, AMI has significant manufacturing opiasas and capacity, marketing and dedicated sebsg and
highly fragmented operations, including manufactgrfiacilities located in four different countriesda
approximately 1,400 employees. The integrationa@erdralization process currently underway involeesiplex
operational and personnel-related challenges. fifioisess is time-consuming and expensive. It mayire@ longer
than expected time frame to achieve integrationiat@gjration may not result in the benefits, in tinges or
amounts, we currently expect.

Other risks that may result from the AMI acquigitinclude:

« difficulties associated with integrating into ourdiness and operations the operations and persohnel
AMI;

» potential disruption of both companies’ business;

« inability to introduce new products into the magtate or maintain or increase current sales lefels
existing products;

» inability to maintain a competitive product offegin

« diversion of management’s attention and other nes®;

» 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 retamkey personnel;

* loss of customers;

* unanticipated costs of terminating or relocatingliides and operations; and

e unanticipated issues in integrating informatiomoaunications and other systems.
We are not profitable this quarter and may not béeao regain and maintain profitability.

We began operations in 1992 and have incurredssfilos) operations in each of the years of our erist except
for fiscal 2004 and 2006. As of September 30, 200 accumulated deficit was $82.2 million. Ohility to be
profitable on a consistent basis will depend ommgrother things, the successful integration ofiaeq operations,
and the successful commercialization of new teaigiek.

While we believe that our available cash and casiivalents, working capital and cash generated perations
should be sufficient to meet our operating andtehpieeds for the foreseeable future, our fundiepis may vary
depending upon a number of factors including: peegrof our research and development programs; assteiated
with completing clinical studies and the regulatprgcess; collaborative and license arrangemeristhird parties;
opportunities to in-license complementary techniglsgcost of filing, prosecuting and enforcing patent claims
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and other intellectual property rights; expensaseiated with litigation; costs associated wittegrating AMI; and
potential acquisitions and technological and madestlopments. Consequently, we may need to rdidéi@nal
funds to satisfy the funding of our current reskamd development programs, to repay or refinance o
indebtedness, to commence or to continue the piealistudies and clinical studies necessary tainbharketing
approval contractual obligations, to meet otherafpeg and capital requirements, to complete thegimtion of
AMI, or for potential acquisitions and in-licensio§technologies. Additional financing may not haitable, and
even if available, may not be on acceptable teWesmay seek to raise additional capital througbféering of
equity or debt.

We depend on BSC for a significant amount of owréurevenues and development of TAXUS.

Although the AMI acquisition has diversified ouvesiue, we anticipate that a significant amountufrevenue for
the next few years will be derived from and dependgon royalty revenues from BSC. We do not haerol
over the sales and marketing efforts, stent prigingduction volumes, distribution or regulatorywieanment related
to BSC's paclitaxel-eluting coronary stent progr&mr involvement is limited to the terms of our Y9&ense
agreement, (as amended) with BSC and Cook, whiaviges for the receipt of royalty revenue basedhemet
sales of TAXUS and specifies the applicable royadtgs. Certain recent medical studies indicatethigause of
drug-eluting stents in patients may increase tteeaflate stent thrombosis (the formation of blatats in the
stent), which may cause heart attacks or deattprimparison to the rate of late stent thrombosisvidare-metal
stents are used, and BSC has announced in a ptease that a recent independent study of steienpashowed a
small but statistically significant increase in theidence of stent thrombosis after one yearliertAXUS stent as
compared to a bare-metal control stent. The FDA hedetings on December 7th and 8th of 2006 witareepof
experts to examine these studies and to make anreendation to the FDA about whether additional istsidr
labeling changes are needed for drug-eluting st€ntslanuary 4, 2007, the panel released a statemen
recommending that larger and longer premarketadirtrials and longer follow-up for post-approvaldies are
needed. The panel also recommended that, until daieeon off-label use of drug-eluting stents igilable, drug-
eluting stent labels should indicate that when dxluging stents are used off-label patient outcomag not be the
same as the results observed in clinical trialgl tsesupport marketing approval.

Royalty revenue from BSC for the first nine month2007 decreased by 31% from the comparable p&ni@d06,
which BSC has attributed to uncertainty regardimgperceived risk of late stage thrombosis follaatime use of
drug-eluting stents. If BSC is impaired in itslabito market and distribute TAXUS, whether foigheason or due
to a failure to comply with applicable regulatogguirements, discovery of a defect in the devitergased
incidence of adverse events or identification dkeotsafety issues, or previously-unknown probleritis thie
manufacturing operations for TAXUS (any of whichulth under certain circumstances, result in a maetufing
injunction), our revenues could be further sigmifidy reduced. BSC's failure to resolve these issna timely
manner and to the satisfaction of the FDA and otbgulatory authorities, or the occurrence of simgroblems in
the future, could delay the anticipated launch AKUS Liberté in the United States in the fourth geaof 2007
and could have a significant impact on our royedtyenue from sales of TAXUS. Additionally, BSC ntayminate
our 1997 license agreement under certain circurostgmncluding, if BSC is unable to acquire a symblpaclitaxel
at a commercially reasonable price, if BSC reaslynddtermines that the paclitaxel-eluting coronstent is no
longer commercially viable, or if our license agremt with the National Institutes of Health (“NIH'ertain of
which rights are sublicensed to BSC, terminatesirguhe quarter ended September 30, 2007, revieonreBSC
represented approximately 37% of our total revdrum continuing operations.

The amounts payable by BSC to us vary from 1% tco®%et sales depending on various factors, inofgigolume
of sales from time to time and patent protectiavslan the country of sale. From these amounts, wst pay certain
royalties to our licensors, including the NIH aheé University of British Columbia (“UBC"), undercknse
agreements. The average gross royalty rate eamrted quarter ended September 30, 2007 on BSC'satet for
the period April 1, 2007 to June 30, 2007 was 7féfsales in the United States (as compared %8 the same
period of the prior year) and 5.4% for sales ireottountries (as compared to 6.0% for the samedef the prior
year). The average gross royalty rate earned initteemonths ended September 30, 2007 on BSC's &al¢he
period October 1, 2006 to June 30, 2007 was 7.6%dles in the United States (as compared to 7d0%hé same
period of the prior year) and 5.5% for sales ireottountries (as compared to 6.1% for the samegexfithe prior
year). There is no guarantee that royalty paymemder our 1997 license agreement with BSC will twat, and
demand for BSC’s paclitaxel-eluting coronary sfamiducts could continue to decline as a resulheffactors stated
above, as well as competition, technological chargjmmbursement or other factors.
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Boston Scientific may be enjoined from the sellixgtherwise become subject to limitations apgiieato its
ability to sell, TAXUS in the U.S.

Our royalty revenue derived from the sale of pag#l-eluting coronary stents depends on BSC’stgltdi continue
to sell its TAXUS Express 2™ stent and to launckt generation paclitaxel-eluting stents includihg TAXUS
Liberté™ stent, in the U.S. Historically, stentrméacture and sale is the subject of a substaatiaunt of U.S.
patent litigation, and we anticipate that our lisees, including BSC and others, may be involvadaterial legal
proceedings related to paclitaxel-eluting sterfise following provides information about some catrand recent
litigation, all of which pertains to stents, howewet all of it pertains specifically to paclitaxeluting stents:

In Cordis Corporation v. Boston Scientific Corpawatet al. (Civil Action No. 03-027-SLR, D. Delavegr Cordis
filed a compaint on January 13, 2003, alledging B#C's stents (including the EXPRESS stent) igfeithe
Palmaz patent (U.S. 4,739,762). BSC's answer filadch 5, 2003 alledged that Cordis’ stents (intigdhe BX
VELOCITY stent) infringed the Jang patent (U.S.2®21). Cordis’ amended complaint filed Augus?2@04
alledged that BSC's LIBERTE stents infringe therRast patent (U.S. 4,739,762) and the Gray pater8.(U.
5,895,406). Two jury trials were held to consitterse issues. On June 21, 2005, one jury fourid B&C'’s
EXPRESS, TAXUS EXPRESS, EXPRESS BILIARY, and LIBERStents infringe claim 23 of the ‘762 Palmaz
patent (D.l. 360); BSC induced infringement of ildl of the ‘762 Palmaz patent (D.l. 360); and BSCBERTE
stent infringes claim 2 of the ‘406 Gray patent #mat claim 2 is not invalid due to lack of novettyobviousness
(D.1. 360). On July 1, 2005, another jury foundttordis’s CYPHER, BX VELOCITY, BX SONIC, and
GENESIS stents infringe claim 36 of the ‘021 Jaatept under the doctrine of equivalents and tlatcB6 is not
invalid due to obviousness (D.l. 381). On May 2006, the Delaware Court upheld both jury verdictd
furthermore denied BSC's renewed motion for judgh@sna matter of law or for a new trial on infringent and
invalidity of the ‘762 Palmaz patent and the ‘40&Bpatent; denied Cordis’s renewed motion for judgt as a
matter of law or for a new trial on infringemendanvalidity of the ‘021 Jang patent; and dismis€zadis’ claim
that BSC’s TAXUS LIBERTE stent infringes the ‘406ay patent without prejudice (2006 WL 1305227 siip).
On February 27, 2007, Cordis filed a motion forgoent as a matter of law or a new trial on infrimgat of the
‘021 Jang patent based on BSC's claim construati@nCalifornia case (Jang v. Boston ScientificfCo€ase No.
EDCV No. 05-426 (VAP) (SGLXx)) (D.l. 426); this moti is still pending before the Court. In the Gaiifia case
(Central District of California 5:05-cv-00426-VAPTEBSC argued that the EXPRESS stent was not cdugr¢he
‘021 Jang patent. Cordis argued that under BSiaimaonstruction in the California case the BX V&CITY
stent would not infringe the ‘021 Jang patent. B8@ued that the BX VELOCITY stent infringes th210Jang
patent under both claim constructions. The contered judgment in favor of Boston Scientific Cagtcon on May
8, 2007; Dr. Jang appealed this judgment to thefCircuit Court of Appeals (2007-1385).

If our products are alleged to be harmful, we may e able to sell them, we may be subject to prolability
claims not covered by insurance and our reputationld be damaged.

The nature of our business exposes us to potdiatidity risks inherent in the testing, manufadtgr and marketing
of pharmaceutical products and medical devicemadgJsur drug candidates or devices in clinical $rimay expose
us to product liability claims. These risks willgand with respect to drugs or devices, if any, thative regulatory
approval for commercial sale. In addition, som¢hefproducts we manufacture and sell are designbd t
implanted in the human body for varying periodsimie. Even if a drug or device were approved fangeercial use
by an appropriate governmental agency, there camolassurance that users will not claim that effetter than
those intended may have resulted from our prod@zimponent failures, manufacturing flaws, qualitgtem
failures, design defects, inadequate disclosupraduct-related risks or product-related informatio other safety
issues with respect to these or other products amufacture or sell could result in an unsafe caéowlior injury to,
or death of, a patient.

In the event that anyone alleges that any of oodycts are harmful, we may experience reduced cosisdemand
for our products or our products may be recalledhfthe market. In addition, we may be forced teeddfindividual
or class action lawsuits and, if unsuccessful gy g substantial amount in damages. A recall ofesohour products
could result in exposure to additional productiligbclaims, lost sales and significant expens@éoform the recall.
The outcome of litigation, particularly class aotiawsuits, is difficult to assess or quantify. iRlifs in these types
of lawsuits often seek recovery of very large aleiterminate amounts, including not only actual dgegsabut also
punitive damages. The magnitude of the potentis felating to these types of lawsuits may remakmawn for
substantial periods of time. In addition, the doslefend against any future litigation may be sigant.
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We do not have insurance covering our costs arst$oas a result of any recall of products or devilveorporating
our technologies whether such recall is instituig@ device manufacturer or us as required by alaggy agency.
Insurance to cover costs and losses associateguatiuct recalls is expensive. If we seek insteasovering
product recalls in the future it may not be avd#adin acceptable terms. Even if obtained, insweanay not fully
protect us against potential liability or cover tagses. Some manufacturers that suffered suan<iai the past
have been forced to cease operations or even tarddzankruptcy.

We do have insurance covering product liabilityowéver, our insurance may not fully protect us fiootential
product liability claims. If a product liabilityl@im or a series of claims is brought against usxicess of our
insurance coverage, our business could suffer. eSoamufacturers that suffered such claims in tis¢ fpave been
forced to cease operations or even to declare bptdr.

Our success depends on the successful commerti@iizd our technology.

The successful commercialization of our technoliegyrucial for our success. Successful product ldgweent in the
pharmaceutical industry is highly uncertain andy\few research and development projects produceranercial
product. Medical devices, pharmaceutical applicetiand surgical implants utilizing our technologg & various
stages of clinical and commercial development ace & variety of risks and uncertainties. Printyp#hese risks
include the following:

e Future clinical trial results may show that somealbof our technology, or the technology of ouagtgic
collaborators that incorporate our technology,assafe or effective.

» Even if our technology is shown to be safe andctiffe, we and our strategic collaborators may face
significant or unforeseen difficulties in manufaitg our medical devices or the medical devices and
surgical implants that use our technology. TheHedities may become apparent when we or our etyiat
collaborators manufacture the medical devices gyical implants on a small scale for clinical tsi@nd
regulatory approval or may only become apparentvgoaling-up the manufacturing to commercial scale;
and

< Even if our technology-based products are succissieveloped, receive all necessary regulatory
approvals and are commercially produced, there iguarantee that there will be market acceptance of
them or that they will not cause unanticipated siffects in patients. For example, if drug-elutstgnts are
found to cause, or are perceived to be the cayddoafd clots in patients, then sales of our driutjieg
stent products may be adversely affected. Royaltgnue from BSC for the first nine months of 2007
decreased by 31% from the comparable period in 20Bigh BSC has attributed to uncertainty regarding
the perceived risk of late stage thrombosis follapthe use of drug-eluting stents. During the tgrar
ended September 30, 2007, revenue from BSC repiegsapproximately 37% of our total revenue from
continuing operations. In addition, there is maugntee that there will be market acceptance of ou
products. Our ability to achieve market acceptdoceany of our products will depend on a number of
factors, including whether or not competitors mayelop technologies which are superior to or lessly
than our technology-based products, and whethegrgavental and private third-party payers provide
adequate coverage and reimbursement for our preduith the result that our technology-based présjuc
even if they are successfully developed, manufadtand approved, may not generate significant te&n

If we are unsuccessful in dealing with any of thiesks, or if we are unable to successfully comriadize our
technology for some other reason, it would likedyigusly harm our ability to generate revenue.

We depend on our strategic collaborators for theedlepment, regulatory approval, testing, manufactyiand the
potential commercialization of our products.

Historically, our strategy has been to enter irddaus arrangements with corporate and academabowhtors,
licensors, licensees and others for the reseaesteloppment, clinical testing, regulatory approva&nufacturing,
marketing and commercialization of our product ddates. For instance, we collaborate with BSC aodkGo
develop and market paclitaxel-eluting coronary pedpheral stents, and with Baxter to manufactuckraarket our
CoSeal® product for use as both a sealant and adthesvention product. Strategic collaboratorghhbexisting
(particularly BSC) and those that we may collabossith in the future, are or may be essential éodvelopment of
our technology and potential revenue and we hée ¢iontrol over or access to information regagdinir
collaborators’ activities with respect to our protiu
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Our strategic collaborators may fail to succesgfaévelop or commercialize our technology to whindy have
rights for a number of reasons, including:
- failure of a strategic collaborator to continuedetays in, its funding, research, development and
commercialization activities;

» the pursuit or development by a strategic collatooraf alternative technologies, either on its awwith
others, including our competitors, as a means éeebbping treatments for the diseases targetediby o
programs;

« the preclusion of a strategic collaborator fromeleging or commercializing any product, througtr, fo
example, litigation or other legal action; and

« the failure of a strategic collaborator to makeuisgfd milestone payments, meet contractual mileston
obligations or exercise options which may resubin terminating applicable licensing arrangements.

We have and we expect that we will continue toreinte licensing agreements with third parties iegus access to
technologies that we may use to develop productgitiihn our strategic collaboration and partnershigregements.
The technologies governed by these license agraemmy be critical to our ability to maintain ownepetitive
advantage in our existing products and to devaltyré products. For example, through licenses thighNIH and
UBC, we have been granted access to technologietdlire contributed to the development of the TAXUS
paclitaxel-eluting coronary stent.

Pursuant to terms of existing license agreemeintmdors will have the ability under certain spiedifcircumstances
to terminate the license. Events which may all@srisors to exercise these termination provisiocisdie our
bankruptcy, sub-licensing without the licensor'sigent, a transaction which results in our changmofrol, failure
to use the required level of diligence efforts &welop, market and sell products based on thedaxttechnology,
our inability to maintain adequate levels of inswrawith respect to the licensed technologies loerodcts or
omissions that may constitute a breach by us oficemse agreement. In addition, any failure totecwe to have
access to these technologies may materially atfecbenefits that we currently derive from the aodration and
partnership arrangements and may negatively impactesults and operations.

We may utilize others to manufacture products tisatour technology, and we intend to contract thittd-party
manufacturers to produce commercial quantitiesuofpotential products but we do not know whethéistectory
arrangements will be reached with such partieselfire not able to reach such an arrangement, the
commercialization of our products could be delayethird parties cannot deliver commercial quaestof our
products in a timely manner, our revenues couldigpaificantly reduced.

We also may elect to perform manufacturing openatiaternally. Developing additional commerciallsca
manufacturing facilities would require raising staldial additional funds and hiring and retainimiglgional
management and technical personnel who have tlessey manufacturing experience. While we expeektend
AMI's manufacturing capabilities to other partsoafr business, we may not be able to achieve tfigesftly or
timely given the numerous challenges associatdu tvé integration process. We can give no assurthateve will
be successful in developing commercial scale matwfiag facilities or leveraging AMI's manufactugn
capabilities or obtaining necessary approvalstimaly manner or at all.

If our process related to product development dasgesult in an approved and commercially suceggsbduct,
our business could be adversely affected.

We focus our research and development activitiesreas in which we have particular strengths. Titeame of
any development program is highly uncertain, ndtstanding how promising a particular program manse
Success in preclinical and early-stage clinicalsrimay not necessarily translate into succesmgelscale clinical
trials. Further, to be successful in clinical sidhcreased investment will be necessary, whidhadversely affect
our short-term profitability.

In addition, we will need to obtain and maintaigukatory approval in order to market new products.
Notwithstanding the outcome of clinical trials foew products, regulatory approval may not be agueVhe
results of clinical trials are susceptible to vagyinterpretations that may delay, limit or prevapproval or result in
the need for post-marketing studies. In addititlnges in regulatory policy for product approvaliniy the period
of product development and review by regulatora néw application may cause delays or rejectioenkfwe
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receive regulatory approval, this approval mayudel limitations on the indications for which we caarket the
product. There is no guarantee that we will be &bkatisfy the needed regulatory requirements vanchay suffer a
significant variation from planned revenue as altes

Our current and planned clinical trials may not liegn time, or at all, and may not be completedsolmedule, or
at all.

The commencement or completion of any of our clihidals may be delayed or halted for numerousaoes,
including, but not limited to, the following:

« the FDA or other regulatory authorities do not awera clinical trial protocol or a clinical triady place a
clinical trial on hold;

» the data and safety monitoring committee of a cdihirial recommends that a trial be placed on loold
suspended;

e patients do not enroll in clinical trials at theerave expect;
» patients are not followed-up at the rate we expect;
e patients experience adverse side effects or evelatt®d to our products;

» patients die or suffer adverse medical effectsndyai clinical trial for a variety of reasons, indiing the
advanced stage of their disease and medical preblehich may or may not be related to our product
candidates;

» regulatory inspections of our clinical trials or mdacturing facilities, which may, among other tfgn
require us to undertake corrective action or susmerierminate our clinical trials if investigatdisd us
not to be in compliance with regulatory requirensent

» the failure of our manufacturing process to prodimished products which conform to design and
performance specifications;

» changes in governmental regulations or adminiseadctions;

» the interim results of the clinical trial are inatusive or negative;

« pre-clinical or clinical data is interpreted byrthparties in different ways; or

» our trial design, although approved, is inadeqt@meemonstrate safety and/or efficacy.

Clinical trials may require the enrollment of langembers of patients, and suitable patients magiffieult to

identify and recruit. Patient enrollment in clini¢taals and completion of patient follow-up inmical trials depend
on many factors, including the size of the patfopulation, the nature of the trial protocol, thexpmity of patients
to clinical sites and the eligibility criteria fthhe study and patient compliance. For exampleepttimay be
discouraged from enrolling in our clinical triaf¢tie trial protocol requires them to undergo egtem post-treatment
procedures to assess the safety and effectivehess stents, or they may be persuaded to parteipa
contemporaneous trials of competitive productsaiein patient enrolment or failure of patientsdmtinue to
participate in a study may cause an increase its @l delays or result in the failure of the trial

Our clinical trial costs will increase if we haveatarial delays in our clinical trials or if we netedperform more or
larger clinical trials than planned. Adverse evehisng a clinical trial could cause us to repetia, terminate a
trial or cancel the entire program.

Pre-clinical development is a long, expensive anckeutain process, and we may terminate one or rmboair pre-
clinical development programs.

We may determine that certain pre-clinical prodiasididates or programs do not have sufficient piatieio warrant
the allocation of resources. Accordingly, we magceto terminate our programs for such product ickates. If we
terminate a pre-clinical program in which we haweeisted significant resources, our prospects wifes, as we will
have expended resources on a program that wijprastide a return on our investment and will havesad the
opportunity to have allocated those resources tentially more productive uses.
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We may not be able to protect our intellectual gnty or obtain necessary intellectual property tiglfrom third
parties, which could adversely affect our business.

Our success depends, in part, on ensuring thahtallectual property rights are covered by vali @nforceable
patents or effectively maintained as trade seenedsour ability to detect violations of our inteffeal property rights
and enforce such rights against others.

The validity of our patent claims depends, in pantwhether prior art references described or newtlebvious our
inventions as of the filing date of our patent égilons. We may not have identified all prior auch as U.S. and
foreign patents or published applications or piiglisscientific literature, that could adverselyeaffthe validity of
our issued patents or the patentability of our pengatent applications. For example, patent appbas in the
United States are maintained in confidence foroup& months after their filing. In some cases, hauepatent
applications remain confidential in the U.S. Patamd Trademark Office, which we refer to as the. P&ent
Office, for the entire time prior to issuance dd4.8. patent. Patent applications filed in countdetside the United
States are not typically published until at le&&tnionths from their first filing date. Similarlyuplication of
discoveries in scientific or patent literature aftags behind actual discoveries. Therefore, waaile certain that
we were the first to invent, or the first to filatpnt applications related to, our technologyhkévent that a third
party has also filed a U.S. patent application cogea similar invention, we may have to particgat an
adversarial proceeding, known as an interfereneegladed by the U.S. Patent Office to determinerjtyiof
invention in the United States. It is possible tvatmay be unsuccessful in the interference, rieguilt a loss of
some portion or all of our U.S. patent positionise Taws in some foreign jurisdictions do not proietellectual
property rights to the same extent as in the Uriiades, and many companies have encounteredicignif
difficulties in protecting and defending such rigin foreign jurisdictions. If we encounter sucffidilties or we are
otherwise precluded from effectively protecting miellectual property rights in foreign jurisdiotis, our business
prospects could be substantially harmed.

We have filed and are pursuing patent applicatior3anada, the United States and other jurisdistidhrough
either direct ownership or licence, we hold momnt@50 U.S. patents and have over 240 pendingpat8nt
applications that cover various aspects of ourrteldgy, where many of these patents and applicatiave foreign
counterparts. We may not be able to obtain pgiertection for key elements of our technology,hesgatent
positions of pharmaceutical, biotechnology and wedievice companies are uncertain and involve ¢exripgal
and factual questions for which important legaliéssare largely unresolved. For example, no camigblicy has
emerged regarding the scope of health-related pel@ms that are granted by the U.S. Patent Officenforced by
the U.S. federal courts. Rights under any of osmesl patents may not provide us with commerciatammgful
protection for our products or afford us a commaradvantage against our competitors or their caibnyee
products or processes. In addition, even if a pasdasued, the coverage claimed in a patent egipin may be
significantly reduced in the patent as granted.

There can be no assurance that:
» patent applications will result in the issuanceatents;

» additional proprietary products developed will lz¢egmtable;

» licenses we have obtained from third parties thatige in connection with our technology will not be
terminated,;

» patents issued will provide adequate protectioamyrcompetitive advantages;
» patents will not be successfully challenged by thirg parties; or
» the patents of others will not impede our or odtatimrators’ ability to commercialize our technojog

For example, the drug paclitaxel is itself not aegeby composition of matter patents. Thereforthoalgh we are
developing an intellectual property portfolio arduhe use of paclitaxel for intended commercialliapgons,
others may be able to engage in off-label use dlitaael for the same indications, causing us 8elpotential
revenue. Furthermore, others may independentlyldewmilar products or technologies or, if patesms issued to
us, design around any patented technology developed, which could affect our potential to genensvenues
and harm our results of operations.
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Patent protection for our technology may not belalske based on prior art. The publication of digmes in
scientific or patent literature often lags behiitual discoveries. As a consequence, there maytertainty as to
whether we or a third party were the first creatbinventions covered by issued patents or penpatgnt
applications or that we or a third party were tingt to file patent applications for such invensoiMoreover, we
might have to participate in interference procegslideclared by the U.S. Patent Office, or othecgedings outside
the United States, including oppositions, to debeenpriority of invention or patentability, whicloald result in
substantial cost to us even if the outcome werertee. An unfavorable outcome in an interferencepposition
proceeding could preclude us, our collaboratorsandicensees from making, using or selling pradwsing the
technology or require us to obtain license rightsrf prevailing third parties. We do not know whetary

prevailing party would offer us a license on comeialy acceptable terms, if at all. We may alsddreed to pay
damages or royalties for our past use of suchléuteial property rights, as well as royalties foy @ontinued usage.

As part of our patent strategy, we have filed aetgrof patent applications internationally. Oppiasis have been
filed against various granted patents that we etk or license and which are related to certioup
technologies. For example, we license two Europegents from the NIH, namely EP 0711158 and EP 3238
both of which are in opposition proceedings atER®, where an oral hearing has been set for Oc&#e2007 in
the EP 0711158 patent, and briefs are still bexup@nged between the parties in the EP 111832htpaidree
patents which we license from Boston Scientificiarepposition proceedings at the EPO, namely BFB85, EP
0975340, and EP 1407786, where thus far a heasdtggléhs only been set for one of these oppositi@amely
January 30, 2008 in EP 0809515. On July 7, 200@paosition was filed against our New Zealand Rdtkn
523799, however the opponent abandoned this ojposih May 29, 2007, and the New Zealand Patent©ff
subsequently issued a decision in Angiotech’s fay@n September 28, 2006, the EPO held an orairfterthe
opposition to the grant of EP0830100, which werlggfrom Edwards Lifesciences and which relatesiteePTFE
vascular graft products. At the end of the hearing,EPO determined that an amended form of trenpaitas valid;
the opponent subsequently appealed this decisippogition proceedings at the EPO are also ongoirPi
0784490; EP 0876166; and EP 0876165 (relating ®e@bsealant), where each of these patents is olmnes. An
Oral Hearing was held on July 17, 2007 in the oftjposto the grant of EP 0774964, which we licefreen MIT,
where at the end of the Hearing the oppositionddatermined that the claimed invention was no¢mable and
thus revoked the patent. The deadline for filingadice of Appeal is October 28, 2007. On Marc2006, the
Board of Appeals of the Japanese Patent OfficeedsaLfinal order of revocation regarding certaairok of our
Japanese Patent No. 3423317, directed to a statgccwith paclitaxel. We appealed this decisiodapan’s
Intellectual Property High Court, and hearings weskl on December 11, 2006, April 17, 2007, ance Ry 2007.
We do not expect the IP High Court to hold anytfer informational hearings, and furthermore expleetlP High
Court to announce their decision on November 22720l he ultimate outcomes of these oppositiorduding
possible appeals, are uncertain at this time.

Our future success and competitive position defrepart on our ability to obtain and maintain cartproprietary
intellectual property rights used in our approveadupcts and principal product candidates. Any sigttess
depends in part on effectively prosecuting claigmsiast others who we believe are infringing ouhtigand by
effectively defending claims of intellectual propeinfringement brought by our competitors and ogh@he stent-
related markets have experienced rapid technolbgiemge and obsolescence in the recent past,.and o
competitors have strong incentives to stop or desafrom introducing new products and technolodiee “—We
may incur substantial costs as a result of litwabr other proceedings relating to patent andrattellectual
property rights.”

We do not know whether the patents that we haveived or licensed or may be able to obtain or keein the
future, would be held valid or enforceable by artou whether a competitor’s technology or produould be
found to infringe such patents. Further, we havassurance that third parties will not properlyroproperly
modify or terminate any license they have grantedst

We have obtained licenses from third parties wépect to their intellectual property that we usednnection with
our technology. However, we may need to obtaintaudil licenses for the development of our cur@rfuture
products. Licenses may not be available on sat@faterms or at all. If available, these licensesy obligate us to
exercise diligence in bringing our technology tarked and may obligate us to make minimum guaraotee
milestone payments. These diligence and milestagepnts may be costly and could seriously harmbosiness.
We may also be obligated to make royalty paymenthe sales, if any, of products resulting fronetised
technology and may be responsible for the cosfi$irgj and prosecuting patent applications. Thesgt< could
affect our results of operations and decrease annirggs.
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Certain of our key technology includes trade sacaetd know-how that may not be protected by pat&@ihisre can
be no assurance that we will be able to protectradle secrets. To help protect our rights, we tinge to require
employees, consultants, advisors and collaborédoggater into confidentiality agreements. We carassture you
that all employees, consultants, advisors and lotktors have signed such agreements, or that éigesements will
adequately protect our trade secrets, know-howvilergroprietary information in the event of anyauthorized use
or disclosure. Furthermore, any confidentialityesgnents in existence may be breached and we méaavet
adequate remedies for any such breach. Any disdasficonfidential data into the public domain othird parties
could allow our competitors to learn our trade secand use the information in competition agaisst

Compulsory licensing and/or generic competition rafgct our business in certain countries.

In a number of countries governmental authorities$ @her groups have suggested that companies which
manufacture medical products (i.e., pharmaceutmadsmedical devices) should make products availaba low
cost. In some cases, governmental authorities heleethat where a pharmaceutical or medical dexarepany does
not do so, their patents might not be enforceabfarévent generic competition. Alternatively, sogezernmental
authorities could require that we grant compulsimgnses to allow competitors to manufacture atidtseir own
versions of our products, thereby reducing ourssateghe sales of our licensee(s). In all of thesmtions, the
results of our operations in these countries cbel@dversely affected.

We may incur substantial costs as a result ofdtilgn or other proceedings relating to patent arides intellectual
property rights.

In connection with maintaining the value of ourigas intellectual property and exclusivity rightee regularly
evaluate the activities of others worldwide. Ouwrcass will depend, in part, on our ability to obtpatents, or
licenses to patents, maintain trade secret proteetnd enforce our rights against others. Shouldébme necessary
to protect those rights, we intend to pursue at-efficient strategies, including when appropriaggotiation or
litigation in any relevant jurisdiction.

For example, we have been involved in severaHlitin and opposition proceedings against Conor Ms@&s in
connection with Conor’s CoStar paclitaxel elutingns, where the Cordis division of Johnson & Jongad&J”)
purchased Conor in the first quarter of 2007. Glg 3, 2007, J&J announced by press release and filith the
SEC, that they were withdrawing CoStar stent fraimolge, Asia, and Latin America where it had alreabltained
regulatory approval, and were discontinuing effeotebtain FDA approval for CoStar stent in the USereafter,
Conor withdrew from its opposition to the grantoof New Zealand patent, and along with Boston Sifie(BSC)
filed a letter with the US District Court of Delamsannouncing a stipulated dismissal of BSC’s mgfeiment action
against CoStar. In September 2007, we reachettlensent agreement with Conor Medsystems and itsrppa
company Johnson & Johnson whereby Conor agreeddordinue its participation in all paclitaxel steelated
litigation and opposition proceedings versus Arggbt Thus, litigation with Conor in the Netherlapéustralia,
and the U.K. has ended, with the caveat that Arglomay continue with its appeal in the U.K. Hookkords, of
the decision of the U.K. Patents Court finding EX(.) 0 706 376 invalid, however Conor will not fieipate in the
House of Lords proceedings. Litigation againseotbarties is still ongoing. On April 4, 2005, ewed BSC
commenced legal action in the Netherlands agammisaj@nand Medical Technologies Pvt. Ltd. (“SMT") patent
infringement of the Netherlands-equivalent of EFE®T6. A hearing was held on March 10, 2006, and thust
issued a decision on May 3, 2006, finding the patafid and the activity of SMT to be an infringemef the
patent. SMT appealed this decision and a hearitegltes been set for March 13, 2008. In Decembe’,206 and
BSC initiated a Preliminary Proceedings action agfaDccam International BV and its parent compaiog@sors
BV requesting a preliminary injunction for infringent of the Netherlands-equivalent of EP0706376earing was
held on January 13, 2006, and the court issuedgnrjant on January 27, 2006, denying the reliefestad by us.
We and BSC filed an appeal to this judgment on tratyr24, 2006, and the court will set a date sametfter
September 2008 for hearing the appeal. The ukimatcomes of these legal proceedings are uncexttdiis time.

On September 9, 2005, DePuy Mitek, Inc., filed agiinst Arthrex Inc. and Pearsalls Limited (“Pals8), one of
our subsidiaries, for infringement of DePuy MiteRatent which relates to certain sutures (U.S.riedde.
5,314,446). Following a trial in August 2007, tteurt issued a judgment in favor of Arthrex; DeRdiyek
subsequently filed a motion for a new trial. Agkthas indemnified Pearsalls against any potetdiadages
regarding sale of FiberWire products, and will fiarythe cost of this defense. On July 2, 2004,&egory W.
Baran filed a complaint for willful patent infringeent against one of AMI's subsidiaries, Medical Bev
Technologies, Inc. A Markman hearing to constrgediaims of the asserted patents (U.S. Patent Q855797 and

Page 31 of 61



U.S. Patent No. 5,400,798) was held in Decembeb 2&0d a decision was issued on September 25, &0D&
currently under review by the Company.

We intend to pursue and to defend vigorously amyadhactions of third parties related to our extea patent
portfolio and pioneering technology. Any failuredbtain and protect intellectual property could edely affect our
business and our ability to operate could be hiediély the proprietary rights of others.

Our involvement in intellectual property litigati@mould result in significant expense, adverselgétffig the
development of product candidates or sales ofttlalenged product or intellectual property and ding the
efforts of our technical and management persomviether or not such litigation is resolved in cavdr. Some of
our competitors may be able to sustain the costemiplex patent litigation more effectively than ean because
they have substantially greater resources andentehl property litigation may be used againsasis means of
gaining a competitive advantage. Competing paftegguently file multiple suits to leverage pateottfolios across
product lines, technologies and geographies abélamce risk and exposure between the parties.rtdutes
resulting from the initiation and continuation afyditigation could affect our ability to continugir operations. In
the event of an adverse outcome as a defendanyisugh litigation, we may, among other thingsydwguired to:

e pay substantial damages or back royalties;

» cease the development, manufacture, use or spi®adifict candidates or products that infringe ugen t
intellectual property of others;

» expend significant resources to design around enpat to develop or acquire non-infringing intetigal
property;

» discontinue processes incorporating infringing rtetbgy; or
e obtain licenses to the infringed intellectual pndpe

We cannot assure you that we will be successfdéireloping or acquiring non-infringing intellectymabperty or
that necessary licenses will be available uponoresgsie terms, if at all. Any such development, &itjan or
license could require the expenditure of substhtitiee and other resources and could have a mateheerse effect
on our business and financial results. If we cadieetlop or acquire such intellectual property lst@am such
licenses, we could encounter delays in any intridn®f products or could find that the developmemanufacture
or sale of products requiring such licenses coelgtohibited.

If third parties file patent applications, or assued patents claiming technology also claimedshyn pending
applications, we may be required to participatmiarference proceedings with the U.S. Patent &ffar other
proceedings outside the United States, includimgpsjpions, to determine priority of invention orntgatability,
which could result in substantial cost to us ev¥ehe eventual outcome were favorable.

Our ability to operate could be hindered by theietary rights of others.

A number of pharmaceutical, biotechnology and neddievice companies as well as research and academi
institutions have developed technologies, filecepaapplications or received patents on variousrtelogies that
may be related to our business. Some of thesedtadias, applications or patents may conflict vatradversely
affect our technologies or intellectual properghts, including those that we license from oth@re.are aware of
other parties holding intellectual property rigtitat may represent prior art or other potentiadigfticting
intellectual property, including stents coated vatents intended to reduce restenosis. Any confhiith the
intellectual property of others could limit the peoof the patents, if any, that we may be ablébtain or result in
the denial of our current or future patent appias altogether.

If patents that cover our activities are issuedtter persons or companies, we could be chargédinfiingement.
In the event that other parties’ patents coverponyion of our activities, we may be forced to depealternatives or
negotiate a license for such technology. We ddnotv whether we would be successful in either depieh
alternative technologies or acquiring licenses ug@sonable terms, if at all. Obtaining any sucérises could
require the expenditure of substantial time an@othsources and could harm our business and decoea
earnings. If we do not obtain such licenses, wéddcencounter delays in the introduction of our pratd or could
find that the development, manufacture or salerofipcts requiring such licenses is prohibited.
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Technological advances and evolving industry stadsiaould reduce our future product sales, whichldecause
our revenues to grow more slowly or decline.

The markets for our products are characterizedpidly changing technology, changing customer nesetsving
industry standards and frequent new product intttdns and enhancements. The emergence of newtipdus
standards in related fields may adversely affeziddimand for our products. This could happen,Xample, if new
standards and technologies emerged that were irattstgowith customer deployments of our applicagidn
addition, any compounds, products or processeswhalevelop may become obsolete or uneconomicaréefe
recover any of the expenses incurred in conneatitntheir development. We cannot assure you tleatwil
succeed in developing and marketing product enlmects or new products that respond to technologltahge,
new industry standards, changed customer requirsmercompetitive products on a timely and cost@f’e basis.
Additionally, even if we are able to develop newdhrcts and product enhancements, we cannot assuitbat they
will achieve market acceptance.

We may be subject to damages resulting from cl#iatswe or our employees have wrongfully used scldsed
alleged trade secrets of their former employers.

Many of our employees were previously employednatersities or other biotechnology or pharmaceltica
companies, including our competitors or potenttahpetitors. Although no such claims against uscaresntly
pending, we may be subject to claims that thesdamps or we have inadvertently or otherwise ugedistlosed
trade secrets or other proprietary informatiorheirt former employers. Litigation may be necessamgefend
against these claims. Even if we are successfigianding against these claims, litigation couklihein substantial
costs and be a distraction to management. If iénfaiefending such claims, in addition to payingmay claims, we
may lose valuable intellectual property rights ergonnel. A loss of key research personnel or theik product
could hamper or prevent our ability to commercilizrtain product candidates, which could sevéraityn our
business.

We may incur significant costs complying with eowinental laws and regulations.

Our research and development processes and mamirigabperations involve the use of hazardous risdseiWe
are subject to federal, state, provincial, local ather laws and regulations in the countries ifctviive operate or
sell our products, which govern the use, manufa¢ttorage, handling and disposal of such matearadscertain
waste products. The risk of accidental contamimabioinjury from these materials cannot be comptetminated.
In the event of an accident or the discovery ofgiisting contamination at one or more of our itie#, we could be
held liable for any damages that result and ani iability could exceed our resources. We mayb®specifically
insured with respect to this liability, and we dut know whether we will be required to incur sideraint costs to
comply with environmental laws and regulationshia future, or whether our operations, businessseta will be
harmed by current or future environmental lawsegutations.

We face and will continue to face significant cotitjos.

Competition from pharmaceutical companies, mediesgice companies, biotechnology companies and agade
and research institutions is intense and is exgdotincrease. Many of our competitors and poténtenpetitors
have substantially greater product developmentlmbi@s, experience conducting clinical trials dfirtancial,
scientific, manufacturing, sales and marketing neses and experience than our company. Some & thes
competitors include JNJ, Guidant Corporation, Gemzyorporation, Baxter, Abbott Laboratories, BS@dtonic,
Inc., Wyeth, Inc., Novartis AG, C.R. Bard, the Ajlance division of Cardinal Health, Inc., Bausct.dmb, and
Tyco Ltd., among others. We also face competittomfnon-medical device companies, such as pharrieaku
companies, which may offer non-surgical alternatherapies for disease states which are currenilytended to be
treated using our products. Other companies may:

« develop and obtain patent protection for produattier than us;
« design around patented technology developed by us;

e obtain regulatory approvals for such products nmapedly;

« have greater manufacturing capabilities and otbsources;

< have larger or more experienced sales forces;
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« develop more effective or less expensive produsts;

* have greater success in obtaining adequate thitgi-payer coverage and reimbursement for their
competing products.

While we intend to expand our technological captdsl in order to remain competitive, there issk ithat:

» research and development by others will rendeteximology or product candidates obsolete or non-
competitive;

» treatments or cures developed by others will besapto any therapy developed by us; and

« any therapy developed by us will not be prefermedny existing or newly-developed technologies.

The commercial potential of our products and prddiendidates will be significantly limited if weeanot able to
obtain adequate levels of reimbursement or markeg¢ptance for them.

Our ability to commercialize human therapeutic pratd and product candidates successfully will ddpemart on
the extent to which coverage and reimbursemerguoh products and related treatments will be avigiltom
government health administration authorities, gavgealth insurers and other third-party payersupported by the
market for these products. There can be no assithatthird-party payers’ coverage and reimbursgmél be
available or sufficient for the products we migbvdlop.

Third party payers are increasingly challengingghiee of medical products and services and instucost
containment measures to control or significantfluence the purchase of medical products and sesvithese cost
containment measures, if instituted in a mannexctifig the coverage of or payment for our produmis)d have a
material adverse effect on our ability to operataifably. In some countries in the EU and in th&lJ significant
uncertainty exists as to the reimbursement stdtnswly-approved healthcare products, and we dknotv
whether adequate third-party coverage and reimmesewill be available for us to realize an appratgrreturn on
our investment in product development, which caddously harm our business. In the U.S., whilemnbeirsement
amounts previously approved appear to have prowadegsonable rate of return, there can be noassithat our
products will continue to be reimbursed at currates or that third party payers will continue tmsider our
products cost-effective and provide coverage amdlnersement for our products, in whole or in part.

We cannot be certain that our products will gaimo®rcial acceptance among physicians, patientshamtdparty
payers, even if necessary international and U.$8ketiag approvals are maintained. We believe that
recommendations and endorsements by physicianbevilssential for market acceptance of our prodantswe do
not know whether these recommendations or endorgsmadl be obtained. We also believe that surgemilishot
use these products unless they determine, baselthaal data and other factors, that the clinicahefits to patients
and cost savings achieved through use of thesaipt®dutweigh their cost. Acceptance among physiciaay also
depend upon the ability to train surgeons and gtbézntial users of our products and the willingnessuch users
to learn these relatively new techniques.

Future legislation or regulatory changes to, or sofidation in, the healthcare system may affectahility to sell
our product profitably.

There have been, and we expect there will contiodee, a number of legislative and regulatory peap®to change
the healthcare system, and some could involve @ttt could significantly affect our businesso&$ by
governmental and third-party payers to reduce healte costs or the announcement of legislativpqsals or
reforms to implement government controls could eauseduction in sales or in the selling price wf products,
which would seriously harm our business. Additibnahitiatives to reduce the cost of healthcareeneesulted in a
consolidation trend in the healthcare industryluding hospitals. This in turn has resulted in ¢gearicing
pressures and the exclusion of certain suppliera frertain market segments as consolidated graigbsas group
purchasing organizations, independent delivery adtsvand large single accounts continue to conataid
purchasing decisions for some of our hospital qusts. We expect that market demand, governmentatsgu and
third-party reimbursement policies will continuedimange the worldwide healthcare industry, resglitnfurther
business consolidations and alliances among otwmeass and competitors, which may reduce compatigaert
further downward pressure on the prices of our pctsland may adversely impact our business, fiahnondition
or results of operations.
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We must receive regulatory approval for each of paduct candidates before they can be sold comiairin
Canada, the U.S. or internationally, which can takgnificant time and be very costly.

The development, manufacture and sale of medicate® and human therapeutic products in CanaddJ tBeand
internationally is governed by a variety of stasué@d regulations. These laws require, among thiregs:

e regulatory approval of manufacturing facilities grractices;
* adequate and well-controlled research and tesfipgoalucts in pre-clinical and clinical trials;

« review and approval of submissions containing mactufing, pre-clinical and clinical data in order t
obtain marketing approval based on establishing#hety and efficacy of the product for each usehg
including adherence to good manufacturing practittesig production and storage; and

« control of marketing activities, including adveitig and labeling.

The product candidates currently under developiogmnis or our collaborators will require significasearch,
development, pre-clinical and clinical testing,-pnarket review and approval, and investment ofifiggmt funds
prior to their commercialization. We are dependenbur collaborators for regulatory approval anthpbiance, and
have little or no control over these matters. Thaepss of completing clinical testing and obtairsagh approvals is
likely to take many years and require the expeneliti substantial resources, and we do not knovihveneny
clinical studies by us or our collaborators will agccessful, that regulatory approvals will be ez, or that
regulatory approvals will be obtained in a timelsgrmer. Despite the time and resources expended, bggulatory
approval is never guaranteed. Even if regulatopreyal is obtained, regulatory agencies may litmét approval to
certain diseases, conditions or categories of pigtieho can use them.

If any of our development programs are not sucoigsfompleted in a timely fashion, required redofst approvals
are not obtained in a timely fashion, or produotswhich approvals are obtained are not commeycgitcessful, it
could seriously harm our business.

Our products and manufacturing facilities that hagemay receive, regulatory approval, are or vii# subject to
ongoing regulation.

We currently manufacture Lifespan® Vascular Grdtis sale by Edwards Lifesciences Corporation (“Bcig”) in
our Laguna Hills, CA facility, specialty coatings fuse with medical device products at our HerajettY facility
and we rely on our collaborators for the manufactfrsome of our other products. In addition, wité AMI
acquisition, we have acquired AMI’s significant raéacturing facilities both in the U.S. and abro@adr and our
collaborators’ manufacturing practices may notsatiegulatory requirements. As we contract witihdiparties for
manufacturing of a significant portion of our prati) our ability to control third-party complianeéth FDA and
other regulatory requirements will be limited tot@ctual remedies and rights of inspection. Ouurfa or the
failure of third party manufacturers to comply witgulatory requirements applicable to our prodoty result in
legal or regulatory action by those regulatory atitles. There can be no assurance that our ocalaborators’
manufacturing processes will satisfy GMP or ISCuisgments.

In addition, there may be uncertainty as to whetinerot we or others who are involved in the maciufiang
process will be able to make the transition to cemuial production. A failure to achieve regulatapproval for
manufacturing facilities or a failure to make thersition to commercial production for our produetd harm our
prospects, business, financial condition and resflbperations. We do not have a history of exqmexé operating
significant manufacturing facilities. See “—We magt be successful in integrating the operationaMf into our
operations, or we may be delayed in doing so, whial lead to higher operating costs” for a disarssif risks
associated with integrating AMI’s manufacturingifities.

AMI’s products and manufacturing operations argextito extensive regulation in the U.S. by the FA by
similar regulatory agencies abroad. Ongoing re@u&ghcludes compliance with an array of manufaotyand
design controls and testing, quality control, sgerand documentation procedures. Regulatory agenag also
require expensive post-approval studies. Any a@dvevents associated with our products must alsepmated to
regulatory authorities. If deficiencies in our arr@ollaborators’ manufacturing and laboratory lites are
discovered, or we or our collaborators fail to coywaith applicable post-market regulatory requirense a
regulatory agency may close the facility or susp@ashufacturing. With respect to products manufaciuy third
party contractors, we are, and we expect to coatinlbe, dependent on our collaborators for coimtgregulatory
compliance and we may have little or no controlrdtiese matters.
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If we are unable to fully comply with federal andte “fraud and abuse laws”, we could face subs&lrgenalties,
which may adversely affect our business, finanmaldition and results of operations.

We are subject to various laws pertaining to hezdite fraud and abuse, including the federal AmtkKack Statute,
physician self-referral laws, the federal Falser@$aAct, the federal Health Insurance Portabilitgd @&ccountability
Act of 1996, the federal False Statements Staamg state law equivalents to these federal lawishwihay not be
limited to government-reimbursed items and maycoottain identical exceptions. Violations of themed are
punishable by criminal and civil sanctions, inchgliin some instances, civil and criminal penaltisnages, fines,
exclusion from participation in federal and stagalthcare programs, including Medicare and Medijcandl the
curtailment or restructuring of operations. Anyi@etagainst us for violation of these laws coulgiéha significant
impact on our business. In addition, we are sulifgethe U.S. Foreign Corrupt Practices Act (“FCPAWe have a
network of approximately 160 distributors. Anyiantagainst us for violation by us or our distritmst of this act
could have a significant impact on our business.

We may be unsuccessful in marketing, selling asitiiloliting certain of our products.

We distribute a number of our products worldwideadr distribution personnel or methods are nofigeht to
ensure we have supply to meet demand for our ptedudf there is a quality control failure with roproducts, it
could harm our prospects, business, financial ¢mmdand results of operations.

Prior to the AMI acquisition, we had limited expsrce in marketing and selling our products. In ptdexchieve
commercial success for our approved products, wehage to develop an effective marketing and dales, or we
will have to successfully integrate the sales aagketing operations of AMI, or enter into furtheramgements with
third parties to market and sell our products. éfadevelop our own marketing and sales capabilitveswill be
competing with other companies that currently hexgerienced and well-funded marketing and salesatipes. To
the extent that we enter into co-promotion or otharketing and sales arrangements with other corepaany
revenues received will be dependent on the eftdrtghers, and we do not know whether these effuittde
successful. Failure to develop a direct sales aautketing force or enter into appropriate arrangamesith other
companies to market and sell our products will oedour ability to generate revenues. While we eixjgebenefit
from AMI's marketing and sales infrastructure, waymot be able to do so effectively or in the neam given the
difficulties associated with integration.

Consolidation in the healthcare industry could haveadverse effect on our revenues and resultp@fations.

Many healthcare industry companies, including medievice companies, are consolidating to create ne
companies with greater market power. As the heafthindustry consolidates, competition to provideds and
services to industry participants will become motense. These industry participants may try tothe& market
power to negotiate price concessions or reducfionsiedical devices that incorporate componentslpeed by us.
If we are forced to reduce our prices because $aalation in the healthcare industry, our revenueuld
decrease and our consolidated earnings, finanoialiton or cash flows would suffer.

We may incur losses associated with foreign cuyrdhuctuations.

Effective January 1, 2004, we commenced reportimgoperating results and financial position in W8llars in
order to more accurately represent the currentlggoéconomic environment in which we operate.

Our operations are in some instances conductedriarwcies other than the U.S. dollar and fluctuetim the value
of foreign currencies relative to the U.S. dollauld cause us to incur currency exchange lossesldition to the
U.S. dollar, we currently conduct operations in &dian dollars, Swiss francs, Danish krone, U.K.rubsterling,
and Costa Rican colon. Exchange rate fluctuatiomg maduce our future operating results. In the peaied
December 31, 2006, we reported $515,000 of foreigmange gains due to foreign currency fluctuatioompared
to $1.1 million in the same period in 2005. In thiee month period ended September 30, 2007, wertegp
$362,000 of foreign exchange losses due to foreigrency fluctuations, compared to a $1.8 milliorefgn
exchange gain in the same period of 2006.

We have not entered into any forward currency e@mts$ror other financial derivatives to hedge fanesgchange
risk, and therefore we are subject to foreign awydransaction and translation gains and lossespMychase goods
and services in U.S. and Canadian dollars, Swasgf, Danish krone, and U.K. pound sterling, amd aa
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significant portion of our license and milestoneerues in U.S. dollars. Foreign exchange risk isagad primarily
by satisfying foreign denominated expenditures wabh flows or assets denominated in the samenmytre

Acquisition of companies or technologies may reisudlisruptions to our business.

As part of our business strategy, we may acquiditiadal assets and businesses principally relatinogy
complementary to our current operations. Any adtijois or mergers by us will be accompanied byribles
commonly encountered in acquisitions of compariiggse risks include, among other things, highar tha
anticipated acquisition costs and expenses, tfieuif and expense of integrating the operatioms personnel of
the companies and the loss of key employees aridrogss as a result of changes in management.

In addition, geographic distances may make integraif acquired businesses more difficult. We maybe
successful in overcoming these risks or any othelblpms encountered in connection with any acqoisst

If significant acquisitions are made for cash cdasition, we may be required to use a substardisibm of our
available cash, cash equivalents and short-terestments. Future acquisitions by us may cause targdime
expenses or create goodwill or other intangibletashat could result in significant asset impamh@harges in the
future. Acquisition financing may not be available acceptable terms, if at all.

We may not generate sufficient cash flow from drguofuture permitted acquisitions to service uatebtedness.

In any acquisition, we expect to benefit from csstings through, for example, the reduction of bead or the
acquisition of products and from revenue enhancésmesulting from the acquisition. However, thea@ be no
assurance that we will be able to generate sufficdash flow from any future permitted acquisiti®@aservice any
indebtedness incurred to finance such acquisitomealize any other anticipated benefits. Nor tbeeme be any
assurance that our profitability will be improvegldny one or more acquisitions. Any acquisition rimaaplve
operating risks, such as:

» the difficulty of assimilating and integrating thequired operations and personnel into our cutrasiness;
» the potential disruption of our ongoing business;

» the diversion of management’s attention and othsources;

» the possible inability of management to maintaifiarm standards, controls, procedures and policies;

» the risks of entering markets in which we havéelittr no experience;

» the potential impairment of relationships with eoyaes;

» the possibility that any liabilities we may incurassume may prove to be more burdensome than
anticipated; and

» the possibility that the acquired business or pctgldo not perform as expected.

If we fail to hire and retain key management, siifierand technical personnel, we may be unablsuiccessfully
implement our business plan.

We are highly dependent on our senior managemehsaantific and technical personnel. The compatifor
qualified personnel in the healthcare field ismste, and we rely heavily on our ability to attractl retain qualified
managerial, scientific and technical personnel. &hility to manage growth effectively will requicentinued
implementation and improvement of our managemestegys and the ability to recruit and train new eppés. We
may not be able to successfully attract and rediiiled and experienced personnel, which could haumability to
develop our product candidates and generate regsehuaddition, the success of the AMI acquisiti®dependent
on our continued ability to retain key employeesaious levels of AMI and its subsidiaries notyotiirough the
integration period but beyond. If we are unabledatinue to retain key AMI employees or providentheith
performance incentives through equity plans, emplyt agreements or otherwise, the business ofimbdioed
company may be harmed and the integration of oarcmmpanies may be delayed or we may incur unpatied
expenses.
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Risks Relating to our I ndebtedness, Shares, and Organization and Structure
Our existing and future permitted debt could adebraffect our operations.

As of September 30, 2007, we had outstanding $5lli®mof indebtedness, excluding accrued interéét. are
currently considering other facilities to replabe tevolving portion of the credit facility that sveerminated in
connection with the issuance of the Senior Floalate Notes due 2013 (the “Floating Rate NotesH) there can
be no assurance that we will be able to obtain auetility. Excluding intercompany transactioasr subsidiaries
that are not guarantors of the Floating Rate NoteSubordinated Notes accounted for approximatg8:Smillion
or 12% of our total revenues from continuing operet for the year ended December 31, 2006, ancajpately
$184.5 million or 15% of our total assets and apjnately $32.4 million or 4% of our total liabilés as of
December 31, 2006. The Floating Rate Notes and @& Senior Subordinated Notes due 2014 (the
“Subordinated Notes”) are guaranteed by the samapgof our subsidiaries.

The amount and terms of our indebtedness and fittagrcial obligations could have important consemes for our
operations. For example, it:

» could increase our vulnerability to general adversenomic and industry conditions;

« could limit our ability to obtain additional finaimg in the future for working capital, capital exguktures,
acquisitions, general corporate purposes or othgrgses;

» will require us to dedicate a substantial portibowr cash flow from operations to the payment rifigipal
and interest on our indebtedness, thereby redibafunds available to us for operations and atyréu
business opportunities, including acquisitions ptea by our Subordinated Notes and the Floatingg Ra
Notes;

« will limit our planning flexibility for, or abilityto react to, changes in our business and the tirydasd

» could place us at a competitive disadvantage wathpetitors who may have less indebtedness and other
obligations or greater access to financing.

The Floating Rate Notes bear interest at ratedltietiate with changes in certain prevailing benarks. If interest
rates increase, we may be unable to meet our delits obligations under the Floating Rate Notes an
Subordinated Notes and other indebtedness.

We and our subsidiaries are permitted to incur saibsally more debt, which could further exacerbtite risks
associated with our leverage.

The terms of the indentures governing the FloaRate Notes and our Subordinated Notes expressiyiptre
incurrence of additional amounts of debt for spedipurposes. For example, if we decide to seelaamduccessful
in obtaining commitments for a new revolving crdditility, all borrowings under that facility willank senior to the
Floating Rate Notes and Subordinated Notes andubgantees, to the extent of the value of the sisgeuring such
borrowings. Moreover, the indentures governingRluating Rate Notes and the Subordinated Notasotlanpose
any limitation on our incurrence of liabilities thare not defined as “Indebtedness” under suchnitudes (such as
trade payables). If new debt or other liabilities added to our and our subsidiaries’ current eewédebt, the
related risks that we and they now face could lzeesbated.

If our cash flows prove inadequate to service celstcand provide for our other obligations, we mayréquired to
refinance all or a portion of our existing debtfoture debt at terms unfavorable to us.

Our ability to make payments on and refinance @lntdncluding the Floating Rate Notes, the Subwatdid Notes
and other financial obligations, and to fund oyitad expenditures and acquisitions will dependanability to
generate substantial operating cash flow. Thisdeffend on our future performance, which will blject to
prevailing economic conditions, factors relatedh integration of AMI into our business, and teaficial, business
and other factors beyond our control. If our cdstv$ were to prove inadequate to meet our debicse=and other
obligations in the future, we may be required finexce all or a portion of our existing or fututebt, including the
Floating Rate Notes and the Subordinated Notesy @@fore maturity, to sell assets or to obtainitimithl

financing. We cannot assure you that we will beedblrefinance any of our indebtedness, includiregRloating
Rate Notes and our Subordinated Notes, sell any asgets or obtain such additional financing onroeraially
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reasonable terms or at all. Additionally, becabgeindentures governing the Floating Rate Notestlamd
Subordinated Notes require that, upon the occuereha “change of control,” as defined in the inmesas, we must
make an offer to repurchase the Floating Rate Natdghe Subordinated Notes, respectively, atce@gual to
101% of the principal amount thereof, plus accraled unpaid interest, if any, to the date of repaseh In the event
that we were required to repurchase the Floatirig Rates and the Subordinated Notes pursuant toféer, such
repurchase could result in the use of a signifieambunt of our available cash.

The indentures governing the Floating Rate Notes@mbordinated Notes contain covenants that may dian
ability to take advantage of certain business opyrities advantageous to us that may arise.

The indentures governing the Floating Rate Notesthe Subordinated Notes contain certain coverihatsamong
other things, limit our ability and the ability oértain of our subsidiaries to:

e incur, assume or guarantee additional indebtedmessue preferred stock;

» pay dividends or make other equity distributionet stockholders;

e purchase or redeem our capital stock;

* make certain investments;

+ create liens;

» sell or otherwise dispose of assets;

e engage in transactions with our affiliates; and

* merge or consolidate with another entity or tranafeor substantially all of our assets.

These restrictions could limit our ability to obtduture financing, make acquisitions or neededtabpxpenditures,
withstand economic downturns in our business, ittgus the economy in general, conduct operatiarstioerwise
take advantage of business opportunities that msg.a

Although the indentures for the Floating Rate Nated the Subordinated Notes contain a fixed cheogerage test
that limits our ability to incur indebtedness, thisitation is subject to a number of significaxceptions and
qualifications. Moreover, the indentures do notasp any limitation on our incurrence of liabilitigsat are not
considered “Indebtedness” under the indentures(aa®perating leases), nor do they impose antaliion on the
amount of liabilities incurred by subsidiariesaify, that might be designated as “Unrestricted idrées”. Despite
current indebtedness levels, we and our subsidiangy still be able to incur substantially moretd&his could
further exacerbate the risks associated with cuarege. Also, although the indentures limit outligbio make
restricted payments, these restrictions are sulpesignificant exceptions and qualifications.

Our stock price has been volatile, is likely to towne to be volatile and could decline substanyiall

Our common shares have been, and are likely tarzanto be, highly volatile. For example, in theelve months
ending December 31, 2006, shares of our commoR staded on the NASDAQ and the Toronto Stock Exgean
have closed at a high of $16.53 and CDN$19.00 ectsely, and at a low of $8.03 and CDN$9.22, resipely. In
the nine months ending September 30, 2007, shams common stock traded on the NASDAQ and theohtir
Stock Exchange have closed at a high of $9.18 @Md$10.81, respectively, and at a low of $5.37 aliN$6.08,
respectively. Our share price could fluctuate ificemtly in the future for various reasons, indhuglthe following:

« future announcements concerning us or our compgtito

» quarterly variations in operating results;

» the introduction of new products or changes in pobgbricing policies by us or our competitors;

* an acquisition or loss of significant customerstrédutors and suppliers;

e changes in earnings estimates by analysts;

» changes in third-party reimbursement practices;

e regulatory developments;
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» intellectual property developments;
» reports of results of clinical trials;
» the commencement of material litigation againsbusur collaborators; or

« fluctuations in the economy or general market ctowf.

In addition, stock markets in general, and the etide shares of biopharmaceutical and life scierorapanies in
particular, have experienced extreme price andmelfiuctuations in recent years that may be uredl& the
operating performance of the affected companiess@&lbroad market fluctuations may cause the mprlct for
our common shares to decline. The market pricaiotommon shares could decline below its curreicepnd may
fluctuate significantly in the future. These fluations may or may not be related to our performamgaospects.

In the past, market investors have often institseclrrities class action litigation after periofisalatility in the
market price of a company’s securities. If one wf shareholders files a securities class actionweicould incur
substantial legal fees and our management’s atteatid resources could be diverted from operatimgasiness in
order to respond to the litigation.

U.S. investors may not be able to obtain enforeg¢mgcivil liabilities against us.

We were formed under the laws of British Columi@anada. A substantial portion of our assets ar@édalcoutside
the U.S. In addition, a majority of the member®uof board of directors and our officers are redisief countries
other than the U.S. As a result, it may be impdsditr U.S. investors to affect service of proceghin the U.S.
upon us or these persons or to enforce againstthese persons any judgments in civil and comraknaatters,
including judgments under U.S. federal or stateisges laws. In addition, a Canadian court maypermit U.S.
investors to bring an original action in Canad#ooenforce in Canada a judgment of a state or &dewurt in the
u.s.

Laws and provisions in our notice of articles anticdes and shareholder rights plan could delaydeter a change
in control.

Our notice of articles and articles allow for theuiance of preference shares. The board of dissctay set the
rights and preferences of any series of prefershaees in its sole discretion without the apprafahe holders of
our common shares. The rights and preferencesgirégference shares may be superior to those abthenon
shares. Accordingly, the issuance of preferenceestalso could have the effect of delaying or pnémg a change
of control of our company. In addition, under thesihess Corporations Act (British Columbia), sornsibess
combinations, including a merger or reorganizatiothe sale, lease or other disposition of all sulastantial part of
our assets, must be approved by at least thre¢egsi@f the votes cast by our shareholders in gadeeor, in some
cases, approved by at least three-quarters ofotes east by holders of each class of sharesoniie €ases, a
business combination must be approved by a cohareBolders may also have a right to dissent flem t
transaction, in which case, we would be requireplatyp dissenting shareholders the fair value of tt@nmon shares
provided they have followed the required procedufégre are at present no preference shares aditggan

In addition, our shareholders adopted a sharehaiglais plan which provides for substantial dilutim an acquiror
unless either the acquiror makes a bid to all $twdders, which, among other things, is held operafdeast 60 days
and is accepted by independent shareholders haddilegst 50% of the outstanding common shardkeodbid is
otherwise approved by our board of directors. Bhiareholder rights plan was amended and restatddre 9,
2005, and has a term of nine years, subject tafeomation by the shareholders at the annual gémeeatings in
2008 and 2011.

Furthermore, all of our executive officers havetecactual rights under employment agreements to tiaie stock
options vest immediately and obtain 12 to 24 mdrg&gerance pay in the event of a change of confrour
company.

Limitations on the ability to acquire and hold @ammon shares may be imposed by the Competitior{@Ganada).
This legislation permits the Commissioner of Coritjmet to review any acquisition of a significanténest in our
company. This legislation grants the Commissiongs(liction to challenge such an acquisition betoee
Competition Tribunal if the Commissioner believieattit would, or would be likely to, result in abstantial
lessening or prevention of competition in any maikeCanada. The Investment Canada Act (Canadg@ctskan
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acquisition of control of a company by a non-Caaadb government review if the value of our asastsalculated
pursuant to the legislation exceeds a thresholduamehich, for an investor from a World Trade Origation
member country, is CDN$281 million in 2007. A revable acquisition may not proceed unless the ratewenister
is satisfied or is deemed to be satisfied thattletikely to be a net benefit to Canada fromtthasaction.

Each of these matters could delay or deter a chiangentrol that would be attractive to, and pravidjuidity for,
shareholders, and could limit the price that inwessare willing to pay in the future for our commeirares.

Recent General Litigation

In April 2007, a lawsuit was filed in the UnitedaBs District Court for the District of Puerto Riop Jose Nunez
and others (the “Plaintiffs”) against Medical Devi€echnologies, Inc. (“MDT”) and others. MDT isvholly
owned subsidiary of Angiotech Pharmaceuticals, ke suit alleges wrongful termination of, andiwongful
interference with, the distribution arrangement tieed allegedly existed between MDT and the PfntiOn
September 25, 2007, the court dismissed this lawsgiause of non-compliance by the Plaintiffs wiicovery
orders. The deadline to appeal this decision wasligr 25, 2007 and no appeal has been filed.

On March 23, 2006, RoundTable as Seller Represemtdtngiotech as Buyer, and LaSalle Bank as Esd&gent,
executed an Escrow Agreement in connection withaaquisition of AMI. Under the terms of the Agream
Angiotech deposited with LaSalle Bank the amourtiveinty million dollars ($20,000,000.00). On Apfil 2007,
Angiotech filed an escrow claim with LaSalle Badkgcting LaSalle to distribute the twenty millidollars to
Angiotech. RoundTable filed a Notice of ObjecttorAngiotech's escrow claim Notice. LaSalle Baitgdf suit on
July 3, 2007, in the Circuit Court of Cook Countimois, County Department, Chancery Division, vegting that it
be allowed to pay the amounts held to the CletthefCircuit Court of Cook County, or to the Defent{a) to which
the amounts belong, as determined by the Couris [igation is on-going.

Outstanding Share Data

As of October 29, 2007, there were 85,013,983 comshares issued and outstanding for a total of $4mdlion
in share capital. At October 29, 2007, we had Z,9@3 CDN dollar stock options outstanding underAngiotech
Pharmaceuticals, Inc. stock option plan (of whiclb@,878 were exercisable) at a weighted averageise price
of CDN$15.49. We also had 1,041,218 U.S. dollaclstaptions outstanding under this plan at Octol8er2B07,
(of which 274,733 were exercisable) at a weighteztage exercise price of U.S. $9.45. Each CDN dstlack
option and U.S. dollar stock option is exercisdbfeone common share of Angiotech Pharmaceutitads,

As of October 29, 2007, there were 117 stock optmutstanding in the AMI stock option plan (of whitone were

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

ANGIOTECH PHARMACEUTICALS, INC.

Third quarter ended September 30, 2007

(Unaudited)



Angiotech Pharmaceuticals, Inc.

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

(Unaudited)
September 30, December 31,
2007 2006
ASSETS
Current assets
Cash and cash equivalents $98,720 $99,332
Short-term investmen{siote 6] - 9,285
Accounts receivablfote 7] 24,876 25,231
Inventoriegnote 8] 35,149 33,619
Deferred income taxes, current portion 11,363 5,372
Prepaid expenses and other current assets 6,504 6,303
Assets from discontinued operations, current poftiote 4] - 2,365
Total current assets 176,612 181,507
Long-term investmentgote 6] 32,478 53,840
Property, plant and equipmdnibte 9] 57,533 59,783
Intangible assetsote 10] 229,409 244,954
Goodwill 641,943 630,770
Deferred income taxes 6,748 4,804
Deferred financing costs 14,159 14,845
Other assets 678 255
Assets from discontinued operatidnste 4] - 15,116
Total assets $1,159,560 $1,205,874
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilitjeste 11] $52,311 $48,982
Income taxes payable 22,833 11,724
Interest payable on long-term debt 2,531 6,614
Deferred revenue, current portion 211 630
Deferred income taxes, current portion 7,049 2,598
Liabilities from discontinued operations, curreptton [note 4] - 1,994
Total current liabilities 84,935 72,542
Deferred revenue 1,263 1,421
Deferred leasehold inducement 2,853 2,631
Deferred income taxes 41,115 69,215
Other tax liabilities 5,908 -
Long-term debfnote 12] 575,000 575,000
Liabilities from discontinued operatiofisote 4] - 2,232
Total non-current liabilities 626,139 650,499
Stockholders’ equity
Share capitglnote 13]
Authorized:
200,000,000 Common shares, withoutvplue
50,000,000 Class | Preference shandéisout par value
Common shares issued and outstanding:

September 30, 2007 — 85,013,983

December 31, 2006 — 84,983,735 470,269 470,190
Additional paid-in capital 31,281 27,564
Accumulated deficit (82,181) (41,022)
Accumulated other comprehensive income 29,117 26,101
Total stockholders’ equity 448,486 482,833
Total liabilities and stockholders’ equity $1,159,560 $1,205,874

See accompanying notes to the consolidated financg&atements

Commitments and contingencigste 15]
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS
(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,
2007 2006 2007 2006
REVENUE
Royalty revenue $26,622 $43,709 $89,500 $127,779
Product sales, net 41,351 42,509 126,258 93,864
License fees 53 53 577 179
68,026 86,271 216,335 221,822
EXPENSES
License and royalty fees 4,527 6,933 14,235 19,496
Cost of products sold 23,384 20,996 71,261 45,663
Research and development 13,188 11,740 40,407 33,228
Selling, general and administration 24,715 20,953 72,532 54,505
Depreciation and amortization 8,119 9,171 24,603 21,726
In-process research and development - - 8,000 1,042
73,933 69,793 231,038 175,660
Operating (loss) income (5,907) 16,478 (14,703) 46,162
Other (expense) income:
Foreign exchange gain (loss) (110) (528) (514) 1,778
Investment and other income 2,073 977 9,881 5,494
Interest expense on long-term debt (13,280) (11,325) (38,975) (23,611)
Loss on redemption of available-for-sale securities - - (8,157) (413)
Total other expense (11,317) (10,876) (37,765) (16,752)
Income (loss) from continuing operations before ineme taxes
and cumulative effect of change in accounting poljc (17,224) 5,602 (52,468) 29,410
Income tax (recovery) expense (6,392) (1,802) (21,331) 12,256
Income (loss) from continuing operations before cunrative
effect of change in accounting policy (10,832) 7,404 (31,137) 17,154
Loss from discontinued operations, net of inconxesggnote 4] (1,156) (478) (6,947) (1,265)
Cumulative effect of change in accounting policy - - - 399
Net (loss) income $(11,988) $6,926 $(38,084) $16,288
Basic net (loss) income per common share:
Continuing operations $(0.13) $0.09 $(0.37) $0.20
Discontinued operations (0.01) (0.01) (0.08) (0.01)
Total $(0.14) $0.08 $(0.45) $0.19
Diluted net (loss) income per common share:
Continuing operations $(0.13) $0.09 $(0.36) $.20
Discontinued operations (0.01) (0.01) (0.08) (0.01)
Total $(0.14) $0.08 $(0.44) $.19
Basic weighted average number of common shares otgading 85.014 84,832 85.010 84.674
(in thousands)
Diluted weighted average number of common shares taianding 85,432 85,463 85,477 85,484

(in thousands)

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

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

(All amounts expressed in thousands of U.S. dollarexcept share data)

(Unaudited)
Common _ Shares Accumulated
Additional Other Total
Paid-In Accumulated Comprehensive ~ Comprehensive  Stockholders’
Shares Amount Capital Deficit Income (Loss) Loss Equity

Balance at December 31, 2006 84,983,735 $470,190 7,9@4 $(41,022) $26,101 $482,833
Adjustment for the adoption of

FASB Interpretation No. (FIN) 48 (3,075) (3,075)
Exercise of stock options for cash 30,248 79 79
Stock-based compensation 1,059 1,059
Net unrealized loss on available-

for-sale securities, net of taxes (3,253) $(3,253) (3,253)
Reclassification of net unrealized

loss on available-for-sale

securities, net of taxes 3,097 3,097 3,097
Cumulative translation adjustment (241) (241) 241
Net loss (10,881) (10,881) (10,881)
Comprehensive loss (11,278)
Balance at March 31, 2007 85,013,983  $470,269 $23,6 $(54,978) $25,704 $469,618
Stock-based compensation 1,305 1,305
Net unrealized gain on available-

for-sale securities, net of taxes 932 $932 932
Cumulative translation adjustment 501 501 501
Net loss (15,215) (15,215) (15,215)
Comprehensive loss (13,782)
Balance at June 30, 2007 85,013,983 $470,269 $28,92 $(70,193) $27,137 $457,141
Stock-based compensation 1,353 1,353
Net unrealized gain on available-

for-sale securities, net of taxes 1,224 1,224 1,224
Cumulative translation adjustment 756 756 756
Net loss (11,988) (11,988) (11,988)
Comprehensive loss (10,008)
Balance at September 30, 2007 85,013,983 $470,269 31,381 $(82,181) $29,117 $448,486
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Angiotech Pharmaceuticals, Inc.
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

(All amounts expressed in thousands of U.S. dollarexcept share data)

(Unaudited)
Common _ Shares Accumulated
Additional Other Total
Paid-In Accumulated Comprehensive ~ Comprehensive  Stockholders’
Shares Amount Capital Deficit Income Income (Loss) Equity

Balance at December 31, 2005 84,291,517 $463,639 1,29 $(45,607) $22,719 $462,680
Exercise of stock options for cash 359,685 3,107 3,107
Stock-based compensation 1,500 1,500
Cumulative effect of change in

accounting principle (399) (399)
Net unrealized gain on available-

for-sale securities, net of taxes 9,448 $9,448 9,448
Reclassification of net unrealized

loss on available-for-sale

securities, net of taxes 677 677 677
Net income 7,535 7,535 7,535
Comprehensive income 17,660
Balance at March 31, 2006 84,651,202 $466,746 $28,0 $(38,072) $32,844 $484,548
Stock-based compensation 1,780 1,780
Net unrealized loss on available-

for-sale securities, net of taxes (5,584) $(5,584) (5,584)
Reclassification of net unrealized

gain on available-for-sale

securities, net of taxes (761) (761) (761)
Cumulative translation adjustment 532 532 532
Net income 1,827 1,827 1,827
Comprehensive loss (3,986)
Balance at June 30, 2006 84,651,202 $466,746 $24,81 $(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 . !oss on available- (9,135) %9,135) (9,135)

for-sale securities
Reclassification of net unrealized

loss on available-for-sale 18 18 18

securities
Cumulative translation adjustment 225 225 225
Net income 6,926 6,926 6,926
Comprehensive loss (1,966)
Balance at September 30, 2006 $84,983,735 $470,124 $26,330 $(29,319) $18,139 $485,274

See accompanying notes to the consolidated financ&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,
2007 2006 2007 2006

OPERATING ACTIVITIES
Net (loss) income $(11,988) 6,926 $(38,084) 16,288
Adjustments to reconcile net (loss) income to qaslvided by

operating activities:

Depreciation and amortization 9,199 10,554 27,974 24,392

Loss on disposal of property and equipment 98 - 378 51

Loss on disposal of intangible asset 32 - 32 -

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

Loss on redemption of available-for-sale securities - - 647 413

Loss (gain) on disposal of assets held for sale 1,156 - 1,156 (685)

Gain on sale of subsidiary - - - ()

Unrealized foreign exchange loss - 475 - -

Deferred income taxes (8,315) (11,365) (29,736) (16,629)

Impairment - - 8,879 -

Loss on Extinguishment - - 2,250 -

Stock-based compensation expense 1,353 1,520 3,717 4,800

Deferred Revenue (53) (53) (577) (159)

Non-cash interest expense 559 645 1,685 1,320

In-process research and development - - 8,000 1,042

Other (60) (242) (178) 188

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

operationgnote 19] 1,632 (3,242) 11,035 6,992
Cash (used in) provided by operating activities (6,387) 5,070 (2,822) 37,419
INVESTING ACTIVITIES
Purchase of short-term investments - - - (132,763)
Proceeds from short-term investments - 15,895 9,396 264,927
Purchase of long-term investments (10,000) (134) (15,000) (10,147)
Proceeds from long-term investments - - 15,454 129,544
Purchase of property, plant and equipment (1,273) (2,157) (3,568) (11,714)
Purchase of intangible assets (750) 50 (6,017) (35)
Proceeds from sale of intangible asset - 3,400 - 3,400
Acquisition of business, net of cash acquired - (5,987) - (831,759)
Proceeds from sale of subsidiary - - - 47
Proceeds from sale of assets held for sale 4,832 - 4,832 6,395
In-process research and development - - (1,000) (1,042)
Other assets - 8,600 (101) 6,873
Cash (used in) provided by investing activities (7,191) 19,667 3,996 (576,274)
FINANCING ACTIVITIES
Principal repayment of long-term obligations - (2,664) - (30,091)
Proceeds from long term obligations - (673) - 582,040
Deferred financing costs on long-term obligations - - (1,865) -
Proceeds from stock options exercised - 3,378 79 6,485
Cash (used in) provided by financing activities - 41 (1,786) 558,434
Net (decrease) increase in cash and cash equivalent (13,578) 24,778 (612) 19,579
Cash and cash equivalents, beginning of period 112,298 56,964 99,332 62,163
Cash and cash equivalents, end of period $98,720 $81,742 $98,720 $81,742

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

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

(Unaudited)

Angiotech Pharmaceuticals, Inc. (the “Companyipsorporated under the Business Corporations Arti¢B
Columbia). The Company is a specialty pharmacdudicd medical device company that discovers, d@gelo
and markets innovative technologies and medicalymts primarily for local diseases or for complicas
associated with medical device implants, surgici@riventions and acute injury.

1. BASIS OF PRESENTATION

These unaudited interim consolidated financiakstents have been prepared in accordance with UBttds
generally accepted accounting principles (“U.S. ®&Aand pursuant to the rules and regulations efithited
States Securities and Exchange Commission forrgeeptation of interim financial information. Aacdingly,
certain information and footnote disclosures nolynacluded in annual financial statements prepaned
accordance with U.S. GAAP have been omitted putsieasuch rules and regulations. These consolidate
financial statements do not include all disclosuesgiired for annual financial statements and ghbelread in
conjunction with the Company’s audited consoliddteancial statements and notes thereto for tlae gaded
December 31, 2006 included in the Company’s AnRegdort filed with the appropriate securities congioiss.

In the opinion of management, all adjustments (Winclude reclassification and normal recurringuatthents)
necessary to present fairly the consolidated firsuposition, consolidated results of operationd an
consolidated cash flows at September 30, 2007 @ralfperiods presented, have been made. Thiésedu
operations for the three and nine month periode@i@kptember 30, 2007 are not necessarily indeafithe
results for the full year ending December 31, 2007.

All amounts herein are expressed in U.S. dollatessnotherwise noted. The year end balance shéetds
derived from audited financial statements but dassnclude all of the disclosures required undes.\GAAP.

2. SIGNIFICANT ACCOUNTING POLICIES

Other than the change in accounting policy desdribgher in note 3 to these interim consolidatedricial
statements, all accounting policies are the sangesaribed in note 2 to the Company’s audited dateted
financial statements for the year ended Decembg2@16 included in the Company’s 2006 Annual Refiled
with the appropriate securities commissions.

3. CHANGE IN ACCOUNTING POLICIES
Accounting for Uncertainty in Income Taxes

Effective January 1, 2007, the Company adoptedrginhAccounting Standards Board (“FASB”)
Interpretation No. 48, Accounting for Uncertaintylncome Taxes — an Interpretation of FASB StateriNen
109 (“FIN 48"). FIN 48 is designed to reduce dsigr and provide consistent accounting practicesaiteria
for how companies should recognize, measure, premea disclose in their financial statements igthidicant
uncertain tax positions.

As a result of the adoption, the Company incredseekisting reserves for uncertain tax positiop$b.9
million. Approximately $3.3 million of this increa was recorded as a cumulative effect adjustrnehtt
Company’s opening deficit balance, $1.2 milliorgtmdwill and the remainder was recorded as a curren
expense. If recognized in future periods, the cogaized tax benefits of $5.9 million will haveavburable
effect on the effective income tax rate in thosequs. The increase for uncertain tax positiomduides accrued
interest expense of $0.5 million. In accordandi wie Company’s accounting policies, accrued @seand
penalties, if incurred, relating to unrecognizedlienefits are recognized as a component of indame
expense.
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The taxation years 2002 - 2006 remain open to exatioh by the Canada Revenue Agency and taxatiarsye
2003 - 2006 remain open to examination by the ialeiRevenue Service. The Company files income tax
returns in Canada, the U.S. and in various forgigadictions.

DISCONTINUED OPERATIONS

In the third quarter of 2006, the Company deternhithet certain operating subsidiaries acquiredutinche
American Medical Instruments Holdings, Inc. (“AMJ"acquisition were not aligned with the Companylsrent
business strategy and, consequently, began actoaing to dispose of these operations. Theseatiogrs
have been categorized as discontinued and inchelfoliowing AMI subsidiaries: American Medical
Instruments, Inc. located in Dartmouth, MassachsisBebint Technologies, Inc. located in Boulder|oZado;
and Point Technologies S.A. located in Costa RisaJuly 31, 2007, the Company completed the sal®0%o
of the issued and outstanding shares of Point Taabies, Inc. for proceeds of $2.6 million and omghist 30,
2007, the Company sold all of the assets and liiesilof the Dartmouth operations for proceedsz23nillion.
Prior to the disposal of these operations, thetass® liabilities of these operations were shogpasately on
the balance sheet as current and long-term asstsuarent and long-term liabilities from discornti
operations and the net losses for these operatierss shown separately on the statements of opesatio

Management reviewed the carrying value of the disnaed operations and recorded impairment charfes
$7.7 million and $8.9 million for the year endedd@mber 31, 2006 and three month period ended Mafrch
2007, respectively. The impairment charges wererdeéhed based on management’s best estimates of net
proceeds on ultimate disposition and has beena#dgproportionately to the assets from discontdnue
operations.

In the fourth quarter of 2005, the Company decimecdose down the offices of its subsidiary, NeuQok.,
and to terminate its distribution agreements. Assalt of this decision, the results of operatifsom the
NeuColl subsidiary for the current and prior pesiagere reported as discontinued operations in tregany’s
Consolidated Statements of Operations.

The assets and liabilities of the AMI subsidiaiifeguded in discontinued operations are presemtekld
Company’s Consolidated Balance Sheets under th®onapAssets from discontinued operations, current
portion”, “Assets from discontinued operations”jahilities from discontinued operations, currenttjpm” and
“Liabilities from discontinued operations.” Therpang amounts of the major classes of these aasets
liabilities are as follows:

As of As of
September 30, December 31,
2007 2006
ASSETS
Current assets
Accounts receivable $ - $1,136
Inventories - 1,142
Prepaid expenses and other current assets - 87
Current assets from discontinued operations - 2,365
Property, plant and equipment, primarily buildingdaequipment held - 4,545
for sale
Intangible assets, net - 3,874
Goodwill - 6,664
Other assets - 33
Assets from discontinued operations $ - $17,481
LIABILITIES
Accounts payable and accrued liabilities - $1,994
Deferred income taxes - 2,232
Liabilities from discontinued operations $ - $4,226
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The operating results of discontinued operatiordrasiuded in the Consolidated Statements of Ojperaas
“Loss from discontinued operations, net of incoares.” The amounts for the three and nine montioge
ended September 30, 2007 and 2006 are summarifelioass:

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
Revenues $1,643 $2,909 $7,580 $6,983
Operating income (loss) 256 (777) (548) (1,659)
Other expenses (2,075) - (2,075) (43)
(Loss) gain on disposal of subsidiary - - - 47
Impairment charge - - (8,879) -
Loss before income taxes (1,819) (777) (11,502) (1,655)
Income tax recovery (663) (299) (4,555) (390)
Loss from discontinued operations $(1,156) $(478) $(6,947) $(1,265)
Loss per common share:
Basic $(0.01) (0.01) $(0.08) $(0.01)
Diluted $(0.01) (0.01) $(0.08) $(0.01)
Shares used in computing loss per share:
Basic 85,014 84,832 85,010 84,674
Diluted 85,014 84,832 85,010 84,674

BUSINESS ACQUISITIONS

On June 26, 2006, the Company completed the atiquisif 100% of the outstanding stock of privatesid
Quill Medical, Inc. (“Quill"), a provider of spediaed, minimally invasive aesthetic surgery and naelosure
technology for $40.3 million. The purpose of thgguisition was to acquire all of Quill's technol@and
intellectual property, including the self-anchorggture technology product line, which under itsent license
agreement is marketed and sold for use in wourgliody aesthetic and cosmetic surgery. The cakeof
acquisition included initial cash consideratior$sd.0 million plus direct and incremental third tyaacquisition
costs of $0.3 million. The company may be requirethake additional contingent payments of up t6051
million payable in cash or common shares of the gamg upon the achievement of certain revenue granth
development milestones. These payments are phnearitingent upon the achievement of significant
incremental revenue growth over a five year persubject to certain conditions. During the thremnths
ended March 31, 2007, the Company recorded aniadalit$10.0 million in goodwill relating to the
achievement of certain of these milestones.

The acquisition was accounted for under the puehasthod of accounting. Accordingly, the assetsilities,
revenues and expenses of Quill are consolidatddtiwise of the Company from June 26, 2006. Total/édue
of the consideration given, determined at that dagcquisition and updated based on subsequeurdtiah
procedures, was allocated to the assets acquicktiadnilities assumed based upon their estimatied/édues.

A valuation of Quill's intangible assets was contgteand the purchase price allocation was considaral as
of March 31, 2007. The Company used the incomecguprto determine the fair value of the amortizable
intangible assets. Total consideration of $40.3anil including acquisition costs, was allocatedte assets
acquired and liabilities assumed based on fairesbt the date of acquisition resulting in prelianjn
identifiable intangible assets of $39.9 million agwbdwill of $13.1 million at the end of June 200Bubsequent
to the acquisition more detailed valuation procedwere performed on the assets acquired and @uliti
information was obtained on allocations made aeR6) 2006 resulting in updated purchase priceations to
identifiable intangible assets of $50.0 million agmwbdwill of $7.0 million as of December 31, 200®ie
increase in value allocated to identifiable intéteg was primarily the result of more detailed atilon
procedures which identified an increase in faiueadllocated to the technology and intellectuapprty
acquired. The offset to the increase in identiéabtangible assets was an increase in the defégmoeme tax

Page 50 of 61



liability and a decrease to goodwill. During theetlhy months ended March 31, 2007, goodwill was aszd by

$10.0 million, the amount of the milestone payndistussed above.

June 26, 2006

Accounts receivable $92
Other current assets 43
Equipment 323
Identifiable intangible assets 50,000
Goodwill 16,973
Deferred income tax asset 2,557
Current liabilities (104)
Deferred income tax liability (19,584)
$50,300
Consideration:
Cash consideration $50,000
Direct acquisition costs 300
$50,300

The primary factors that contributed to the essdintient of goodwill included: the expected revernmasvth
over time that is attributable to expanded indaagiand increased market penetration from futusdymts and
customers and the synergies expected to resultdoonbining infrastructures, reducing combined ofienal
spend and program reprioritization. The goodwitj@gced in the Quill acquisition is not deductibte tax

purposes.

The identifiable intangible assets are compriseith@ftechnology and intellectual property acquigtese

intangibles will be amortized over their estimaligds of eight to nine years.

The Company had a pre-existing relationship witfill@tithe time of the acquisition through an Exstiee
Development, License and Distribution Agreementvieen Quill and a subsidiary of AMI. This relatibns
was settled at fair value when compared to priéimgther current market transactions for similaaagements

and consequently, did not result in any gain os.los

6. SHORT AND LONG-TERM INVESTMENTS

Gross Gross
Unrealized Unrealized
September 30, 2007 Cost Gains Losses Carrying Valu
Available-for-sale equity securities $22,188 $3,945 $ - $26,133
Investments recorded at cost 6,345 - - 6,345
$28,533 $3,945 $ - $32,478
Less: classified as short-term -
Long-term investments $32,478
Gross Gross
Unrealized Unrealized
December 31, 2006 Cost Gains Losses Carrying Value
Available-for-sale equity securities $44,598 $6,564  $(4,382) $46,780
Investments recorded at cost 16,345 - - 16,345
$60,943 $6,564 $(4,382) $63,125
Less: classified as short-term (9,285)
Long-term investments $53,840
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7. ACCOUNTS RECEIVABLE

September 30, December 31,
2007 2006
Trade accounts receivable $23,218 $23,683
Other receivables 1,658 1,548
$24,876 $25,231
8. INVENTORIES
September 30, December 31,
2007 2006
Raw materials $8,863 $9,144
Work in process 13,421 13,738
Finished goods 12,865 10,737
$35,149 $33,619
9. PROPERTY, PLANT AND EQUIPMENT
Accumulated Net Book
September 30, 2007 Cost Depreciation Value
Land $10,693 - $10,693
Buildings 19,264 1,249 18,015
Leasehold improvements 10,621 3,353 7,268
Manufacturing equipment 20,277 4,518 15,759
Research equipment 5,317 3,322 1,995
Office furniture and equipment 3,454 1,874 1,580
Computer equipment 7,767 5,544 2,223
77,393 19,860 57,533
Accumulated Net Book
December 31, 2006 Cost Depreciation Value
Land $10,635 $ - $10,635
Buildings 18,564 559 18,005
Leasehold improvements 10,671 2,626 8,045
Manufacturing equipment 18,230 2,226 16,004
Research equipment 5,086 2,766 2,320
Office furniture and equipment 3,353 1,380 1,973
Computer equipment 7,271 4,470 2,801
$73,810 $14,027 $59,783
10. INTANGIBLE ASSETS
Accumulated Net Book
September 30, 2007 Cost Amortization Value
Acquired technologies $127,316 $36,754 $90,562
Customer relationships 108,190 20,147 88,043
In-licensed technologies 54,802 15,549 39,253
Trade names and other 14,280 2,729 11,551
$304,588 $75,179 $229,409
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Accumulated Net Book

December 31, 2006 Cost Amortization Value
Acquired technologies $120,878 $27,790 $93,088
Customer relationships 108,190 13,194 94,996
In-licensed technologies 54,802 10,717 44,085
Trade names and other 14,280 1,495 12,785
$298,150 $53,196 $244,954

11. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

September 30, December 31,

2007 2006
Trade accounts payable $7,507 $11,221
Accrued license and royalty fees 2,349 6,511
Employee-related accruals 15,630 10,834
Accrued professional fees 8,804 8,832
Accrued contract researth 96 2,114
95
Accrued milestone payment . 5,000
Other accrued liabilities 8,326 4,470
$52,311 $48,982

@ On June 8, 2007, the Company exercised the extengition on the Research and
License Agreement with CombinatoRx originally eetémto in October 2005 and
as a result is required to make a $7.0 million esiten payment. The payment is not
due until October 2007 and is therefore includeddarued contract research as at
September 30, 2007. The extension payment hasttesgad as in-process research
and development as the CombinatoRx technologyas &arly stage of
development and has no alternative future use.

12. LONG-TERM DEBT

September 30, December 31,

2007 2006
Senior Floating Rate Notes $325,000 $325,000
7.75% Senior Subordinated Notes 250,000 250,000

$575,000 $575,000

13. SHARE CAPITAL

During the three and nine month periods ended &#®e30, 2007, the Company issued nil and 30,248
common shares, respectively, upon exercises ok stpitons. The Company issues new shares to\satmstk

option exercises.
a) Stock Options

Angiotech Pharmaceuticals, Inc.

In June 2006, the stockholders approved the adopfithe 2006 Stock Incentive Plan (“2006 Plan™jakh
superseded the previous stock option plans. Thé B0h incorporated all of the options granted urtidie
previous stock option plan and, in total, proviflasthe issuance of non-transferable stock-baseddsito
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purchase up to 13,937,756 common shares to emplogtieers, directors of the Company, and persons
providing ongoing management or consulting serviogee Company. The Plan provides for, but dags n
require, the granting of tandem stock appreciatigits that at the option of the holder may be eised instead
of the underlying option. When the tandem stockrapiation right is exercised, the underlying opti®n
cancelled. The optionee receives shares of comtook with a fair market value equal to the excdsbe fair
value of the shares subject to the option at the tf exercise (or the portion thereof so exergdissdr the
aggregate option price of the shares set forthaéroption agreement. The exercise of tandem stogieaiation
rights is treated as the exercise of the underlgiptipn. The exercise price of the options isdixy the Board
of Directors, but will generally be at least egteathe market price of the common shares at the afagrant,
and for options issued under the 2006 Plan an@@04 Plan, the term may not exceed five years.options
grandfathered from the stock option plans pricch#®2004 Plan, the term did not exceed 10 yeafgtiofs
granted are also subject to certain vesting prongsi Options generally vest monthly after beirenggd over

varying terms from 2 to 4 years.

A summary of CDN$ stock option transactions isaevs:

Weighted
Weighted Average Aggregate
No. Of Average Remaining Intrinsic
Optioned Exercise Price  Contractual Value

Shares (In CDN$) Term (Years) (In CDN$)
Outstanding at December 31, 7,307,576 $16.98
2006
Granted 1,115,000 8.90
Exercised (30,248) 3.07
Forfeited (677,951) 18.90
Outstanding at March 31, 2007 7,714,377 $15.69 3.86 $2,248
Exercisable at March 31, 2007 5,858,224 $16.47 3.73 $2,248
Granted 130,000 6.54
Forfeited (49,296) 19.09
Outstanding at June 30, 2007 7,795,081 $15.52 3.63 $3,574
Exercisable at June 30, 2007 5,997,416 $16.46 3.48 $3,438
Granted 25,000 7.61
Forfeited (94,524) 16.01
Outstanding at September 30, 7,725,557 $15.49 3.38 $2,223
2007
Exercisable at September 30, 6,133,954 $16.45 3.23 $2,223
2007

These options expire at various dates from Decerhbe2007to December 17, 2012.
A summary of U.S.$ stock option transactions ifoflews:
Weighted
Weighted Average Aggregate
No. Of Average Remaining Intrinsic
Optioned Exercise Price  Contractual Value

Shares (InU.S.9) Term (Years) (InU.S.9)
Outstanding at December 31, 211,968 $15.81
2006
Granted 835,000 7.57
Forfeited (15,437) 8.15
Qutstanding at March 31, 2007 1,031,531 $9.54 4.46 $ -
Exercisable at March 31, 2007 124,939 $16.21 3.12 $ -
Granted 35,000 5.91
Forfeited (34,063) 7.75
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Outstanding at June 30, 2007 1,032,468 $9.47 4,22 $ 87
Exercisable at June 30, 2007 188,422 $13.94 3.32 $ 5
Granted 10,000 6.84

Forfeited (1,250) 8.58

Outstanding at September 30, 1,041,218 $9.45 3.98 $ 62
2007

Exercisable at September 30, 252,637 $12.80 3.07 $ 3
2007

These options expire at various dates from Jar@rg010to June 17, 2012.

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

On March 9, 2006, AMI granted 304 stock optionsem@MI’s 2003 Stock Option Plan which were subject
closing the acquisition of AMI by the Company. Ba&MI stock option will convert into approximateBy852
Angiotech shares upon exercise. All outstandiptipas and warrants granted prior to the MarchO®&2grant
were settled and cancelled upon acquisition. Uttt AMI stock option plan, options to purchase canm
stock of AMI may be granted to certain employees @dinectors at an exercise price equal to the estichfair
market value of the underlying stock on the datgraft. All options have a term of ten years anst weer a six
year graded vesting schedule with certain provision accelerated vesting. No further stock ool be
granted out of AMI's 2003 Stock Option Plan. Aaodf 1,171,092Angiotech shares were reserved to
accommodate future exercises of the AMI options.

Weighted
No. Of Weighted Average Aggregate
Optioned Average Remaining Intrinsic
Shares Exercise Price  Contractual Value
(In Millions) (InU.S.9) Term (Years) (InU.S.9)
Outstanding at December 31, 874,468 $15.44
2006
Forfeited (84,751) 15.44
QOutstanding at March 31, 2007 789,717 $15.44 8.95 $ -
Exercisable at March 31, 2007 - $15.44 - $ -
Forfeited (134,829) 15.44
Outstanding at June 30, 2007 654,888 $15.44 8.70 $ -
Exercisable at June 30, 2007 - $15.44 - $ -
Forfeited (204,171) 15.44
Outstanding at September 30, 450,717 $15.44 8.45 $ -
2007
Exercisable at September 30, - $15.44 - $ -
2007

These options expire on March 8, 2016.
b) Stock-based compensation expense

The Company recorded stock-based compensation sxéri, 353,000 and 3,717,000 for the three arel nin
month periods ended September 30, 2007, respsct{$#dl,520,000 and $4,401,000 for the three and nin
month periods ended September 30, 2006, respagtiadhting to awards granted under its stock apfian,
modified or settled subsequent to October 1, 20l estimated fair value of the stock options tgdtis
amortized to expense on a straight-line basis theevesting period and was estimated on the dajeaof using
the Black-Scholes option pricing model with thddaling weighted average assumptions for granthén t
respective periods:
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Three Months Ended
September 30,

Nine Months Ended

September 30,

2007 2006 2007 2006

Dividend Yield Nil Nil Nil Nil
Expected Volatility 36.3% - 41.0% 36.3% - 40.4% -

44.3% 44.9% 43.3%
Weighted Average Volatility 42.0% 41.0% 41.8% 22.9
Risk-free Interest Rate 4.57% - 4.33% 4.00% - 4.01% -

4.58% 5.05% 4.50%
Expected Term (Years) 3 3 3 3-5

The weighted average fair value of stock optiomstgd in the three and nine month periods endettSéber
30, 2007 and 2006 are presented below:

Three Months Ended

Six Months Ended

September 30, September 30,
2007 2006 2007 2006
CDNS$ options 2.64 $4.16 2.98 $5.46
U.S. options 2.05 $- 2.32 $6.51

A summary of the status of the Company’s nonvesp#ibns as of September 30, 2007 (excluding the AMI
stock options) and changes during the three arelmonth periods ended September 30, 2007, is gegken

below:

Weighted Average

No. Of Grant-Date

Optioned Fair Value

Nonvested CDN$ options Shares (In CDN$)

Nonvested at December 31, 2006 940,891 $6.70

Granted 1,115,000 3.07

Vested (139,910) 4.33

Forfeited (59,828) 7.53

Nonvested at March 31, 2007 1,856,153 $4.47

Granted 130,000 $2.25

Vested (184,176) 5.90

Forfeited (4,312) 5.21

Nonvested at June 30, 2007 1,797,665 $4.18

Granted 25,000 $2.64

Vested (185,026) 5.65

Forfeited (46,036) 3.87

Nonvested at September 30, 2007 1,591,603 $3.97

Weighted Average

No. Of Grant-Date

Optioned Fair Value

Nonvested U.S.$ options Shares (In U.S.$)
Nonvested at December 31, 2006 117,032 $5.50
Granted 835,000 2.34
Vested (30,394) 3.79
Forfeited (15,046) 2.34
Nonvested at March 31, 2007 906,592 $2.70
Granted 35,000 $1.79
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14.

15.

Vested (65,046) 3.00

Forfeited (32,500) 3.11
Nonvested at June 30, 2007 844,046 $2.65
Granted 10,000 $2.05
Vested (65,465) 2.98
Nonvested at September 30, 2007 788,581 $2.62

As of September 30, 2007, there was 6,736,000taff tmrecognized compensation cost related to rxiade
stock options granted under the Angiotech Planesg&ltosts are expected to be recognized over atedig
average period of 2.49 years.

As of September 30, 2007, there was 2,843,000taf tmrecognized compensation cost related to the
nonvested AMI stock options. These costs are dggdeo be recognized over a period of 4.50 yeara on
straight-line basis as a charge to income. Tta fair value of options vested during the thred aime month
periods ended September 30, 2007 was $nil aseal\ll stock options remain unvested.

During the three and nine month periods ended Sdée30, 2007 and 2006 the following activity ocedr

Three Months Ended Nine Months Ended
September 30, September 30,

(in thousands) 2007 2006 2007 2006
Total intrinsic value of stock options
exercised

CDNS$ options $ - $ 179 $ 171 $2,282

U.S.$ options - - - $361
Total fair value of stock awards vested $1,122 234, $3,025 $4,214

Cash received from stock option exercises for lineet and nine month periods ended September 33,289
nil and $79,000, respectively.

INCOME TAXES

For the three and nine month periods ending SepeBih 2007, the Company is in an income tax regove
position as a result of a current period net losmfoperations and the amortization of identifiabtangible
assets. The income tax recovery also includesiyelof $1.5 million related to an accrual undey E8.
Refer to the FIN 48 discussion und&hange in Accountingolicies.

The effective tax rate for the nine month periodazhSeptember 30, 2007 was 45.0% compared to ectie#
tax rate of 12.2% for the same period in the pyear, excluding an accrual for income taxes payadiging to
a retroactive change in Quebec tax legislatioméhiced in June 2006 and accruals under FIN 48.cuitvent
year increase in the effective tax rate is theltegwa decrease due to provincial income tax dsediternational
tax structures and the amortization of identifiahtangible assets acquired through business catibirs.

COMMITMENTS AND CONTINGENCIES
(a) Commitments

i) The Company committed to minimum commercialiaatexpenditures of $7.85 million in the first year
and $10.0 million in each of the second and thedrg on the products acquired from Quill.

i) The Company has entered into research and dprent collaboration agreements that involve joint

research efforts. Certain collaboration costs arydearentual profits will be shared as per terms
provided for in the agreements.
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(b) Contingencies

i) The Company may, from time to time, be subjectiaints and legal proceedings brought against it in
the normal course of business. Such matters djectiio many uncertainties. Management believes
that adequate provisions have been made in theiatscarhere required and the ultimate resolution of
such contingencies will not have a material adveffext on the financial position of the Company.
However, we are not able to predict the outcomth®pending legal proceedings listed below, orothe
legal proceedings, to which we may become subjetttd normal course of business or estimate the
amount or range of any possible loss we might iifone do not prevail in the final, non-appealable
determinations of such matters. Therefore, we Imaveurrent accruals for these potential
contingencies. We cannot provide you with assurdmaethe legal proceedings listed here, or other
legal proceedings not listed here, will not haveaterial adverse impact on our financial condition
results of operations.

i) Boston Scientific Corporation, a licensee, feea involved in legal proceedings (to which then@pany
is not a party) concerning challenges to its dbeisiness. If a party opposing Boston Scientific
Corporation is successful, royalty revenue wolkdlii be significantly reduced. The ultimate outcome
of any such proceedings are uncertain at this time.

iii) Previous discussion under this “Contingenciesttion addressed litigation between Angiotech and
Conor Medsystems Inc. In September 2007, a sedtieagreement was signed by parties including
Angiotech and Conor to end this litigation and tedpatent opposition proceedings. Thus, andeo th
extent there were still proceedings pending, Cdwarwithdrawn its opposition to the grant of
European Patents EP 0 706 376 and EP 1155690, and’bdhland Patent NZ 523799, and has
withdrawn from all litigation involving Angiotech.

iv) At the European Patent Office (EPO), variougepts either owned or licensed by or to the Company
are in opposition proceedings. In EP0711158 (whiehCompany licenses from the NIH) the EPO
scheduled an Oral Hearing for October 25, 2007ERA809515 (which the Company licenses from
(and to) Boston Scientific Corporation), the EP@estuled an Oral Hearing for January 30, 2008.
Oppositions against European Patent Nos. EP097%32D0118325, EP1155689 and EP1407786 are at
early stages, with briefs being exchanged. ThetgrBuropean Patent No. EP0830100, which relates
to our ePTFE vascular graft products, was opposgdan Oral Hearing conducted on September 28,
2006. At the end of the Hearing, the European R&#ice determined that an amended form of the
patent was valid. The opponent appealed this aecisi

V) On March 1, 2006, the Board of Appeals of thealese Patent Office issued a final order of
revocation regarding certain claims of our Japaiedent No. 3423317, directed to a stent coatdd wit
paclitaxel. Angiotech appealed this decision teadéplintellectual Property High Court, and hearings
were held on December 11, 2006, April 17, 2007, ame 21, 2007, with a final decision from the
Court expected on November 22, 2007.

Vi) In February 2005, a claim was filed by Conorddgstems, Inc. in a court in the United Kingdom
alleging that one of the Company's U.K. stent pateninvalid and seeking to have that patent redok
On February 24, 2006, a U.K. court ruled in favb€onor, finding that the Company’s UK Hunter
Patent was invalid. Angiotech launched an appethleaCourt of Appeals, however that appeal was
dismissed. The Company subsequently filed a Betitith the House of Lords to request that the
House of Lords overrule the lower court decisian this Petition was accepted. A date for a hgarin
before the House of Lords has not yet been sethatilate is estimated to be Q3 2008. Conornail
be participating in this hearing.

vii) In April 2005, the Company together with Bost8cientific Corporation commenced a legal action i
the Netherlands against Sahajanand Medical Techmesld@vt. Ltd. for patent infringement. The
hearing was held in March 2006. In May 2006, thech court ruled in favor of Angiotech, finding
that Angiotech’s EP (NL) Hunter patent was validd dhat SMT’s Infinnium stent was infringing that
patent. SMT has filed an appeal, and is currejpined from selling their stent in the Netherland
pending resolution of that appeal. A date for arimg before the Court of Appeals has not been set.
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Xiii) In December 2005, the Company together withs®®n Scientific Corporation commenced a
Preliminary Injunction Proceeding in the Netherlsuagiainst Biosensors International Group Ltd. and
six related companies including Occam Internati@®| requesting a preliminary injunction. In
March 2006, a Dutch court ruled against Angiotechtpuest for a preliminary injunction against
Occam and its distributor. An appeal was filedAmgiotech and may be heard late in 2008.

ix) In April 2007, a lawsuit was filed in the UniteStates District Court for the District of PueRao by
Jose Nunez and others against Medical Device Tdohies, Inc. (“MDT”) and others. The suit alleges
wrongful termination of, and/or wrongful interfei@nwith, the distribution arrangement that had
allegedly existed between MDT and the plaintiffdMis a wholly owned subsidiary of Angiotech
Pharmaceuticals, Inc. The plaintiffs are seekingltdamages from the defendants in the amount of
approximately $2.6 million in addition to coststbé action and attorneys’ fees. In September 20@7,
court dismissed this action due to non-compliancdlbnez with court orders.

16. SEGMENTED INFORMATION

The Company operates in two reportable segmeit®hérmaceutical Technologies and (ii) Medicaldricts.
Prior to the acquisition of AMI the Company repdrits operations under one segment, drug-elutingicaé
devices and biomaterials.

The Pharmaceuticals Technologies segment inclum@dty revenue generated from out-licensing teabal
related to the drug-eluting stent, biomaterials attnér technologies. This segment also includesnbernal
and external research and development activitidsoan corporate activities.

The Medical Products segment includes the opemtequired through AMI, which are focused on thedi
manufacturing and marketing of a wide range oflsinge, specialty medical devices including sut@edles,
biopsy needles / devices, micro surgical ophthakniges, drainage catheters, self-anchoring sutanesother
specialty devices.

The Company evaluates the performance of its segnbased on operating income. Certain other incamae
expenses are not allocated to segments as theptcensidered in evaluating the segment’s opegatin
performance. Unallocated income and expensesdadhreign exchange, investment income and interest
expense.

The following tables represent reportable segm@ntination for the three and nine month periodseeind
September 30, 2007:

Three Months Ended Nine Months Ended

September 30, September 30,
2007 2006 2007 2006
Revenue
Pharmaceutical Technologies $27,2024,708  $92,541 $131,02
2
Medical Products 40,824 41,563 123,794 90,800
Total revenue 68,026 86,271 216,335 221,822
Operating (loss) income
Pharmaceutical Technologies (2,242)3,994 (2,404) 40,118
Medical Products (3,665) 2,484 (12,299) 6,044
Total operating (loss) income (5,90716,478 (14,703) 46,162
Other expense (11,317) (10,876 (37,765) (16,752

) )
Income (loss) from continuing operations beformme
taxes and cumulative effect of change in accourivlgy $(17,224) $5,602 $(52,46 $29,410
8)

Page 59 of 61



During the three and nine month periods ended 8Sd#ye30, 2007, revenue from one licensee repregente
approximately 35% and 37%, respectively, of totakenue (47% and 55%, respectively, for the threlendme
month periods ended September 30, 2006).

The following table represents total assets foheaportable segment at September 30, 2007 anchibered1,
2006:

September 30, December 31,

2007 2006
Total assets
Pharmaceutical Technologies $246,303 $266,382
Medical Products 913,257 939,492
Total assets $1,159,560 $1,205,874

The following table represents capital expenditdioe®ach reportable segment for the three and mimeth
periods ended September 30, 2007 and 2006:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Capital expenditures
Pharmaceutical Technologies $650 $1,681 $1,072 9,338
Medical Products 623 414 2,496 2,380
Total capital expenditures $1,273 $2,151 $3,568 $11,714

17. RESTRUCTURING CHARGES

During the three and nine month periods ended S&d#@e30, 2007, the Company recorded charges ofriillibn
and $3.0 million respectively for plant closure aabbcation activities associated with capacitjoradlization and
consolidation in the Medical Products segment. rEs¢éructuring charges during the nine months e®igaiember
30, 2007 included $2.2 million related to emplogegerance benefits at the Company’s Syracuse docatid $0.8
million related to various relocation activitieskaitth the Company’s Syracuse and Puerto Rico lositi

The severance charges were recorded in accordatic8tatement of Financial Accounting Standards NI,
Accounting for Costs Associated with Exit or Disgdasctivities.SFAS 146 requires that a liability be recordeddor
cost associated with an exit or disposal activitigsafair value in the period in which the liabjliis incurred. In
connection with the restructuring plan, the Compplays to terminate approximately 170 employees fitwe
Syracuse location representing approximately 10%uofwvorkforce over the next 9 months. The estichabéal
severance obligation is $4.2 million. The estimdtedl severance obligation was calculated usingdasted cash
flows, discounted as prescribed by SFAS 146, usioedit-adjusted risk-free rate of 9%. The terithe
severance require that employees continue to pemadvices throughout the transition period in otdéve eligible
to receive the severance benefits. As the emplogeersequired to continue to provide services deoto receive
the severance, the Company has accrued severastseo€&1.3 million representing the minimum seuneea
benefits the employees are legally entitled toixecas of September 30, 2007. The remaining estiintatal
severance obligation of $2.9 million is being retxd monthly over the estimated retention perioddp@2 months.

The total monthly charge for the three and nine ttroended September 30, 2007 was $0.9 million sedpected
to be approximately $241,000 per month for the ieing estimated retention period of 9 months. Tharges are
recorded to selling, general and administratioriscimsthe statement of operations. The Companya@sgpe satisfy
the severance obligations through salary continelahlbe expense and accrual recorded in accordatitSRAS
146 require the Company to make significant estéiand assumptions. These estimates and assumpiiidpes
evaluated and adjusted as appropriate on at lepsdréerly basis for changes in circumstances. possible that
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such estimates could change in the future resultisglditional adjustments, and the effect of amyhsadjustments
could be material.

Changes in the Company’s accrual for restructuchmayges for the three and nine months ended Septe36h2007
were as follows:

Severance Benefits

Balance, December 31, 2006 and March 31, 2007 $-
Severances charged 1,532
Balance, June 30, 2007 $ 1,532
Reduction in minimum severance benefits accruddia¢ 30, 2007
due to revisions to estimated total severance atitig (237)
Severances charged 930
Balance, September 30, 2007 $ 2,225

18. CONTOUR THREADS PRODUCT RETURNS

During the three months ended June 30, 2007, tiep@ny elected to discontinue its Contour Threadsaded
product line for selected aesthetic surgical apgibms and to focus marketing and branding effontshe launch of
its Quill SRS barbed suture product in a broadegezof general surgery and aesthetic surgery agjlits. As part
of this decision, the Company communicated an dafféts customers to refund, at the customer’s stdetion, any
unused inventory of Contour Threads product retlitoehe Company by June 1, 2007. The deadlindates
extended indefinitely to meet customer demandsnaaidtain strong customer relations. In connectiéh this
decision, the Company recorded a pre-tax chargpmfoximately $3.0 million, which was recorded as a
adjustment to revenue in the Medical Products segm¢ September 30, 2007, the Company had an edcru
liability of $0.8 million comprised of $0.5 millionf actual returns not yet paid as of Septembe2807 and $0.3
million of estimated future customer returns.

19. CHANGE IN NON-CASH WORKING CAPITAL ITEMS RELATI NG TO OPERATIONS AND
SUPPLEMENTAL CASH FLOW INFORMATION

The change in non-cash working capital items nefgtd operations was as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Accrued interest on short-term and long-term $ - $ 210 $ $3,234
investments (597)
Accounts receivable 490 1,244 8,805 1,990
Inventories 1,407 (3,090) (1,308) (4,140)
Prepaid expenses and other assets (735) (1,391) 0331, (857)
Accounts payable and accrued liabilities (4,949) 4,995) (2,850) (7,308)
Income taxes payable 10,199 8,798 10,035 12,754
Interest payable (4,780) (4,018) (4,083) 1,319
$1,632 $(3,242) $11,03 $6,992
5
Supplemental disclosure:
Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006
Accrued milestone / collaboration payments $- $8,000 $7,000 $8,000
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